2006RS BR0440-HB 253 

January 23, 2006

Page 2

COMMONWEALTH OF KENTUCKY

STATE FISCAL NOTE STATEMENT

GENERAL ASSEMBLY
LEGISLATIVE RESEARCH COMMISSION

2006 REGULAR SESSION
2006-2008 INTERIM

MEASURE

(x) 2006 BR No.
0440

(x)
HB 253



( ) Resolution No.


( ) Amendment No.


SUBJECT/TITLE
AN ACT relating to sales and use tax.

SPONSOR
Representatives Wuchner, Fischer, DeCesare, Draud, Ford, Montell and Rader

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


Road

Federal



Restricted Agency (Type)

(Other)

FISCAL SUMMARY

_______________________________________________________________________________

Fiscal Estimates
2005-2006
2006-2007
2007-2008
Future Annual

Rate of Change

Revenues (+/-)

(4,600,000)
($4,600,000)


Expenditures (+/-)

Indeterminable
Indeterminable


Net Effect

Indeterminable
Indeterminable


______________________________________________________________________________

MEASURE'S PURPOSE:  

This bill amends KRS 139.495 to exempt from sales and use tax materials, supplies, or fixtures purchased by a construction contractor to fulfill a construction contract with a public school district if the purchases would have been exempt if purchased directly by the public school district from the supplier and if the construction contract is funded at greater than 50% from the state General Fund.  Defines "construction contract" to include a contract for erecting, remodeling or repairing a building or other structure on land including lump sum, cost plus and time, and material contracts.  The sale and installation of machinery, appliances and equipment is not included.

Effective for purchases made on or after August 1, 2006.

PROVISION/MECHANICS:  

Amends KRS 139.495.

FISCAL EXPLANATION:  

According to the Department of Education, there is on average $400 million in school construction projects in any given year. Approximately 40% - 50% of the construction costs are attributable to labor. Thus, leaving $160M-$200M subject to the 6% sales tax ($9.6M - $12M). 

Current law provides a mechanism for the school districts to take advantage of their sales tax exemption on purchases when the materials are separately bid from the labor, thus relieving the contractor from paying the tax and passing the cost to the school district. The Department of Education estimates that 25% of the construction projects are bid in such as way as to save the school districts from paying the tax. The bill allows the exemption if the construction contract is funded at greater than 50% from the state General Fund.  If at least 51% of the construction costs are funded by the General Fund, it follows that at least the General Fund would have paid 51% of the sales tax. The percentage of costs borne by General Fund vary from project to project and could be as much as 100%. Therefore, the net fiscal impact is indeterminable.

DATA SOURCE(S)
Jennifer Hays, OSBD, Richard Doubloon, DOR, Mark Riles, Department of Education, Division of Facilities Management

NOTE NO.
24
PREPARER
Charlotte Quarles
REVIEW
JAM
DATE
1/23/06

LRC 2006RS-BR0440 HB-253

