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COMMONWEALTH OF KENTUCKY

STATE FISCAL NOTE STATEMENT

	GENERAL ASSEMBLY
	LEGISLATIVE RESEARCH COMMISSION

	2011 REGULAR SESSION
	


MEASURE
	(X) 2011 BR No.
	1162
	
	(X)
	HOUSE
	Bill No.
	307


	( ) Resolution No.
	
	
	( ) Amendment No.
	


	SUBJECT/TITLE
	AN ACT relating to the natural resources severance and processing tax.


	SPONSOR
	Rep. Tommy Thompson


NOTE SUMMARY
	Fiscal Analysis:
	
	X
	Impact
	
	
	No Impact
	
	Indeterminable Impact

	Level(s) of Impact:
	
	X
	State
	
	X
	Local
	
	Federal


	Budget Unit(s) Impact
	General Fund; Local Government Economic Assistance Fund


	Fund(s) Impact:
	
	X
	General
	
	
	Road
	
	Federal

	
	X (LGEAF)
	Restricted Agency (Type)
	
	(Other)


FISCAL SUMMARY______________________________________________________________
	Fiscal Estimates
	
	2010-2011
	2011-2012
	Future Annual

Rate of Change

	Revenues          Increase
                             (Decrease)


	
	
	Indeterminable
	Indeterminable

	Expenditures     Increase 
                              (Decrease)

  
	
	
	
	

	Net Effect      Positive
                         (Negative)


	
	
	Indeterminable
	Indeterminable


______________________________________________________________________________

MEASURE'S PURPOSE:  The proposed legislation makes several changes to the natural resources severance and processing tax (KRS Ch. 143A).  The revenues from this tax flow equally to the general fund and the local government economic assistance fund administered by the Department for Local Government (KRS 42.450(2)).  One change would likely increase revenues by expanding the tax base, while other changes would likely decrease revenues by expanding tax credits in certain circumstances.
PROVISION/MECHANICS: 
  The proposed legislation makes the following changes:

· The definition of “processing” is amended to expand the tax base to include resources that have been severed in another state and delivered and unloaded in Kentucky;

· The credit currently allowed for aggregate or agricultural stage limestone severed and/or processed in Kentucky but sold to a purchaser in another state would be expanded.  Currently, only taxpayers who sell 60% or more of their aggregate/agricultural limestone in interstate commerce are able to take the credit.  This bill would remove the 60% threshold, thereby allowing a taxpayer who sells any amount of such limestone in interstate commerce to take advantage of the credit;

· The bill allows a new credit against this tax for taxpayers who have paid a similar severance/processing tax to another state or political subdivision thereof, in an amount equal to the tax actually paid, but not greater than the liability for the Kentucky tax; and

· The Act would take effect on August 1, 2011.
FISCAL EXPLANATION:  The proposed legislation would impact the revenues collected from this tax, however it is difficult to determine whether the net impact would be positive or negative, and in what amount.  The revenues from this tax are divided equally between the general fund and the local government economic assistance fund (LGEAF).  Amounts in the LGEAF are distributed, on a quarterly basis, to those cities and counties in which the resources are severed/processed, according to their pro-rata share of the minerals being taxed.  In 2010, 103 counties, and the cities therein, received some allocation from the LGEAF.
The bill would expand the tax base to include resources, primarily sand and stone, that are severed in other states but delivered and unloaded in the Commonwealth.  The precise data on the amount of resources unloaded in Kentucky that have been severed elsewhere is unavailable, however industry reports indicate that between 6.5 and 7 million tons of sand and stone are imported annually into Kentucky, at average prices of $7.75/ton.  If these levels remained constant, approximately $2.3 million in increased revenues may be collected.  However, a new credit would be allowed against the tax due on these resources if the taxpayer has already paid a similar tax to another state, presumably the state in which the resource was severed.  Because not all states impose a severance tax, and those that do levy differing rates, the amount of net revenues that could be collected by virtue of the interaction of the tax base expansion and tax credit cannot be determined.
It is also difficult to estimate the impact of the expansion of the credit currently allowed for aggregate/agricultural stage limestone severed/processed in Kentucky and sold out-of-state.  The credit would become available to any taxpayer that severs/processes and sells out-of-state any amount of their limestone, whereas currently only those taxpayers selling 60% or more of their product out-of-state are eligible.  According to the 2010-1012 Tax Expenditure Analysis published by the Office of the State Budget Director, the impact of the current credit is estimated at approximately $3.9 million in both FY10 and FY11; and $4.0 million in FY12.  This amount would increase under the bill to some degree, as the pool of eligible taxpayers would increase, however, precise data is unavailable on the number of taxpayers currently selling less than 60% of their limestone out-of-state, who would therefore become eligible for this expanded credit.
	DATA SOURCE(S)
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	NOTE NO.
	33
	PREPARER
	Eric Kennedy
	REVIEW
	LBH
	DATE
	2-8-11


LRC 2011-BR1162HB307
