COMMONWEALTH OF KENTUCKY
LEGISLATIVE RESEARCH COMMISSION
GENERAL ASSEMBLY
LOCAL MANDATE FISCAL IMPACT ESTIMATE

2006 REGULAR SESSION
2005 INTERIM

MEASURE

 2006 RS BR 
 878
 

Amendment:

Committee

Floor

Bill #:
   HB 185

Amendment #
 

SUBJECT/TITLE
Preference in procurement

SPONSOR
Representative Bill Farmer

MANDATE SUMMARY

Unit of Government:
X
City;
X
County;
X
Urban-County

X
Charter County
X
Consolidated Local

Program/

Office(s) Impacted:
City administrative office and County Fiscal Courts

Requirement:
X
Mandatory

Optional

Effect on

Powers & Duties

Modifies Existing
X
Adds New

Eliminates Existing

PURPOSE/MECHANICS

HB 185 creates a new section in KRS Chapter 45A to (1) give a 5% preference to Kentucky small businesses in government contracts exceeding the small purchase limits set out in KRS 45A.100 and 45A.385, and (2) require successful bidders of government contracts over $500,000 to utilize Kentucky small businesses for at least 20% of their contract price, or face a 5% contract price penalty. The provisions would only apply to contracts issued by cities or counties which have adopted the Kentucky Model Procurement Code.

"Kentucky small business" is defined as a business that:

1.  meets the U.S. Small Business Administration definitions as a small business;

2.  is authorized to transact business in Kentucky;

3.  has maintained its principal place of business in Kentucky for two consecutive years, and

4.  has paid Kentucky state taxes for two consecutive years. 

HB 185 also requires the Finance and Administration Cabinet to report utilization of Kentucky small businesses, women-owned businesses, minority-owned businesses, and veteran-owned businesses in government contracts.

FISCAL EXPLANATION/BILL PROVISIONS
ESTIMATED COST

The fiscal impact of HB 185 on local government is likely to be a minimal to moderate increase in revenues, or a minimal to moderate increase in expenses for those cities and counties which have adopted the Kentucky model procurement code. The number of cities and counties that have adopted the model procurement code under KRS Chapter 45A.345 to 460 is unknown, however, it is estimated that less than 20 counties and less than 10% of cities would be affected by the bill's provisions. Louisville-Jefferson County Metro Government, Lexington-Fayette Urban County Government, most cities of the second class, and a few other cities have adopted the code. 

There are two major factors which will determine if a city or county would gain revenue or experience an increase in expenses based on the bill's provisions. They are:

1.  The number of "Kentucky small businesses" within a city or county which would be awarded

      contracts based on preferential treatment; and

2.  The amount of preferential purchasing done by a city or county (which could be more costly 

      than purchasing from the lowest bidder).

Those cities and counties that have businesses located within their jurisdictions which meet the bill's definition of a "Kentucky small business" could benefit through increased tax revenue if those businesses increase their profits and expand their hiring as a result of the 5% preferential treatment. On the other hand, the 5% preferential treatment provisions could result in affected cities and counties incurring a net loss if they are required to pay more for purchases than they would if the purchase was made from the lowest bidder, particularly if the successful "small business" bidder does not reside within the boundaries of the city or county making the purchase. 

While the Commonwealth as a whole may benefit by the provision requiring successful bidders of contracts over $500,000 to use Kentucky small businesses for 20% or more of the contract price, the level of benefit for an individual city or county will depend on whether the Kentucky small businesses and their employees are located within the city or county issuing the contract. Finally, if the contract cost is higher because the winning company must hire Kentucky small businesses, and there are insufficient offsetting benefits, then the city or county would experience a net loss.

DATA SOURCE(S)
LRC staff; Kentucky League of Cities; Kentucky Association of Counties; 

Hopkinsville and Louisville city clerks, Governors Office of Local Development. 
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