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Part I:  Measure Information

	Bill Request #:
	834


	Bill #:
	HB 216


	Bill Subject/Title:
	AN ACT relating to the natural resources severance and processing tax.


	Sponsor:
	Rep. Steve Riggs


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

	
	X
	Charter County
	X
	Consolidated Local
	X
	Unified Local Government


	Office(s) Impacted:
	Local Government Economic Assistance Fund


	Requirement:
	X
	Mandatory
	 
	Optional


	Effect on
	
	
	
	
	
	

	Powers & Duties:
	X
	Modifies Existing
	 
	Adds New
	 
	Eliminates Existing


Part II:  Purpose and Mechanics
HB 216 amends the natural resources severance and processing tax by both expanding the tax base and allowing an offsetting credit against the tax:

1. Section 1 of the Act amends the definition of “processing” to include the act of loading or unloading for shipment limestone that has not otherwise been severed or processed in the Commonwealth.

2. Section 2 of the Act creates a tax credit for any limestone upon which a tax substantially identical to the Kentucky severance and processing tax has been paid to another state or political subdivision thereof. This credit would act to offset the liability for the Kentucky tax in the amount of any substantially identical severance tax paid on limestone in another state, similar to the credit allowed against Kentucky sales and use tax for property that has be purchased out of state and subject to a similar sales tax in that jurisdiction.     

Part III:  Fiscal Explanation, Bill Provisions, and Estimated Cost
This bill would have no added administrative burden on local governments.  It could however have an impact on the revenues of some cities and counties, as discussed below.

The fiscal impact of this bill on local government revenues is indeterminable.  This is because the bill expands the tax base, while allowing an offsetting credit against the tax, in a manner that does not allow for reliable revenue estimates.  Due to a lack of reliable data as to the amount of imported limestone that may become taxable under the bill; and also the number of taxpayers who may be able to offset their current tax liabilities, or liabilities they will incur by virtue of the expansion of the base, by claiming the new offsetting credit, the net impact of this bill on revenues is difficult to estimate.

While it is accurate that the tax base would be expanded to apply to out-of-state limestone that is unloaded in Kentucky, in the same way that in-state limestone is taxable when it is loaded or unloaded inside the state, Kentucky is overall a net exporter of limestone making it possible that a relatively small amount of stone would be imported and lead to increased revenues.  Also, for any amount of limestone that is imported and becomes taxable under the bill because its unloading is “processing” in Kentucky, the tax rate of 4.5% would be applied to the gross value of that limestone reduced by the amount paid by that taxpayer to the taxpayer first severing the stone.

One possible example of how this tax base expansion may be applied is as follows: if an entity paid $10 to acquire limestone from the out-of-state quarry that severed it, and then transports that stone into Kentucky, unloads it, and sells it for $11, the tax imposed on the entity would be 4.5% of $1 of gross value (being $11 minus $10).
Any local fiscal impact would be limited to those cities and counties receiving distributions from the local government economic assistance fund (LGEAF) pursuant to KRS 42.450(2), 42.470(2), and 42.475, which are the localities where limestone is severed and/or processed.  The severance taxes collected on natural resources are allocated equally to the general fund and the LGEAF.  The latter portion is distributed among cities and counties according to their share of the resources severed and/or processed.  Any change in the total amount of tax collected will have a corresponding effect on the amount of that revenue flowing to these localities through the LGEAF.     
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