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DATE: June 24, 2021 
  
TO: Richard Stavneak, Director 
  
FROM: Hans Olofsson, Chief Economist 
  
SUBJECT: DISTRIBUTIONAL IMPACT OF THE INCOME TAX RATES AND THE 4.5% RATE CAP UNDER SB 

1828 AND SB 1827 
 
This memo responds to requests that we have received for the distributional impact by income level of the 
individual income tax rates as well as the rate cap under the Senate Engrossed versions of SB 1828 and SB 1827, 
respectively.  Under SB 1828, for Tax Year (TY) 2022, single filers pay a tax rate of 2.55% for taxable income of up 
to $27,272 and 2.98% on taxable income above $27,272.  The income bracket for individuals filing as married 
couples or heads of household are twice that amount, or $54,544.   
 
Under SB 1828, further rate reductions beyond the 2.55%/2.98% rates in TY 2022 will be contingent upon the state 
receiving more General Fund revenue than forecast.  Excluding the beginning balance, the "trigger" target is set at 
$12.8 billion in FY 2022 and $13.0 billion in FY 2023 and each year thereafter.  If the state receives more than the 
FY 2022 trigger level, the rates will be reduced to 2.53%/2.75%, beginning in TY 2023.  If the state receives more 
than $13.0 billion in FY 2023 or any subsequent year, the rate will be reduced to a single 2.5% rate in the following 
Tax Year.   
 
The distributional analysis also includes the impact of the 4.5% rate cap under SB 1827.  Under this provision, the 
combined regular top marginal rate and the Proposition 208 surcharge is capped at 4.5% for taxable income above 
$250,000/$500,000, beginning in TY 2021.  Absent the cap, the combined rate would be 6.48% in TY 2022.     
 
On May 26, 2021, we published the distributional impact of the 2.5% rate proposal.  That impact continues to 
appear in Table 1 and Table 2.   In this memorandum, we have now incorporated the distributional impact of the 
2.55%/2.98% proposal in Table 3 and Table 4.  
 
The estimates in the tables below were produced by the Department of Revenue's (DOR) Individual Income Tax 
Microsimulation Model, which is based on a large sample of tax returns filed by Arizona residents. 
 
We present the DOR information in 2 forms.  The percentage reduction in total individual income tax liability for 
tax filers in 14 separate income groups, are shown in Table 1 and Table 3.  The average reduction (in dollars) for 
the same 14 income groups are shown in Table 2 and Table 4.  
 
Since the DOR model is a "static" rather than a "dynamic" model, their estimates do not account for several 
factors.  First, the estimates do not reflect any offsetting "dynamic" revenue impact associated with the potential 
behavioral response of individuals and businesses to the proposed tax legislation.  To the extent that a reduction in 
tax liability incentivizes greater investment and generates more economic activity, for example, some of the 
revenue loss may be offset.  
 
Second, the estimates of the tax proposal are based on taxpayers' TY 2021 liability.  As noted above, we utilized 
DOR's microsimulation model of more than 50,000 tax returns for the full implementation costs of the tax 
reduction, which tends to provide a more accurate assessment of the fiscal impacts.   
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DOR uses TY 2021 liability as part of their model.  This limitation understates the revenue loss since liability will be 
greater by the time that the 2.55%/2.98% rates are implemented in TY 2022 (FY 2023) and the 2.5% single rate in a 
future year.   
 
