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MEASURE’S PURPOSE: HB 436 defines specific equipment held for sale or rental in a
retailer’s inventory as equipment rental inventory and assigns a state ad valorem tax rate of five
cents per one hundred dollars of assessed valuation to that equipment. HB 436 also defines an
equipment rental company and allows that company the option to charge a one and one-half
percent tangible personal property tax recovery fee on equipment rental inventory. The fee is
excluded from the computation of sales and use taxes and is directed to be used for payment of
the company’s tangible personal property taxes. Any excess funds collected from the fee are to
be distributed among the various taxing jurisdictions imposing tangible personal property taxes
on the company.

PROVISIONS/MECHANICS: Section 1 of the bill defines equipment rental inventory.
Equipment rental inventory is defined as machinery and equipment held in a retailer’s inventory
for sale or rental without an operator and primarily used for construction, mining, forestry, or
industrial purposes; the attachments, ancillary equipment, and tools held in a retailer’s inventory
for sale or rental and used with the machinery and equipment; and equipment held in a retailer’s
inventory for sale or rental and used solely to set up or host events or banquets.
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Section 2 of the bill adds equipment rental inventory to the list of property that is taxed at a five
cents per one hundred dollars of assessed valuation for state ad valorem taxation.

Section 3 of the bill creates a new section in KRS Chapter 134. In this section, equipment rental
company is defined as an entity engaged in a line of business described in the NAICS codes
532412 and 532310. It also defines rental agreement to be an agreement under which rental
equipment is rented for a period of 365 days or less or under a contract with unlimited terms.
Established within this section is an optional tangible property tax recovery fee set at a rate of
one and one-half percent of the total amount charged by the equipment rental company for
equipment rental inventory rented under a rental agreement. This fee is exclusive of any taxes,
fees, charges for delivery or pick up, damage waiver fees, environmental fees, or other separately
stated ancillary fees or charges and must be separately stated in the rental agreement or rental
invoice. This section allows an exemption of the fee on rental agreements with government,
educational, charitable, and religious entities. It also explains the use and payment requirements
of the fee. The fee is to be used for payment of the equipment rental company’s tangible
personal property taxes and any excess funds generated from the fee shall be distributed among
the various taxing jurisdictions imposing tangible personal property taxes on the company.

Section 4 of the bill excludes the fee from the gross receipts computation for sales and use tax
purposes. This provision exempts the fee from having sales and use tax applied to it.

FISCAL EXPLANATION: Typically, rental equipment as described in the definition of
equipment rental inventory is taxed for tangible property tax purposes at a state rate of forty-five
cents per one hundred dollars of assessed valuation. HB 436 lowers this tax rate to five cents per
one hundred dollars of assessed valuation. The reporting of rental equipment for tangible
personal property tax is not a separately stated item on the tax return. Therefore, the Kentucky
Department of Revenue does not track the amount of rental equipment in Kentucky or the tax
dollars generated from it. The fiscal impact of the lower state tax rate is expected to be negative,
but the exact dollar amount is unknown.

The tangible personal property tax recovery fee is an optional fee that a rental company may
charge. This fee is to be used to pay the tangible personal property taxes owed by the rental
company. If the fee is not sufficient to cover the taxes, the rental company must still pay the
remaining taxes owed. In this situation, there would be no fiscal impact to the state. However, if
the fee generates more money than what is needed to cover the taxes, the rental company cannot
keep the additional money. HB 436 says the rental company shall distribute the additional
money to the various taxing jurisdictions imposing tangible personal property tax against the
rental company for the equipment rental inventory. In this situation, the rental company would
be paying more than what is owed for their tangible personal property taxes resulting in a
positive fiscal impact for the state. Since the tangible personal property tax recovery fee is an
optional fee and there is no data available to determine if the one and one-half percent fee would
result in more funds than the amount needed to cover the rental company’s tangible personal
property tax owed, the fiscal impact of this provision is unknown.

HB 436 exempts from sales and use tax gross receipts derived from the tangible personal
property tax recovery fee. Kentucky is a Streamlined Sales Tax State. It is unclear if the
exemption of the tangible personal property tax recovery fee would cause Kentucky to be in
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violation of the Streamlined Sales Tax Agreement. If challenged and a violation is determined,
the state could possibly lose over $30,000,000 of sales and use tax revenue annually.
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