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NOTE SUMMARY

	Fiscal Analysis:
	         X      Impact
	               No Impact
	         Indeterminable Impact

	Level(s) of Impact:
	           X       State
	                       Local
	               Federal


	Budget Unit(s) Impact
	General Fund


	Fund(s) Impact:
	     X         General
	                Road
	               Federal


	
	                     Restricted Agency (Type)
	               (Other)


FISCAL SUMMARY

______________________________________________________________________________

	Fiscal Estimates
	1997-98
	1998-99
	1999-2000
	Future Annual

Rate of Change

	Revenues (+/-)
	
	- $1 - $2 million
	- $1 - $2 million
	

	Expenditures (+/-)
	
	
	
	

	Net Effect
	
	- $1 - $2 million
	- $1 - $2 million
	


_______________________________________________________________________________

MEASURE'S PURPOSE:  

The proposed legislation updates the reference to the Internal Revenue Code from the Code in effect on December 31, 1995 to the Code in effect on December 31, 1997.  Significant federal tax legislation was passed by Congress in 1996 and 1997, including the Taxpayer Relief Act of 1997 (HR 2014) and the Balanced Budget Act of 1997 (HR 2015).  Update of the Code reference on a regular basis eases record keeping demands for individuals and businesses. 

PROVISION/MECHANICS:  

The proposed legislation amends KRS 141.010 to update the Internal Revenue Code reference from December 31, 1995 to December 31, 1997.  The legislation also declares and emergency so that the code update will be effective for the 1997 tax year.

FISCAL EXPLANATION:  

The income tax laws of Kentucky are based on the federal Internal Revenue Code as it exists on a specific date. Therefore, certain exclusions and deductions permitted under federal law impact Kentucky taxpayers. The following list contains the major changes to the Internal Revenue Code which will be adopted for Kentucky income tax purposes if the Internal Revenue Code reference date is updated.

1.
Married individuals may exclude up to $500,000 of gain on the sale of a personal residence for federal purposes.  For Kentucky purposes, the exclusion would remain $125,000 if the Internal Revenue Code reference date is not updated.

2.
For federal purposes, a graduated increase in the Section 179 deduction for the expense of non-capitalized property acquired in 1997 through 2003 would be allowed. The increases are as follows:


1997
18,000


1998
18,500


1999
19,000


2000
20,000


2001 or 2002
24,000


2003 or thereafter
25,000

The Kentucky deduction would remain at $17,500 if the Internal Revenue Code reference date is not updated.

3.
Many more corporations will qualify to elect Subchapter S treatment for federal purposes.  These corporations would not be allowed Subchapter S treatment for Kentucky purposes if the Internal Revenue Code reference date is not updated.

4.
The 1996 Act created the Savings Incentive Match Plans for Employees (SIMPLE).  The SIMPLE is a retirement plan for small businesses where the employer is required to make payments and the employee may match.  Employer contributions are deductible as a business expense.  Kentucky would not recognize this type of pension plan.  Therefore, contributions into the plan by the employee would not be tax deferred and contributions by the employer would not be deductible for Kentucky purposes if the Internal Revenue Code reference date is not updated.

5.
A graduated increase in the amount of deduction for the health insurance of self-employed individuals is allowed for federal purposes. The increases are as follows:


1997
40%


1998 and 1999
45%


2000 and 2001
50%


2002
60%


2003 through 2005
80%


2006
90%


2007 or thereafter
100%

The deduction would remain at 30% for Kentucky purposes if the Internal Revenue Code reference date is not updated.

6.
An itemized deduction for amounts paid for long term care insurance is allowed for federal purposes even if the individual is eligible for employer-subsidized health insurance.  Under the federal tax code, long term care insurance premiums and payments received for long term care expenses (with certain limitations) may be deductible as a medical expense under Section 213 of the Internal Revenue Code, subject to the 7.5% floor.  In addition, unreimbursed costs for qualified care for a chronically ill individual may be deducted. Kentucky would not allow these deductions if the Internal Revenue Code reference date is not updated.

7.
The computation of the net operating loss (NOL) carryback and carryforward periods are modified for federal purposes.  An NOL will be carried back two years and then forward 20 years.  The Kentucky NOL will be carried back three years and forward 15 years if the Internal Revenue Code reference date is not updated.

8.
Up to $1,000 of interest paid after December 31, 1997 on qualified education loans is deductible for federal purposes.  Kentucky would not allow this deduction if the Internal Revenue Code reference date is not updated.

9.
Multiple changes to IRAs including the New Roth IRA, the Spousal IRA, the Educational IRA, and increased income limits for the phase out of deductions.  For Kentucky purposes, these new IRA provisions would not apply if the IRC reference date is not updated. 

Information provided by the Revenue Cabinet indicates that the overall fiscal impact on Kentucky will be small during the current biennium with predicted losses of less than $2 million, which losses can be attributed primarily to the exclusion on the sale of a primary residence.
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