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Proper Application of Sales and Use Tax by Kentucky
Educational, Charitable and Religious [nstitutions

This circular replaces Circular S1C030 dated July I, 1990.

The purpose of this circular is to summarize and clarify the proper application of the 6 percent sales and use tax involv-
ing sales by and to Kentucky educational, charitable and religious institutions. Kentucky Revised Statute 139.495 provides:

**“The taxes imposcd by this chapter shall apply to resident, nonprofit educational, charitable and religious
institutions which have qualified for exemption from income taxation under section S01(cX3) of the
internal revenue code as follows:

‘(1) Tax does not apply to sales of tangible personal property or services to such institutions provided
the property or service.is to be used solely within the educational, charitable, or religious function.

“(2) Tax does not apply to sales of food to students in school cafeterias or lunchrooms.
*“(3) Tax does not apply to sales by school bookstores of textbooks, workbooks, and other course materials.

*“(4) Tax does not apply to sales by nonprofit, school sponsored clubs and organizations, provided such
sales do not include tickets for athletic events.

“‘(5) All other sales made by nonprofit educational, charitable and religious institutions are taxable and
the tax may be passed on to the customer as provided in KRS 139.210.”

Effective July 15, 1986, KRS 139.497 is amended to provide:

‘“Notwithstanding any other provisions of this chapter, the taxes imposed herein do not apply to sales
by elementary or secondary schools or nonprofit elementary or secondary school sponsored clubs and
organizations or any nonprofit, elementary or secondary school affiliated groups such as parent-teacher
organizations and booster clubs, whose membership may be composed of individuals other than students,
provided the net proceeds from such sales are used solely for the benefit of the elementary or secondary
school or its students. Such nontaxable sales shall include sales resulting from agreements or contracts
entered into with resident or nonresident organizations to participate in fund-raising campaigns for a
percentage of the gross receipts where students act as agents or salesmen for the organizations by selling
or taking orders for the sale of tangible pcrsonal property, and no one shall be required'to pay sales
or use tax on such sales."’

On February 17, 1982, the Franklin Circuit Court ruled in the case of Kennedy Bookstore, Inc. v. Commonwesalth of
Kentucky, Department of Revenue, that while a nonprofit educational institution was exempt from paying tax under
the Kentucky Constitution, it was not exempt from collecting taxes due from others. Consequently, while the institution
is exempt from paying sales tax, all purchases by consumers from nonprofit educational and charitable organizations
who have qualified for exemption from income taxation under Section S01(cX3) of the Internal Revenue Code are sub-
ject to the use tax unless specifically exempted by statute. The use tax, levied under KRS 139.310, is a tax (6 percent)
on tangible personal property used in Kentucky upon which the sales tax has not been imposed or paid.
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b. Monthly returns are due on or before the 20th of the month following a reporting period and must be filed
even though a tax liability may not exist for the period. Permit holders failing to file timely returns are subject
to a penalty of 2 percent of the tax due for each 30-day period or fraction thereof (up to a maximum of 20
percent) between the due date and the date the return is filed, or a penalty of $10, whichever amount is greater
The minimum $10 penalty applies even though there may be no tax due on a late-filed return. A 2 percent
penalty is due for each 30 days the payment is late (maximum 20 percent, minimum $10).

c. To reimburse himself for the cost of collecting and remitting the tax, the taxpayer shall deduct on each return
1.75 percent of the first $1,000 of tax due and ! percent of the tax due in excess of $1,000, provided the amount
due is not delinquent at the time of payment (KRS 139.570).

d. The institution is responsible for filing returns for all 12 months unless otherwise authorized by the cabinet.

This circular is for informational purposes only. In no way shall it take precedence over any existing laws or regulations
prescribed by the Kentucky Revenue Cabinet.

Department of Tax Compliance
Revenue Cabinet
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