


Overview of Taxation in Arizona and Applicability in Tribal Communities

BASIC CONCEPTS OF STATE TAXATION 

Taxes are critical for creating a thriving economy and society. Governments collect
revenue through various forms of taxes in order to provide goods and services for the
general public instead of earning a profit for its leadership or shareholders like
traditional businesses. Tax structures vary across levels of government. From state or
tribal government to local government, each governing body usually has the authority
to determine its own tax laws based on its local economic conditions and policy goals.
While there is no one-size-fits-all approach to the tax structure in each jurisdiction,
most revenue comes from four primary sources: sales taxes, individual income taxes,
corporate income taxes, and property taxes. 

While these are the most common sources, there are other taxes that may be
applicable depending on where you earn your income, reside, or purchase goods. This
primer will outline Arizona’s state tax landscape and its complex intersection with the
22 tribal nations located in Arizona whose reservations cover 27 percent of the state’s
landmass. 

To begin, we will examine Arizona’s tax system through three buckets: taxes on
purchases, taxes on income, and taxes on property. In many cases, tribal members
who live on reservations are exempt from many of these taxes instituted by the state of
Arizona. Tribal members still pay tribal taxes collected by their respective tribe.
Meanwhile, the U.S. Supreme Court ruled in 1980 that state governments may tax
nontribal members physically present on reservations if federal law does not prohibit
the tax and the tax does not hinder the ability of the tribal government to perform its
functions, especially in the context of sales and excise taxes.  With this in mind, we will
proceed to first examine Arizona’s transaction privilege tax (TPT). 

Transaction Privilege Tax (“Sales Tax”) 

Sales taxes are a form of consumption tax levied on retail sales of goods and
services. You likely have seen a sales tax reported on the bottom of a receipt after
you made a purchase at a store. Sales tax rates can have a significant impact on
where consumers choose to shop, but the sales tax base—what is and is not subject
to sales tax—also matters. For instance, if large household appliances are not taxed
in a neighboring state and you live close to the state line, you may consider making
the purchase in that other state in order to realize a savings on sales tax. In many
cases where a state has a sales tax, but a neighboring state does not, the state with
a sales tax also institutes a use tax to try to combat tax avoidance by its residents
crossing state lines for purchases, but enforcement often proves difficult.
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In Arizona, the transaction privilege tax is commonly referred to as our state’s
sales tax – though it is technically a gross receipts tax levied by the state on
sellers for the privilege of conducting business in the state.Though the seller
typically passes the burden of the tax onto the buyer, the seller is the party that
remains liable to the state for the tax. Arizona TPT is currently 5.6 percent of the
total cost of the transaction. Six tenths of that TPT is dedicated for K-12 and
postsecondary education to support teacher salaries, the state K-12 equalization
formula, and other needs. While most goods are taxed under Arizona’s TPT, many
services are not. For example, the new set of tires you purchase for your car
would be taxed until the TPT, but the service of having the tires installed is not
taxed, if the charge for service is shown separately on the sales invoice and
records. 

In many cases on tribal reservations, if one person involved in the transaction
(either the buyer or seller) is a member of a Native American tribe, the
transaction is not subject to Arizona TPT. However, if neither the seller nor the
buyer is an enrolled member of a tribe, the transaction will be taxed. Table 1
below details common purchasing scenarios that may take place on a
reservation and whether the state TPT applies. 

Table 1: Scenarios Involving Purchase of Goods on a Native American
Reservation

The above table is derived from the Arizona Department of Revenue (DOR)’s
Transaction Privilege Tax Ruling TPR 22-1 and accompanying state statute. We will
assume that tribal members (buyers and/or sellers) are engaging in a business
transaction on their own reservation.
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Scenario 1: Both Seller and Buyer are Tribal Members
If both the seller and buyer are enrolled members of a tribe, Arizona’s TPT does not
apply to the transaction. 

