Robert W. Cox

We dedicate this annual report to Bob,
thanking him for his service to the Commonwealth of Kentucky

and wishing himwell in his retirement.

Bobservedasthe Deputy Executive Director of the Governor’s Office for Economic Analysis from
1999t02008. He servedthe Commonwealth foratotal of 18 years. Hewas influential inimplementing
the consensus forecasting process in the Commonwealth. Inaddition, Bob represented Kentucky as
astate delegate on the Streamlined Sales Tax Project and served that organization as Secretary/
Treasurer. When notinvolved in the revenue estimating process Bob and his wife Brenda play

traditional music with Ceol Cridhe, a Celtic music band.
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July 30, 2008

The Honorable Steven L. Beshear
Governor

Commonwealth of Kentucky
State Capitol Building

Frankfort, KY 40601

Dear Governor Beshear:

The Quarterly Economic and Revenue Report Annual Edition summarizes Kentucky’s
revenue and economic statistics for the Fiscal Year 2008 (FYO08). It also includes an
interim economic and revenue forecast for the first three quarters of FY09.

General Fund receipts for FYO0S8 totaled $8.664 billion, an increase of 1.1 percent compared
to the same period in FY07. This was $100.8 million below originally budgeted levels for
the year, but $28.0 million above the revised official estimate rendered in January 2008 by
the Consensus Forecasting Group, and amended by the 2008 General Assembly.

Road Fund revenues totaled $1.263 billion, an increase of 3.0 percent from FY07, and were
$20.0 million below the official revenue estimate.

The interim General Fund forecast for the first three quarters of FY09 calls for an
increase of 1.3 percent compared to the same period one year ago. The Road Fund is

expected to decline by 1.8 percent in the first three quarters of FY09.

We will continue to monitor the economic and fiscal conditions of the Commonwealth and
will keep you apprised of developments.

Sincerely,

Mary E. Lassiter
State Budget Director

KentuckyUnbridledSpirit.com K%lequ An Equal Opportunity Employer M/F/D
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Executive Summary . ..

Quarterly Report - FY2008:4

Thisreport provides a review and assessment
of Kentucky General Fund and Road Fund
revenues for Fiscal Year 2008 (FY08) as well
as a projection of revenues for the first three
quarters of FY09. General Fund receipts
grew 1.1 percent in FY08 to $8.664 billion.
While revenues were $90.5 million higher
than in FYO07, they fell short of the original
budgeted level by $100.8 million. Revenues
exceeded the revised official estimate by $28.0
million. The revised official estimate is the
January 2008 consensus revenue estimate
as modified by legislative changes enacted by
the 2008 General

tax, and limited liability entity tax receipts
were affected by prior legislative actions while
economic conditionsinfluenced sales and coal
tax receipts.

The sales and use tax posted growth of only
0.5 percent in the fourth quarter of FY08 as
rising gasoline and commodity prices reduced
consumers disposable income. Individual
Income tax receipts rose 27.6 percent com-
pared to collections in the fourth quarter of
FYO07 due primarily to legislative changes
and withholding from out-of-state firms. Cor-

porationincome

Assembly. For
the fourth quar-
ter, General
Fund receipts
grew 3.5 percent

FiscalYear 2008

taxes posted a
decline of 64.2
percent for the
quarter due to a
shiftinrevenues

to $2.448 billion.

Road Fund revenues grew by 3.0 percent in
FYO08 but were $20.0 million below the re-
vised official revenue estimate. Fiscal Year
2008 receipts totaled $1.263 billion, $36.9
million more than FYO07 collections. Receipts
in the fourth quarter fell 3.6 percent to $323.4
million.

