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COMMONWEALTH OF KENTUCKY

STATE FISCAL NOTE STATEMENT

	GENERAL ASSEMBLY
	LEGISLATIVE RESEARCH COMMISSION

	2007 REGULAR SESSION
	2006-2008 INTERIM


MEASURE

	(x) 2007 BR No.
	1130
	
	(x)
	House
	Bill No.
	276


	( ) Resolution No.
	
	
	( ) Amendment No.
	


	SUBJECT/TITLE
	An ACT relating to income taxation.


	SPONSOR
	Rep. C. Belcher


NOTE SUMMARY

	Fiscal Analysis:
	
	X
	Impact
	
	
	No Impact
	
	Indeterminable Impact

	Level(s) of Impact:
	
	X
	State
	
	
	Local
	
	Federal


	Budget Unit(s) Impact
	


	Fund(s) Impact:
	
	X
	General
	
	
	Road
	
	Federal

	
	
	Restricted Agency (Type)
	
	(Other)


FISCAL SUMMARY

_______________________________________________________________________________

	Fiscal Estimates
	2005-2006
	2006-2007
	2007-2008
	Future Annual

Rate of Change

	Revenues (+/-)
	
	($1.5 million)
	($13.3 million)
	See below

	Expenditures (+/-)
	
	
	
	

	Net Effect
	
	($1.5 million)
	($13.3 million)
	See below


______________________________________________________________________________

MEASURE'S PURPOSE:  

The bill updates the Internal Revenue Code (IRC) reference date to December 31, 2006.  This keeps Kentucky’s income tax statutes in general alignment with federal law as of the reference date.  Kentucky income tax laws are based on the federal IRC, with changes and differences made by statutory changes as directed by actions of the General Assembly.  Any changes that have been made at the federal level since the date of the current IRC reference date (12/31/04) have not yet been made by Kentucky.  This change will advance the reference date, and adopt all federal changes made from 12/31/04 until 12/31/06, unless a particular provision is addressed by a Kentucky statute that blocks, adjusts, or amends that provision.  The most notable difference between the IRC and Kentucky law is in the recognition of depreciation.  Accelerated or special depreciation allowances recognized in the IRC continue to be removed or not recognized for Kentucky income tax purposes.  
Significant changes that have occurred at the federal level that will be included and recognized by Kentucky if the IRC reference date is advanced to 12/31/06 include:
1. Tax Relief and Health Care Act of 2006

2. Pension Protection Act of 2006

3. Energy Tax Incentives Act of 2005

4. Tax Increase Prevention and Reconcilitation Act of 2005

5. Gulf Opportunity Zone Act

6. H.R. 1134 relating to disaster mitigation payments.

PROVISION/MECHANICS:  

Amend KRS 141.010 to update the reference date for the Internal Revenue Code to December 31, 2006.
FISCAL EXPLANATION:  

Each change listed above to the IRC has a small but measurable impact on taxable revenues of both individuals and corporations.  While the impact of each change may be relatively small, collectively the change is measurable.  Most changes increase deductible amounts, permit additional deductions for recognized activities, or allow actions to be taken without causing a taxable event to occur (primarily in pension plans or health care benefits).
When all of these adjustments are collectively evaluated, the expected fiscal impact to Kentucky revenues is:

FY 07:
($  1.5 million)

FY 08:
($13.3 million)

FY 09:
($19.5 million)

FY 10:
($23.2 million)

FY 11:
($11.7 million)

FY 12:
($  5.0 million)

	DATA SOURCE(S)
	Internal Revenue Service, Department of Revenue, OSBD, LRC staff
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