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For purposes of the tax credit against state income and franchise tax, inventory shall not include inventory held by
manufacturers receiving the ad valorem industrial tax exemption. The definition of manufacturer is also modified. Affected
inventory would not be eligible for state tax credit.

These provisions apply to all claims for these credits on any return filed on or after July 1, 2016, regardless of the taxable
year to which the return relates. Amended returns are properly claimed credits on the original return are not affected. 

The bill also contains modifications to confidentiality provisions in statute that are effective upon the governor's signature.

The bill’s changes will entail changes to tax processing systems in the Department of revenue, and while not estimated at
this time, generally costs several thousand or tens of thousands of dollars of staff time. These administrative costs, while
implicit in nature and typically absorbed within the existing agency budget, result in the supplanting or delay in other
activities/functions of the agency.

The bill appears to deny state tax credits for local ad valorem taxes paid on inventory property by manufacturers receiving
the benefits of the ad valorem industrial tax exemption. This will result in a substantial gain to state net tax receipts as
offsets to state tax liability and refunds over liabilities are not allowed. According to data supporting a June 1, 2016 report
issued by the Legislative Auditor’s Performance Audit Services manufacturers receive some 42% of all inventory tax credits
each year, or about $185 million of inventory credits in FY14. Assuming all manufacturers claiming the credit are also 
receiving the ad valorem industrial tax exemption, this is the potential amount of credit the bill targets for denial each year.

However, Act 133 of 2015 substantially modified the inventory credit, resulting in about a 21% reduction in the total of
inventory credits expected to be claimed each year. Thus, this bill may result in approximately $146 million of inventory
credit denial. A portion of this gain to the state fisc is actually associated with Act 23 of the 2016 ES1 session (roughly $7
million based on a 4% factor implied by Revenue Dept analysis of other bills). This effect is included above since it was not 
available to be incorporated into the official revenue estimates at the time of the enactment of Act 23.

Since the bill is applicable to all tax returns to be filed on or after July 1, 2016, regardless of the taxable year to which the
returns relate, its revenue effects are immediate.

There may be some manufacturing facilities in the state not receiving the ad valorem industrial tax exemption whose
inventory would still receive the state tax credit. The Department of Revenue is attempting to make such an assessment. In
addition, presumably, affected firms could opt to not receive the ad valorem industrial tax exemption and, consequently, still
be eligible to receive the benefits of the state inventory tax credit. The extent to which such tradeoffs will be made is
speculative. Both of these situations would work to reduce the potential revenue gain from the state. 

REVENUE EXPLANATION

EXPENDITURE EXPLANATION

Provides for the confidentiality of tax records and the definitions of inventory and manufacturer for purposes of the tax 
credits for ad valorem taxes paid to local governments.  (See Act) (Item #47)
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