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SUBJECT/TITLE
An Act Relating to Delinquent Taxes in a Newly-formed Consolidated Local Government

SPONSOR
Rep. Steven Riggs

MANDATE SUMMARY

Unit of Government:

City;

County;

Urban-County


Charter County
X
Consolidated Local

Program/

Office(s) Impacted:
 Sheriff; County Clerk

Requirement:
X
Mandatory

Optional

Effect on

Powers & Duties
X
Modifies Existing

Adds New

Eliminates Existing

PURPOSE/MECHANICS

HB 510 GA amends KRS 67C.123 to require that delinquent taxes of a former city of the first class in a consolidated local government, be filed with the County Clerk as certificates of delinquency.  The  certificates of delinquency do not have to be advertised as required under KRS 424.330, and may be paid to or purchased directly from the county clerk without the sheriff's sale required under KRS 134.450.

HB 510 GA also amends KRS 134.420 to include “costs” and “reasonable attorney fees” in the lien filed by a taxing authority on property assessed for delinquent tax bills and certificates of delinquency, and amends KRS 134.500 to include in the calculation of interest due on certificates of delinquency in consolidated local governments, advertising costs and the sheriff’s $5 fee.  HB 510 GA, however, excludes the addition of advertising expenses and the sheriff’s fee in the base for calculating interest for certificates of delinquency in other counties unless the county adopts an ordinance to include them.

FISCAL EXPLANATION/BILL PROVISIONS
ESTIMATED COST

The fiscal impact of HB 510 GA on a consolidated local government will likely be moderate to significant. Two offices in the Louisville/Jefferson Co. Metro Government, Sheriff and County Clerk, and the Metro government's General Fund will be affected.

Delinquent Tax Bills of a Former City of the First Class

Assigning delinquent tax bills from the former City of Louisville to the County Clerk for collection will result in additional revenue for the Clerk's office, since the County Clerk retains 10% of the proceeds obtained from the sale or collection of the bills.  There should be no appreciable additional costs associated with the Clerk's collection activities, given that under current law the Clerk receives Jefferson County's delinquent tax bills which remain after the sheriff's sale.

Deleting the requirement for legal notice (advertisement)  of the pending sale of delinquent tax bills will free up a substantial amount of money which otherwise would have to be advanced by the Metro government to pay for advertising costs.  In 2003, over $230,000 was spent for legal advertisement of delinquent county taxes to meet the requirements of KRS Chapters 424 and 134 .  According to Janice Richardson, Legal Advertising Coordinator, Courier Journal, the one half page advertisement that precedes the advertisement of the actual list of delinquent taxpayers costs approximately $8,000.  She said that in 2003 there were 14 pages of delinquent taxes published at a cost of $16,000 per page, for a total cost of $224,000.

KRS 134.440 makes the county, in this case the Metro government, responsible for "any additional expenses incurred that must be paid before the sale of a tax claim".  The expenses referred to include to the cost of advertising ($11 per name in 2003).  KRS 134.440 also permits the county to add the expense to the face value of the tax bill, and collect the cost when the bill is paid.  While the local government is able to eventually recover its expenses, it may be several years before it does so.

According to Jim Phillips, seasonal customer service representative for the Jefferson Co. Sheriff's Department, approximately 15,000 names were advertised in 2003.  While the number of the former City of Louisville's certificates of delinquency may be less than the number of Jefferson County delinquent taxpayers published in 2003, it is apparent that the waiver of the advertising requirement will free up a significant amount of money which the Louisville/Jefferson Co. Metro government would otherwise have to budget for advertising expenses.

Omitting the advertisement of Louisville's delinquent tax bills will preclude the Sheriff from receiving the $5 fee normally paid for each tax claim advertised as compensation for his services. (KRS 134-440(2))  It is important to note, however, that the Jefferson Co. Sheriff's office did not collect or advertise delinquent tax bills for the City of Louisville prior to consolidation, so there would be no loss of income received in prior years.  (See Background below.)

Calculation of Interest on Certificates of Delinquency

Modifying the base for calculating interest on certificates of delinquency in consolidated local governments will have a minimal effect on the total amount of interest paid.  Under current law, the 12% rate of interest that attaches to certificates of delinquency applies to the county clerk’s add-on fee (10% of the amount due each taxing unit), and to the county attorney’s add-on fee (20% of the amount due each taxing unit), as well as the amount of tax due.  Adding the sheriff’s $5 fee and advertising costs to the base for the interest calculation will have the effect of increasing revenue for the consolidated local government (Louisville Metro government) when the certificate of delinquency is paid by the taxpayer, or increasing the likelihood the tax bill will be purchased at auction, the result of which will be that the taxing districts will receive their revenue at an earlier date.

The impact on the interest due on an average Louisville Metro government delinquent tax bill as a result of adding the sheriff’s fee and advertising costs to the computation base will be as follows:

The average face (tax) amount of delinquent tax bills in Jefferson County for 2002 was $550.  The cost of advertising a single delinquent tax bill was $11. 

Under current law, the annual interest due on a $550 delinquent tax bill would be:


$550 (face value of bill)


 110 (county attorney’s add-on fee)


   55 (county clerk’s add-on fee)


$715

           x   12% (annual interest rate)


$85.80 (annual interest due)

Under HB 510 GA, the annual interest due on a $550 delinquent tax bill would be:


$550 (face value of bill)


  110 (county attorney’s add-on fee)


    55 (county clerk’s add-on fee)


    11 (advertising expenses)


      5 (sheriff’s fee)


$731

           x   12% (annual interest rate)


$87.72

Thus, according to the above example, an average certificate of delinquency would generate annually, until paid, $1.92 in new revenue for the Louisville Metro government, or for private purchasers of the tax bill.

The change in the base formula will have the same effect as increasing the annual rate of interest from 12% to 12.3%, an increase of 2.5%.

Background

According to Linda Burt, Manager of Taxpayer Services, Louisville/Jefferson Co. Metro Revenue Commission, prior to the Louisville/Jefferson Co. merger, the City of Louisville Revenue Commission collected delinquent taxes for the city.  The initial mailing of timely tax bills was conducted by the City of Louisville Finance Department, which collected the taxes until they became delinquent.  Once the tax bills become delinquent, they were turned over to the Revenue Commission which effected collection through a series of letters mailed to the delinquent taxpayers.  The primary expenses incurred by the Commission to collect the delinquent taxes, were postage, envelopes, paper and labor.  The Revenue Commission did not advertise or sell the tax bills as was done in the county.
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