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SUBJECT/TITLE
An Act relating to economic development.

SPONSOR
Representative Ruth Ann Palumbo

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 (+/-)

($40 million)
($40 million)


Expenditures (+/-)





Net Effect

($40 million)
($40 million)


_______________________________________________________________________________

MEASURE'S PURPOSE:  

Provide tax incentives to encourage businesses to invest capital assets.

PROVISION/MECHANICS:  

Businesses shall be entitled to a certificate of eligibility from the Cabinet for Economic Development that annually has capital expenditures of at least $100,000 and employs a minimum of 10 full-time qualified employees.  At least 90% of the employees shall be paid at least 75% of the average hourly wage for the Commonwealth or the 75% of the average hourly wage in the county of the project but not less than 150% of the federal minimum wage or $7.72 an hour.  In addition the business shall provide employee benefits equal to at least 15% of the applicable wage base or hourly compensation at least 115% of the applicable wage base.

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.  The sales tax liability on office equipment, office furnishings, and office supplies would not be eligible for the refund.

Commercial motor vehicles licensed at more than 26,000 pounds 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 and 150% of the federal minimum wage would be $7.72 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 $7.72 an hour.  However it would seem that a significant number of business would meet these requirements and approximately 5000 of these business employ approximately 700,000 individuals.

All though the proposal provides that eligible expenditures subject to sales and use tax by a business shall not exceed $15,000,000 annually, the proposal makes no clear distinction that refund of all sales and use tax liability only applies to capital expenditures.  Either way the fiscal impact would be significant.  The proposal does place a cap on the amount of refund available for commitment each fiscal year to $20 million to areas designated an enterprise zone and $20 million to areas not designated an enterprise zone.

The motor vehicles usage tax exemption for commercial vehicles used solely for business purposes and limiting the exemption to the first $20,000 of retail price is indeterminable but would be significant.  The provision is not limited to a qualified business.

It would appear that business would be able to utilize all of the refund available under the cap provided.
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