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FISCAL SUMMARY

_______________________________________________________________________________

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

Rate of Change

Revenues (+/-)

(13.2 Million)
(32.2 Million)
(41.1 Million)

Expenditures (+/-)





Net Effect





______________________________________________________________________________

MEASURE'S PURPOSE:  Business Tax Relief.  The bill corrects several issues that arose upon implementation of the “Tax Modernization” bill of the 05 RS (HB 272).  Major areas of change are:


Pass-through entities for federal purposes will once again be taxed as pass-through entities by Kentucky.  HB 272 caused these entities to be treated as corporations, and to owe tax at the entity level.  


To alleviate a potential loss of revenues from non-filing owners, mandatory withholding will be required for non-resident owners of pass-through entities doing business in Kentucky.


The alternative minimum calculation (AMC) of the income tax is changed to a separate tax, to be called the limited liability entity tax (LLET).  A ‘small business exclusion’ will exempt businesses whose gross receipts or gross profits are below $3 million annually, with a phase out of the exemption between $3 million and $6 million. This relief will begin on January 1, 2006.


The ‘minimum tax’ becomes a minimum for the new LLET, with the minimum amount remaining at $175.


Several clarifications were included to provide guidance on changes made in HB 272.

PROVISION/MECHANICS:  Major Provisions:


Amend KRS 141.010 and 141.040 to redefine corporations to exclude pass-through entities, to remove them from the corporation income tax, and to remove the AMC and the minimum tax from the corporation tax calculation.


Create a new section of Chapter 141 to contain the new LLET and minimum tax, and to apply it to both corporations and limited liability entities. 


The LLET is assessed at each level of multi level ownership structures, but the amount paid is allowed as a credit against the tax owed at the next ‘higher’ level of ownership.  The LLET is also allowed as a credit against the income tax owed by the taxpayer who ultimately pays income tax on the income of the entity.


Amend KRS 141.042 to require estimated tax payments for the LLET.


Amend 141.120 to clarify allocation and apportionment issues relating to passed-through income.


Amend 141.200 to clarify affiliated group and consolidated return determinations.


Amend 141.205 to maintain exclusions of certain related party expenses when pass-through entities are no longer defined as corporations.


Amend 141.206 to clarify several filing issues, and to require withholding by pass-through entities on the distributive share of income for non-residents.


Amend 141.011 to clarify treatment of net operating loss (NOL) carryforwards.


Amend 141.208 to treat limited liability companies the same as they are treated for federal purposes.


Amend 136.505 to exclude financial institutions from the LLET.


Amend a significant number of statutes relating to economic development incentives and similar tax credits to recognize the new tax structure when pass-through entities are no longer considered corporations.


Make generally effective for January 1, 2007, except for the AMC relief which is effective as of January 1, 2006.


Make several technical corrections.

FISCAL EXPLANATION:  

The bill contains several components that have a significant effect on General Fund receipts.  Components that have a negative impact on receipts include: Conformity to federal filing status, AMC/LLET small business exclusions, a different calculation of the NOL carryforward, and the exclusion of several types of entities from the LLET.  The change in the method of determining the minimum tax due results in a small increase to the General Fund.

The net effect of the combined changes is an expected decrease in GF receipts in FY07 of (13.2) million, in FY08 of (32.2) million, and (45.4) million in FY09.

DATA SOURCE(S)
Dept. of Revenue, Budget Director’s Office, IRS, LRC staff.
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