 

Table 1 
    

 

Individual Income Tax Liability by Income Level under 2.5% Single Rate and 4.5% Rate Cap 
[Millions of Dollars] 

 
A B C D E F = E/C G = E/D 

Federal AGI # Filers* Prior to Prop 208 
After Prop 

208 Proposal** 
% Change to 

Pre 208 
% Change to 

Post 208 
< $0 39,293  $0.8  $0.8  $0.6  -19.3% -19.3% 
$0 - $10,000 306,442  $7.0  $7.0  $6.4  -8.0% -8.0% 
$10,000 - $20,000 409,702  $29.7  $29.7  $28.2  -5.2% -5.2% 
$20,000 - $25,000 195,464  $37.6  $37.6  $36.1  -4.0% -4.0% 
$25,000 - $30,000 198,412  $55.2  $55.2  $53.0  -4.0% -4.0% 
$30,000 - $40,000 344,807  $154.3  $154.3  $148.3  -3.9% -3.9% 
$40,000 - $50,000 261,411  $178.6  $178.6  $168.4  -5.7% -5.7% 
$50,000 - $75,000 449,967  $483.6  $483.6  $440.6  -8.9% -8.9% 
$75,000 - $100,000 296,485  $521.5  $521.5  $452.9  -13.2% -13.2% 
$100,000 - $200,000 418,814  $1,368.8  $1,368.8  $1,092.1  -20.2% -20.2% 
$200,000 - $500,000 117,693  $1,138.6  $1,153.9  $777.2  -31.7% -32.6% 
$500,000 - $1,000,000 18,405  $472.9  $561.7  $338.4  -28.4% -39.8% 
$1,000,000 - $5,000,000 8,626  $593.8  $939.6  $537.4  -9.5% -42.8% 
> $5,000,000 1,019  $466.0  $817.8  $460.8  -1.1% -43.7% 
     TOTAL 3,066,540  $5,508.2  $6,309.9  $4,540.3  -17.6% -28.0% 
_________       
*   Includes residential filers only.  DOR model does not provide distributional impact of nonresident filers.   

** Proposal:  2.5% regular rate with combined regular/Prop 208 rate capped at 4.5% on taxable income above $250,000/$500,000.  
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Table 2  

Average Individual Income Tax Liability by Income Level under 2.5% Single Rate and 4.5% Rate Cap 
 

A B C D E F = E - C G = E - D 

Federal AGI # Filers* Prior to Prop 208 
After Prop 

208 Proposal** 
$ Change to Pre 

208 
$ Change to Post 

208 
< $0 39,293  $20  $20  $16  ($4) ($4) 
$0 - $10,000 306,442  $23  $23  $21  ($2) ($2) 
$10,000 - $20,000 409,702  $72  $72  $69  ($4) ($4) 
$20,000 - $25,000 195,464  $192  $192  $184  ($8) ($8) 
$25,000 - $30,000 198,412  $278  $278  $267  ($11) ($11) 
$30,000 - $40,000 344,807  $447  $447  $430  ($17) ($17) 
$40,000 - $50,000 261,411  $683  $683  $644  ($39) ($39) 
$50,000 - $75,000 449,967  $1,075  $1,075  $979  ($96) ($96) 
$75,000 - $100,000 296,485  $1,759  $1,759  $1,527  ($231) ($231) 
$100,000 - $200,000 418,814  $3,268  $3,268  $2,608  ($661) ($661) 
$200,000 - $500,000 117,693  $9,674  $9,805  $6,603  ($3,071) ($3,201) 
$500,000 - $1,000,000 18,405  $25,694  $30,521  $18,387  ($7,306) ($12,133) 
$1,000,000 - $5,000,000 8,626  $68,834  $108,923  $62,298  ($6,536) ($46,624) 
> $5,000,000 1,019  $457,314  $802,520  $452,218  ($5,096) ($350,303) 
     TOTAL 3,066,540  $1,796  $2,058  $1,481  ($316) ($577) 
_________        
*   Includes residential filers only.  DOR model does not provide distributional impact of nonresident filers.   

