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Conversely, Kentucky's local governments obtain a comparatively larger share of
revenues from income (wages and profits) by levying an occupational tax. The
comparative differences between these two tax sources have increased over time. Another
feature of Kentucky's local government finances is the degree of revenue that is collected
at the state-level and returned to local governments. Kentucky's state and local tax
structure is considerably more centralized at the state-level than the vast majority of the
states. An additional distinction is Kentucky's local governments use of local charges
such as user fees as a revenue source. The reliance on user fees and other miscellaneous
revenues increased during the 1980s and is a significant source of local revenue.

Characteristics of Kentucky's Local Government and Taxing District Revenues

To highlight the various characteristics of each type of local government's revenues, the
census data was collapsed into nine categories (Appendix A provides information on
what revenues are included in each category):

� Property Tax
� Income Tax
� Public Utility Tax
� Motor Vehicle and Operator Licensing Tax
� Other Select Sales and Excise Taxes
� Taxes Not Elsewhere Classified (NEC)
� Fees and Charges
� Other Revenue
� Intergovernmental State Transfers (IGR)

Tables 1 presents the distribution of the revenue generated from each of these nine
categories by Kentucky's local governments. Total revenue is the summation of the nine
categories, direct federal transfers are excluded.  Because intergovernmental transfers
from the state represent a large share of total local revenue, especially for counties and
school districts, much of the analysis that follows will concentrate on "own-source
revenues" by excluding these transfers. Thus, local revenues-own sources  represents the
sum of the first eight revenue categories. This approach will allow for a more precise
examination of the revenues generated specifically by local governments.
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It is apparent from Table 1 that the property tax, fees and charges, state transfers, and other revenue
represent the primary sources for local revenues. For cities, the occupational income tax is a
significant source of revenue relative to total revenues collected. Notable for counties and cities, is
how the property tax has been a declining revenue source. For counties, cities, and special districts
non-tax sources of revenue are an important source of revenue. Non-tax revenue sources include
user fees, charges, and other revenues such as interest income. In 2002, over half (50.2 percent) of
county revenues were generated from these sources. Likewise, they represented 40.3 percent  of city
revenues and 57.4 percent of the revenue of special districts. Another important source of revenue
for local governments are transfers from the state. In 2002, just over 39 percent of total revenues of
local governments were transfers from the state. What follows is an analysis of each of these major
revenue sources and, where  appropriate, a comparison with local governments in the rest of the
nation.

Comparison of Kentucky and U.S. Local Tax Structures

One of the most common methods for evaluating differences in states' tax structures is by comparing
the percent of state tax revenues to total state and local tax revenues. Figure 1 shows that in each of
the seven census years, Kentucky had a higher percent of state and local tax revenues raised at the
state-level than the national average.  In fact, in 2002, only six states had a higher percent than
Kentucky. When you consider all sources of revenue, and not just taxes, the difference between
Kentucky and the national average narrows slightly. It does not change its relative standing with
other states.

Figure 1: Percent of State Taxes to Total State and Local Taxes
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Table 1 shows that state transfers to local governments (IGR) are an important source of revenue for
local governments in Kentucky. Thus, some of the money collected by the state is transferred to
local governments. In 2002, 30.7 percent of the state's revenues were transferred to local
governments. This however is lower than the national average of state transfers to local governments
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of 47.7 percent.  Part of the reason Kentucky is below the national average in monies returned to
local governments and yet generates more money at the state-level is that federal transfers that pass
through state government on their way to local governments are included as state transfers.
Additionally many transfers are determined by population size. When you control for population
differences Kentucky transfers 39.1 percent, which is slightly higher than the national average of
37.1 percent.

In order to better understand the relationship between state and local tax revenues in Kentucky,
Table 2 breaks down the composition of tax collections for each type of local government. During
the past seven censuses spanning thirty years, Kentucky has generated approximately 75 percent of
all its tax revenue at the state-level and there has been only slight fluctuations in this relationship.

