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Kentucky’s Blue Ribbon Commission on
Tax Reform Holds Public Meetings in Bowling Green and Louisville
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The Blue Ribbon Tax Reform Commission (“Commission”) has reached the halfway
mark of both its scheduled meetings and public hearings. The Commission has met six times,
the last three of which have been public hearings. Several themes are beginning to emerge; for
example, approximately 35% of the speakers have addressed the inadequacy of funds for K-12
education and health and human services. The majority of the speakers in the health and human
services area have advocated additional funding for mental health services. Also, whether real or
perceived, many individuals believe Kentucky loses a significant number of jobs to Indiana and
Tennessee.

The Commission has heard comments from approximately 100 individuals. In addition
to the 35% referenced above, 25% of individuals speaking have identified themselves as business
people and another 25% fall in the category of “John Q. Public.” The remaining 15% included
farmers, property valuation administrators, realtors and representatives of local government.

Recommendations for specific tax changes also have begun to emerge. A few individuals
have advocated imposition of a gross receipts tax while abolishing all other taxes and fees.
Several individuals have addressed the benefit to children and pregnant women of increasing the
tax on cigarettes. No opposition to a cigarette tax increase has been voiced up to this point.

Several speakers have advocated a refundable earned income tax credit for low income
families and those same folks often favor sales tax on selected services. At two of the public
hearings, retired citizens of the Commonwealth have advocated repeal of the current pension
exclusion from income tax. The pension exclusion permits each individual to exclude from
taxable income pension income up to $41,100. Social Security income also is excluded. Thus, a
husband and wife with retirement income in excess of $100,000 could have no Kentucky income
tax liability; e.g., assume that each person has pension income of $40,000 and Social Security
income of $20,000, the couple would have a combined income of $120,000 and pay no Kentucky
income tax.

Finally, at each meeting there have been speakers that advocate maintaining the current
sales tax exemption for agriculture, maintaining the existing limits on increases in property taxes,
a “do no harm” attitude toward homeowners, and authority for imposition of additional taxes by
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local governments. Some specifics regarding the Bowling Green and Louisville public hearings
follow.

June 19, 2012, Bowling Green

Approximately 30 speakers were given three minutes each to present their comments to
the Commission. Nearly every Commissioner was present. The specific tax-related proposals
included: an exemption for medical and health products used for livestock; a cigarette tax
increase; combined reporting; a higher tax rate on “high-income” individuals; an earned income
credit for low-income families; repeal of the personal property tax; repeal of the pension
exclusion, and a gross receipts tax. Others advocated a business tax credit for non-public
schools; sunsetting of expenditures; enforcement of the use tax; full funding for PVA offices;
expanded gambling; and permitting wineries to be open on Sunday.

The Commission took an interest in the business tax credit for non-public schools,
sunsetting of expenditures, combined reporting, and possible repeal of the pension exclusion.
The Commission asked its consultants to look into and report to them on each of these subjects.
Specifically, with regard to the pension exclusion, Rep. Jim Wayne asked how Kentucky’s
treatment of pension income compared to other states.

Two speakers provided unique perspectives or information to the Commission. First, Mr.
Bill Howell, representing Tennesseans for Fair Taxation, spoke in opposition to a tax system that
would be similar to Tennessee’s tax system. Mr. Howell stated that Tennessee frequently is
chosen as a model state for taxation but, that people who take this position fail to understand or
appreciate the significant toll taken on individuals by Tennessee’s high state and local sales
taxes, including a 5.5% sales tax on food. Mr. Howell opined that raising Kentucky’s sales tax
rate would result in a loss of sales to Tennessee citizens who cross the border to make purchases
“tax free”. He did not offer information regarding the volume of potentially lost sales. Mr.
Howell also described Tennessee’s success in attracting business as a “house of cards”, and he
stated that businesses move out of the state once the incentives expire.

