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SUBJECT/TITLE
An Act relating to sales tax.

SPONSOR
Representatives Wilkey, Nesler, Adkins, Belcher, Couch, Damron, Ford, Hall, Higdon, McKee, Montell, Napier and Rand 

NOTE SUMMARY

Fiscal Analysis:
          X     Impact
               No Impact
         Indeterminable Impact

Level(s) of Impact:
         X         State
                       Local
               Federal

Budget Unit(s) Impact


Fund(s) Impact:
        X      General
                Road
               Federal


                     Restricted Agency (Type)
               (Other)

FISCAL SUMMARY

______________________________________________________________________________

Fiscal Estimates
2002-2003
2003-2004
2004-2005
Future Annual

Rate of Change

Revenues (+/-)
Indeterminable loss
Indeterminable loss
Indeterminable loss


Expenditures (+/-)





Net Effect
Indeterminable loss
Indeterminable loss
Indeterminable loss


_______________________________________________________________________________

MEASURE'S PURPOSE:  

The proposed legislation exempts tobacco buydown agreements from gross receipts for purposes of the imposition of the sales and use tax.  These agreements are entered into between manufacturers or wholesalers and retailers when the manufacturer or wholesaler is trying to gain market share for a product.  The manufacturer or wholesaler requires the retailer to sell the product at a reduced price and reimburses the retailer for the difference between normal sales price and the reduced sales price.

PROVISION/MECHANICS:  

The proposed legislation amends KRS 139.470 to exclude from gross receipts amounts received by retailers from a tobacco buydown agreement.  The provisions of the Act are effective retroactively.

FISCAL EXPLANATION:  

The Revenue Cabinet reports that they currently have over $300,000 in assessments outstanding based upon audits conducted.  If the proposed legislation were to become law, these funds would not be collected.

Because this legislation has a retroactive effective date, taxpayers who have been reporting and paying tax on buydown agreement receipts will be able to file refund claims going back 4 years from the date of the legislation.  It is not known how many retailers would be able to file refund claims as the information returns do not differentiate buydown receipts from sales receipts, however KRS 139.770 requires refunds to be passed on to the customer.  Because the retailer is not permitted to retain the refund, there is very little motivation for a retailer to file a claim.  Purchasers could also potentially file a claim for refund, but the purchaser would have to go back through the retailer to do so, and it is not likely that any individual purchaser would have enough purchases upon which a refund would be due to make the effort worthwhile.  Thus, it is unlikely that there would be much refund exposure. For any claims that are filed and deemed to be valid, Revenue Cabinet would be responsible for the refund of tax as well as interest from the date of payment.  
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