Fourth Quarter FY08

General Fund revenue collections grew 3.5
percent in the fourth quarter of the fiscal year
to $2.448 billion. Collections in the major
revenue accounts varied as individual in-
come tax, limited liability entity tax (LLET),
property taxes, and coal severance tax re-
ceipts all grew strongly. Sales tax collections
were nearly flat while corporation income
tax, tobacco, and “Other” taxes decreased.
Individual income tax, corporation income

to the indi-
vidualincome tax as well as areductioninthe
top corporate income tax rate. Limited liabil-
ity entity tax collections were $47.8 million.
The coal severance tax increased 12.4 per-
cent, tobacco taxes fell 6.8 percent, and lot-
tery receipts were off 1.6 percent for the quar-
ter. Property taxesrose by 30.7 percentin the
fourth quarter of FY08 to $56.8 million.
“Other” revenue is comprised of the remain-
ing accounts in the General Fund and ac-
counted for $180.1 million in receipts, a de-
cline of 6.1 percent from the fourth quarter of
FYO07.

Road Fund receipts continued their year-long
decline, falling 3.6 percentin the fourth quar-
ter of FYO8 as the major taxes, motor fuels
and motor vehicle usage tax, sputtered due to
soaring gasoline prices and weak auto sales.
Motor fuels tax receiptsincreased 6.9 percent
during the fourth quarter of FY08 due to an

Governor's Office for Economic Analysis



increase 1n tax rate. However, a decline in
gasoline consumption softened growth. Mo-
tor vehicle usage tax receipts decreased by
9.9 percent due to weak automobile sales.
Weight distance tax receipts were $20.4 mil-
lion, a decline of 3.3 percent. Motor vehicle
license tax receipts decreased by 29.1 per-
cent, investment income grew 15.5 percent,
and the remainder of the accounts in the
Road Fund combined for an increase of 8.8
percent.

Annual Revenue Collections FY08
General Fund

The General Fund grew by 1.1 percent in
FYO08 as shown in Table 1. The slow growth
reflects the weaknessin economic conditions,
both nationally and in Kentucky. It is the
lowest level of General Fund revenue growth
since 2002. Receipts totaled $8.664 billion,
an increase of $90.5 million over FY07 col-
lections. Salestax revenue grew 2.1 percent
as higher energy prices cut into consumers’
disposable income. Individual income tax
receipts grew 14.5 percent, due largely to a
shift in the reporting requirement for lim-
ited liability pass-through entities. Corpo-
rate income tax collections plummeted 56.0
percent due mainly to the offsetting factor
affectingindividual income tax receipts and
areductioninthe tax rate. The combination
of individual income tax, corporationincome
tax, and the LLET decreased 0.3 percent
compared to the prior year. Coal severance
taxes increased by 5.0 percent, tobacco tax
receiptsincreased 0.6 percent, property taxes
rose 1.7 percent, and Lottery receipts in-
creased 0.4 percent. All other accounts in
the General Fund grew 3.4 percent.

General Fund collections for FY0O8 were
$100.8 million below originally budgeted
levels for the year, but $28.0 million above
the revised official estimate rendered in

Executive Summary

January 2008 by the Consensus Forecasting
Group, as modified by the 2008 General As-
sembly, which projected revenue growth of
just 0.7 percent. The largest shortfall oc-
curred in the corporation income tax which
was almost entirely offset by increased collec-
tions in the individual income tax.

General Fund growth was good in the first
quarter but turned negative in the second
quarter. Receipts rebounded in the second
half of the fiscal year, ending with growth of
3.5 percent in the fourth quarter, for an an-
nual total of 1.1 percent.

Road Fund

Road Fund receipts increased 3.0 percent
during FY08 to $1.263 billion, as shown in
Table 1. Motor fuels taxes increased by 8.0
percent on receipts of $608.8 million. Motor
vehicle usage tax receipts of $405.8 million
represent a decline of 1.3 percent. Weight
distance tax revenues fell 1.3 percent, motor
vehicle license tax receipts were down by 8.0
percent, investment income rose by 20.9 per-
cent, and the remaining Road Fund accounts
grew by 10.3 percent.

Road Fund collections for FY08 were $20.0
million, or 1.6 percent, below the official rev-
enue estimate. The two largest Road Fund
accounts, motor fuels and motor vehicle us-
age, were both below forecasted levels but
close to the estimate.

