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COMMONWEALTH OF KENTUCKY

STATE FISCAL NOTE STATEMENT

	GENERAL ASSEMBLY
	LEGISLATIVE RESEARCH COMMISSION

	2013  REGULAR SESSION
	


MEASURE

	(X) 2013 BR No.
	1362
	
	(X)
	House
	Bill No.
	325


	( ) Resolution No.
	
	
	( ) Amendment No.
	


	SUBJECT/TITLE
	AN ACT relating to estimated income tax penalties.  



	SPONSOR
	Rep. Denham


NOTE SUMMARY

	Fiscal Analysis:
	
	X
	Impact
	
	
	No Impact
	
	Indeterminable Impact

	Level(s) of Impact:
	
	
	State
	
	
	Local
	
	Federal


	Budget Unit(s) Impact
	


	Fund(s) Impact:
	
	X
	General
	
	
	Road
	
	Federal

	
	
	Restricted Agency (Type)
	
	(Other)


FISCAL SUMMARY

_______________________________________________________________________________

	Fiscal Estimates
	
	2012-2013
	2013-2014
	Future Annual

Rate of Change

	Revenues          Increase
                             (Decrease)


	
	($2.0 million)
	($4.5 million)
	

	Expenditures     Increase 
                              (Decrease)

  
	
	
	
	

	Net Effect      Positive

                         (Negative)


	
	($2.0 million)
	($4.5 million)
	


______________________________________________________________________________

MEASURE'S PURPOSE:   The purpose of the bill is to make Kentucky’s calculation of estimated tax penalty for income tax purposes more closely mimic the federal calculation of that penalty.
PROVISION/MECHANICS:  Various sections of the Kentucky Revised Statutes are amended and two new sections of KRS Chapter 141 are created.  The amended sections limit the current computation of Kentucky’s estimated tax penalty to taxable years beginning before January 1, 2013.  The two new sections created in KRS Chapter 141 establish the new computation that is similar to the federal computation.
Currently, a taxpayer is required to make a declaration of the estimated tax and to make installment payments throughout the taxable year totaling that estimate if the income for the year can reasonably be expected to exceed $5,000.  The bill removes the declaration process for taxable years beginning on or after January 1, 2013.

Under current law, individuals make 4 estimated tax payments on April 15, June 15, and September 15, during the taxable year, and on January 15 of the following year, with 25% of the tax due with each installment.  Corporations make 3 estimated tax payments, with 50% due on June 15 and 25% due each on September 15 and December 15.  The proposed legislation makes no change to the percentages or due dates for the installment payments.  However, the bill establishes an annualized income installment method that allows a taxpayer with fluctuating income amounts throughout the year to base the installments on income earned at applicable months during the year.

The current underpayment penalty rate is 10% of the amount of underpayment.  The proposed legislation removes the 10% penalty rate and substitutes the tax interest rate instead.  If enacted, the underpayment penalty rate would fluctuate from year-to-year as the tax interest rate fluctuates.  Interest charged on any single installment payment is eliminated.

FISCAL EXPLANATION:  The proposed legislation, if enacted, would have a negative fiscal impact.  The impact stems from the reduced penalty rate, the eliminated interest charged on installment payments, and the modified calculation of estimated payments allowed by the annualized income method.
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