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COMMONWEALTH OF KENTUCKY

STATE FISCAL NOTE STATEMENT

	GENERAL ASSEMBLY
	LEGISLATIVE RESEARCH COMMISSION

	2011 REGULAR SESSION
	


MEASURE

	( x) 2011 BR No.
	1015 
	
	( x)
	HOUSE
	Bill No.
	454


	( ) Resolution No.
	
	
	( ) Amendment No.
	


	SUBJECT/TITLE
	AN ACT relating to the interest rate on overpayments and underpayments of tax.


	SPONSOR
	Rep. Tommy Thompson


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
	
	2010-2011
	2011-2012
	Future Annual

Rate of Change

	Revenues (+/-)
	
	($2.0 million)
	($8.0 million)
	($8.0 million)

	Expenditures (+/-)
	
	
	
	

	Net Effect
	
	($2.0 million)
	($8.0 million)
	($8.0 million)


______________________________________________________________________________

MEASURE'S PURPOSE:  The purpose of the proposed legislation is to eliminate the differing interest calculations for overpayments and underpayments of tax.
PROVISION/MECHANICS:  The tax interest rate set by KRS 131.183 is based on the adjusted prime rate charged by banks during October of each year and rounded to the nearest full percent.  Currently, KRS 131.183 also requires:
1. All taxes payable to the Commonwealth that have not been paid at the time prescribed by statute shall accrue interest at the tax interest rate plus 2%; and
2. Interest allowed and paid upon any overpayment shall accrue interest at the tax interest rate minus 2%.
Today, the tax interest rate is 3%; therefore, interest on underpayments accrues at 5% and interest on overpayments accrues at 1%.
The proposed legislation removes the plus 2% and minus 2% calculations which, if enacted, would require interest on both underpayments and overpayments to accrue at a rate of 3%.
FISCAL EXPLANATION:  The Department of Revenue currently has receivables totaling more than $158 million, and during the last fiscal year, collected interest on the underpayments of tax exceeding $45 million.  All receivables will not be collected, many protested bills are settled for an average payment of 40 cents on each dollar, and collected interest for this period of time is higher than other periods of time because of the enacted expedited protest resolution process.  
Additionally, all Revenue offices are currently issuing most refunds within the 60-day or 90-day time frames according to the refund type.  This process eliminates the majority of interest on underpayments of tax; therefore increasing the interest rate on underpayments will have little impact to the General Fund.  
The estimated impact is -$2.0 million in fiscal year 2010-2011, -$8 million in fiscal year 2011-2012, and -$8 million continuing each fiscal year thereafter.
	DATA SOURCE(S)
	OSBD, LRC staff
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