The Road Fund began the year with very
strong revenue growth of 7.7 percent, but
weakened in each of the remaining three
quarters, ending the year with negative
growth in the fourth quarter. Motor fuels
taxes exhibited strong growth for the entire
fiscal year while motor vehicle usage taxes
were particularly weak over the second half
of the fiscal year.

Governor's Office for Economic Analysis



Table 1
Total Receipts
(million $)
(%)
EY08 EYO?  Chg
General Fund 8,664.3 8,573.8 11
Road Fund 1,262.8 1,225.9 3.0

The Economy

By most measures the U.S. economy slowed
substantially in FY08. Real GDP increased
by just 2.5 percent for FYO07.

Real consumption was up 2.4 percent for the
year after increasing by 3.0 percent in FY07.
The slowdown was most apparent in the de-
mand for durable goods which contracted by
0.2 percent in the fourth quarter following
robust growth of 5.0 percent a year ago. Most
of the slump was in the motor vehicles sector
which declined by 8.6 percent. Consumption
of nondurable goods also faltered in FYO0S8.
The decline of the housing market was felt
stronglyin theinvestment component of real
GDP. Real investment declined 7.6 percent
in FY08. Government spending growth was
relatively strong at 2.6 percent in FY08 and
1s attributable to defense spending in sup-
port of the surge in Iraq.

Total nonfarm employment increased by 0.6
percent during FY08. The major gains were
in natural resources and mining (up 5.0 per-
cent for the year and 5.2 percent for the
quarter); education and health services (up
3.0 percent for the year and 3.1 percent for
the quarter); and leisure and hospitality (up
2.5 percent for the year and 2.1 percent for
the quarter). Manufacturing employment
declined by 2.2 percent for the year, and by
2.4 percent during the fourth quarter.

Executive Summary

Inflation surged in the fourth quarter as
energy prices reached record highs. In FY08
CPI inflation averaged 3.7 percent, and was
slightly higher at 4.2 percent in the fourth
quarter.

Personal income growth was 5.7 percent dur-
ingboth the fiscal year and the last quarter of
FY08. When inflation is removed personal
income growth for FY08 is just 2.0 percent
compared to 3.7 percent a year ago.

The Kentucky economy slowed substantially
in FY08. Income and employment growth
lost momentum in each quarter, though the
decline was not as pronounced as in the U.S.
economy. The housing bubble had little di-
rect impact on the state economy because
real estate prices did not rise to the extent
seen in California and Florida. However, by
the middle of the fiscal year, mortgage-re-
lated lending problems had spread tothe rest
of the country, including Kentucky.

In FYO08, personal income increased by 5.3
percent to $135.3 billion. Wages and salaries
comprise about 53 percent of total income
and rose by 4.2 percent during the year.

Nonfarm employment in Kentucky increased
by 1.0 percent in FYO8 resulting in the addi-
tion of 17,800 jobs. In the fourth quarter
nonfarm employment growth had slowed toa
five-year low of 0.4 percent.

In FY08 manufacturing employment was
down 2.3 percent. The hardest hit was the
transportation equipment sector which ac-
counts for over one-fifth of all manufacturing
jobs in Kentucky. Employment in construc-
tion averaged a relatively high 2.6 percent
growth in FY08. As the fallout from the
housing market woes spread into Kentucky,
thelast quarter ended with construction em-
ployment contracting 0.4 percent.

Governor's Office for Economic Analysis



Trade, transportation and utilities represent
the largest supersector in Kentucky and ac-
count for a little over one-fifth of all employ-
mentin the state. Employment in this sector
was up 1.0 percent for the year. Leisure and
hospitality services comprise 10 percent of
Kentucky’s employment. During FY08 em-
ployment in this sector was up 2.4 percent,
and growth was 1.6 percent in the fourth
quarter.

