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VENDING MACHINES 
 
INTRODUCTION 
 
This section deals with the audit methods and procedures to be utilized on sales and use tax 
audits of owners (operators) of vending machines. This section will also address the record 
keeping and reporting requirements of operators of vending machines. 
 
KRS 139.485(3)(k) (Effective until July 1, 2004) 
 

 
 
 
KRS 139.485(3)(f) (Effective July 1, 2004) 
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Regulation 103 KAR 27:180 - Vending Machines
 
Applicable law and regulation include KRS 139.485(3)(k) and KRS 139.485(3)(f) and Regulation 
103 KAR 27:180 - Vending Machines. 
 
 
Tax Tip: This regulation has not been amended to reflect HB 253(1998) which amended 

KRS 139.470(6) to increase the exemption from 25¢ or less to 50¢ or less for 
tangible personal property sold through coin-operated bulk vending machines. 

 
GENERAL OVERVIEW 
 
Registration and Reporting Requirements 
 
Persons or corporations who own vending machines that dispense tangible personal property are 
retailers of such property, and must obtain a sales and use tax permit.  
 
Persons or corporations who operate these vending machines under lease or rental agreements must 
also obtain a sales and use tax permit.  

 
One permit number is sufficient for operators of multiple vending machines at different locations. 
 
A statement must be affixed to each machine indicating the name and address of the owner 
(operator). The sales tax permit number that the sales tax is paid under must also be listed on this 
statement. If a statement is affixed to the vending machine indicating that the sales tax is included 
in the sales price of the property dispensed, the tax liability may be computed in the same manner 
as all other retailers who separately state the tax. 
 
Taxable and Non-Taxable Vending Machine Receipts 
 
The owner or operator of vending machines is responsible for reporting and paying the tax on the 
gross receipts received from the vending machines even though the owner or operator of the place 
of business in which the vending machines are located receives a commission from the vending 
machine sales.  
 
KRS 139.470(6) (Effective until July 1, 2004) and (Effective July 1, 2004) 
 
The one exemption contained in sales and use tax law for receipts from vending machines is 
contained in KRS 139.470(6), which provides for an exemption from the measure of the tax for 
gross receipts from vending machines for sales of tangible personal property made in portions of 
fifty cents or less, provided that the receipts are for unsorted bulk merchandise that is dispensed in 
approximately equal portions. An example of these receipts would be receipts from a ten cent gum 
ball machine. A twenty-five cent candy bar machine that has multiple choices or selections would 
not qualify for exemption.  
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Vending Machine Purchases 
 
Tax applies to the purchase price of the vending machines when purchased. Owners/operators of 
vending machines would also be taxable on all supplies purchased by them in the operation of their 
vending machine business.  
 
Owners/operators of vending machines shall issue properly completed resale certificates to their 
suppliers for purchases of items that are to be resold in the vending machines. 

 
Record Keeping Requirements 
 
Adequate and complete records must be kept by the owner/operator of vending machines 
indicating the gross receipts received and the various locations of the machines. Records must also 
be kept indicating the serial numbers of all vending machines operated and the amounts of 
purchases and inventories bought for sale through the vending machines. 
 
Owner/operators of vending machines must also keep adequate records that indicate all purchases 
of the vending machines and any supplies purchases that are consumed by them.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 



SALES TO/BY GOVERNMENT AGENCIES
 
INTRODUCTION 
 
This section deals with sales to and by government agencies. 
 
For contracts with government agencies see the section relating to Contractors/Construction 
Machinery. 

 
GENERAL OVERVIEW 
 
KRS 139.470 (1) (Effective until July 1, 2004) 
 

 
 
 
KRS 139.470 (1)  (Effective July 1, 2004) 
 

 
 
 
KRS 139.470(7)  (Effective until July 1, 2004) and (Effective July 1, 2004) 
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KRS 139.470(10)  (Effective until July 1, 2004) 
 

 
 
 
KRS 139.470 (10) (Effective July 1, 2004) 
 

 
 
Sales to the federal government are exempted by KRS 139.470 (1). Sales to state government and 
county, city or special districts are exempted by KRS 139.470 (7). Out-of-state agencies, 
organizations, or institutions exempt in its state of residence are exempted by KRS 139.470 (10). 
 
