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NOTE SUMMARY
FISCAL ANALYSIS:    INDETERMINABLE IMPACT
 NO IMPACT
 IMPACT

LEVEL(S) OF IMPACT:  
 FEDERAL LOCAL
 STATE

BUDGET UNIT(S) IMPACT: General Fund, Kentucky Infrastructure Authority, Auditor of Public Accounts, Thoroughbred Development Fund, Waste Tire Fund.
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
	GF       -0-

RF       -0-
RST     -0-
	GF  $1.1 million
RF $46.5 million

RST $4.5 million
	GF $22.1 million
RF $60.8 million

RST $4.5 million
	GF   $2.1 million
RF $60.8 million

RST $4.5 million

	EXPENDITURES
	
	
	
	

	NET EFFECT
	GF       -0-

RF       -0-
RST     -0-
	GF  $1.1 million

RF $46.5 million

RST $4.5 million
	GF $22.1 million

RF $60.8 million

RST $4.5 million
	GF   $2.1 million

RF $60.8 million

RST $4.5 million


(   ) indicates a decrease/negative
MEASURE’S PURPOSE: 
HB 445/GA contains several revenue-related measures, including: an extension of the waste tire fee, an increase in the minimum value for determining motor fuels taxes; imposition of the pari-mutuel tax on historic horse races to address a recent court case; removal of a prohibition for specific lottery advertising; an update of the Internal Revenue Code reference date; extension of the film industry tax credit with the establishment of a cap on the extension; clarification of the rate setting process for library property tax rates to address recent court cases; extension of the existing fee structure for the Kentucky Infrastructure Authority; authorization for the Auditor or Public Accounts to charge fees for services beyond those funded in the budget; and authorization for the sale of abandoned property by the Finance and Administration Cabinet.
PROVISIONS/MECHANICS: 
· KRS 224.50-868 is amended to extend the sunset date of collection of the waste tire fee to June 30, 2016. 
· KRS 138.210 is amended to set the minimum value for the average wholesale price (AWP) for motor fuels at $2.878 per gallon.  Prior to this amendment, the floor was $1.786 per gallon.  This provision has an effective date of June 1, 2014.
·  A new section of KRS 138.510 to 138.550 is created, and KRS 138.510, 138.511, and 138.530 are amended to impose the pari-mutuel tax on historical horse racing, to properly assess the tax, and to retroactively affirm imposition of the tax since its inception.
· KRS 154A.020 is amended to remove the prohibition against lottery advertising that describes how lottery proceeds are used.
· KRS 141.010 and 141.0101 are amended to update the Internal Revenue Code reference date and to except from the update any change in the income level for phase-out of the itemized deduction exclusion, and to clarify the depreciation deduction adjustments.
· KRS 148.544, 148.546, and 141.383 are amended to extend the film industry tax credit through January 1, 2017, and to establish a cap of $1 million annually on the program.
· A new Section of KRS Chapter 173 is created to allow library districts to set property tax rates using KRS 132.023 and 132.024, and to retroactively affirm the use of that rate setting process rather than the ballot process set forth in KRS Chapter 143. The rate setting process requiring a vote is repealed. 
Non-codified language is included to enact the following: 
· Provide a statement of intent by the General Assembly to approve prior library tax rates.
· Authorize a ½ percent administrative fee to fund the Kentucky Infrastructure Authority.
· Authorize the State Auditor to charge for audits that are outside the scope of audits funded by General Fund appropriations.
· Authorize the Finance Cabinet to sell selected unclaimed securities.
FISCAL EXPLANATION: 
Waste tire fee:

Extension of the waste tire fee allows the current collection of $1 per new tire sold to continue to be collected.  That fee is expected to collect approximately $2.5 million annually.
Motor fuels taxes:
Establishing the minimum AWP at $2.878 per gallon will result in the motor fuels tax being set at the same level it was during the fourth quarter of calendar year 2013.  Since that time the level has decreased during the first quarter of 2014, and is scheduled to decrease again for the second quarter of 2014.  Establishing $2.878 as the floor means that this is the lowest value that will be used to determine the rate of tax on motor fuels, both now and prospectively.  This would represent a tax increase of 1.5 cents per gallon from the motor fuels tax rate in effect for the first calendar quarter of 2014, and a 2.2 cents per gallon increase over the rate that will go into effect on April 1, 2014, for the second calendar quarter of 2014.  (The CFG forecast rate for the second quarter of 2014 is 2.4 cents lower than the rate established by this bill.)   This change takes effect on June 1, 2014, so collections will be impacted beginning July 1, 2014.  This change is expected to result in an increase in Road Fund revenues of $46.5M in FY 15 and $60.8M in FY 16
Historical horse racing pari-mutuel tax:

The historical pari-mutuel tax changes retroactively authorize the tax on historical racing that was imposed beginning in September of 2011, and establish a new tax for historical horse racing beginning April 1, 2014.  
For historical horse racing on and after April 1, 2014, tracks with an Average Daily Handle (ADH) of $1.2 million or less are taxed at a rate of 1.5% of wagers.  Tracks with an ADH greater than $1.2 million will determine the percentage of the ADH that is below $1.2 million, and will apply that percentage to wagers made, and tax that amount at a rate of 1.5%.  The remaining wagers are then taxed at a rate of 3.5%.  The only statutory distribution is to the Thoroughbred Development Fund established by KRS 230.400.

