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An Act relating to corporation income tax.
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FISCAL SUMMARY

_______________________________________________________________________________

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

Rate of Change

Revenues (+/-)
0
($16 million)
($36.5 million)


Expenditures (+/-)





Net Effect
0
($16 million)
($36.5 million)


______________________________________________________________________________

MEASURE'S PURPOSE:  

HCS:  The bill as amended by HCS provides language to do the following:

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.  Delay the drop of the top corporation income tax rate from 7% to 6% until 1/1/09. 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.  Allow an unrestricted but non-refundable credit for the AMC against the income tax.  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:  

HCS:  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", move definitions that relate only to the AMC to a new section; 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 until 1/1/09; create a new section of KRS Chapter 141 to contain the alternative minimum calculation and the replacement for the corporation minimum tax, impose on all corporations and limited liability pass-through entities; amend KRS 141.042 to include the new alternative minimum calculation language; amend KRS 141.120 to address apportionment issues for corporations that own an interest in pass-through entities; 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 non-resident owners of pass-through entities, allow limited exceptions; 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 2005 and 2006; amend various credit and economic development statutes to conform.

FISCAL EXPLANATION:  

There are several provisions in the bill that have an impact on receipts:  

1.
Changing the definition of corporation will cause the income of pass-through entities currently taxed as corporation income to be taxed on the returns of the owners.  This results in a change of tax rate for some income, and a change in the tax base for some taxpayers.  Some taxpayers will pay less because of this change.

2.
Delaying the reduction in the top corporate tax rate from 7% to 6% for two additional years results in an increase in revenues.

3.
Moving the AMC to a separate section and assessing it and the minimum tax at the entity level should not significantly change the amount of AMC tax, but allowing it as a credit against the income tax should result in a small but significant reduction in revenues when compared to the current method of entity level tax.

4.
Providing a phase-in / phase-out of the AMC will remove a significant number of small businesses from the AMC entirely, and will reduce the amount of AMC paid by a significant number of small and medium sized businesses.  Businesses with gross receipts of $10 million or less would be exempted, those with gross receipts between $10 million and $25 million would see a reduction in the AMC.

5.
Providing an exemption from the AMC for certain types of entities that pass virtually all of their income to other taxpayers will result in a small decrease in expected receipts.

6.
Other changes to clarify methods of determining tax and taxable income should have minimal impacts.

The net effect of these changes is expected to result in a negative fiscal impact of ($16) million for FY 07 and ($36.5) million for FY 08.
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