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Proposed law terminates numerous deductions/exclusions/exemptions from corporate income and franchise tax, severance
tax, sales tax, alcoholic beverage tax, petroleum products tax, inspection and supervision fees, and the hazardous waste tax
effective for taxable periods beginning on and after January 1, 2021 and 2022. All exemptions from the state sales tax are
terminated January 1, 2018.

The Dept. of Revenue will incur costs associated with designing, modifying, and testing the tax processing system. These
costs are typically estimated in the tens of thousands of dollars of staff time (initially $40,000 in this case, then substantially
more in preparation for 2021 and 2022). An assessment of the cumulative need resulting from all legislation is made at the
end of session which informs the budget request of the Dept. 

Most of the deductions/exclusions/exemptions from corporate income and franchise tax, severance tax, sales tax, alcoholic
beverage tax, petroleum products tax, inspection and supervision fees, and the hazardous waste tax that are terminated for
taxable periods beginning on and after January 1, 2021 and 2022 by the bill are unknown as to their fiscal effect due to the
lack of reporting requirements contained in their statutory provisions. Of the few that do report information, the effect of the
bill is dominated by three items: the net operating loss ($156M) and subchapter-S corporation ($572M) deductions from the
corporate income tax, and various severance tax exemptions as a group ($155M). Figures are estimated FY18 revenue losses
from the Dept. of Revenue Tax Exemption Budget. However, annual revenue effects from termination for taxable periods 
beginning on and after January 1, 2021 and 2022 would likely differ considerably from these estimates as an accumulating
increase in net state tax receipts in FY22 and beyond would likely occur as returns for tax years 2021 and beyond are filed.
Typically, a three fiscal year or more transition is required to fully reflect changes that begin with a tax year. Also, severance
tax refunds are claimed on future returns for exempt production, delaying the revenue effects of those terminations, as well.

The Dept. has only recently been attempting to collect information on formerly exempt transactions now subject to various
levies of tax. That effort is still in its infancy and taxpayer reporting has been inconsistent. A reasonable estimate of the
revenue to gain by the blanket elimination of all sales tax exemptions can not be made, but is likely to be substantial
depending on the rate of taxation. The Dept. indicates that the largest sales tax exemptions affected by the bill are likely to
be nonresidential utilities, and medical devices. As a group these two sets of transactions would likely generate in excess of
$350 million or more at a 4% tax rate.

REVENUE EXPLANATION

EXPENDITURE EXPLANATION

Terminates certain tax exemptions and deductions in 2021. (8/1/17)
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