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Part I:  Measure Information

	Bill Request #:
	1901


	Bill #:
	HB 446


	Bill Subject/Title:
	AN ACT relating to property tax.


	Sponsor:
	Rep. Bill Farmer


	Unit of Government:
	x
	City
	x
	County
	x
	Urban-County

	
	x
	Charter County
	x
	Consolidated Local
	x
	Unified Local Government


	Office(s) Impacted:
	Revenues


	Requirement:
	x
	Mandatory
	 
	Optional


	Effect on
	
	
	
	
	
	

	Powers & Duties:
	 
	Modifies Existing
	 
	Adds New
	 
	Eliminates Existing


Part II:  Purpose and Mechanics
The proposed legislation amends KRS 132.200 to exempt from local taxation goods held in the regular course of business, including machinery and equipment held in a retailer’s inventory for sale or lease originating under a floor plan financing arrangement; and raw materials, which includes distilled spirits and distilled spirits inventory, and in-process materials, which includes distilled spirits and distilled spirits inventory, held for incorporation in finished goods held for sale in the regular course of business.

Part III:  Fiscal Explanation, Bill Provisions, and Estimated Cost
HB 446 removes business inventories from the personal property base.  Local governments should not receive any less revenue than was collected the year before, assuming that the local government levies at least the compensating rate. The compensating rate is set at a level that ensures that the local jurisdiction will receive approximately the same revenue as the previous year taking into account changes in the base. However it is possible that a local government could receive less revenue than it otherwise would have received in the year that business inventories are removed from the base, depending on other base changes that impact the local government and whether statutorily permitted rate adjustments can be made. 

There are two provisions included in the law that generally allow local governments to make up losses in the personal property base from one year to the next. 
1. The first provision, included in the definition of compensating rate, (KRS 132.010), allows for an adjustment in the compensating rate applied against real property if the compensating rate determined for real property applied against the entire base produces less revenue than the year before. If this happens, there is, in effect, a shift in taxpayer, and losses in the personal base are made up through increases in the real property rate. 

2. The second adjustment that is permitted occurs when the percentage increase in revenues from the rate levied against real property is greater than the percentage increase in revenues generated from the rate levied against personal property. If this occurs, the jurisdiction may increase its personal property rate to produce the same percentage increase from personal property that it will receive from real property. This rate increase can be imposed without the possibility of recall. It is possible that the removal of business inventories from the personal property tax base would result in a jurisdiction being able to increase its personal property rate using these provisions, however the ability of the jurisdiction to do so will depend upon other factors impacting both the real and personal base, and the decisions made regarding the rate established for real property.
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