Scenario 2: Seller is a Tribal Member or Entity/ Buyer is Not a Tribal Member
If only the seller is a tribal member or is a tribally owned corporation, then the sale
remains exempt from state TPT. In turn, the buyer must pay use tax on the goods they
acquired, which is equal to the 5.6 percent rate of the TPT. In practice, since the buyer
is required to report this use tax on their own, the state often does not receive use tax
from a purchase that occurred on tribal lands. 

Scenario 3: Seller is Not a Tribal Member/Buyer is a Tribal Member
If only the buyer is a tribal member and not the seller, the sale remains exempt since
the transaction took place on the reservation of the buyer’s tribe. 

Scenario 4: Neither Seller nor Buyer is a Tribal Member
In only the situation where neither the seller nor the buyer is a member of the tribe on
whose reservation the transaction took place does the Arizona TPT apply. For example,
most transactions occurring at stores at the Phoenix Premium Outlets located on the
Gila River Indian Community’s reservation are subject to the state TPT, because neither
the store (e.g., Polo Ralph Lauren, Coach, Under Armour, etc.) nor the buyer (an Arizona
resident who lives in Maricopa County) are enrolled members of the Community. This
results in taxation where a nontribal customer must pay both the state and tribal sales
tax and the tribe only receives direct revenue from its own TPT since the state largely
does not share TPT revenue with tribes. In contrast, Arizona cities and counties capture
revenue from their own TPTs and receive a dedicated share of state TPT revenue
through established revenue sharing. 

Though the state TPT only applies in one of the four scenarios described above,
nontribal businesses located on reservations remit tens of millions of sales tax dollars
to the state of Arizona each year. In total, in budget year 2023, transactions on the 22
tribal reservations in Arizona yielded over $69.3 million to the state. A more complete
breakdown by tribe can be seen in the appendix. A representation of TPT revenue
collected from reservations can be seen in Figure 1. Though contributions declined in
2020 and 2021 during the COVID-19 pandemic, sales taxes collected on reservations
returned to pre-pandemic levels and totaled $63.1 million in fiscal year (FY) 2022 and
$69.3 million in FY 2023. 
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Figure 1:

Transaction Privilege Tax Revenue Sharing:

The state of Arizona does not keep the majority of the TPT revenue it collects.
Instead, the revenue is distributed to Arizona counties, cities and towns using a
formula based on factors other than solely the portion of collections attributable
to each locality:

25 percent of TPT revenues are distributed to cities and towns based on their
population counts.

40.51 percent of TPT revenues are distributed to counties based on a formula
that uses population, property valuations, and the portion of TPT collected
within each county.

34.99 percent of TPT revenues are retained by the state to be allocated to
specific programs based on statute with the residual being deposited into the
General Fund.
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Arizona tribes are not included in the TPT revenue sharing formula described
above. Only those tribes that operate a community college and entered into an
agreement with the state prior to September 1, 2017, receive a portion of the TPT
revenue collected from sales occurring on their lands. The distribution is set at
$1,750,000 or 10 percent of the state TPT collected on the reservation, whichever is
less. A tribe which operates an additional technical college is eligible for an
additional $875,000 or 5 percent of the state TPT collected on the reservation,
whichever is less. Only two Arizona tribes receive this distribution: the Tohono
O’odham Nation, which receives funds for Tohono O’odham Community College,
and the Navajo Nation, which receives funds for both Diné College and Navajo
Technical College. For the current budget year (2024), Diné College is projected
to receive $591,800, Navajo Technical University $298,900, and Tohono O’odham
Community College $330,200 from state TPT revenue. This results in a total of
$2,111,600 for Arizona tribes - $890,700 for the Navajo Nation and $330,200 for the
Tohono O’odham Nation. 

Unlike counties and cities which are free to use their share of state TPT for any
allowable purpose, tribes are restricted to spending the TPT revenue they receive
to support maintenance, renewal, and capital expenditure needs at community
colleges only. The remaining 20 Arizona tribes that do not qualify for this special
distribution receive no portion of the TPT collected on their lands.

