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NOTE SUMMARY

Fiscal Analysis:

x
Impact


No Impact

Indeterminable Impact

Level(s) of Impact:

x
State


Local

Federal

Budget Unit(s) Impact
Revenue measure

Fund(s) Impact:

x
General


Road

Federal



Restricted Agency (Type)

(Other)

FISCAL SUMMARY

_______________________________________________________________________________

Fiscal Estimates
2003-2004
2004-2005
2005-2006
Future Annual

Rate of Change

Revenues (+/-)

38.4
262.9
130.0

Expenditures (+/-)





Net Effect

38.4
262.9
130.0

______________________________________________________________________________

MEASURE'S PURPOSE:  

Significant changes to business taxes.  

Corporation/Business Taxes:  Expands the reach of the corporation income tax to include all businesses except sole proprietors and general partnerships.  Repeals the corporate license tax, and applies a retroactive fix to address the ‘ITW’ problem. Expands corporate nexus standards, eliminates net operating loss carrybacks, expands definition of business income, creates a throwback rule, requires consolidated returns for affiliated groups.  Creates a new ‘Enterprise Value’ tax for all corporations, based on the sum of compensation paid, interest paid or accrued, and dividends paid.  This tax is allowed as a credit against the corporate income tax.

Other Changes:  Expands sales tax nexus standards to include entities doing business in Kentucky.

PROVISION/MECHANICS:  

Repeal corporate license tax as assessed in KRS Chapter 136, and retroactively apply selected changes to remove impact of ITW issues.  Amend KRS 139.340 to expand sales tax nexus standards.  Amend various sections of KRS Chapter 141 and create new sections, to modify the corporation income tax and create a new ‘enterprise value’ tax.  The corporation income tax will be paid by all corporations per the new definition of corporation.  Pass-through entities that pay the corporation income tax will be allowed to pass through a ‘companion’ credit to individual owners.

FISCAL EXPLANATION:  

Implementation of these significant changes to revenue components provide estimates as follows:






FY 05

FY06

Repeal License Tax


   ---

(61.3)

Sales Tax Nexus



   1.0

   1.0

Limited Liability Entity inclusion

 23.9

113.1

Corporation Nexus expansion

   1.8

   5.6

Disallow NOL carrybacks


   1.7

   5.0

Expand ‘business income’ definition &

       create throwback rule


   3.0

   3.0

Require consolidated returns

   8.0

 25.0

Require combined returns to address

       arms length transaction issues

   ---

   2.0

Business Enterprise Tax


   ---

169.5

Net Fiscal Impact Estimate

  38.4

262.9

DATA SOURCE(S)
Department of Revenue, LRC Economists and LRC Staff, State Budget Director
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