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NOTE SUMMARY

Fiscal Analysis:
        X       Impact
               No Impact
         Indeterminable Impact

Level(s) of Impact:
       X        State
                       Local
               Federal

Budget Unit(s) Impact


Fund(s) Impact:
       X       General
       X         Road
               Federal


                     Restricted Agency (Type)
               (Other)

FISCAL SUMMARY

______________________________________________________________________________

Fiscal Estimates
2003-2004
2004-2005
2005-2006
Future Annual

Rate of Change

Revenues (+/-)

Indeterminable significant loss
Indeterminable significant loss


Expenditures (+/-)





Net Effect

Indeterminable significant loss
Indeterminable significant loss


_______________________________________________________________________________

MEASURE'S PURPOSE:  

The proposed legislation provides tax incentives to encourage businesses that invest in capital assets and that provide jobs that pay an average wage rate of 200% of the federal minimum wage to locate, expand or remain in Kentucky.

PROVISION/MECHANICS:  

The proposed legislation creates new sections of Subchapter 20 of KRS Chapter 154 to provide for a refund of sales and use taxes for any qualified business. 

A business qualifies for the refund by, obtaining a certificate of eligibility from the Cabinet for Economic Development.  In order to qualify, the business must have capital expenditures within the Commonwealth of at least $100,000, employ a minimum of 10 qualified employees, and pay an average wage rate of at least 200% of the federal minimum wage. 

A qualified business shall be entitled to a refund of all sales and use tax liability incurred by the business for the year in which the business becomes qualified and each subsequent year thereafter that the business meets the eligibility requirements. 

Motor vehicles not considered commercial vehicles and used solely for business purposes shall be exempt for the motor vehicle usage tax subject to the limitations under KRS 154.45-090(5) and (6).

FISCAL EXPLANATION:  

There are approximately 25,500 business in Kentucky that employ 10 or more individuals.  The federal minimum wage is $5.15 an hour.  Therefore,  200% of the federal minimum wage would be $10.30 an hour.

It is not know how many of these business have capital expenditures of at least $100,000 and pay on the average, a wage rate of $10.30 an hour, however it is likely that a significant number of business would meet these requirements, Approximately 5,000 of these business employ approximately 700,000 individuals.

Although the proposed legislation provides that eligible expenditures subject to sales and use tax on capital expenditures shall not exceed $15,000,000 annually, it is not clear from the language of the proposed legislation that the refund allowed is limited to the tax paid on capital expenditures.  Regardless, fiscal impact is indeterminable but would be significant.

The impact of the motor vehicles usage tax exemption for vehicles used solely for business purposes, even excluding commercial vehicles and limiting the exemption to the first $20,000 of retail price is indeterminable but would be significant.  It should be noted that this provision is not limited to purchases made by qualified businesses. 

The proposal appears to be an expansion of the current enterprise zone provisions that have expired and will continue to expire, and would probably incorporate most of the businesses qualified under the enterprise zone provisions.  In addition, the provisions of this Act would apply to any business regardless of location meeting the qualifying requirements. The provisions are retroactive to January 1, 2004 which would bridge the gap for those businesses whose enterprise zone exemption expired December 31, 2003.  

The official revenue estimates were made based on the law in effect (with the enterprise zone provisions expiring as scheduled under existing law) and the following revenues were included as a result of the expiration of the enterprise zones.


General Fund
Road Fund

FY 04
$  5.2
$0.5

FY 05 
$32.7
$3.2

FY 06
$38.7
$3.7

Because the provisions of this Act are much broader in scope and geographic area than the expiring enterprise zone provisions, the fiscal impact will most likely be much larger than the numbers reflected for the expiration of the enterprise zones.  In addition, the relatively low investment requirements to qualify for the exemption will likely result in many existing businesses qualifying for the refund without having to significantly add to or change existing operations.  
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