 
** Proposal:  2.5% regular rate with combined regular/Prop 208 rate capped at 4.5% on taxable income above $250,000/$500,000.   
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Table 3 

    
 

Individual Income Tax Liability by Income Level under 2.55%/2.98% Rates and 4.5% Rate Cap 
[Millions of Dollars] 

 
A B C D E F = E/C G = E/D 

Federal AGI # Filers* Prior to Prop 208 
After Prop 

208 Proposal** 
% Change to 

Pre 208 
% Change to 

Post 208 
< $0 39,293  $0.8  $0.8  $0.7  -11.3% -11.3% 
$0 - $10,000 306,442  $7.0  $7.0  $6.7  -3.6% -3.6% 
$10,000 - $20,000 409,702  $29.7  $29.7  $29.0  -2.3% -2.3% 
$20,000 - $25,000 195,464  $37.6  $37.6  $36.9  -1.8% -1.8% 
$25,000 - $30,000 198,412  $55.2  $55.2  $54.2  -1.8% -1.8% 
$30,000 - $40,000 344,807  $154.3  $154.3  $151.6  -1.7% -1.7% 
$40,000 - $50,000 261,411  $178.6  $178.6  $174.2  -2.5% -2.5% 
$50,000 - $75,000 449,967  $483.6  $483.6  $464.6  -3.9% -3.9% 
$75,000 - $100,000 296,485  $521.5  $521.5  $487.4  -6.5% -6.5% 
$100,000 - $200,000 418,814  $1,368.8  $1,368.8  $1,216.5  -11.1% -11.1% 
$200,000 - $500,000 117,693  $1,138.6  $1,153.9  $896.4  -21.3% -22.3% 
$500,000 - $1,000,000 18,405  $472.9  $561.7  $377.0  -20.3% -32.9% 
$1,000,000 - $5,000,000 8,626  $593.8  $939.6  $553.4  -6.8% -41.1% 
> $5,000,000 1,019  $466.0  $817.8  $462.3  -0.8% -43.5% 
     TOTAL 3,066,540  $5,508.2  $6,309.9  $4,910.9  -10.8% -22.2% 
_________       
*   Includes residential filers only.  DOR model does not provide distributional impact of nonresident filers.   

** Proposal:  2.55% regular rate on taxable income up to $27,272/$54,544; 2.98% regular rate on taxable income above $27,272/$54,544; and with a 
combined regular/Prop 208 rate capped at 4.5% on taxable income above $250,000/$500,000.  
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Table 4  

Average Individual Income Tax Liability by Income Level under 2.55%/2.98% Rates and 4.5% Rate Cap 
 

A B C D E F = E - C G = E - D 

Federal AGI # Filers* Prior to Prop 208 
After Prop 

208 Proposal** 
$ Change to Pre 

208 
$ Change to Post 

208 
< $0 39,293  $20  $20  $18  ($2) ($2) 
$0 - $10,000 306,442  $23  $23  $22  ($1) ($1) 
$10,000 - $20,000 409,702  $72  $72  $71  ($2) ($2) 
$20,000 - $25,000 195,464  $192  $192  $189  ($3) ($3) 
$25,000 - $30,000 198,412  $278  $278  $273  ($5) ($5) 
$30,000 - $40,000 344,807  $447  $447  $440  ($8) ($8) 
$40,000 - $50,000 261,411  $683  $683  $666  ($17) ($17) 
$50,000 - $75,000 449,967  $1,075  $1,075  $1,033  ($42) ($42) 
$75,000 - $100,000 296,485  $1,759  $1,759  $1,644  ($115) ($115) 
$100,000 - $200,000 418,814  $3,268  $3,268  $2,905  ($364) ($364) 
$200,000 - $500,000 117,693  $9,674  $9,805  $7,616  ($2,058) ($2,188) 
$500,000 - $1,000,000 18,405  $25,694  $30,521  $20,486  ($5,208) ($10,035) 
$1,000,000 - $5,000,000 8,626  $68,834  $108,923  $64,160  ($4,674) ($44,762) 
> $5,000,000 1,019  $457,314  $802,520  $453,669  ($3,645) ($348,851) 
     TOTAL 3,066,540  $1,796  $2,058  $1,601  ($195) ($456) 
_________        
*   Includes residential filers only.  DOR model does not provide distributional impact of nonresident filers.   

