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AN ACT relating to the coordination of local government finance.

Be it enacted by the General Assembly of the Commonwealth of Kentucky:

SECTION 1.   A NEW SECTION OF KRS CHAPTER 65 IS CREATED TO READ AS FOLLOWS:

As used in Sections 1 to 11 of this Act, unless the context requires otherwise:
(1)
"Base revenue level" means the average amount of revenue collected by a county and the cities within the county from occupational license fees or insurance premium taxes for the three (3) tax years immediately preceding the initiation of a tax base coordination process set forth in Sections 1 to 11 of this Act or the amount of revenue collected by a county and the cities within the county from occupational license fees or insurance premium taxes for the tax year immediately preceding the initiation of the tax base coordination process set forth in Sections 1 to 11 of this Act, whichever is greater.

(2)
"Insurance premium tax" means the fees or taxes imposed by a city or county upon insurance companies pursuant to Section 13 of this Act for the privilege of engaging in the business of insurance within the city or county.
(3)
“Local tax effort” means the taxes and fees levied by a county and the cities within the county. It shall not include intergovernmental transfers, nontax service fees, impact fees, grants, mineral or severance tax funds, or other nontax sources.

(4)
"Occupational license fees" means fees imposed by a city or county upon the salary, wages, compensation, gross profits, net profits, or other basis of businesses, trades, occupations, or professions pursuant to KRS 67.083, Section 12 of this Act, KRS 92.280, or 92.281 for the privilege of engaging in business within the city or county. It shall not include license taxes or fees imposed and collected by a county prior to January 1, 2000, to finance a public service program pursuant to KRS 68.510 to 68.550.
(5)
“Revenue growth” means the amount of revenue generated from occupational license fees and insurance premium taxes imposed by a county and the cities within the county in a tax year, minus the base revenue level.
(6)
“Tax base coordination agreement” means an agreement approved by a county and the cities within the county in accordance with the provisions of Sections 1 to 11 of this Act.

SECTION 2.   A NEW SECTION OF KRS CHAPTER 65 IS CREATED TO READ AS FOLLOWS:

(1)
It is the purpose of Sections 1 to 11 of this Act to:

(a)
Create a framework and a process that will enable a county and the cities within the county to resolve conflicts arising from the levy and collection of occupational license fees and insurance premium taxes; and
(b)
Encourage counties and cities to share revenues from occupational license fees and insurance premium taxes based on relative service responsibility and the reasonable cost of providing services while leaving the actual decisions regarding the allocation of service responsibilities to local governments; and
(c)
Encourage counties and cities to collect and enforce occupational license fees and insurance premium taxes more efficiently and economically by utilizing a single, county-wide collection agency; and
(d)
Recognize that counties provide services that benefit all residents of the county and city residents should pay a fair share of the costs of these services, but that city residents should not pay for services provided solely or primarily to benefit the residents of unincorporated areas and residents of unincorporated areas should not pay for services provided solely or primarily to benefit city residents.

(2)
It is the intent of the General Assembly that the provisions of Sections 1 to 11 of this Act shall:

(a)
Be supplemental to any other statutory means of resolving tax base conflicts; and

(b)
Not eliminate the tax authorizations and requirements including mandatory tax credits contained in Section 12 of this Act and Section 13 of this Act, except as provided in Sections 1 to 11 of this Act; and

(c)
Not interfere with other cooperative arrangements in effect between a city and county prior to the initiation of the provisions of Sections 1 to 11 of this Act as long as a conflict does not exist;

(d)
Not apply in counties containing a city of the first class, an urban-county, charter county, or consolidated local government; and

(e)
Not preclude any local governments from sharing revenues other than insurance premium taxes and occupational license fees unless prohibited by law.
SECTION 3.   A NEW SECTION OF KRS CHAPTER 65 IS CREATED TO READ AS FOLLOWS:

(1)
The tax base coordination process established by Sections 1 to 11 of this Act may be initiated as follows:

(a)
The fiscal court of a county may initiate the tax base coordination process by enacting a resolution stating its desire to negotiate a tax base coordination agreement with the cities within the county. The county judge/executive shall send, by certified mail, a copy of the resolution to the Department for Local Government and the chief executive officer of each city within the county within ten (10) days of enactment of the resolution; or

(b)
The legislative bodies of one or more cities whose combined populations equal seventy-five percent (75%) of the total population of the incorporated areas of a county as determined by the most recent decennial census or annual census estimate by the United States Bureau of the Census may initiate the tax base coordination process by enacting resolutions stating the desire of the cities to negotiate a tax base coordination agreement with the county and the other cities within the county. The mayor of each city shall send, by certified mail, a copy of the resolution to the Department for Local Government, the county judge/executive, and the chief executive officer of each other city within the county within ten (10) days of the enactment of the resolution.

