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COMMONWEALTH OF KENTUCKY

STATE FISCAL NOTE STATEMENT

GENERAL ASSEMBLY
LEGISLATIVE RESEARCH COMMISSION
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2006-2008 INTERIM
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(X)
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( ) Resolution No.
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SUBJECT/TITLE
AN ACT relating to taxation.

SPONSOR
Rep. Harry Moberly

NOTE SUMMARY

Fiscal Analysis:

X
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General
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FISCAL SUMMARY

_______________________________________________________________________________

Fiscal Estimates
2005-2006
2006-2007
2007-2008
Future Annual

Rate of Change

Revenues (+/-)
($23.8) million
($35.7) million
($9.9) million
($10) million

Expenditures (+/-)





Net Effect
($23.8) million
($35.7) million
($9.9) million
($10) million

______________________________________________________________________________

MEASURE'S PURPOSE:  

Change the definition of corporation to the federal definition, resulting in the recognition of pass-through entities and the removal of income tax from the entity level for pass-through entities.  Keep the top corporation income tax rate at 7%. Change the way the alternative minimum tax and the minimum assessment are implemented, to continue to assess them when the definition of corporation is changed.  Require withholding on non-resident owners of pass-through entities unless the entity demonstrates that the owner is filing the appropriate tax returns, and make various conforming changes to recognize the change in corporate structure.

PROVISION/MECHANICS:  

Amend KRS 141.010 to change the definition of "corporation" and add definitions of "pass-through entity," "S corporation," and "limited liability pass-through entity"; amend KRS 141.0205 to recognize changes to types of credits; amend KRS 141.040 to recognize change in corporate definitions and to keep 7% as top corporate tax rate; create a new section of KRS Chapter 141 to address changes in the structure of the alternative minimum calculation; create a new section of KRS Chapter 141 to impose the replacement for the corporation minimum tax; amend KRS 141.042 to include the new alternative minimum calculation language; amend KRS 141.120 to address pass-through entity apportionment; amend KRS 141.200 to recognize changes to corporate definitions; amend KRS 141.205 to recognize changes to corporate definitions and to make a technical correction; amend KRS 141.206 to recognize changes in definitions and to require withholding on nonresident owners of pass-through entities, allow limited exceptions, and determine basis in an ownership interest; amend KRS 141.208 to treat limited liability companies for tax purposes as they are treated by the IRS; amend KRS 141.420 to apply for tax years beginning during 2005; amend various credit and economic development statutes to conform.

FISCAL EXPLANATION:  

Changes within the sections of the bill in most cases also result in changes to other sections also amended within the bill.  The interplay of the different portions of the bill result in difficult estimates.  Changes to the minimum tax (called the privilege tax) and retaining the top rate for corporations at 7% are adjustments that result in increased revenues, while changes to the alternative minimum tax calculation (such as a phase out for small businesses and permitting a credit for the AMT against the income tax of the entity or the owners), result in decreased revenues. Requiring withholding on the income of pass-through entities when that income is distributable each year (whether distributed or not) results in a protection of revenues that is similar to that achieved by entity level taxation.

When fully implemented, the expected impact of this bill is a net negative to the General Fund of approximately $10 million annually.  Implementation issues, and the interaction of dates for tax filing years and revenue fiscal years result in a more negative result in the first two fiscal years.  Accordingly, there is a greater negative fiscal impact in the current fiscal year and FY07 than there is when the provisions of the bill would be fully implemented.  Additionally, the increase from keeping the top corporate rate at 7% is not felt until FY08.

The expected impact is ($23.8) million in FY06, ($35.7) million in FY07, and ($9.9) million in FY 08.
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