KRS 139.470 only exempts sales to government agencies: therefore, sales made by state and local 
governments are taxable and tax shall be collected from the customer as provided in KRS 139.210. 
 
SALES TO STATE AND LOCAL GOVERNMENT 
 
Each unit of state or local government must file Form 51A125 - Application for Purchase 
Exemption. Upon the processing of this application, units qualifying for exemption will be issued 
an authorization letter bearing an exemption number and instructions for properly claiming the 
exemption on purchase. A copy of this letter must be obtained by the vendor to be retained by him 
as authorization to make such sale exempt.  
  
Every vendor making such sales must require an official or employee exercising comparable 
authority to sign and acknowledge in writing on a copy of the invoice that the sale and delivery of 
the property was actually to a unit of state or local government. 
 
In accordance with KRS 139.470(10), gross receipts from sales to an out-of-state agency, 
organization or institution exempt from sales and use tax in its state of residence are exempt when 
the agency, organization or institution gives proof of its tax-exempt status to the seller and the 
seller maintains a file of such proof. In other words, the Kentucky exemption is being extended to 
these types of entities if such entities are also exempt in their home state. 
  
The term "out-of-state agency, organization or institution" includes other states, their agencies, 
instrumentalities, counties, cities, etc., and nonprofit out-of-state organizations and institutions 
such as educational institutions, churches, and hospitals. The fore-going is not intended to be all-
inclusive.  
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The exemption applies only to direct sales to agencies, organizations or institutions exempt in other 
states and not to specific types of property (such as manufacturing machinery) which may be 
exempt in another state. The Department requires the out-of-state entity to apply for a Kentucky 
Purchase Exemption number. The Department, in turn, will issue an authorization letter. The 
vendor should have this letter on file to properly document the exempt status of the sale. In a 
related matter, the vendor may also have on file Revenue Form 51A127 – Out-of-State 
Exemption Certificate that can serve to properly document the exempt status of the sale to non-
governmental agencies. This would include 501(c)(3) organizations and churches. An entity will 
not be sent Form 51A127 until the application has been processed and a purchase exemption (PE) 
number has been issued. 
 
State Procurement Card System 
 
The Commonwealth of Kentucky has recently established a procurement card system to expedite 
purchases made directly by the state. Since the state is directly billed for purchases made with 
these procurement cards, such transactions are exempt from sales and use tax. The words 
“Commonwealth of Kentucky” and the state seal appear on the face of the card along with the 
state employee’s name. The state governmental exemption number is imprinted on the reverse 
side. Each card is magnetically encoded with a dollar threshold and merchant categories to 
restrict the amounts and types of purchases an employee is authorized to make. 
  
These cards may not be used for payment of hotel and motel accommodations. 

 
SALES BY STATE AND LOCAL GOVERNMENT 
 
Sales made by government agencies will be audited in same manner as any other retailer. The 
governmental exemption extends only to purchases, not sales. If the unit of state/local 
government makes a retail sale, sales tax must be passed on to the customer as provided in KRS 
139.210. 
 
Sales of tangible personal property and the furnishings of facilities and services by a cabinet, 
department, bureau, commission, board or other statutory or constitutional agency of the 
Commonwealth of Kentucky are subject to the state’s 6 percent sales tax. 
 
Sales of property and services performed by state government agencies which are subject to tax 
include, but are not limited to, the following: 
 
− Accommodations 
− Admissions 
− Maps 
− Meals 
− Publications 
− Scrap Machinery and Equipment 
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SALES TO THE FEDERAL GOVERNMENT 
 
KRS 139.470(1) and Regulation 103 KAR 30:235 - Sales of Utility Services to the Federal 
Government provide for the exemption of sales to the federal government. 
 
Federal Credit Card Purchases May Be Tax-Exempt 
 
Under the Supremacy Clause of the U.S. Constitution, states are not permitted to levy a tax directly 
on the U.S. government. However, this immunity does not extend per se to federal employees, 
whether military or civilian. Thus, federal employees who are traveling on business or who are 
otherwise making work-related purchases may or may not be subject to state taxes. 
  
