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MEASURE'S PURPOSE:  Clarify the definitions for the sales tax exemption for machinery used in new and expanded industry in response to the Kentucky Supreme Courts decision in the Murphy's Camera Center case.  Current law provides an exemption for machinery for new an expanded industry used directly in the manufacturing or processing production process which is incorporated for the first time into plant facilities and which does not replace existing machinery.  Since the 1960's this provision has always been interpreted and administered to exempt new machinery used in the traditional manufacturing and processing production at plant facilities.  The court's decision extended this exemption to photo processing equipment located at a retail store.

PROVISION/MECHANICS:  Amends KRS 139.170 and 139.470 to define manufacturing and plant faciltiy to meet the traditional interpretation of industrial type of business.

FISCAL EXPLANATION:  The extension of this exemption to machinery not used in the traditional manufacturing areas and located at retail establishments has potential serious implications to the revenue base and a large possible refund exposure.  The revenue implications are indeterminable and depends on taxpayer knowledge of the case and how aggressive they might be in applying it to their situation.  Under the court's decision it is possible that machinery used to fry hamburger patties or deep fry french fries could qualify for the exemption.

The Revenue Cabinet estimates that there could be a potential loss of general fund revenues in the range of $31 million to $108 million and a $4 million to $18 million loss in local property tax revenues if legislation is not adopted clarifying the definitions for machinery used in new and expanded industry.

The wide spread of the range indicates the uncertainty of the impact but emphasizes the seriousness of the issue.

DATA SOURCE(S)


NOTE NO.
28.1
PREPARER
Terry Jones
REVIEW

DATE
2-21-01

LRC 2001-BR