Interim Outlook

General Fund revenues for the first three
quarters of FY09 are expected to grow 1.3
percent. A slowing Kentucky economy will
affect revenue collections. Sales and use tax
receipts are estimated to grow by 0.2 percent
while the individual income tax will increase
1.1 percent for the forecast period. Combined
corporation income and limited liability en-
tity tax receipts will decline 2.1 percent for
the first three quarters of FY09.

Strong growth in coal severance tax revenue
1s forecsted to persistin the coming fiscal year
rising by 13.7 percent. Tobacco taxes are
projected to fall by 4.6 percent continuing
their long-term trend. Property taxes are
expected to rise by 4.1 percent. Lottery rev-

Executive Summary

enues for the first nine months of FY09 are
expected to be $148.9 million, an increase of
6.5 percent, due to a legislatively-mandated
revenue increase. Revenues in the “Other”
category are forecasted to increase by 2.8
percent.

The Road Fund is expected to decline by 1.8
percent during the first three quarters of
FY09 as motor vehicle usage tax receipts and
Iinvestment income tumble.

Motor fuels tax receipts are expected to in-
crease 5.1 percent,inlarge part due to contin-
uedincreasesin the tax rate caused by rising
prices resulting in an automatic statutory
increase. Motor vehicle usage taxes are ex-
pected to fall by 10.3 percent during the first
three quarters of FY09 as motor vehicle sales
continue to decline.

Motor vehicle operator’s license (driver’s li-
cense) fees are expected to increase by 3.6
percent. Weight distance taxes are expected
to fall by 1.6 percent, motor vehicle license
taxes are forecasted to decline by 1.0 percent,
and investment income should fall by 65.0
percent due to lower Road Fund balances.
The “Other” category should rise by 5.8 per-
cent.

Note: In summary tables, numbers may not add up due to rounding.

Governor's Office for Economic Analysis
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Fourth Quarter Fiscal Year 2008
Fiscal Year 2008
General Fund and Road Fund Receipts
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Revenue Receipts . ..

Quarterly Report - FY 2008:4

FOURTH QUARTER, FY2008
General Fund

General Fund receipts in the fourth quarter
of FYOS8 totaled $2.448 billion compared to
$2.364 billion in the fourth quarter of FY07,
anincrease of 3.5 percent. Collectionsin the
major revenue categories are shown in sum-
mary form in Table 2. Detailed information
on these and other accounts is available in
Appendix A.

Table 2
Summary General Fund Receipts
Fourth Quarter, FY08

(million $)
Diff Diff
EYOs  EYor @ )
Sales and Use 719.8 716.4 3.4 0.5
Individual Income 1,161.2 910.2 251.0 27.6
CorporationIncome 124.9 348.7 -223.8 -64.2
LLET 47.8 0.0 47.8 -
Coal Severance 66.3 58.9 7.3 12.4
Tobacco Taxes 43.3 46.4 -3.1 -6.8
Property 56.8 43.4 13.3 30.7
Lottery 477 48.5 -0.8 -1.6
Other 180.1 191.8 -11.7 6.1
TOTAL 24478 2,364.4 83.4

Tax law changes and weakening economic
conditions had an impact on collections dur-
ing the fourth quarter of FY08. Tax law
changes primarily affected individual in-
come tax, corporation income tax, and lim-
ited liability entity tax receipts while eco-
nomic conditions influenced sales and coal
taxreceipts. These changes will be discussed
below in the appropriate category.

The sales and use tax posted growth of only
0.5 percent in the fourth quarter of FY08 as

rising gasoline and commodity prices reduced
consumers’ disposable income. Receipts of
$719.8 million compare to the $716.4 million
collected in the fourth quarter of FYO7.

Individual income tax receipts rose 27.6 per-

cent in the fourth quarter of FYO8 compared

to collections in the fourth quarter of FY07.

Receipts of $1,161.2 million were $251.0 mil-

lion more than was collected in the fourth

quarter of the previous fiscal year. Changes
enacted by House Bill 1 in the first Extra
Ordinary Session of the 2006 General As-
sembly shifted some receipts from the cor-
poration income tax to this source. Addi-
tionally, mandatory withholding from out-
of-state firms increased income tax pay-
ments from pass-through entities.