In addition to receiving a portion of the state TPT revenue, Arizona cities, towns
and counties impose their own local TPT. For example, the 8.6 percent total TPT
paid by a consumer in Phoenix is broken down as follows:

 State general TPT:                                        5.0 %
 State TPT dedicated to education:             0.6 % 
 Maricopa County TPT:                                  0.7 % 
 City of Phoenix TPT:                                      2.3 % 
 Total TPT experienced by consumer:        8.6 %

Meanwhile, a nontribal consumer on the Navajo Nation would experience a higher
total TPT rate. See the breakdown below:

State general TPT:                                         5.0 % 
State TPT dedicated to education:              0.6 % 
Navajo Nation TPT:                                        5.0 % 
County TPT:  0.5 – 1.3% (Navajo Nation spans multiple counties)
Municipal TPT: Varies 
Minimum total TPT experienced by nontribal consumer: 11.1 %
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Table 2 below provides a more complete snapshot of total TPT experienced at
check-out in several major Arizona cities and the total TPT nontribal consumers felt
at several tribal communities. The table also shows how many state TPT dollars from
revenue sharing each entity receives. For tribes with reservations that span multiple
counties, the minimum total TPT is represented in the “Total TPT” column. As seen in
row three, the city with the highest combined TPT, Flagstaff at 9.7 percent, is still not
that much above the lowest combined TPT on a reservation at 8.05 percent for the
Salt River Pima-Maricopa Indian Community and well below other combined rates
experienced on the Navajo Nation (11.1 percent), Gila River Indian Community (12.3
percent), and Tohono O’odham Nation (11.1 percent). These minimum total TPT rates
are also illustrated graphically in Figure 2, where the tribal jurisdictions often have
higher total TPT rates than cities. 

Table 2: Total TPT Experienced by Consumers in Select Arizona Cities and
Towns and by Nontribal Members on Select Arizona Reservations
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Figure 2:

While tribes are able to raise funds by imposing their own TPT as seen above in Table
2, they do not have the revenue base available to most Arizona cities and counties.
The cities, especially those in Maricopa County, have large populations which is
factored into the formula for TPT revenue sharing, as illustrated below in Figure 3.
Meanwhile, when total revenue from transactions that generate state TPT on the
Navajo Nation or Tohono O’odham reservations do not exceed the maximum dollar
amount of funding permitted for tribal community colleges in state statute as noted
above, each tribe is limited to receiving a set percentage of state TPT collected on
their lands. This percentage of state TPT revenue is lower than the allowed dollar
figure, because state law requires the state to transmit the lesser of the two funding
options to tribes. Especially for the Navajo Nation, that resulted in a projected
decrease in funding in FY 2024 compared to prior years.
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Figure 3:

Possible Adjustments

Tribal governments provide many of the same goods and services as city and
county governments, in addition to higher education. They operate police
departments, maintain roads, and provide a crucial public health function to
mitigate the spread of disease, as seen during the COVID-19 pandemic. The Joint
Legislative Budget Committee (JLBC) estimates that the scenarios where state
TPT does not apply on reservations mentioned above only costs the state $20.4
million each year in revenue. As discussed previously, transactions on tribal
reservations have generated nearly $70 million for the state in recent years. Since
certain transactions that occur on tribal lands are subject to Arizona’s TPT,
legislators may want to consider whether Arizona tribes should receive a larger
share of state TPT revenue to provide goods and services to their communities.
Using Table 1 as a guide, since one out of four types of transactions are subject to
state sales tax, a rough estimate would suggest that one quarter of the
$69,309,081 collected on tribal reservations would be $17,327,270 which in turn,
could be distributed to the tribes based on a formula created by the legislature.
Unlike the distribution to tribes that operate a community college, these funds,
just like the funds received by cities and counties, could be used for whatever
purposes the tribes determine, such as to improve access to running water,
electricity, and quality healthcare
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Another option would be to modify the applicability of Arizona’s TPT on reservations in
a model similar to Arizona’s tobacco tax. Proposition 204, passed by Arizona voters in
1994, created an Indian Reservation Tobacco Tax (IRTT).  The IRTT is equal to the sum
of two other state taxes on tobacco taxes and amounts to $1 for a pack of 20
cigarettes. The IRTT only applies to nontribal tobacco buyers who buy cigarettes from a
retailer on a reservation. The intent behind the IRTT is to discourage smokers from
shifting their cigarette purchases to reservations where cigarette taxes may be lower.
However, Proposition 204 allowed tribes to secure this revenue. If a tribe chooses to
levy a tobacco tax rate at the same rate or equal to the IRTT, then the IRTT does not
apply to the purchase. The IRTT only applies if a tribe’s tobacco tax is less than the
state’s overall tax rate. Even then, the IRTT only amounts to the difference between the
tribe’s tobacco tax and the state IRTT. In response, many Arizona tribes instituted a
tribal tax at least equal to the IRTT to capture this revenue from tobacco purchases. If
the tribes did not institute or increase their own tobacco taxes, then all of the IRTT
revenue would flow to the state. 