If a state does exercise its constitutional right to tax allowable federal employee purchases, this 
question must be answered: “How is the purchase billed?” 
 
Pursuant to Regulation 103 KAR 30:235, sales made directly to the federal government are tax 
exempt from sales tax. To be considered as sales made directly to the federal government, the 
charges must be billed directly to (central billing) and paid directly by the federal government. The 
exemption does not apply to sales made to government employees where payment is made by the 
employee by any personal means, whether by cash, check, or credit card, and the employee is 
subsequently reimbursed by a governmental agency. 

  
This question of “how is the purchase billed” often arises when a federal employee pays for a 
purchase with a federally contracted credit card. Currently, these cards are issued by a variety of 
banks under a contract with the General Services Administration (GSA). These credit cards are 
part of the GSA’s SmartPay program, and may sometimes be called SmartPay Cards. 
 
There are two categories of SmartPay cards: 

 
Cards that are the sole responsibility of the government and that are billed directly to the 
government (centrally billed); 
 
Cards that are the responsibility of the employee, are billed to the employee, and are the 
sole responsibility of the employee. (The government is not responsible if the cardholder 
fails to pay.) 
 

Within these categories, there are four basic lines of federal credit cards: purchase, fleet, travel and 
integrated. 
 
Purchase and fleet are always centrally billed, and purchases made with them may not be taxed. 
They can be used only for purchases from specific types of merchants, such as gas stations and 
office supply stores. 

 
Purchase cards contain the imprinted phrase: “For Official U.S. Government Purchases 
Only.” The cards also say “U.S. Government Tax Exempt.” See page J – 8 in your manual. 
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Fleet cards say “For Official Government Fleet Use Only.” See page J–8 in your manual. 
 

Travel cards and integrated cards might be in either billing category, so additional information is 
necessary to determine the taxability of the transaction. Both of these cards can be used at hotels, 
restaurants and similar travel-related venues. 

 
Travel cards contain the imprinted phrase: “For Official Government Travel Only.” See 
page J – 8 in your manual. 

 
Travel cards that are individually billed – and can be taxed – will show one of the 
following number sequences: 
 

Start with 4486 and the sixth digit is 1, 2, 3 or 4, 
Start with 4716 and the sixth digit is 1, 2, 3 or 4, or 
Start with 5568 and the sixth digit is 1, 2, 3 or 4. 
 

Integrated cards say “For Official Government Use Only.” This card is in use only at the 
Department of the Interior. It may also be referred to as a combined card. See page J–8 in 
your manual. 
 

An integrated or combined card is a single card that is used for both taxable and nontaxable 
purchases. (The bill will go either to the government or to the employee, depending on the item 
purchased. The merchant’s code tells the bank which account to bill.) 
 
These account numbers begin “5568-16” and the agency’s identification number (14-0001849) is 
on the face of the card. 

 
Purchases for office supplies and related tangible goods are direct billed and may not be 
taxed. 
 
Purchases for lodging and restaurant food are individually billed and may be taxed. 
 
However, there is one exception: the Bureau of Reclamation cards are centrally billed for 
all purchases. If a traveler has I.D. from the Bureau of Reclamation and is using a card 
numbered 5568-16, that purchase should be tax-exempt. 
 

Summary 
 

Federal employee credit card purchases that are billed to the employee, and thus may be taxed, will 
 
say “For Official Government Travel Only” and start with 4486, 4716, or 5568 and have a 
sixth digit that is either 1, 2, 3 or 4; or 
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have an account number that begins with 5568-16 from the Department of the Interior, the 
traveler does not carry an I.D. from the Bureau or Reclamation, and the purchase is for 
lodging or food. 
 

All other SmartPay cards with other numbers are centrally billed and cannot be taxed. 

 
SALES BY THE FEDERAL GOVERNMENT 
 
Sales of tangible personal property by the federal government are not pursued as taxable. 
 
Federal credit unions are not taxable on sales of tangible personal property.  
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