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AN ACT relating to taxation.

SPONSOR
Rep. Bill Farmer

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
2005-2006
2006-2007
2007-2008
Future Annual

Rate of Change

Revenues (+/-)
($43.4 million)
($129.6 million)
($142.0 million)


Expenditures (+/-)





Net Effect
($43.4 million)
($129.6 million)
($142.0 million)


______________________________________________________________________________

MEASURE'S PURPOSE:  

This bill significantly alters the method of taxation for pass-through entities, which are classified as corporations under current law.  The changes in this bill will cause pass-through entities to no longer directly pay income tax, but rather to pass that income or loss to partners, members, or shareholders where it is taxed.  The bill removes the alternative minimum calculation (AMC) from pass-through entities by removing them from the definition of corporation.

PROVISION/MECHANICS:  

Amend KRS 141.010 to add definitions and change the definition of corporation; amend KRS 141.0205 to recognize change in corporation tax credits; amend KRS 141.040 to change the method of taxing pass-through entities; amend KRS 141.120 to change apportionment for corporations owning pass-through entities; amend KRS 141.200 to allow previously consolidated groups to opt out of that consolidation, and change language to agree with the new definitions; amend KRS 141.205 to extend prohibited related party transactions to apply to newly defined entities, and allow management fees that are for recognized business purposes and are equivalent to arms-length; amend KRS 141.206 to recognize pass-through entities in apportionment methods; require withholding on distributive share of net income of all nonresidents who do not consent to personal jurisdiction for tax purposes; require inclusion of a pass-through entity's gross receipts or gross profits in determining the alternative minimum calculation of a corporate owner; amend KRS 141.208 to tax limited liability companies as they are treated for federal tax purposes; amend KRS 141.420 to treat distributions of corporations and pass-through entities in the same manner as for federal purposes; amend KRS 141.347, 141.400, 141.401, 141.403, 141.405, 141.407, 141.414, and 141.415 to conform; amend KRS 141.990 to provide a safe harbor for corporation declaration payments; EFFECTIVE for tax years beginning on or after January 1, 2006 unless specified for earlier tax years in certain provisions.


FISCAL EXPLANATION:  

There are several competing fiscal impacts within the bill.  Most are significantly interrelated, and cannot be isolated for ‘stand-alone’ purposes.  Nevertheless, we will attempt to identify broad range fiscal impacts of the components of this bill.  Note that all estimates shown here are for a full year impact when fully implemented.

1.
Repeal entity level taxation for non C-corporations:
($162 million) annually when fully implemented.

2.
Allow electing consolidated groups to opt out of consolidated filing:
($7.5 million)

3.
Exempt PSC’s and Agricultural Co-ops from the AMC:
($4 million)

4.
Exempt home-owners Co-ops from the minimum tax:

($500,000)

5.
Include in AMC base the pro-rata share of gross receipts/profits of pass-through entities owned by corporations:
$49 million positive.

The net effect of these changes when interrelated is estimated at ($43.4 million) for FY06, ($129.6 million) for FY07, and ($142 million) for FY08.

DATA SOURCE(S)
Office of the State Budget Director, LRC A&R staff.
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