 
** Proposal:  2.55% regular rate on taxable income up to $27,272/$54,544; 2.98% regular rate on taxable income above $27,272/$54,544; and with a     
combined regular/Prop 208 rate capped at 4.5% on taxable income above $250,000/$500,000.    

 
HO:kp 


	Joint Legislative Budget Committee
	Staff Memorandum
	(Continued)
	(Continued)
	HO:kp


<<

  /ASCII85EncodePages false

  /AllowTransparency false

  /AutoPositionEPSFiles true

  /AutoRotatePages /All

  /Binding /Left

  /CalGrayProfile (Gray Gamma 2.2)

  /CalRGBProfile (sRGB IEC61966-2.1)

  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)

  /sRGBProfile (sRGB IEC61966-2.1)

  /CannotEmbedFontPolicy /Warning

  /CompatibilityLevel 1.7

  /CompressObjects /Tags

  /CompressPages true

  /ConvertImagesToIndexed true

  /PassThroughJPEGImages true

  /CreateJobTicket false

  /DefaultRenderingIntent /Default

  /DetectBlends true

  /DetectCurves 0.1000

  /ColorConversionStrategy /sRGB

  /DoThumbnails false

  /EmbedAllFonts true

  /EmbedOpenType false

  /ParseICCProfilesInComments true

  /EmbedJobOptions true

  /DSCReportingLevel 0

  /EmitDSCWarnings false

  /EndPage -1

  /ImageMemory 1048576

  /LockDistillerParams false

  /MaxSubsetPct 100

  /Optimize true

  /OPM 1

  /ParseDSCComments true

  /ParseDSCCommentsForDocInfo true

  /PreserveCopyPage true

  /PreserveDICMYKValues true

  /PreserveEPSInfo true

  /PreserveFlatness true

  /PreserveHalftoneInfo false

  /PreserveOPIComments false

  /PreserveOverprintSettings true

  /StartPage 1

  /SubsetFonts true

  /TransferFunctionInfo /Apply

  /UCRandBGInfo /Remove

  /UsePrologue false

  /ColorSettingsFile ()

  /AlwaysEmbed [ true

  ]

  /NeverEmbed [ true

    /Arial-Black

    /Arial-BlackItalic

    /Arial-BoldItalicMT

    /Arial-BoldMT

    /Arial-ItalicMT

    /ArialMT

    /ArialNarrow

    /ArialNarrow-Bold

    /ArialNarrow-BoldItalic

    /ArialNarrow-Italic

    /ArialUnicodeMS

    /CenturyGothic

    /CenturyGothic-Bold

    /CenturyGothic-BoldItalic

    /CenturyGothic-Italic

    /CourierNewPS-BoldItalicMT

    /CourierNewPS-BoldMT

    /CourierNewPS-ItalicMT

    /CourierNewPSMT

    /Georgia

    /Georgia-Bold

    /Georgia-BoldItalic

    /Georgia-Italic

    /Impact

    /LucidaConsole

    /Tahoma

    /Tahoma-Bold

    /TimesNewRomanMT-ExtraBold

    /TimesNewRomanPS-BoldItalicMT

    /TimesNewRomanPS-BoldMT

    /TimesNewRomanPS-ItalicMT

    /TimesNewRomanPSMT

    /Trebuchet-BoldItalic

    /TrebuchetMS

    /TrebuchetMS-Bold

    /TrebuchetMS-Italic

    /Verdana

    /Verdana-Bold

    /Verdana-BoldItalic

    /Verdana-Italic

  ]

  /AntiAliasColorImages false

  /CropColorImages true

  /ColorImageMinResolution 150

  /ColorImageMinResolutionPolicy /OK

  /DownsampleColorImages true

  /ColorImageDownsampleType /Bicubic

  /ColorImageResolution 150

  /ColorImageDepth -1

  /ColorImageMinDownsampleDepth 1

  /ColorImageDownsampleThreshold 1.50000

  /EncodeColorImages true

  /ColorImageFilter /DCTEncode

  /AutoFilterColorImages true

  /ColorImageAutoFilterStrategy /JPEG

  /ColorACSImageDict <<

    /QFactor 0.76

    /HSamples [2 1 1 2] /VSamples [2 1 1 2]

