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Part I:  Measure Information

	Bill Request #:
	1467


	Bill #:
	HB 317


	Bill Subject/Title:
	AN ACT relating to property tax


	Sponsor:
	Rep. Joe Fischer


	Unit of Government:
	X
	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
Background Information

The proposed legislation amends several sections of KRS Chapter 132 and creates new sections to amend the method for calculating local government property tax rates. The existing method for calculating local government property tax rates was primarily established by HB 44, enacted during the 1st Extraordinary Session of 1979.  The original provisions have since been amended, resulting in a calculation process that involves several steps and the determination of several different “benchmark” tax rates. To understand the proposed changes to the calculation method, it is important to first understand how the current law operates.

Existing law generally provides for the possibility of a voter recall of a portion of a property tax rate levied by a local governmental entity if the proposed real property tax rate generates 4 percent more revenue than was generated the prior year, exclusive of new property. The portion of the rate that may be recalled is that portion that is projected to generate revenue greater than 4 percent of revenue generated the prior year. However, there are some circumstances in which a rate may be levied that produces revenue growth greater than 4 percent per year without the possibility of a voter recall and this is the issue that the proposed legislation seeks to address. House Bill 44 was enacted in response to high inflation rates that were causing property values to increase quickly, which dramatically increased property taxes paid by some property owners. The bill established specific revenue benchmarks at which a public hearing will be required, and a higher level at which the possibility of voter recall will be triggered.

The compensating rate is the first rate calculated under existing law. Determination of the compensating rate requires two separate calculations. The first calculation establishes the rate that, when applied to the current year real property assessment, and excluding new property, produces the same amount of revenue as was produced in the prior year from real property. The second calculation requires that the rate determined under the first calculation be applied to the entire current year assessment base of all classes of taxable property. If the rate would produce less revenue than was produced from all classes of taxable property in the prior year, the compensating rate is adjusted upward (KRS 132.010(6)). This adjustment in the rate is designed to compensate for a substantial reduction in the tangible personal property tax base by allowing a higher rate to be imposed against the real property tax base. 

A jurisdiction that is authorized to use the adjusted rate from the second calculation as its compensating rate will almost always generate more revenue from real property than was generated the prior year, and because the adjusted rate is part of the compensating rate, there is no requirement for a public hearing to impose the higher rate.  Local governments levying the compensating rate are required to advertise the rates but are not required to hold a public hearing. 

The second rate that is calculated is the 4 percent rate. This is the rate that will produce revenue from real property, excluding new property, that is 4 percent more than the revenue that would be produced by the compensating rate. A local government that wants to levy a rate that exceeds the compensating tax rate must hold a public hearing. In addition, any portion of a proposed levy that will produce revenue that exceeds the revenue produced by the compensating rate by more than 4 percent is subject to recall by the voters (KRS 132.017).

After passage of HB 44, some argued that the rate-setting process did not adequately account for reductions in the tangible personal property tax base because the rate calculation was based on changes to the real property tax base.  To address this issue, the 1982 General Assembly enacted legislation that allows a local taxing jurisdiction to increase the rate imposed against tangible personal property in any year in which the real property tax rate levied, when applied to the tangible personal property base, will produce a percentage increase in revenue from tangible personal property that is less than the percentage increase in revenue from real property. The rate that may be levied is that which will produce the same percentage increase in revenue from tangible personal property as from real property. A rate increase imposed under these circumstances is not subject to public hearing or recall. In the same legislation, the General Assembly allowed for a “catch up” for taxing jurisdictions that had lost money from levying an insufficient rate on tangible personal property after passage of HB 44. 

The Situation Addressed by 2013 RS HB 317
Over time, the combination of the adjustment that can be made to the compensating rate for real property and the adjustments that can be made to the tangible personal property rate has allowed some jurisdictions to impose rates in excess of what is commonly thought of as the compensating rate without a public hearing and to impose rates higher than the 4 percent rate without the possibility of recall. This situation occurs primarily in taxing districts that have personal property rates that are higher than real property rates. 

During the recent economic downturn, several taxing jurisdictions have experienced a reduction in the tangible personal property assessment base and in new property. In addition, many of the same jurisdictions have, over the years, levied higher rates against tangible personal property as allowed by statute. This has created differences between the real and tangible personal property tax rates in these jurisdictions. The reduction in the tangible personal property tax base and in the amount of new property, combined with the large differences in the real and personal rates in some taxing jurisdictions, makes it more likely that the compensating rate will be adjusted upward under the second part of the compensating rate calculation because the original rate, when applied against the entire current year base, will not generate as much revenue as was generated the prior year.  

This combination of factors also makes it more likely that the personal property rate will be adjusted upward to ensure that the percentage increase from personal property equals the percentage increase from real property. These rate adjustments occur automatically and also result in an increase in the rate that may be levied under the 4 percent benchmark, increasing the potential revenue that can be generated by a local jurisdiction without being subject to recall.  

When a jurisdiction begins using the higher compensating rate and higher tangible personal property rate, it will likely continue to do so each year thereafter. This occurs because each time the jurisdiction is permitted to increase the tangible personal property tax rate to match the real property rate percentage increase, the disparity between the real property rate and the tangible personal property rate grows. The increasing disparity between the rates makes it more likely that in the next year, both higher compensating rate calculation and the increased tangible personal property tax calculation will be triggered. This may create a cycle in which rates calculated will always be higher than what is traditionally thought of as the compensating rate and the 4 percent rate.  

Part III:  Fiscal Explanation, Bill Provisions, and Estimated Cost
Changes Proposed by 2013 RS HB 317
To address the issues described above, 2013 RS HB 317 establishes separate tax calculations for real and tangible personal property that are independent of each other, and that are separately subject to the hearing and recall provisions of existing law.  In instituting these requirements, the proposed legislation eliminates the second compensating rate calculation, and the various provisions that allow the personal property tax rate to be increased to match increases related to real property.  

The fiscal impact of 2013 RS HB 317 on local governments will not be uniform. In some cases, there may be no impact, while in others, the impact may be substantial. The magnitude of the impact in each jurisdiction will depend in part on the willingness of the local governing bodies to establish tax rates that require a public hearing or that may be subject to recall. There are no statutory limits on the maximum tax rate that can be levied for most local jurisdictions under existing law (some taxing districts have statutorily established maximum rate limits, but that is the exception rather than the rule). The only rate limitations for local governments are those established by Section 157 of the Constitution of Kentucky. The provisions of 2013 RS HB 317 do not change this. 

It should be noted, however the governing bodies of some jurisdictions will view themselves as being more constrained, under the provisions of 2013 RS HB 317, as the changes made will likely subject more jurisdictions to hearing requirements and possible recall. This is true because the provisions in existing law that allow  rate increases beyond what is typically referred to as the “compensating rate” without hearing and recall will not exist anymore. Instead, the calculations will separate for real and personal property, with no adjustment in one rate based upon factors impacting the other rate. Local governments that will likely experience the biggest impact are those that currently have disparate real and personal property rates, with governing bodies not willing or able to levy rates that require a public hearing or that may be subject to recall.
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