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State of Vermont o o . Agenoy of Administration

Dopartinent of Taxes
133 State Street
Montpelior, VT05683-1401

Dearmimmmny: : o ' ‘ Lo

.September 13, 2011

RE: Vermont Debai;tmént of Taxes Ruling Roquost # 2011-12

This is a formal 1u11ng for VN L ‘ W), regarding the
applicability of sales tax to payment of 8 court Judgmem or ﬂom a thnd party gudrantor which
result from a lease default or from default on a financed. sale, This ruling 1s based wpon
representations in your Iettol of mnd the Mastex Lease Agreement which you emailed
to me on .

FACTS

The descriptions in your letter are very brief, and our ruling is based on the facts as we
understand them, as deseribed-in this ruling. You have asked whether Vermont sales tax will
apply tom teoeipts from a oourtjudgment or third party-guarantor payment in either_of _
two soonallos. C L " g "

1, Under the first soenario m eased equ{pment to a customol undor a 60-month nof-
cancellable, irtevocabls lease contract, MMM colleoted and remitied Vermont sales tax on'the
lease payments recelved, Before the énd of the lease tettn, the customer defaulted on the leass
contract, leaving' & defictency balance of $55,000; wluohm oharged off as bad debt, ‘
12y bo awarded $20,000 from a court of law, 0r.$10,000 from a third par ty &,umantm
or both. ,

.You have asked whether i Poust (o xemit saled tax upon recelpt of a $20,000 judgmem
ot $10,000 guarantor payment ot both.
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DISCUSSION

- 9701(5), and “sales price” means

11, Under the second scenario, the oustomer purchased an item from a third party and
financed it through w paid the third party for the item; and the customer agreed:
to repay SWNEunder a 60-month non-cancellable, irrevocable financing contract, Title wag .
passed to the customor at the be[,innmg of the contract, and Smesmremitied the full sales tax

41

based on the entire purchase price at the beginning ofthe contract, Before the end of the

{inancing contract petiod, ‘the enstomer defaulted on the contract, The property was then sold to

an unrelated third party, with/SREPcollccting and remitting sales tax on that salc, A

", has not requested refund of any portion of the full sales tax remitted on the original transaction,

These two transactions loft MW with a not deficlency on the orlginal contract of $25,000,
which s charged off as bad debt, Gwmmmpmay be awarded $8,000 from a court of law, or

$2,000 from a third party guarantor, or both,

You have asked whether Must remit sales tax upon receipt of.an $8,000 judgmcnt or
$2,000 guarantor payment, or both, ‘

Scenario I ‘
Vermont sales tax is imposed at the rate of 6 pcmont' of the sales price on retail sales of

‘tangible personal propetty, 32 V.S.A, § 977 1(1) “Retail bﬂlSS” include leasss, 32 V.8.A §

the total amount of conmderation, inoluding cash, credit, property, and services,
for which personal propetty or services gre sold, leased, or rented, valued in
money, whether received in money or otherwise, . , .

32 V.8.A, § 9701(4)(A). As aresult, m;101'1'eotly collected sales tax on each lease

payment as it was received.

After the oustome1 8 default, i S cooivos a court award 01 a guarantor paymem the
stricture of that award or payment will determine the amount of any sales tax due on those

. p1oceeds. m Master Loase Agreement provides that, in case of defaull, i may

recover, among other ttems, “the present value of all future rentals , , , contracted to be paid over
the unexphcd term of the Loase, discounted at the rate of four percent”, MWould OWo
sales tax on any pox’tion of the court award or guarantor’s payment which is identified as

‘recovery of this présent value of future rental payments, Ifno portion of the award or payment Iy -

so Identified, then the tecovery should be allocated pro rata among telmbursement of the present
value of the future rentals and all othet costs of default, The por tlon allocable to the future rental

amount would be subject to sales tax, . v 4

Sconario I '
Under the second scenatlo, the customer oblalned an item from a third pay ty and financed it

tln'oughm%gql ly paid the thitd party vendot direotly for the item, and the
oustomer agreed to ropay m over a perlod oI 60 mouths, It s prosumed that WRNEER

VA local sales tax at the rate of | peteent may ulso apply In certaln fooal Jurladictlons, 24 V.S.A, § 138 .
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trealed its payment to the vendor a8 & purchage for sosale (exempt from sales tax), When the

itom was delivered to iSRRI customer, S rcated this ﬁnanoing fransaction as a sale,
and colleoted and remitted sales tax on the entire sales price, .

When the oustomer defaulted on-the financlng payments, m'tbparcmly “took-possession- '

of the property, sincowygmemem thon sold the property to an unrelated third party. At that point,
' 'Mnolleeted and remilted the sales tax on the entire sales price In that seoond sale,

wmmwm Lo not applied for a refund of any portion of Lhe sales' tax it remitted on the lmtial
. sale of the item, even though the customer defaulied, leaving MWith bad doebt,

' Since MJlemlttcd the full sales tax on both sales of the property, thcic would be n(')
* further sales tax due to Vermont, regardless of any amountmmghi subsequently recover

from a coyrt or guarantor,

GENERAL PROVISIONS ,

This ruling will be made public after deletion of the parties’ names and any information which
may identify the parties, A copy of this ruling showing the proposed, deletions is attached, and
.you may request within 30.days that the Commissioner delete any further information that might
1dent1fy the parties, The final diseretion as to deletions rests with the Commissioner,

This miling is fssed solely to your firm and is lnmtcd to the facts prcsented ‘as affectod by’

cutrent statutes and regulations, Other taxpayers may rofet to this ruling, when redacted to

_ protect confidentiality, to determine the department's general approach, but the Department will-
not be bound by this ruling in the case of any other taxpayer or in the case of any change.in thc

relovant statutes or Iegulations. o ) ' R
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