  >>

  /ColorImageDict <<

    /QFactor 0.76

    /HSamples [2 1 1 2] /VSamples [2 1 1 2]

  >>

  /JPEG2000ColorACSImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 15

  >>

  /JPEG2000ColorImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 15

  >>

  /AntiAliasGrayImages false

  /CropGrayImages true

  /GrayImageMinResolution 150

  /GrayImageMinResolutionPolicy /OK

  /DownsampleGrayImages true

  /GrayImageDownsampleType /Bicubic

  /GrayImageResolution 150

  /GrayImageDepth -1

  /GrayImageMinDownsampleDepth 2

  /GrayImageDownsampleThreshold 1.50000

  /EncodeGrayImages true

  /GrayImageFilter /DCTEncode

  /AutoFilterGrayImages true

  /GrayImageAutoFilterStrategy /JPEG

  /GrayACSImageDict <<

    /QFactor 0.76

    /HSamples [2 1 1 2] /VSamples [2 1 1 2]

  >>

  /GrayImageDict <<

    /QFactor 0.76

    /HSamples [2 1 1 2] /VSamples [2 1 1 2]

  >>

  /JPEG2000GrayACSImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 15

  >>

  /JPEG2000GrayImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 15

  >>

  /AntiAliasMonoImages false

  /CropMonoImages true

  /MonoImageMinResolution 1200

  /MonoImageMinResolutionPolicy /OK

  /DownsampleMonoImages true

  /MonoImageDownsampleType /Bicubic

  /MonoImageResolution 1200

  /MonoImageDepth -1

  /MonoImageDownsampleThreshold 1.50000

  /EncodeMonoImages true

  /MonoImageFilter /CCITTFaxEncode

  /MonoImageDict <<

    /K -1

  >>

  /AllowPSXObjects true

  /CheckCompliance [

    /None

  ]

  /PDFX1aCheck false

  /PDFX3Check false

  /PDFXCompliantPDFOnly false

  /PDFXNoTrimBoxError true

  /PDFXTrimBoxToMediaBoxOffset [

    0.00000

    0.00000

    0.00000

    0.00000

  ]

  /PDFXSetBleedBoxToMediaBox true

  /PDFXBleedBoxToTrimBoxOffset [

    0.00000

    0.00000

    0.00000

    0.00000

  ]

  /PDFXOutputIntentProfile (None)

  /PDFXOutputConditionIdentifier ()

  /PDFXOutputCondition ()

  /PDFXRegistryName ()

  /PDFXTrapped /False



  /CreateJDFFile false

  /Description <<

    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e55464e1a65876863768467e5770b548c62535370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>

    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc666e901a554652d965874ef6768467e5770b548c52175370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>

    /DAN <>

    /DEU <>

    /ESP <>

    /FRA <>

    /ITA (Utilizzare queste impostazioni per creare documenti Adobe PDF adatti per visualizzare e stampare documenti aziendali in modo affidabile. I documenti PDF creati possono essere aperti con Acrobat e Adobe Reader 5.0 e versioni successive.)

    /JPN <>

    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020be44c988b2c8c2a40020bb38c11cb97c0020c548c815c801c73cb85c0020bcf4ace00020c778c1c4d558b2940020b3700020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>

    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken waarmee zakelijke documenten betrouwbaar kunnen worden weergegeven en afgedrukt. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)

    /NOR <>

    /PTB <>

    /SUO <>

    /SVE <>

    /ENU (Use these settings to create Adobe PDF documents suitable for reliable viewing and printing of business documents.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)

  >>

>> setdistillerparams

<<

  /HWResolution [600 600]

  /PageSize [612.000 792.000]

>> setpagedevice



