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NOTE SUMMARY
FISCAL ANALYSIS:    INDETERMINABLE IMPACT
 NO IMPACT
 IMPACT

LEVEL(S) OF IMPACT:  
 FEDERAL LOCAL
 STATE

BUDGET UNIT(S) IMPACT: Cabinet for Economic Development; Department of Revenue
FUND(S) IMPACT:       RESTRICTED AGENCY  FEDERAL  ROAD  GENERAL   OTHER

FISCAL SUMMARY

	FISCAL ESTIMATES
	2013-2014
	2014-2015
	2015-2016
	ANNUAL IMPACT AT FULL IMPLEMENTATION

	REVENUES
	
	($3.45 million)
	($3.45 million)
	($7.5 million)

	EXPENDITURES
	
	
	
	

	NET EFFECT
	
	($3.45 million)
	($3.45 million)
	($7.5 million)


(   ) indicates a decrease/negative
MEASURE’S PURPOSE: 
HB 282 expands the Kentucky Enterprise Initiative Act (KEIA) incentive program to permit new types of companies and projects to qualify for the sales and use tax refunds allowed under the program for building and construction materials costs associated with approved projects.  Under the bill, “community development” activities would become eligible, which would include the development of residential, retail, office, restaurant, or hospitality space in certain low-income communities and also any central business or downtown areas identified for revitalization.
PROVISIONS/MECHANICS: 
Amends KRS 154.31-010 to define "community development" as residential, retail, office, restaurant, hospitality, or mixed-use development occurring in low income areas or areas designated for urban renewal or revitalization; allow community development projects to qualify as economic development projects under the Kentucky Enterprise Initiative Act, making them eligible for sales tax incentives.
FISCAL EXPLANATION: 
HB 282 would have a negative impact on general fund revenues, by allowing sales and use tax refunds to be granted to new types of companies and projects through KEIA.  
Currently, only manufacturing, service or technology, and tourism attraction activities qualify for approval as a project under the KEIA.  A company approved under the program becomes eligible for a refund of the sales and use tax it pays for building and construction materials incorporated as part of the project, as well as equipment used for research and development or electronic processing.  HB 282 would expand the types of activities that could qualify for tax refunds substantially, by including any development of residential, retail, office, restaurant, or hospitality space in defined low-income communities or any central business or downtown area that a local government has identified for revitalization.  Taken together, developments in virtually all economic sectors would become eligible for incentives under the KEIA as amended by this bill.
Under the bill’s definition of “low-income community,” a substantial portion of the state would qualify, including large portions of the urbanized areas in Louisville, Lexington, Covington and Newport in Northern Kentucky, Owensboro, and Paducah, and virtually all the territory east of Interstate 75.  In addition, the downtown area of any city in the state could potentially qualify.

KEIA incentive awards are capped by statute to no more than $20 million each year for building and construction materials, and no more than $5 million for research and development equipment.  The sectors being added by this bill would likely take advantage of the building materials piece rather than research equipment.  In each of the last 2 years, only approximately $12.5 million of the $20 million allowed in this category was awarded, leaving approximately $7.5 million of award amounts available.  Given the substantial expansion of eligible development projects, staff estimates that the entire amount of available awards would likely be granted, meaning an additional $7.5 million in awards each year.  
The amount of the refund awards that are actually claimed varies each year because refunds aren’t paid out until a project is completed, which may take several years.  Over the last 4 years the percentage of total overall awards that were paid out as tax refunds during that timeframe was approximately 46%.  If this trend continued after enactment of this bill, approximately $3.5 million in additional tax refunds could be paid out in each of the next two years.  In the out years as projects reach completion, the amount of refunds paid out in any given year could also increase substantially.
Lastly, it should also be noted that expansion of the KEIA under this bill would present increased administrative costs to both the Cabinet for Economic Development and the Department of Revenue.
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