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FISCAL ANALYSIS:    INDETERMINABLE IMPACT
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FISCAL SUMMARY

	FISCAL ESTIMATES
	2013-2014
	2014-2015
	2015-2016
	ANNUAL IMPACT AT FULL IMPLEMENTATION

	REVENUES
	
	
	(Indeterminable)
	(Indeterminable)

	EXPENDITURES
	
	
	
	

	NET EFFECT
	
	
	(Indeterminable)
	(Indeterminable)


(   ) indicates a decrease/negative
MEASURE’S PURPOSE: HB 308 would provide state and local property tax relief to the owners of certain types of data centers.
PROVISIONS/MECHANICS: The bill creates an exemption from state and local property tax for all enterprise information technology equipment located in, and used in the operation of, a qualified data center on and after January 1, 2015.  “Enterprise information technology equipment” includes various types of tangible personal property used in computing and electronic data processing and storage functions, such as servers and routers.  It also includes generators and other equipment used to ensure a qualified data center maintains uninterrupted power.
Only equipment in a “qualified data center” would be exempted.  This term is defined as any structure or portion of a structure that is predominantly used to house and operate computer servers and associated components, having an overall tier rating of either tier 3 or tier 4, as evaluated according the TIA-942 Telecommunications Infrastructure Standard for Data Centers.  This is an industry standard used by design engineers to qualify and quantify certain aspects of a data center’s infrastructure and functionality.
FISCAL EXPLANATION: HB 308 would have a negative impact on state revenues.  The amount of state property tax revenues currently generated upon the equipment that would be exempted by this bill would no longer be collected, and would constitute a direct loss to the state general fund.  The precise amount of this impact is impossible to estimate for several reasons, as discussed below.
The bill would also have a negative impact on local property tax revenues in jurisdictions where qualifying data centers are located.  However, unlike the case of state tax rates which are set in statute, it would be possible for local governments to mitigate any direct revenue losses by increasing the tax rates applied to other classes of taxable property.  Also, in the case of school district property taxes, new exemptions could also possibly impact the SEEK funding formula, which is based in part on each district’s total taxable property assessment.
The exemption would only be allowed for tier 3 and 4 data centers.  In order to estimate the revenue impact, it is necessary to ascertain how many such data centers are currently operating in the state, as well as the value of eligible equipment used in the centers.  It is impossible to determine these figures, because there is no central database or listing of data centers in the state, and therefore there is also no way to identify the assessed value of equipment in said centers.

These tiers are among the most highly advanced, and most costly, types of data centers and are therefore relatively rare among all data centers in general.  Based on various industry reports and press accounts, staff is able to identify at least four private sector data centers currently operating in the state that are rated at tier 3, in Lexington, Louisville, Paducah and Simpsonville, with no tier 4 centers identified.  There are very likely other qualifying centers that staff cannot identify, because a data center’s tier rating does not depend on size alone, and therefore even a single server room within a company’s office complex may qualify so long as it meets certain design standards.  The value of the property in the existing centers that would be exempted by this bill is indeterminable due to a lack of specific data.  

Industry experts have stated that as computing and data storage systems become more complex, companies are continuously investing in more highly advanced data centers across the nation and the world.  In the years to come, it is expected that additional data centers would be established in Kentucky that would qualify for this exemption.  If this occurs, the cost of this exemption would increase over time.
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