Second, Ron Bunch, President and CEO of the Bowling Green Chamber of Commerce,
presented excerpts of a report prepared by KPMG in connection with The Tax Foundation. The
report, which is called Location Matters - A Comparative Analysis of State Tax Costs on
Business, is intended to measure a state’s overall business tax competitiveness. To do so, the
study measures the tax burden faced by “mature firms”, those that have been established for
more than ten years, and for “newly established firms”, those that have been in operation less
than three years. The study evaluates seven firms or industries: Capital-Intensive Manufacturing
Operation (“MC”) (such as steel mills), Labor-Intensive Manufacturing Operation (“LM”) (such
as automotive manufacturing), Call Center (“CC”), Distribution Center (“DC”), Corporate
Headquarters (“CO”), Research and Development Facility (“RD”), and Retail Store (“RT”).

Overall, Kentucky ranked 18th for mature firms and 7th for new firms. By way of
comparison, the mature and new firm rank for Tennessee is 29th. The mature firm rank for
Indiana is 43 and for new firms it is 15. The Kentucky breakdown by industry is as follows:
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Newly Established Operations

MC ML CC DC CO RD RT AVG

Rank 35 11 4 12 6 9 17 7

Mature Operations

MC ML CC DC CO RD RT AVG

Rank 24 17 13 13 12 35 17 18

The entire report can be found at http://taxfoundation.org/article/location-matters

Mr. Bunch also asked the Commission to (1) follow its goals, (2) follow the Kentucky
Chamber on competitiveness, (3) increase tax revenue by growing the base, and (4) refrain from
increasing taxes on the business community.

July 10, 2012 – Louisville

Approximately 44 speakers addressed the Commission at Highlands Middle School in
Louisville last week. The first speaker was Louisville Mayor Greg Fisher. In the three minutes
provided to him (and the other speakers), Mayor Fisher requested that the Commission examine
dedicating a percentage of the sales tax to local governments, a local option sales tax and a tax
credit for businesses that participate in an advanced manufacturing apprenticeship program.
According to Mayor Fisher, a local option sales tax would allow citizens of a community to
decide for themselves on special projects. This model has been successful in other states.

The National Federation of Independent Business was represented by Tom Underwood,
State Director. Mr. Underwood began by noting that small employers (“Mom & Pop” businesses
employing 3-5 people) provide employment for 51% of all Kentuckians, and, as a result, special
attention should be given to any adverse impact on these businesses. Specific comments by Mr.
Underwood included:

 Expansion of sales tax to selected services such as janitorial services,
carpet cleaning, window washing, dry cleaning, pest control, clothing alterations, and
armored car services raises the cost of doing business and is counter-productive to job
creation;

 Repealing the corporation income tax while leaving in place the limited
liability entity tax would penalize small business by slanting the playing field against
them and in favor of big business; and

 Local option sales taxes would create an excessive compliance burden for
small business.
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There were a number of comments unique to the Louisville meeting, some tax-related
and some not. One member of a nearby board of education requested there be no unfunded
mandates for education. The chair of the Nelson County school board asked that school boards
be allowed to impose the actual tax rate, without regard to HB 44 limitations, in certain
circumstances. A representative of Conserve Kentucky suggested a tax credit for donation of
land for conservation purposes. Two speakers criticized the “subsidizing” of the coal industry in
Kentucky. A general partner in a venture capital fund that invests in Kentucky businesses
recommended elimination of the capital gains tax for investments in companies with a Kentucky
headquarters. Other odds and ends ranged from suggestions to impose sales tax on food,
eliminate itemized deductions, repeal all sales tax exemptions and impose the individual income
tax based on ability to pay.

The next meeting of the Commission is July 24 at 6:00 p.m. at Northern Kentucky
University, Student Union Ballroom, 20 Kenton Drive, Highland Heights, Kentucky. This
meeting is one of three remaining public hearings before the Commission returns to Frankfort to
hear the advice of its consultants and work on a proposal for the Governor. The Commission
will be in Prestonsburg on August 7 and in Lexington on August 21.

All Kentucky taxpayers should consider the impact of the potential reforms suggested
and those introduced in the last few sessions of the General Assembly, and then provide
comments to the Commission on the impact of the proposals on their business. Comments may
be made at a public hearing or through the Commission’s website, which is at
http://ltgovernor.ky.gov/taxreform/Pages/default.aspx.