Table 2: Percent of Kentucky's Total State and Local Taxes by Type of Government

Year STATE COUNTIES CITIES
SPECIAL
DISTR.

SCHOOL
DISTR.

1972 73.8% 4.9% 8.3% 0.1% 12.9%
1977 75.1% 5.0% 7.9% 0.3% 11.7%
1982 79.4% 4.8% 8.0% 0.4% 7.4%
1987 78.0% 5.1% 8.4% 0.4% 8.1%
1992 77.0% 4.8% 8.1% 0.7% 9.5%
1997 76.7% 4.4% 7.7% 0.9% 10.3%
2002 74.0% 5.2% 8.6% 1.3% 11.0%

A comparison of Kentucky's and the nation's local government tax structure can also be made by
examining the amount of revenue generated by different taxes. Figure 2 presents the percent of total
taxes collected in Kentucky and the nation for four major tax classifications; property, sales &
excise, income, and other taxes such as license taxes and taxes not elsewhere classified.

In 2002, Kentucky's local governments relied more heavily on occupational income taxes and other
types of taxes than the U.S. on average. This is in contrast to most local government in the U.S.,
which rely mostly on property and general sales & excise taxes as their sources of tax revenue.
Interestingly, Kentucky's tax structure has not converged to the U.S. average over the past thirty
years, rather it has moved further away from the average local government tax structure.
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Figure 2: Percent of Local Taxes by Type of Tax, 2002
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Property Tax

The property tax represents an important revenue source for local governments, but as previously
noted, Kentucky relies on it less than most other states. Nonetheless, the property tax is the second
largest source of local revenue in Kentucky based on the nine categories discussed at the beginning
of this report (state transfers was the largest source total revenue in 2002).  It is important to
recognize that much of the property tax revenue is generated by school districts. When examining
the composition of revenue for counties and cities, it is user fees, charges, and other revenue such as
interest earnings on revenue that are relatively more important than the property tax as a source of
revenue.

Figure 3 presents a comparison of property tax collections as a percent of total local taxes for
Kentucky and the U.S.  Since the 1970s, the percent contribution of the property tax has declined in
Kentucky, but in 1997 and 2002 there were slight increases. Noteworthy is the effect property tax
limitation efforts of the late 70s had on the revenue generated from the property tax, by example
HB44 in Kentucky. This effect is equally noticeable in both Kentucky and the U.S. However, the
effect in Kentucky appears larger.1

                                                
1 Factors other than the implementation of HB44 may have constrained revenue collections. If, however, the emergence of HB44 was
a representation of voter sentiment regarding the use of property tax collection, then lower collections might be expected independent
of HB44 direct effect on collections. That, however,  is an empirical question, which cannot be answered using this data
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Figure 3: Percent of Local Property Taxes to Total Local Taxes
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Kentucky school districts raise a significant amount of their revenue through property taxes. In 2002,
nearly 60 percent of all property tax revenue generated through local taxes were raised by school
districts. Kentucky is similar to the U.S. in this respect. When comparing Kentucky with the U.S.
average property tax collection the difference becomes more pronounced if school district revenues
are excluded. For example in 2002, local governments in the U.S., other than school districts,
collected on average 16.5 percent of total tax collections through the property tax, Kentucky
generated 5.8 percent.

Figure 4 shows that in Kentucky dependence on local property taxes, measured as the percent of
total local revenues-own source, has declined. The property tax has rebounded somewhat from a low
of 25.2 percent of revenues in 1987, but remains well below the share of revenue reached in the 70s.

Figure 4: Percent of Local Property Taxes to Total Local Revenue-Own Source
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User Fees, Charges and Other Revenues

While the property tax has declined in relative importance as a revenue source for local
governments, user fees and other revenues (which in recent census years is predominately interest
income) have become an increasingly important source of revenue. Figure 5 shows the percent of
local revenue-own source derived from these fees and other sources and compares these sources of
revenue with the U.S.