(2)
The Department for Local Government shall notify the county judge/executive and the chief executive officer of each city within the county that the tax base coordination process has been initiated within ten (10) days of receipt of the resolution of the county or receipt of resolutions from the required number of cities.

SECTION 4.   A NEW SECTION OF KRS CHAPTER 65 IS CREATED TO READ AS FOLLOWS:

(1)
Upon enactment of a resolution by the fiscal court of a county or the legislative body of any city within the county stating its desire to negotiate a tax base coordination agreement as provided by Sections 1 to 11 of this Act, neither the county nor any city within the county may give first reading to any ordinance or enact a resolution to impose or repeal an occupational license fee or insurance premium tax or to alter the rate of an existing occupational license fee or insurance premium tax and no new credits against the county taxes for taxes paid to the cities within that county shall be recognized until a tax base coordination agreement has been adopted in accordance with the provisions of Sections 1 to 11 of this Act. The prohibition against the recognition of the new tax credits set forth in this subsection shall not apply in any case in which the tax credit was not previously taken because the right to take the tax credit was in dispute before the courts of the Commonwealth.

(2)
If a resolution initiating the tax base coordination process is enacted by a city, the provisions of subsection (1) of this section shall not apply after ninety (90) days following the enactment of the resolution unless the county or a sufficient number of cities within the county have enacted resolutions to initiate the tax base coordination process as provided in Section 3 of this Act.

(3)
If a resolution initiating the tax base coordination process is enacted by a city and the county or a sufficient number of cities within the county do not enact resolutions to initiate the tax base coordination process within the period provided by subsection (2) of this section, neither the county nor any city within the county may initiate the tax base coordination process within one (1) year of the expiration of the ninety (90) day period set forth in subsection (2) of this section.

SECTION 5.   A NEW SECTION OF KRS CHAPTER 65 IS CREATED TO READ AS FOLLOWS:

(1)
Upon notification by the Department of Local Government in accordance with Section 3 of this Act, the county and all cities within the county shall engage in a joint deliberative process designed to produce a tax base coordination agreement.

(2)
A recommended tax base coordination agreement shall be developed by a joint committee composed of city and county representatives with membership determined as follows:
(a)
If there is unanimous agreement as to the composition of the joint committee among the county and all cities with a population of three thousand (3,000) or more persons within the county, and concurrent agreement by a majority of the cities with a population of less than three thousand (3,000) persons as determined by the most recent decennial census or annual census estimates by the United States Bureau of the Census, the committee may be composed of any membership the local governments may agree upon; or
(b)
If the level of agreement required by subsection (2)(a) of this section is not obtained, the joint committee shall be comprised of a minimum of six (6) members, but may be comprised of a greater number of members. Membership of the committee shall be evenly divided between the county and the cities within the county. The county and city representatives shall be appointed as follows:

1.
The county shall be represented on the joint committee by the county judge/executive or his designee and the remaining county representatives shall be appointed by the county judge/executive with the approval of the fiscal court.
2.
If there is only one (1) city within the county, the city shall be represented by the mayor, or his designee, and the remaining representatives shall be appointed by the mayor with the approval of the city legislative body.
3.
If there is more than one (1) city within the county, the cities shall be represented by the mayor of the city with the largest population as determined by the most recent decennial census or annual census estimate by the United States Bureau of the Census, or his designee, and the remaining representatives shall be appointed by joint action of a majority of the mayors of the total number of cities within the county.
(c)
All appointments to the joint committee shall be made within forty-five (45) days after notification by the Department for Local Government in accordance with Section 3 of this Act.
SECTION 6.   A NEW SECTION OF KRS CHAPTER 65 IS CREATED TO READ AS FOLLOWS:

