DOAA Greg S. Griffin

Georgia Department State Auditor
of Audits & Accounts

March 18, 2025

Honorable Chuck Hufstetler
Chairman, Senate Finance
121-C State Capitol

Atlanta, GA 30334

SUBJECT: Fiscal Note
House Bill 439 (LC 44 3130S)

Dear Chairman Hufstetler:

The bill would modify vendor compensation for sales and use tax. Under current law, dealers who
collect and remit sales and use tax in a timely fashion may deduct a portion before remittance as
compensation for administering the tax. Current law allows a deduction of 3 percent of the first $3,000
of the combined total amount of all sales and use taxes reported due on each return for each location
and 0.5 percent of the portion of tax collected exceeding $3,000. This bill would increase the deduction
to 3 percent of the first $10,000 of the combined total amount of all sales and use taxes reported due on
each return for each location and 0.5 percent of the portion of tax collected exceeding $10,000. The bill
would become effective January 1, 2026.

Impact on Revenue

Georgia State University’s Fiscal Research Center (FRC) estimated that the bill would decrease state
revenue as shown in Table 1. Increased vendor compensation will increase their taxable income, which
offsets a small portion of the revenue decline. The appendix provides details of the analysis.

Table 1. Estimated State Revenue Effects

(S millions) FY 2026 FY 2027 FY 2028 FY 2029 FY 2030
Increased Vendor Compensation Estimate (521.4) (543.5) (544.9) (546.5) (548.0)
Additional Income Tax Revenue Estimate S1.2 $2.3 S2.4 S2.5 $2.6
Net Fiscal Impact Estimate (520.3) (541.2) (542.5) (544.0) (545.5)

Impact on Expenditures

The Department of Revenue (DOR) would be able to implement the provisions of the bill with existing
resources. Changes to information systems would require six weeks, which equates to approximately
$31,000.

Respectfully,
SPNE A R LU=y
Greg S. Griffin Richard Dunn, Director
State Auditor Office of Planning and Budget
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Analysis by the Fiscal Research Center

The subject bill proposes to modify vendor compensation for the state sales and use tax. As
compensation for administering the tax, vendors who collect and remit sales tax in a timely fashion may
deduct a portion of the tax collected. Under current law, this deduction is 3 percent of the first $3,000
of total sales tax collected and 0.5 percent of the portion of tax collected exceeding $3,000. The subject
bill proposes to increase the deduction as follows, starting in tax year (TY) 2026:

e Allow vendors to deduct 3 percent of the first $10,000 in tax collected

e Allow vendors to deduct 0.5 percent of the portion of tax collected exceeding $10,000

Based on 2022 sales tax return data from the Georgia Department of Revenue (DOR), we estimate that
under current law, vendor compensation is approximately 1.48 percent of state sales tax collections.
This percentage is assumed to remain constant in the baseline scenario. Microsimulations on the DOR
data indicate that under the proposed changes, this percentage of state sales tax would increase to
approximately 1.93 percent.

Estimates of total sales tax collections for fiscal years (FY) 2025—30 were obtained from the State
Economist’s December 2024 long-range general fund projections. These estimates were converted to
tax years using a 50/50 fiscal split. Baseline and pro forma vendor compensation projections were then
made by applying the percentages produced by the microsimulation to the sales tax projections. Vendor
compensation estimates were converted back to fiscal years, assuming the same 50/50 fiscal split. The
fiscal impacts presented in Table 1 represent the difference between the baseline and proforma
scenarios. This analysis is summarized in Table 2 below.

Table 2. Projected Current Law and Pro-forma Vendor Compensation

(S millions) TY 2026 TY 2027 TY 2028 TY 2029 TY 2030
Projected Sales Tax Revenue $9,583.6 $9,893.2 $10,227.7 S$10,591.5 $10,916.9
Baseline Vendor Compensation $142.1 $146.7 $151.6 $157.0 $161.8
Pro Forma Vendor Compensation $184.9 $190.9 $197.3 $204.3 $210.6
Difference (542.8) (544.2) (45.7) (547.3) (548.8)

The increase of vendor compensation proposed in this bill is assumed to be considered taxable income
for state income tax purposes. Thus, the increase in vendor compensation will increase taxable income
for vendors in the state, and in turn increase state income tax collections. For this analysis, a constant
income tax rate of 5.39 percent is assumed. However, if certain conditions are met, the state income tax
rate will decrease and thus impact these estimates. This impact is summarized in Table 3 below.

Table 3. Projected Income Tax Effects of Increased vendor Compensation

(S millions) TY 2026 TY 2027 TY 2028 TY 2029 TY 2030
Additional Vendor Compensation S42.8 S44.2 S45.7 $47.3 $48.8
Assumed Tax Rate 5.39% 5.39% 5.39% 5.39% 5.39%
Additional Income Tax $2.3 $2.4 $2.5 $2.6 $2.6

Fiscal impacts shown in Table 1 are converted from TY to FY, assuming a 50/50 fiscal split.
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