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Fiscal Estimate Narratives
DOR 6/3/2019

LRB Number 19-3407/1 Introduction Number AB-0251 Estimate Type  Original

Description
requiring marketplace providers to collect and remit sales tax from third parties and reducing individual income
tax rates based on the collection of sales and use tax from out-of-state retailers and marketplace providers

Assumptions Used in Arriving at Fiscal Estimate
REDUCTION OF INDIVIDUAL INCOME TAX RATES

Current law requires the Department of Revenue to determine the amount of additional revenue collected from
the state sales and use tax from October 1, 2018, to September 30, 2019, as a result of the U.S. Supreme Court
decision that expands the state's authority to collect such taxes from out-of-state retailers. After DOR makes that
determination, the Department of Administration, in consultation with DOR, must then determine how much the
individual income tax rates may be reduced for the 2019 taxable year in order to decrease individual income tax
revenue by the amount of additional sales and use tax revenue. The reduction in rates only applies to 2019.

This bill makes the rate reductions determined for 2019 applicable to all subsequent taxabie years. However, the
second individual income tax rate listed in each tax bracket would change again in 2020 under the bill. The bill
requires DOR to determine the amount of additional revenue collected from the sales and use tax from October
1, 2019, to September 30, 2020, as a result of the Supreme Court decision. DOA, in consultation with DOR,
would then use that determination to determine how much the second individual income tax rate listed in each
tax bracket may be reduced in tax year 2020 and thereafter. DOR must determine the additional sales and use
tax revenue based on the sales and use taxes collected from out-of-state retailers and marketplace providers.

MARKETPLACE PROVIDERS

The bill also requires that "marketplace providers" collect and remit sales tax on sales facilitated on behalf of
marketplace sellers. For purposes of the bill, a “marketplace provider” is a person who facilitates a retail sale by a
seller by listing or advertising for sale, in any manner, the seller's products or taxable services and through
agreements or arrangements with third parties, directly or indirectly, who are collecting payment from the

purchaser and transmitting that payment to the seller. The bill defines “marketplace seller’ to mean a seller who
sells products through a physical or electronic marketplace operated by a marketplace provider, regardiess of
whether the seller is required to be registered with DOR. .

FISCAL ESTIMATE

DOR estimates that the expanded state authority to collect sales and use tax from out-of-state retailers will yield
approximately $60 million during the period from October 1, 2018, to September 30, 2019. The current law
individual income tax rates are 4.0%, 5.84%, 6.27%, and 7.65%. DOR expects the tax year 2019 automatic
individual income tax rate cuts will reduce rates to 3.98%, 5.81%, 6.23%, and 7.61%. Because the bill makes
those rate reductions permanent, that provision will reduce revenue by about $64.7 million annually beginning in
fiscal year 2021.

An additional individual income tax rate cut will begin in tax year 2020 based on growth from out-of-state retailers
and new revenue from marketplace providers. DOR cannot precisely determine the impact of requiring
marketplace providers to collect and remit sales tax because, 1) there is no method in place for marketplace
providers to separately identify sales tax generated by their own retail sales and those generated by marketplace
sellers, and, 2) the department is not able to precisely determine the amount of tax collected by a marketplace
provider that was previously collected/remitted by marketplace sellers. DOR estimates that the provision will
increase sales tax revenue by approximately $60 million October 1, 2019, to September 30, 2020. Combined
with approximately $9.0 million of additional tax collections from out-of-state retailers, DOR expects to be able to
offset that revenue increase by reducing the second individual income tax rate from 5.81% to 5.52% beginning in




tax year 2020.

The marketplace provision increases sales tax collections by $60 million annually beginning on the first day of the
calendar quarter that is at least three months after publication. Assuming the marketplace provision becomes
effective on October 1, 2019, it will yield a fiscal year 2020 revenue gain of approximately $45 million ($60 million
X 75% of FY20). Beginning in fiscal year 2021 the marketplace provision will increase sales tax revenue by
approximately $67.1 million, while the income tax rate cut will decreases individual income tax collections by $69
million (60 million + $9.0 million). The ongoing revenue loss will depend on the relative growth rates of the two
revenue sources, but it will be approximately $1.9 million in fiscal year 2021.

Overall, DOR expects the two individual income tax rate cuts and the new sales tax revenue to increase
collections by $45 miliion in fiscal year 2020, and decrease collections by $66.6 million annually beginning in
fiscal year 2021.

County and stadium sales and use taxes were 8.0% of state sales and use taxes in fiscal year 2018. Assuming

this percentage does not change, the marketplace provision in the bill will increase county and stadium taxes by
$3.6 million in fiscal year 2020 and $5.4 million in fiscal year 2021.

Long-Range Fiscal Implications
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