Figure 5: Percent of Local User Fees and Other Revenues to Total Local Revenue-Own Source
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User fees along with other non-tax sources of revenue play an important role in local government
finances in Kentucky. Compared with the U.S., Kentucky's local governments are more reliant on
these types of non-tax revenues, however, the difference between the two has narrowed slightly in
the past two census years.

Occupational Income Tax

The occupational income tax is another important revenue source, however, it is not equally
available to all local governments. Statutory provisions determine whether a local government can
assess an occupational tax and the maximum tax rate that can be assessed. Currently, all counties and
cities can levy the occupational tax, but are allowed different rates based on the size of the local
government (6th class cities are restricted to a flat-fee). School districts can also levy the tax. The
occupational tax, while labeled as an income tax by the census bureau, may be better thought of as a
license tax since it is based solely on income related to employment and may include wages and
salary, company profits or both. The occupational tax ignores all other potential sources of income
such as interest and capital gains, plus it does not allow for filing of exemptions or deductions.
Figure 6 below shows the percent of local revenue generated from the occupational income tax by
the different local governments and how collections have changed over time.

100

Appendix B Legislative Research Commission
Task Force on Local Taxation



Figure 6: Percent of Occupational Income Tax to Total Local Revenue-Own Source
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Based on data compiled by the Kentucky Society of CPAs, in 2005, 139 cities and 59 counties are
levying an occupational tax.  Two school districts (Jefferson and Fayette) are also levying the tax. It
is clear from the chart above that for cities this tax represents an important source of revenue
generating just over 29 percent of the cities revenues. Since 1987, both cities and counties have
increased their use of the occupational tax for their revenues.

Conclusions

Local governments in Kentucky, including school and special districts, have several unique features
relative to local governments in the U.S.  The most obvious difference is that Kentucky's local
governments rely far less on the property tax. In 1972, Kentucky's local governments received 44.4
percent of their local own-source revenues from property taxes. By 2002, reliance had declined to 30
percent. On the other hand, Kentucky's local governments obtain a comparatively larger share of
revenues from income taxes. These two comparative differences have increased over time. Another
feature of Kentucky's local government finances is the degree of revenue that is collected at the
state-level and returned to local governments. In 2002, 74 percent of all state and local taxes were
collected by the state. This compares with 59.1 percent for the U.S.

An additional source of local revenue is charges such as user fees. The reliance on user fees and
other miscellaneous revenues increased in the 1980s and has remained near 46 percent of total local
revenues for the last three censuses. Kentucky's local governments have always relied more on these
types of revenues than the U.S. Occupational taxes for some local governments in Kentucky are
another important source of revenue. The reliance on the occupation tax by local governments is a
unique feature of Kentucky's tax structure. In 2002, 29 percent of local government tax collections in
Kentucky were from the occupational income tax, the U.S. average was less than 5 percent.
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About the Data

The Census of Government Finances is a government financing survey of five different taxing
districts in each state. The tax districts are the state, counties, cities, school districts, and special
districts. The census surveys these localities every five years for information on tax collections, fees
and charges, and intergovernmental transfers. The data is aggregated at each taxing level, which
does not allow for analysis of individual or regional taxing districts. Thus, the aggregated date
provides the overall or "average" structure and may not be at all representative of any individual
local government.

Because the data is collected through a survey instrument, it is subject to missing data and reporting
errors especially for smaller localities such as the special districts. Generally, the smaller the taxing
district, the greater the chance for error. State-level data represents actual, non-survey type data,
while special districts data (the smallest taxing district) represents an estimation of finances based on
survey data. The data is combined into revenue categories, which may not always be appropriate for
Kentucky. For example, the premium insurance tax is not specifically accounted for in the local
government data, but is captured in the category for other select sales taxes not elsewhere classified.

Because the data is aggregated by local government and by revenue categories, one is required to
discuss in broad, general terms local government tax structures. Finally, as with any aggregated or
averaged data, the data can be dominated by a few large localities. When the data is dominated by
one or more localities, the results tend to be less representative of the typical, smaller localities.
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