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MEASURE'S PURPOSE:  HB 510 creates a tax credit program for existing companies under NAICS codes 336211 (motor vehicle body manufacturing), 336111 (automobile manufacturing), 336112 (light truck and utility vehicle manufacturing), and 336120 (heavy duty truck manufacturing) with projects having eligible costs of not less than $100,000,000.

PROVISION/MECHANICS:  HB 510 creates a new section of KRS 154 to provide definitions relating to the tax credit program; requires the Cabinet for Economic Development to administer the program; requires that no member of the Kentucky Economic Development Finance Authority (KEDFA) be subject to any personal liability or accountability by reason of their duties as a KEDFA board member; provides that KEDFA may receive and expend moneys appropriated by the General Assembly or received from other sources; requires that directors, officers, or employees of KEDFA have no direct or indirect interest in any contract with KEDFA; provides that KEDFA may establish the standards for preliminary approval by administrative regulation; provides minimum criteria for preliminary approval; provides that eligible companies making application for inducements shall provide certain information; provides that KEDFA may, upon review of relevant materials, offer preliminary approval for a project and enter into a memorandum of agreement for the conditional undertaking of the project; requires the eligible company to provide documentation relating to the eligible costs expended or obligated as requested by KEDFA; requires KEDFA to review the progress of the project to ensure the conditions of the MOA are being met; provides that after January 1, 2004, KEDFA may give final approval for a project after a review of the company's compliance with the MOA; requires KEDFA to hold meetings in accordance with the Open Meetings and Opens Records Act and that KEDFA may meet in closed session on matters exempt from the open meetings law pertaining to an eligible company; provides that, after final approval, KEDFA may enter into a reinvestment agreement with the approved company; requires the reinvestment agreement to include a completion date; requires that the approved company document its expenditures of eligible costs within 3 months of the agreed completion date; provides that KEDFA may employ an independent consultant to verify the costs provided by the company; provides that the approved company may take credits against taxes imposed by KRS 141.020 (individual income tax), 141.040 (corporate income tax), and 136.070 (corporation license tax); requires that the total inducements authorized shall be equal to the lesser of the total amount of tax liability or the approved costs that have not been recovered; provides that the approved company shall not be required to pay estimated income tax payments on income derived from the project; requires that the term of the agreement will not be longer than the earlier of the date on which the approved company has received inducements equal to the approved cost or ten years; requires that all eligible costs of the project be expended by the approved company within three years from the date of the final approval; provides that in the event that all costs are not fully expended within that period KEDFA may reduce inducements, suspend inducements, or terminate the agreement; provides that if the agreement is terminated, KEDFA may require the approved company to repay all or part of its inducement; requires an approved company to make available to KEDFA all of its records pertaining to the project; provides that the agreement cannot be transferred without the consent of KEDFA; and requires the Revenue Cabinet to certify to KEDFA the aggregate income tax credits claimed by approved companies and when the company has taken inducements equal to approved costs by October 1 of each year.  Creates new sections of KRS Chapter 141 to provide for the calculation of tax credits. 

FISCAL EXPLANATION:  Because the tax credits defined in this bill cannot be claimed until after July 1, 2004, there is no fiscal impact in the current biennium.  The fiscal impact of HB 510 beyond July 1, 2004 is indeterminable because the number of companies that could apply and be approved for this tax credit and the amount of investment the tax credit would be based on cannot be estimated.  However, some assumptions can be made.

HB 510 specifies that a project must have eligible costs of not less than $100,000,000 to be eligible for the inducements and that approved companies are eligible to recover up to 10% of the eligible costs against either or both the Kentucky income tax and the Kentucky license tax.  According to the bill, these inducements may be recovered over a maximum of 10 years.  These provisions would mean a minimum impact of $1,000,000 per year per company for 10 years.  ($100,000,000 total approved costs x 10% = $1,000,000 per year).  

*Note: In Section 7, the bill notes that KEDFA may grant final approval on January 1, 2004.  Staff is aware that this is a technical error and will be corrected to conform to the July 1, 2004 date specified in Section 1 of the bill.  This analysis is based on that assumption.  If that assumption proves to be untrue, the estimated fiscal impact of at least $1,000,000 per year per company could then be applied to the second half of FY 2003-04.  Assuming a full half year of inducements would be claimed, the impact for FY 2003-04 would be $500,000 per company.  
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