A tax base coordination agreement shall:
(1)
Identify and minimize the duplication of services among the various governmental jurisdictions to the greatest extent possible;
(2)
Identify services that are funded by the local taxing effort and, to the extent possible, allocate revenues from the occupational license fee and insurance premium tax among the county and the cities within the county based on the responsibility for providing these services;
(3)
Preserve each jurisdiction's right to levy its own taxes and fees;
(4)
Preserve and not interfere with any dedicated tax levies that have been approved by the voters or tax levies that are legally dedicated to the retirement of bonds or that are contractually obligated;
(5)
Establish a base year revenue level for the county and each city within the county that must be preserved except as provided in subsection (8) of this section;
(6)
Determine how tax rate increases and decreases and the imposition and elimination of taxes will be handled;
(7)
Allocate revenue growth beyond the base revenue level among the county and the cities within the county based upon the provision of services that are funded from the local tax base effort;
(8)
Provide that if the total revenues collected within the county from insurance premium taxes and occupational license fees fall below the base revenue level, then revenues from those taxes and fees shall be allocated to each local government based on their proportionate share of the combined base revenue level or by some other method specified in the agreement; and
(9)
Have a minimum effective period of ten (10) years.
SECTION 7.   A NEW SECTION OF KRS CHAPTER 65 IS CREATED TO READ AS FOLLOWS:

(1)
A tax base coordination agreement shall be effective and be binding upon the county and each city within the county upon adoption of an ordinance approving the agreement by the fiscal court and each of the legislative bodies of a number of cities representing seventy-five percent (75%) or more of the population within the incorporated areas of the county as determined by the most recent decennial census or annual census estimates by the United States Bureau of the Census. Notwithstanding the provisions of KRS 67.077, a county ordinance approving a tax base coordination agreement shall comply with the same publication requirements as required for city ordinances in KRS 83A.060.

(2)
Within ten (10) days after the final approval of a tax base coordination agreement in accordance with subsection (1) of this section, the county judge/executive shall send a copy of the agreement to the Department for Local Government. If the agreement involves insurance premium taxes, the county judge/executive shall also send a copy of the final agreement to the Department of Insurance.

SECTION 8.   A NEW SECTION OF KRS CHAPTER 65 IS CREATED TO READ AS FOLLOWS:

(1)
A tax base coordination agreement may be reviewed and revised as necessary, subject to the same requirements that apply to the initial approval, but at a minimum, the agreement shall be reviewed and revised;

(a)
At least every ten (10) years from when the negotiating process is initiated;

(b)
Whenever the process of negotiating a tax base coordination agreement is reinitiated by the county or by the number of cities required to initially begin the process based on significant and identifiable changes in the laws or economic circumstances that make the current tax base coordination agreement unworkable; or

(c)
In the event of the creation, abolition, or consolidation of governments within the county.

(2)
A tax base coordination agreement may be terminated by a vote of the fiscal court and its cities in the same manner and numbers as required to approve the agreement. Termination of a tax base coordination agreement shall be effective the following July 1, provided notice of the termination is given to the Department for Local Government and the Department of Insurance at least one hundred (100) days prior to July 1.

SECTION 9.   A NEW SECTION OF KRS CHAPTER 65 IS CREATED TO READ AS FOLLOWS:

(1)
Upon adoption of a tax base coordination agreement, a county having a population of thirty thousand (30,000) or more shall not be subject to the one percent (1%) cap on occupational license fees contained in subsection (1) of Section 12 of this Act as long as the tax base coordination agreement is in effect.

(2)
A tax base coordination agreement may supersede the crediting requirements on county occupational license fees as set forth in subsection (1) of Section 12 of this Act and on insurance premium taxes as set forth in Section 13 of this Act as long as the tax base coordination agreement is in effect. Any provision of an agreement that supercedes the crediting requirement on insurance premium taxes shall be effective the following July 1, provided notice of the agreement is given to the Department of Insurance at least one hundred (100) days prior to July 1.

(3)
Upon the adoption of a tax base coordination agreement, a city may annex contiguous, unincorporated urbanized areas of the county in accordance with the annexation procedure prescribed by Section 14 of this Act as long as the tax base coordination agreement is in effect.

