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NOTE SUMMARY
FISCAL ANALYSIS:    INDETERMINABLE IMPACT
 NO IMPACT
 IMPACT

LEVEL(S) OF IMPACT:  
 FEDERAL LOCAL
 STATE

BUDGET UNIT(S) IMPACT:      
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
	
	
	($500,000)
	($2,088,000)* beginning in 

FY 2016-2017

	EXPENDITURES
	
	
	
	

	NET EFFECT
	
	
	($500,000)
	($2,088,000)* beginning in 

FY 2016-2017


(   ) indicates a decrease/negative
*This is the estimated annual recurring impact, beginning in FY 2016-2017.  However, purchases of blast furnace property exempted from sales tax will increase this amount, and could result in a total impact of approximately $3,155,000 in a single year when combined with annual wage assessments, as discussed below.
MEASURE’S PURPOSE: This bill amends the Kentucky Industrial Revitalization Act (KIRA) to allow companies with an existing project to undertake supplemental projects during or within 24-months following the term of the initial project, and to receive additional incentives relating to the supplemental project over its 10-year term.  Incentives available to companies through this program include income tax credits and employee wage assessments.

The bill also exempts property incorporated into the construction or modification of a blast furnace, performed as part of a KIRA supplemental project, from the state sales and use tax, effective for purchases made on or after July 1, 2016 and during the supplemental project term.
PROVISIONS/MECHANICS: The bill amends KRS 154.26-010 to define “supplemental project” and amends KRS 154.26-080 to establish the requirements for such projects.  KRS 139.480 is amended to establish the blast furnace property sales tax exemption.
FISCAL EXPLANATION: This bill would result in a negative fiscal impact on the state in the form of future revenues that will be foregone in order to provide financial incentives to a company that is at risk of closure without the substantial investment assisted by the incentives.  Due to the requirements for a company to qualify for approval of a supplemental project, including the expenditure of at least $50 million for an existing KIRA agreement, and the employment of at least 750 people at the project site, staff has identified only one company that may possibly qualify for additional KIRA incentives due to this bill in the near future.  That company is AK Steel, which operates a steel production facility near Ashland.
Upgrades to that facility that have been identified as possibly constituting a supplemental project include the replacement of the baghouse, a pollution control facility that captures metal particulate emissions, and the relining of the blast furnace.  Based on available data, replacement of the baghouse would require an investment of approximately $20 million.  If such an investment constituted the majority of the approved costs of a project, the company could be awarded up to 75% of those costs as an incentive, or $15 million.  That amount could be claimed through income tax credits, however it would more likely be taken through employee wage assessments.  Based on a Kentucky resident payroll at the facility of approximately $52.2 million, the fiscal impact of the wage assessment on state revenues would be an estimated $2,088,000 annually.  A local government may also allow wage assessments as part of a KIRA project, and to the extent any are granted, there could also be a local fiscal impact.
Given the substantial amount of time necessary for a project of this scope to begin at this facility, the earliest that the impact would likely occur would be during the 4th quarter of FY 2015-2016, resulting in approximately $500,000 in foregone state revenues in that year.

Regarding the sales tax exemption and its impact, investments in the baghouse would likely already be exempted under existing law as pollution control equipment.  However, the bill would allow an exemption for property purchased on and after July 1, 2016, and during the 10-year term of the supplemental agreement, for the construction or modification of a blast furnace.  Based on similar projects at other facilities, staff estimates the cost of such property for the relining of the AK Steel blast furnace to be approximately $19,250,000.  If purchases in that amount were exempted from sales tax, it would result in a negative impact on general fund revenues of $1,155,000, which would occur beyond the upcoming biennium.  
If all such blast furnace property were purchased in a single year, the impact in that year, when added to the annual wage assessment cost, could be approximately $3,155,000.  This degree of impact could only occur in years beyond the upcoming biennium.  
DATA SOURCE(S): Cabinet for Economic Development; AK Steel representatives; LRC staff
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