The changes will result in new pari-mutuel revenues of $3.1 million annually.  $2 million of this amount will be distributed annually to the Thoroughbred Development Fund created by KRS 230.400, with the remaining $1.1 million going to the General Fund.  Without these amendments, it is possible that refunds would have to be paid on instant racing tax collected since 2011, and estimated collections for FY 15 and FY 16 are in jeopardy.  
Lottery advertising:

Based on experiences in other states, the Lottery board expects advertising of the use of lottery proceeds as a primary sponsor of college scholarships to increase the usage of the lottery.  This increase is estimated to result in additional revenues from the lottery to the General Fund of $1 million in FY 15 and $2 million in FY 16.

Internal Revenue Code reference date update or conformity:

Since December 31, 2006, there have been a multitude of federal acts passed that alter or change the way federal taxable income is determined, or how federal income taxes are calculated.  Most of these federal provisions had a stated purpose of fostering economic recovery or of providing tax relief.  Those provisions that increase or alter federal tax rates or credits usually do not result in changes to Kentucky’s tax laws, as Kentucky tax rates and credits are set and defined separately from the Internal Revenue Code.  However, most changes to the determination of taxable income, deductions, exclusions, and exemptions would cause a change to the determination of Kentucky taxable income.  

Many of the federal “recovery and relief” provisions were designed to provide significant increases in deductions and decreases in taxable income within the first two years of the adoption of the provision at the federal level.  After that initial impact, the federal provisions would sunset, or would revert to prior methods of determining the deduction or exclusion.  The net result for most of these provisions was a larger deduction, and lower taxable income, in the two or three years immediately following adoption at the federal level.  Almost all of these provisions are now beyond the ‘bonus’ period of application, and would not impact Kentucky taxable income negatively if they were adopted.  Additionally, changes that were provided by way of depreciation differences or increased special deductions for depreciable assets are specifically excluded from adoption by existing Kentucky statutes.

The net result of these special deductions and exclusions that were adopted at the federal level was a significant change to federal taxable income for two or three years, but those years have now passed.  Adopting an updated Code reference date would not result in those special deductions now being applied to the determination of Kentucky taxable income.

The one significant component of updating the Code reference date that could have a fiscal impact is the change to the phase-out of itemized deductions.  The income level at which the phase-out currently occurs is different for Kentucky and federal purposes.  HB 445/PHS1 specifically excludes the change in this phase-out from an update to the Code reference date.  The income level at which the phase-out occurs would continue at the same level as it currently exists.  

The net effect to state revenues from updating the Code reference date, with the exclusion of the itemized deduction phase-out change, is negligible.  
Film industry tax credit:

The existing film industry tax credit is scheduled to expire at the end of calendar year 2014.  The expiration date is extended 2 years, and the credit is capped at $1 million for each year of the biennium.

Library ad valorem tax rate setting:
The provisions that address the court cases related to taxes imposed by library districts are local in nature and do not impact state funds.
Kentucky Infrastructure Authority (KIA):

The fee authorized in this provision funds the KIA office, which provides the necessary functioning and oversight of infrastructure construction and improvements across the state.  The funding for this office has been provided in this manner for several budget cycles.  Accordingly there is no fiscal impact, as this is a continuation of existing policy.
Auditor of Public Accounts:

The State Auditor is authorized to charge any agency it audits for any extra expenses incurred when auditing any agency outside of the state financing/accounting ‘umbrella’.  The cost of auditing state systems is included in the funding for the auditor’s office.  However, extra audit expenses are incurred for audits of other agencies, and for audits of federal funds that are allocated or distributed to or through Kentucky. These extra expenses are to be billed to the agency involved.   Billing for services in this manner has been provided in prior budget cycles.  Accordingly there is no fiscal impact, as this is a continuation of existing policy.

Sale of abandoned property:

The sale of abandoned property is authorized by statute (KRS 393.125).  This provision authorizes the sale of securities during the biennium, at a time to be determined by the Secretary of Finance, and the appropriation of those funds through the General Fund.  Securities are authorized for sale at the best time determined by the Finance Cabinet.
The Finance and Administration Cabinet expects pursuant to this provision to sell $20 million in securities that have escheated to the state, during the second year of the biennium.
Estimated fiscal impacts are as follows:

	General Fund
	FY 14
	FY 15
	FY 16

	Pari-Mutuel
	
	$1.1 million
	$1.1 million

	Lottery
	
	$1.0 million
	$2.0 million

	Film industry credit
	
	($1.0 million)
	($1.0 million)

	Abandoned property
	
	
	$20 million

	Total General Fund:
	
	$1.1 million
	$22.1 million


	Road Fund
	FY 14
	FY 15
	FY 16

	Motor Fuels tax
	
	$46.5 million
	$60.8 million


	Restricted Funds
	FY 14
	FY 15
	FY 16

	Waste Tire fee
	
	$2.5 million
	$2.5 million

	Thoroughbred 

Dev. Fund
	
	$2.0 million
	$2.0 million
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