SECTION 10.   A NEW SECTION OF KRS CHAPTER 65 IS CREATED TO READ AS FOLLOWS:

(1)
If a county and the cities within the county are unable to successfully negotiate a tax base coordination agreement within eighteen (18) months of notification by the Department for Local Government in accordance with Section 3 of this Act, the local governments shall notify the Department for Local Government and attempt to resolve their differences through mediation by a neutral third party mediator.
(2)
The mediator shall be appointed by the Commissioner of the Department for Local Government from a list of trained mediators.
(3)
The cost of mediation shall be apportioned among the county and the cities within the county based on relative population.

SECTION 11.   A NEW SECTION OF KRS CHAPTER 65 IS CREATED TO READ AS FOLLOWS:

The provisions of Sections 1 to 11 of this Act may be cited as the Local Government Service and Tax Base Coordination Act.
Section 12.   KRS 68.197 is amended to read as follows:

(1)
The fiscal court of each county having a population of thirty thousand (30,000) or more may by ordinance impose license fees on franchises, provide for licensing any business, trade, occupation, or profession, and the using, holding, or exhibiting of any animal, article, or other thing. Except as provided in Sections 1 to 11 of this Act, license fees on such business, trade, occupation, or profession for revenue purposes, except those of the common schools, may be imposed at a percentage rate not to exceed one percent (1%) of:

(a)
Salaries, wages, commissions, and other compensation earned by persons within the county for work done and services performed or rendered in the county;

(b)
The net profits of self-employed individuals, partnerships, professional associations, or joint ventures resulting from trades, professions, occupations, businesses, or activities conducted in the county; and

(c)
The net profits of corporations resulting from trades, professions, occupations, businesses, or activities conducted in the county.


In order to reduce administrative costs and minimize paperwork for employers, employees, and businesses, the fiscal court may provide:

1.
For an annual fixed amount license fee which a person may elect to pay in lieu of reporting and paying the percentage rate as provided in this subsection on salaries, wages, commissions, and other compensation earned within the county for work done and services performed or rendered in the county; and

2.
For an annual fixed amount license fee which an individual, partnership, professional association, joint venture, or corporation may elect to pay in lieu of reporting and paying the percentage rate as provided in this subsection on net profits of businesses, trades, professions, or occupations from activities conducted in the county.


Licenses imposed for regulatory purposes are not subject to such limitations as to form and amount. No public service company that pays an ad valorem tax is required to pay a license tax, and no license tax shall be imposed upon or collected from any insurance company except as provided in KRS 91A.080, bank, trust company, combined bank and trust company, combined trust, banking, and title business in this state, or any savings and loan association whether state or federally chartered, or in other cases where the county is prohibited by law from imposing a license tax.

(2)
No license fee shall be imposed or collected on income received by members of the Kentucky National Guard for active duty training, unit training assemblies, and annual field training, or on income received by precinct workers for election training or work at election booths in state, county, and local primary, regular, or special elections.

(3)
Persons who pay a county license fee pursuant to this section and who also pay a license fee to a city contained in the county may, upon agreement between the county and the city, credit their city license fee against their county license fee.

(4)
The provisions of subsection (3) of this section notwithstanding, effective with license fees imposed under the provisions of subsection (1) of this section on or after July 15, 1986, persons who pay a county license fee and a license fee to a city contained in the county shall, subject to the provisions of a tax base coordination agreement adopted in accordance with Sections 1 to 11 of this Act, be allowed to credit their city license fee against their county license fee.

(5)
On July 14, 2000, the provisions of subsection (4) of this section notwithstanding, city license fees not credited against county license fees enacted under this section or KRS 67.083 as of January 1, 2000, shall not be credited against county license fees. However, this exception shall not apply to county license fees enacted for the first time, or increased, on or after January 1, 2000. This provision shall expire June 30, 2003[July 15, 2002], unless otherwise extended by the General Assembly.

(6)
A county that enacted an occupational license fee under the authority of KRS 67.083 shall not be required to reduce its occupational tax rate when it is determined that the population of the county exceeds thirty thousand (30,000).