Using the IRTT as a model, the state could consider modifying its TPT to consider tribal
TPT on purchases where the state TPT applies. The state could allow tribes to obtain all
revenue collected from a tribal TPT equal to the state TPT, rather than the current
process where both state and tribal TPT apply and result in taxation where a significant
portion of the combined TPT only goes to the state. If a tribe has a TPT currently below
the state’s 5.6 percent rate, the tribe could raise the tax and earn additional revenue
while the typical consumer who pays the combined TPT would see an overall tax
decrease. If a tribe opts for a lower TPT rate than the state’s base 5.6 percent rate, the
state could collect the revenue resulting from the difference between the tribe’s TPT
and the 5.6 percent amount. One potential drawback is that raising tribal TPT that
would apply to most purchases on reservations could raise equity concerns since
enrolled tribal members would experience a net TPT increase. Tribes would likely have
to consider forecasted revenue increases along with input from affected tribal
members before endorsing this concept. 
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Though the state and local governments would forfeit some revenue under
this model, it would signal the importance of tribal sovereignty as well as
recognize the need to fund essential tribal government functions. Tribes
would realize additional revenue because nontribal consumers would be
accustomed to paying taxes over 5.6 percent on reservations, so even if a
tribe raised its TPT to match the state’s level, the result would still be a net tax
decrease for those consumers. Using the example of the Navajo Nation from
above, the Nation could increase its TPT from 5 to 5.6 percent while nontribal
consumers would see their overall TPT bill decrease from 11.1 to 5.6 percent if
county TPT is preempted as well. Omitting $69.3 million in tribal TPT revenue
from the state’s fiscal year 2023 budget of over $17.8 billion represents only a
0.004 percent impact to the state budget. 

Income Tax

An individual income tax (or personal income tax) is levied on the wages,
salaries, investments, or other forms of income an individual or household earns.

The Arizona state individual income tax is levied on the personal income of full-
time residents and pro-rated for part-time residents of Arizona. Any individual
whose permanent home is in the state or a person who spends more than nine
months of the taxable year in Arizona is presumed a resident unless evidence can
show the individual is in the state for a temporary or transitionary purpose. The
starting point for Arizona individual income tax is the federal adjusted gross
income. This measure does not include some sources of income, such as income
deductions made for health insurance or retirement savings. Effective January 1,
2023, income earned in 2023 for all income levels will be taxed at a rate of 2.5
percent. 

The individual income tax is comprised of four components: withholding,
estimated tax payments, final payments, and refunds. Generally, withholding
payments are from tax on wage and salary-based income, and estimated
payments from non-wage earnings. Final payments are made before each year’s
tax filing deadline. Typically, that deadline is on or around April 15 of the following
year. (E.g., This year, the federal and state income tax deadline was April 18, 2023,
for income earned in calendar year 2022). 
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Table 3: Income Tax Scenarios for Arizona Native Americans

All Income Comes from
Employment on the
Reservation

A Portion or All Income Derives 
from Employment Located
Outside the Reservation

Native American living 
on their Reservation

Native American living off 
their Reservation

Scenario 1: 
Exempt from AZ Income Tax.

