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COMMONWEALTH OF KENTUCKY

STATE FISCAL NOTE STATEMENT

	GENERAL ASSEMBLY
	LEGISLATIVE RESEARCH COMMISSION

	2012  REGULAR SESSION
	


MEASURE
	(X) 2012 BR No.
	0322
	
	(X)
	HOUSE
	Bill No.
	113/HCS


	( ) Resolution No.
	
	
	( ) Amendment No.
	


	SUBJECT/TITLE
	AN ACT relating to the angel investor tax credit.


	SPONSOR
	Representative Simpson


NOTE SUMMARY
	Fiscal Analysis:
	
	X
	Impact
	
	
	No Impact
	
	Indeterminable Impact

	Level(s) of Impact:
	
	X
	State
	
	
	Local
	
	Federal


	Budget Unit(s) Impact
	Cabinet for Economic Development; Department of Revenue


	Fund(s) Impact:
	
	X
	General
	
	
	Road
	
	Federal

	
	
	Restricted Agency (Type)
	
	(Other)


FISCAL SUMMARY________________________________________________________________
	Fiscal Estimates
	
	2012-2013
	2013-2014
	Future Annual

Rate of Change

	Revenues          Increase
                             (Decrease)


	
	
	
	(Indeterminable)

	Expenditures     Increase 
                              (Decrease)

  
	
	
	
	

	Net Effect      Positive
                         (Negative)


	
	
	
	(Indeterminable)


______________________________________________________________________________

MEASURE'S PURPOSE:  Encourage economic development through individual income tax credit incentives for angel investments made in certain small businesses.
PROVISION/MECHANICS:   HB 113/HCS creates the angel investor tax credit, for investments made in qualifying small businesses by qualifying investors.  The credit is nonrefundable, and applies against the individual income tax.  The amount of the credit is equal to either:

· 40% of the investment, if the small business is located outside an enhanced incentive county; or

· 50% of the investment, if the small business is located in an enhanced incentive county.

The credit is transferrable; may be carried-forward for a period of 15 years; and may be recaptured in certain circumstances.
This bill establishes requirements for small businesses, investors, and investments to qualify for participation in the program and for award of credits.  The Kentucky Economic Development Finance Authority (KEDFA) is charged with establishing, through administrative regulation, procedures for small businesses and investors to apply for certification, and for qualifying investors to apply for an investment to be certified as qualifying for a tax credit.
FISCAL EXPLANATION:  HB 113/HCS will have some negative impact to the general fund, as it establishes a new individual income tax credit.  The precise degree and timing of the negative revenue impact caused by the credit is indeterminable, in part because it is difficult to estimate the amount of investment activity that may be stimulated by this incentive considering the current state of the economy.  The total amount of angel credits that KEDFA may award is capped at $4 million each calendar year, and $40 million in all years, which will count against the existing $40 million cap on credits currently allowed under the Kentucky Investment Fund Act (KIFA).  
KIFA, enacted in 1998 and expanded in 2002, currently provides a tax credit incentive for investments in generally the same types of businesses that would qualify under this bill.  However, only investment funds are eligible to receive KIFA credits, whereas this bill would expand the pool of possible credit recipients to include individual angel investors.  Since 1998, investment funds have received a total of $17,765,672 in maximum credit awards.  This leaves approximately $22.2 million remaining under the existing $40 million KIFA credit cap enacted by the General Assembly in 2002.  Angel investor credits, along with future KIFA credits, would count against this cap.  Once $40 million in credits have been awarded by KEDFA to either investment funds or angel investors, no additional credits could be awarded under either program.
Taxpayers may not claim more than 50% of the total credit awarded in any single taxable year.  Also, credits awarded by KEDFA during taxable years beginning on or before January 1, 2014 may not be claimed until the second taxable year succeeding the year in which the award is made.  Considering the time required for KEDFA and the Department of Revenue (DOR) to promulgate necessary regulations and create required forms, and the time required for the application process, it is unlikely that credits will be awarded until sometime in 2013.  Any credit awarded in that year would not be able to be claimed by a taxpayer until 2015, which would result in a negative impact to general fund revenues that is beyond the next biennium.  

While the actual level of angel investment that would qualify for credits is difficult to estimate, the maximum possible impact can be determined.  If KEDFA awarded the maximum amount of credit possible in 2013 ($4 million), and the maximum allowable amount of those credits was claimed by taxpayers in 2015 (50% of total award), the negative impact to the general fund would be $2 million in that year.  In future years, due to possible credit transfers and carry-forwards, the possible impact in any given year is indeterminable

The legislation creates new duties for both the Cabinet for Economic Development (CED), which staffs KEDFA, and DOR related to administrative, oversight, and recordkeeping functions.  The program will require both agencies to perform certain tasks, such as the promulgation of forms, presentation of information on web sites, etc.  CED will be able to offset the cost of these tasks to some degree through a nonrefundable application fee, in an amount to be set through regulation.  
Regarding the cost impact of these new duties, CED staff does not anticipate any additional costs as new tasks would be managed by existing staff and absorbed into the current operating budget.  According to DOR staff, no new administrative cost should result in fiscal years 2013 or 2014 due to this legislation.  There will however be some cost in fiscal year 2015 resulting from the promulgation of necessary forms.  DOR does not anticipate hiring any additional staff to manage these tasks, and estimates only a minimal, indeterminable cost to be incurred each year, beginning in fiscal year 2015. 
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