Section 13.   KRS 91A.080 is amended to read as follows:

(1)
The legislative body of each city, county, or urban-county government which elects to impose and collect license fees or taxes upon insurance companies for the privilege of engaging in the business of insurance may enact or change its license fee or rate of tax to be effective July 1 of each year on a prospective basis only and shall file with the commissioner of insurance at least one hundred (100) days prior to the effective date, a copy of all ordinances and amendments which impose any such license fee or tax. No less than eighty-five (85) days prior to the effective date, the commissioner of insurance shall promptly notify each insurance company engaged in the business of insurance in the Commonwealth of those city, county, or urban-county governments which have elected to impose the license fees or taxes and the current amount of the license fee or rate of tax.

(2)
Any license fee or tax imposed by a city, county, or urban-county government upon an insurance company with respect to life insurance policies, may be based upon the first year's premiums, and, if so based, shall be applied to the amount of the premiums actually collected within each calendar quarter upon the lives of persons residing within the corporate limits of the city, county, or urban-county government.

(3)
Any license fee or tax imposed by a city, county, or urban-county government upon any insurance company with respect to any policy which is not a life insurance policy shall be based upon the premiums actually collected by the company within each calendar quarter on risks located within the corporate limits of the city, county, or urban-county government on those classes of business which the company is authorized to transact, less all premiums returned to policyholders. In determining the amount of license fee or tax to be collected and to be paid to the city, county, or urban-county government, the insurance company shall use the tax rate effective on the first day of the policy term. When an insurance company collects a premium as a result of a change in the policy during the policy term, the tax rate used shall be the rate in effect on the effective date of the policy change. With respect to premiums returned to policyholders, the license fee or tax shall be returned by the insurance company to the policyholder pro rata on the unexpired amount of the premium at the same rate at which it was collected and shall be taken as a credit by the insurance company on its next quarterly report to the city, county, or urban-county government. Any license fee or tax imposed upon premium receipts shall not include premiums received for insuring employers against liability for personal injuries to their employees, or the death of their employees, caused thereby, under the provisions of the Workers' Compensation Act.

(4)
The Department of Insurance shall, by administrative regulation, provide for a reasonable collection fee to be retained by the insurance company or its agent as compensation for collecting the tax, except that the collection fee shall not be more than fifteen percent (15%) of the fee or tax collected and remitted to the city, county or urban-county government or two percent (2%) of the premiums subject to the tax, whichever is less. To facilitate computation, collection, and remittance of the fee or tax and collection fee provided in this section, the fees or taxes set out in subsection (1), (2), or (3) of this section, together with the collection fee in this section, may be rounded off to the nearest dollar amount.

(5)
Pursuant to KRS 304.3-270, if any other state retaliates against any Kentucky domiciliary insurer because of the requirements of this section, the commissioner of insurance shall impose an equal tax upon the premiums written in this state by insurers domiciled in the other state.

(6)
Accounting and reporting procedures for collection and reporting of the fees or taxes and the collection fee herein provided shall be determined by administrative regulations promulgated by the Department of Insurance.

(7)
Upon written request of the legislative body of any city, county, or urban-county government, at the expense of the requesting city, county, or urban-county government, which shall be paid in advance by the city, county, or urban-county government to the Department of Insurance, the Department of Insurance shall examine, or cause to be examined by contract with qualified auditors, the books or records of the insurance companies or agents subject to the fee or tax to determine whether the fee or tax is being properly collected and remitted, and the findings of the examination shall be reported to the city, county, or urban-county government. Willful failure to properly collect and remit the fee or tax imposed by a city, county, or urban-county government pursuant to the authority granted by this section shall constitute grounds for the revocation of the license issued to an insurance company or agent under the provisions of KRS Chapter 304.

(8)
The license fees or taxes provided for by subsections (2) and (3) of this section shall be due thirty (30) days after the end of each calendar quarter. Annually, by March 31, each insurer shall furnish each city, county, or urban-county government to which the tax or fee is remitted with a breakdown of all collections in the preceding calendar year for the following categories of insurance:

(a)
Casualty;

(b)
Automobile;

(c)
Inland marine;

(d)
Fire and allied perils;

(e)
Health; and

(f)
Life.

(9)
Any license fee or tax not paid on or before the due date shall bear interest at the tax interest rate as defined in KRS 131.010(6) from the date due until paid. Such interest payable to the city, county, or urban-county government is separate of penalties provided for in subsection (7) of this section. No city, county, or urban-county government may impose any penalties other than those provided for in this subsection.