Scenario 3: 
AZ Income Tax Applies. 

Scenario 2: AZ Income Tax 
Applies to Income
Earned Off the Reservation. 

Scenario 4: 
AZ Income Tax Applies.  

In Arizona, Native Americans are exempt from state income tax if a tribal
member lives and works on their reservation and all of their income comes
from a source on the reservation. See Table 3 above (scenario one). If a
Native American works off the reservation as seen in scenarios two, three or
four, or if they work on a different reservation from their enrolled tribe’s
reservation, they must pay state income tax. For a more detailed
explanation, see the Arizona Department of Revenue’s (DOR) Individual
Income Tax Ruling ITR 96-4.  Though Arizona tribes have the ability to
institute an income tax on their members, few, if any, tribes have elected to
institute such a tax. Considering persistent issues relating to economic
opportunity and high poverty rates in Indian Country, an income tax likely
would not generate significant revenue for tribes. 

 Corporate Income Tax

A corporate income tax (CIT) is levied by federal and state governments on
business profits, which are revenues (what a business makes in sales)
minus costs (considered the cost of doing business, such as employee
salaries and benefits, equipment costs, office supplies, etc.). Businesses in
the U.S. broadly fall into two categories: C corporations, which pay the
corporate income tax, and passthroughs—such as partnerships, S
corporations, limited liability companies (LLCs), and sole proprietorships—
which “pass” their income “through” to their owner’s income tax returns to be
taxed under individual income tax laws. 

In Arizona, the CIT is levied on corporations that engage in business within
Arizona. The current tax rate is 4.9 percent of taxable income. In practice,
many corporations use tax credits and other deductions to significantly
lower their tax liability.
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Table 4: State Corporate Income Tax Scenarios for Businesses Located on Arizona
Reservations

Revenue Derives Only
from Reservation Sources

Revenue Comes from On 
and Off Reservation Sources

Business Owned by 
a Tribal Member

Nontribal Business

Scenario 1: 
Exempt from AZ 
Corporate Income Tax. 

Scenario 3:
AZ Corporate Income 
Tax Applies. 

Scenario 2: AZ Corporate 
Income Tax Applies to Off
Reservation Revenue. 

Scenario 4: 
AZ Corporate Income 
Tax Applies. 

Similar to the individual income tax, a business is only exempt from state
corporate income tax if the corporation is owned by a tribal member or
tribal government and only derives income from reservation sources. See
Table 4 above in scenario one. Otherwise, the business must pay state
income tax for revenue it earns off the reservation in scenario two. This is
similar to how out of state businesses that operate in Arizona must pay
Arizona income tax for income earned in Arizona. Any nontribal business
located on a reservation in scenarios three and four, regardless of their
source of revenue, is subject to state corporate income tax.

 Urban Revenue Sharing

A portion of the state’s income tax collections are shared with incorporated
cities and towns throughout the state. The Urban Revenue Sharing Fund
(URS), which was established through a ballot initiative approved by voters
in 1972, provides that a percentage of state income tax revenues (including
both individual and corporate income tax) be shared with incorporated
cities and towns. Starting in the current fiscal year (FY 2024), the URS
distribution percentage will increase from 15 percent to 18 percent of the
total income tax collected over the previous two years. This distribution is
based on the most recent population estimates of each city and town
made annually by the U.S. Census Bureau. For last year (FY 2023), Phoenix
received over $308 million while Flagstaff received over $14 million from the
Tribes do not receive any funding disbursements from URS. Considering that
Arizona tribal members living off the reservation and tribally owned
businesses conducting business outside the reservation pay income tax,
lawmakers may consider whether tribes should be eligible for a portion of
the URS distribution. 
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Property taxes are primarily levied on immovable property like land and buildings and
are an essential source of revenue for state and local governments in the United
States. Some states, including Arizona, tax other forms of valuable personal property
including vehicles, planes, and boats. The owner of record, or the person who is the
purchaser under a deed of trust or an agreement of sale, is liable for the payment of
the tax. All property in Arizona is subject to taxation unless exempted by law. Most
property taxes in Arizona are collected by counties and local governments to fund the
maintenance and operation of K-12 schools, community colleges, counties, cities, and
towns. Roughly 49 percent of local property taxes collected in FY 2022 helped to fund
K-12 schools. Additional school funding comes the state’s General Fund and federal
grants. 

