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Part I:  Measure Information

	Bill Request #:
	1370


	Bill #:
	HB 337 HCS 


	Bill Subject/Title:
	AN ACT relating to the local government economic development fund


	Sponsor:
	Rep John Short 


	Unit of Government:
	 
	City
	X
	County
	X
	Urban-County

	
	X
	Charter County
	X
	Consolidated Local
	X
	Unified Local Government


	Office(s) Impacted:
	     


	Requirement:
	X
	Mandatory
	 
	Optional


	Effect on
	
	
	
	
	
	

	Powers & Duties:
	 
	Modifies Existing
	 
	Adds New
	 
	Eliminates Existing


Part II:  Purpose and Mechanics
House Bill 337 amends KRS 42.4585 to require that a minimum of 25% of amounts received in the Local Government Economic Development Fund from the coal severance tax be transferred to the Local Government Economic Assistance Fund, rather than the 15% required by current  law.

Part III:  Fiscal Explanation, Bill Provisions, and Estimated Cost
Background

To understand the impact of the proposed legislation, a basic understanding of the distribution of coal severance funds to local governments under existing law is necessary.  There are two separate funds and corresponding programs established in KRS Chapter 42 under which coal and mineral severance tax funds are distributed to local governments.  

The Local Government Economic Development Fund (LGEDF)

Fifty percent of coal severance tax collections are deposited in the LGEDF. After the transfer, allocations are made to various projects and for various purposes, some required by statute and others required by the budget. These allocations are often referred to as “off the top” allocations.  After these allocations are made, 15% of the remainder is transferred to the Local Government Economic Assistance Fund (LGEAF), described below.  Amounts remaining in the LGEDF are again subject to identified allocations, some statutory and others pursuant to budget language.  These allocations are often referred to as “off the middle” allocations. Of the amount remaining, 66% is deposited in individual accounts for each coal producing county, based upon a formula and collections in each county, and 33% is deposited in a multi-county fund and may be used for industrial development projects benefiting two or more coal-producing counties.  It has become custom for the General Assembly to include line-item appropriations in the budget bill specifically designating expenditures from the individual county accounts and the multi-county account under the LGEDF program.  The use of funds in the LGEDF is more limited than the use of funds in the LGEAF.  In general, LGEDF funds must be used to support industrial development projects relating to manufacturing, processing, and assembling. In addition, the Commissioner of the Department for Local Government or the Secretary of the Cabinet for Economic Development may also approve value-added facilities that relate to industrial development.
The Local Government Economic Assistance Fund (LGEAF)

The LGEAF receives 50% of the taxes collected from the severance and processing of natural resources other than coal, as well as the transfer of 15% of the amount deposited in the LGEDF from the coal severance tax.  Thirty percent of the amount in the fund must be spent on the coal haul road system, and 70% may be spent on a broad array of priority categories including public safety, environmental protection, public transportation, health, recreation, libraries, social services, industrial and economic development, vocational education, workforce training, and secondary wood products industry development.  Amounts in the fund are distributed to counties as follows:
Coal Funds

· 10% to coal impact counties, defined as counties that are not coal producers, but are impacted by the transportation of coal. Distributions are based on a formula, and funds must be expended on public transportation. In addition, at least 10% of the funds must be allotted to incorporated cities within the county.
· 90% to coal producing counties, with 60% of that amount based on the actual tax collections in each county, and 30% based on a formula.

Other Natural Resources Funds – These funds are distributed to producing counties based on actual tax collections. Amounts from the severance or processing of tar sands must be spent on economic development. 

Proposed Changes to the Existing Distribution System

The proposed language amends the distribution system described above to mandate that 25% of the amount remaining in the LEGDF after the off the top allocations be distributed to the LGEAF.  The impact of the language is that there will be less money in the LGEDF and more money in the LGEAF.  Since the two funds have different distribution parameters and requirements, the allocation of revenues among the various recipient counties and the purposes for which funds may be expended will differ as described below.
· Based on current estimates, the LGEAF distribution from the coal severance tax will increase from approximately $34 million to $57 million, and the amount available under the LGEDF will decrease from approximately $80 million to $57 million (prior to the “off –the-middle allocations).  Amounts available for the single county accounts in the LGEDF will decrease from approximately $26 million to $10 million and the amount in the multi-county account will decrease from approximately $13 million to approximately $5 million. 
· In general, coal impact counties will benefit significantly from the increase in the allocation amount to the LGEAF, because they receive distributions only from the LGEAF and the LGEAF will have more money, while funding for coal-producing counties will be reduced because of the larger share allocated to coal impact counties.  
· The distribution among coal producing counties will also change, based on the differing formulas for distribution under the two different funds.  The increase in available funds under the LEGAF will provide coal-producing counties with more latitude regarding permissible expenditures as the LGEAF authorizes a broader array of permissible expenditure categories. 
One concern caused by the timing of the proposed change, which will first occur for transfers made for quarters ending after September 1, 2013, is that significant appropriations and allocations were made by the General Assembly from the LGEDF in the 2012-2014 budget bill.  The redistribution proposed by HB 337, combined with severance tax receipts coming in below estimated revenues, leaves a shortfall in the LGEDF, creating uncertainty regarding the ability of the Department for Local Government to satisfy the funding directives included in the budget.
In conclusion, the impact of the proposed legislation is positive for some local governments and negative for others. 

Changes Made by HCS 1 to HB 337

The committee substitute replaces the provisions of HB 337 with noncodified language that allows individual counties that experienced a shortfall in revenues from LGEAF distributions of 25% or greater during FY 2012-2013 to request a reallocation of funds from their LGEDF account to their LGEAF distribution.  This approach addresses the issue relating to budget shortfalls experienced by a few coal-producing counties due to a reduction in anticipated coal and mineral severance tax revenues, without affecting the overall statutory distribution formula, or the amounts other counties receive under the LGEDF and LGEAF under the existing system.  The reallocation may be requested for the 2013-2014 fiscal year, and is based on a budget shortfall in the 2012-2013 fiscal year.  The impact of the committee substitute is positive for those counties that will qualify to apply for reallocation, as it will allow them to receive and expend funds under the more liberal LEGAF program, rather than the LGEDF program. The total amount of funds received by the county will not be impacted. 
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