(10)
No license fee or tax imposed under this section shall apply to premiums received on policies of group health insurance provided for state employees under KRS 18A.225.

(11)
No county may impose the tax authorized by this section upon the premiums received on policies issued to public service companies which pay ad valorem taxes.

(12)
(a)
Subject to the provisions of a tax base coordination agreement adopted in accordance with the provisions of Sections 1 to 11 of this Act, insurance companies which pay license fees or taxes pursuant to this section shall credit city license fees or taxes against the same license fees or taxes levied by the county, when the license fees or taxes are levied by the county on or after July 13, 1990.

(b)
If a county imposed and collected the license fee or tax authorized by this section before July 1, 2000, then insurance companies that pay license fees or taxes under this section shall not credit against the county license fee or tax that portion of a city license fee or tax that becomes effective for the first time on or after July 1, 2000, or is increased effective on or after July 1, 2000. The provisions of this paragraph shall expire on June 30, 2003[2002], unless extended by the General Assembly.

(13)
No license fee or tax imposed under this section shall apply to premiums received on health insurance policies issued to individuals nor to policies issued through Kentucky Access created in KRS 304.17B-005.

SECTION 14.   A NEW SECTION OF KRS CHAPTER 81A IS CREATED TO READ AS FOLLOWS:

(1)
When a county and its cities have approved a tax base coordination agreement in accordance with Sections 1 to 11 of this Act, a city within the county may annex contiguous unincorporated urbanized areas within the county where the basic urban services provided throughout the incorporated area, such as potable water, police and fire protection, and sanitary sewers are already provided by the city or shall be provided by the city within one (1) year following annexation in accordance with this section.

(2)
For purposes of this section, "urbanized areas" shall mean:

(a)
Parcels of land developed for residential usage, where none of the residential parcels exceeds three (3) acres, in which the average overall density is four (4) units per gross acre; or

(b)
Parcels of land developed with significant buildings that are in use or are capable of being used for retail sales and services, commercial, or professional activity; or

(c)
Parcels of land developed with significant buildings that are in use or are capable of being used for warehousing or industrial purposes; or

(d)
Parcels of land that have been paved or developed with the intent of public access and usage, such as fairgrounds, flea markets, and recreational facilities, where more than fifty percent (50%) of the property is covered with impervious surfaces.

(3)
When a city desires to annex an urbanized area in accordance with the provisions of this section, the legislative body of the city proposing to annex shall enact an ordinance stating the intention of the city to annex. The ordinance shall accurately define the boundary of the urbanized area proposed to be annexed and declare it desirable to annex the area.

(4)
If within sixty (60) days following the publication of the annexation ordinance pursuant to subsection (3) of this section, seventy-five percent (75%) of the resident voters or owners of real property within the limits of the territory proposed to be annexed petition the mayor in opposition to the proposal, an election shall be held at the next regular election if the petition is presented to the county clerk and certified by the county clerk as sufficient not later than the second Tuesday in August preceding the regular election:

(a)
The mayor of the city shall deliver a certified copy of the ordinance to the county clerk of the county in which the territory proposed to be annexed is located, who shall have prepared to be placed before the voters in each precinct embraced in whole or in part within the territory proposed to be annexed the question; "Are you in favor of being annexed to the City of .....................?" If only a part of any precinct is embraced within the territory proposed to be annexed, only those persons who reside within the territory proposed to be annexed shall be permitted to vote. The clerk shall cause the sheriff to deliver to the election officers in each precinct in the appropriate counties copies of the ordinance proposing to annex;

(b)
If less than seventy-five percent (75%) of those persons voting oppose annexation, the unincorporated territory shall become a part of the city; and

(c)
If seventy-five percent (75%) or more of those persons voting oppose annexation, the ordinance proposing annexation shall become ineffectual for any purpose.

(5)
In not less than sixty (60) days after the enactment of the ordinance, if no petition has been received by the mayor as set out in this section, or within sixty (60) days of the certification of election results in which less than seventy-five percent (75%) of those persons voting opposed annexation, the legislative body may enact an ordinance annexing to the city that area described in the annexation ordinance. If the city has elected to establish the zoning for the new area prior to the completion of the annexation pursuant to KRS 100.209, the ordinance shall include a map showing the zoning for the area. Upon the enactment of this ordinance, the area shall become part of the city for all purposes.
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