Though property tax is a major source of funding for local Arizona governments, they
largely do not apply on Arizona reservations. For instance, all real property owned by
Native Americans on reservations or acquired by an act of Congress is exempt from
state and local property tax under the Arizona Constitution. Additionally, most tribal
reservation land itself is held in trust for the tribe by the federal government. Since
the state and any other unit of local government cannot tax federal land, this also
prevents tribal trust land from being subject to property tax. And unlike the state TPT
and income taxes described above, property tax revenue is not shared between
jurisdictions. 

Since a large portion of land within Arizona Indian reservations are held in trust for
the entire tribe by the federal government, tribal governments have largely not opted
to institute their own property taxes on real property. One close example of a tribal
property tax is that the Navajo Nation imposes an oil and gas severance tax on its
members that have mineral rights to a piece of land on the reservation. Otherwise,
property tax applied by state or local governments has limited applicability on
reservations. 
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In terms of K-12 education, as opposed to many public-school districts that rely on
local property tax in addition to basic state per-pupil aid to fund operations, many
school districts located on Arizona tribal lands have little taxable property because
the federal government holds most reservation lands in trust for each tribe. These
public schools on reservations receive traditional per pupil state aid and federal
Impact Aid to support their operations because of the large amounts of non-taxable
land on reservations. In addition, Arizona has 34 federal Bureau of Indian Education
(BIE) schools operated by tribes and 20 schools operated by BIE itself throughout the
state. These federally funded schools do not receive any financial support from the
state of Arizona. 

This primer focuses on three main categories of state taxes: sales, income, and
property and how they interact with tribal communities. Other types of taxes –
including excise taxes, vehicle registration fees, etc. were outside the scope of this
project. By and large, tribal members who live, work, and shop on reservations
receive exemptions from state TPT (“sales”), income, and property taxes. For
commercial activity taking place on reservations, only sales made by nontribal
business owners to nontribal buyers are subject to state TPT. Considering these
transactions bring in over $69 million to the state of Arizona annually and in many
cases, tribes have invested significantly to foster the success of businesses on the
reservation, tribal communities could make a case for a greater share of these funds.
Currently, tribes do not receive a share of state sales tax revenue that is distributed
to cities, towns, and counties, other than one program specifically for tribal
community colleges.

Though individual Arizona Native Americans receive exemptions from several state
taxes since their taxing jurisdiction falls under their tribal government’s authority,
tribal communities continue to face other challenges. The status of tribal lands, the
lack of a thriving economy on many reservations, and the absence of individual
property ownership inhibit the opportunities available to tribal governments in
Arizona to create a strong tax base. Meanwhile, pollution from abandoned uranium
mines continues to pollute sources of drinking water on tribal lands in northern
Arizona while tribal communities throughout the state often lack access to reliable
electricity, highspeed broadband, and other infrastructure. As we approach the
quarter mark of the Twenty-First century, we must celebrate the resiliency of tribal
communities while taking steps to address ongoing inequities in Indian Country
throughout the Grand Canyon State. 
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Appendix

Table 5: Total State TPT Revenue Collected on Arizona Tribal Reservations by Year

Table 5 above provided by Arizona Department of Revenue Staff. 
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