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Kentucky’s Blue Ribbon Commission on Tax Reform
Completes Public Hearings with Fifty-four Speakers in Lexington

Erica L. Horn

The Blue Ribbon Tax Reform Commission (“Commission”) concluded its sixth and final
public hearing in Lexington on August 21 with 54 speakers addressing the Commission. In total,
the Commission has heard from over 215 individuals on a wide variety of topics ranging from
the need for additional funding for education to repeal of the barrel tax on Kentucky’s bourbon
industry. The speakers were similarly diverse ranging from Tea Party loyalists to a
representative of the Religious Society of Friends. The final break-down of speakers was
roughly 29% business, 25% “John Q. Public”, 22% education, 13% health and human services
and the remaining 11% farmers, property valuation administrators, realtors and representatives of
local government.

A number of themes marked each of the public hearings. Repeatedly, speakers have
addressed the inadequacy of funds for K-12 education and health and human services. The need
for Kentucky’s taxes to be competitive also has been a dominant topic. A significant number of
individuals have voiced a perceived inequity between the effective tax rate of low-income versus
high-income individuals; the need for a low income earned income tax credit and sales taxation
of selected services. Also, at each meeting at least one speaker addressed the need to “do no
harm” to the real estate industry, increase taxes on tobacco products, eliminate or reduce the
exclusion from individual income tax of certain pension income and better monitor expenditures
and incentives.

Perhaps the most important development of the recent public hearings was the
presentation in Lexington by the Kentucky Chamber of Commerce of 14 issue papers, which
define and explain policy recommendations and concerns of the Chamber. An excerpt of the
Summary of the papers follows. The papers may be read in their entirety at
http://policy.kychamber.com/key-issues/tax.

Corporate Income Tax - Policy Recommendations

1. Kentucky should adopt an “apportionment formula” based on a single factor –
sales. A single factor formula will make Kentucky more competitive with other states by
encouraging jobs and investment growth. This change could be phased in over several years,
similar to the practice in other states.

2. In connection with the adoption of a single factor formula, Kentucky must
redefine the apportionment statute to source services to the location where the service is received
by the customer (“market sourcing”), regardless of where the service provider incurs the related
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costs. (At present, Kentucky is a “cost of performance” state.) This definition will avoid
penalizing businesses with investments and employees in Kentucky.

Limited Liability Entity Tax (LLET) - Policy Concern

1. The Limited Liability Entity Tax (LLET) inhibits Kentucky’s economic
development efforts. The primary reason for this is that the LLET burdens a business without
regard to its profitability and bears no relation to economic activity (employment, investment in
plant, property and equipment) in Kentucky.

Personal Property Tax - Policy Recommendation

1. Kentucky should undertake a review of all of its tangible personal property
taxation provisions to make Kentucky’s property taxation more competitive with other states.
The objective should be to ensure a business friendly environment and to reduce complexity,
enhance compliance and streamline the settlement of controversies between the Commonwealth
and taxpayers. Accomplishing these objectives will result in greater perceived and actual fairness
of Kentucky’s property tax system.

Simplicity & Fairness – Personal Taxes - Policy Recommendations

1. Kentucky income tax rules should mirror federal tax rules as much as possible.

2. The reference to the federal Internal Revenue Code in Kentucky statutes should
be updated every year. Any diversion from federal tax rules should be clearly identified in
Kentucky tax law. The update should apply both to Kentucky income and local occupational
taxes.

3. Policymakers should examine the appropriateness of differences between federal
and Kentucky income taxation policies.

Simplicity & Fairness – Local Taxes - Policy Recommendations

1. The combination of local occupational taxes and the state income tax results in a
relatively high tax burden that inhibits Kentucky’s economic development efforts. State and local
tax policy makers should consider ways to lessen the overall income tax burden on Kentucky’s
citizens and businesses, thereby mitigating the adverse effect of income-based taxes.

2. The Commonwealth should continue its efforts to make income-based local taxes
uniform. This will eliminate or reduce the disparate treatment of taxpayers, particularly those
who derive income in multiple jurisdictions.

3. State and local tax administrators should continue their efforts to streamline the
tax filing, processing, collection and enforcement processes.
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Sales Taxes - Policy Recommendations

1. Kentucky should exempt all business-to-business transactions from sales and use tax
because:

a. Applying sales tax to business to business transactions would result in multiple
levels of taxation in the production process – tax pyramiding or taxes on taxes.

b. In the case of service providers, Kentucky businesses would be at a 6% (the
current Kentucky sales tax rate) competitive disadvantage compared to service providers
in other states

c. Further, in order to avoid sales tax, businesses would be less likely to use services
provided by independent service providers.

d. Such a tax would adversely affect small businesses because the majority of
independent service providers are small businesses.

2. Kentucky policymakers should adopt sales and use tax exemptions that do not put
Kentucky retailers at a competitive disadvantage with retailers in other states.

**********

In addition to the Lexington public hearing the Commission met at Northern Kentucky
University on July 24 and in Prestonsburg at the Big Sandy Community & Technical College on
August 7. In addition to the themes described above a few specific recommendations emerged.

Northern Kentucky University, July 24

Prior to the Lexington hearing, the Northern Kentucky hearing was the most business-
oriented. There were slightly over 40 speakers with nearly half speaking on behalf of businesses.
Suggestions included moving to a single apportionment factor – sales; expanding manufacturing
exemptions to include repair and replacement parts to be more competitive with Indiana and
Ohio; repeal of consolidated nexus filing; institution of combined reporting; elimination of the
property tax on business inventory and the provision of angel or investment tax credits.

Prestonsburg, August 7

Approximately 20 individuals addressed the Commission in Prestonsburg. This was the
smallest of all the public hearings. Recommendations included a “flat consumption tax” and a
“value added tax”. One speaker opposed a sales tax on services and another encouraged the
Commission to continue the cap on the health care provider tax paid by hospitals and nursing
homes. A unique proposal was presented by Morris Hylton, a local business owner, who
objected to the way sales and use tax is imposed on the sale of manufactured homes. Mr. Hylton
noted that he pays sales tax on the materials purchased to make the homes, which is then taxed
again to purchasers at the time of sale. Given that several surrounding states tax manufactured
homes at less than six percent (6%), Mr. Hylton queried, “Why would anyone buy their mobile



4

home in Kentucky?” He requested that the Commission consider lowering the sales tax on
manufactured homes to three percent (3%).

Next Meeting, Frankfort, September 19

Having heard the opinions of citizens of the Commonwealth from “Paducah to
Prestonsburg”, at its next meeting the Commission will hear the recommendations of its
consultants. It is anticipated that the recommendations will be specific proposals for additions or
changes to Kentucky’s tax code. The meeting is scheduled from 1:00-4:00 p.m. on Wednesday,
September 19, 2012, in Room 149 of the Capitol Annex in Frankfort.


