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COMMONWEALTH OF KENTUCKY

STATE FISCAL NOTE STATEMENT

	GENERAL ASSEMBLY
	LEGISLATIVE RESEARCH COMMISSION

	2012  REGULAR SESSION
	


MEASURE
	( X) 2012 BR No.
	 0852
	
	( x)
	House
	Bill No.
	154


	( ) Resolution No.
	
	
	( ) Amendment No.
	


	SUBJECT/TITLE
	AN ACT relating to the taxation of watercraft and declaring an emergency.


	SPONSOR
	Representative Johnny Bell


NOTE SUMMARY
	Fiscal Analysis:
	
	
	Impact
	
	
	No Impact
	X
	Indeterminable Impact

	Level(s) of Impact:
	
	X
	State
	
	X
	Local
	
	Federal


	Budget Unit(s) Impact
	


	Fund(s) Impact:
	
	
	General
	
	
	Road
	
	Federal

	
	
	Restricted Agency (Type)
	
	(Other)


FISCAL SUMMARY________________________________________________________________
	Fiscal Estimates
	
	2012-2013
	2013-2014
	Future Annual

Rate of Change

	Revenues          Increase
                             (Decrease)


	
	Indeterminable
	Indeterminable
	Indeterminable

	Expenditures     Increase 
                              (Decrease)

  
	
	
	
	

	Net Effect      Positive
                         (Negative)


	
	Indeterminable
	Indeterminable
	Indeterminable


______________________________________________________________________________

MEASURE'S PURPOSE:  
The proposed legislation amends KRS 136.1802 to allow the Department of Revenue to require or allow an alternative apportionment method for determining the value of watercraft operating both within and outside Kentucky if the statutorily established method does not fairly represent the value. The Department of Revenue recently attempted to address this issue through the promulgation of an administrative regulation; however the legislative Administrative Regulation Review committee found the regulation deficient because the statute as written did not allow the Department of Revenue to establish an alternative valuation method by regulation. 
PROVISION/MECHANICS:   
Amend KRS 136.1802.
FISCAL EXPLANATION:  

KRS 136.1801 to 136.1806 establish the parameters for the valuation of watercraft operating on the navigable waters of the Commonwealth for purposes of state and local property taxation. Watercraft are centrally assessed by the Department of Revenue, which is responsible for billing and collecting all ad valorem taxes relating to watercraft, and distributing receipts from the tax to local taxing jurisdictions along the navigable waterways.  KRS 136.1802 includes a statutory formula for apportioning the value of watercraft that operate both within and outside of Kentucky.  The purpose of the apportionment provision is to determine what portion of the property Kentucky can constitutionally and fairly tax, since the watercraft subject to apportionment operate both within and outside Kentucky.  As currently written, KRS 136.1802 does not allow the Department of Revenue to use an alternative method of apportionment if it is determined that the statutory method does not fairly represent the value of a corporation’s watercraft used in Kentucky.  Use of the statutory formula in cases where it can be shown that application of the formula results in overvaluation could be subject to constitutional challenge. 
The fiscal impact of this measure is indeterminable. The measure allows a corporation to petition for, or the Department of Revenue to require the use of an alternative apportionment method.  In either case, the party advocating for an alternative approach must demonstrate why the statutory apportionment method does not correctly represent the extent of the corporation’s activity in Kentucky.  Presumably, a corporation seeking an alternative apportionment method will advocate for a method that reduces the assessed value of its property, while the Department of Revenue will use a method that will increase the assessed value.  Since the proposed provisions are not mandatory and can potentially impact the assessment base, and thus tax revenues in either direction, it is not possible to determine the potential overall impact the proposed legislation may have.

It should be noted that in some circumstances, the use of an alternative apportionment method that results in a reduction of the assessment base may not necessarily result in a loss of property tax revenue to the state or impacted local jurisdictions, due to the method in which local property tax rates are set.  Locally, depending on the significance of watercraft to the overall personal property tax base, any loss of revenue from a reduction in the base may be made up through adjustment of the rate without having that adjustment subject to recall.  Thus, the local jurisdiction may not necessarily lose any revenues; however, the taxpayers who are responsible for payment of the tax may change.
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