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MEASURE’S PURPOSE: This proposal, if enacted, exempts from sales and use tax tangible
personal property sold to or purchased by a person who is under contract to incorporate the
tangible personal property into a structure or improvement to real estate if the tangible personal
property enters into and becomes a permanent part of the structure or real estate and is used to
fulfill the terms of a contract with a federal, state, or local government entity or a resident,
nonprofit educational, charitable, or religious institution.

PROVISIONS/MECHANICS:

Section 1 amends KRS 139.480 to exempt from sales and use tax tangible personal property sold
to or purchased by a person under contract with a federal, state, or local governmental agency, or
a resident, nonprofit educational, charitable, or religious institution to incorporate the tangible
personal property into a structure or improvement to real estate.

FISCAL EXPLANATION: Currently, governmental agencies and resident, nonprofit
educational, charitable, and religious institutions may purchase tangible personal property for use
in their exempt function including materials that they purchase to become a permanent part of a
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structure or an improvement to real estate if the structure or improvement to real estate is used in
their exempt function.

However, persons under contract with governmental agencies or nonprofit educational,
charitable or religious institutions, that purchase tangible personal property which will enter or
become a permanent part of a structure or improvement to real estate must currently pay the sales
or use tax on those purchases unless the exempt entity chooses to separately advertise bids and
award separate contracts for materials and labor. While this workaround may effectively exempt
the purchaser from the tax and in turn alleviate the exempt entity from reimbursing the purchaser
for the tax, according to the Department of Revenue, not all exempt entities use this method
consistently.

This proposal, if enacted, will allow persons under contract with the exempt entity to purchase
tangible personal property without payment of the sales and use tax. Therefore, there will be a
negative impact to the General Fund. The amount is indeterminable.
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