Corporation income taxes posted a decline
of 64.2 percent during the fourth quarter of
FYO08. Receipts totaled $124.9 million and
were $223.8 million less than collected a
year earlier. Corporation income taxes
werereduced by the shift inrevenuestothe
individual income tax as well as a reduc-
tion in the top corporate income tax rate.

The limited liability entity tax had collec-
tions of $47.8 million in the fourth quarter of
the fiscal year. Because this is a new tax, no

collections for this account were reported in
FYO07.

The coal severance tax increased 12.4 per-
cent in the fourth quarter on the strength of
increased coal prices. Receipts of $66.3 mil-
lion compare to $58.9 million collected in the
fourth quarter of FYO07.

Governor's Office for Economic Analysis



Tobacco taxes fell in the fourth quarter. Re-
ceipts of $43.3 million were 6.8 percent less
than collected in the fourth quarter of FY07.
Tobacco taxes in the General Fund include
the original cigarette excise tax of three cents
per pack, the 26-cent per pack surtax, and
taxes on other tobacco products (OTP). Taxes
on cigarettes fell 7.0 percent in the fourth
quarter while OTP receipts were off 2.3 per-
cent.

Property taxes rose by 30.7 percent in the
fourth quarter of FY08. Collections of $56.8
million compare to $43.4 million received in
the final quarter of the prior fiscal year. Strong
growth in the tangible account due to the
addition of watercraft and telecommunication
property boosted receipts.

Lottery receipts fell by 1.6 percent, or $800,000,
in the fourth quarter of FY08 with revenues of
$47.7 million.

The “Other” category represents the remain-
ing accounts in the General Fund, and com-
bined for $180.1 million in receipts, a decline
of 6.1 percent from FYO07.

Figure A details the composition of fourth-
quarter General Fund receipts by tax type.
Seventy-seven percent of General Fund rev-
enues were in the areas of the individual in-
come tax and the sales tax. The next-largest
source of revenue was the “Other” category at
7.0 percent. The largest components in this
category include insurance premium taxes,
the inheritance tax, beer wholesale sales tax,
the natural gas severance tax, investment
income, abandoned property, departmental
fees, and fines and forfeitures. Corporation
mcome tax accounted for 5.0 percent. The coal
severance tax, property tax, tobacco taxes, the
limited liability entity tax, and lottery re-

Revenue Receipts

Figure A
Composition of Fourth Quarter FY08
General Fund Receipts

Lottery
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Property

2%
Tobacco Taxes
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Coal Severance
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Sales & Use
29%

Individual Income
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ceipts each accounted for three percent or
less of total General Fund receipts.

Road Fund

Road Fund receipts fell 3.6 percent in the
fourth quarter of FY08 as the main con-
tributors — motor fuels and motor vehicle
usage tax receipts faltered. Receipts totaled
$323.4 million compared to the $335.7 mil-
lion received in the fourth quarter of FYO07.
Summary data are contained in Table 3 and
detailed data are shown in Appendix A.

Motor fuels and motor fuels use tax receipts
increased 6.9 percent during the fourth quar-
ter of FY08. Receipts were $151.8 million
and compare to $142.0 collected during the
fourth quarter last year. Motor fuels tax
revenues rose due an increase in the for-
mula-driven tax rate tied to the price of
gasoline. However, a decline in gasoline
consumption muted growth in this account.

Governor's Office for Economic Analysis



Motor vehicle usage tax receipts decreased by
9.9 percent during the fourth quarter due to
weak automobile sales. Receipts were $101.7
million compared to $112.9 million collected
during the same period last year.

Weight distance tax receipts totaled $20.4
million, a decline of 3.3 percent from the fourth
quarter of last year.

Motor vehicle license tax receipts decreased
by 29.1 percent during the fourth quarter of
FYO08. The large drop is due to non-recurring
money that was received last year. Receipts of
$29.0 million compare to $40.8 million re-
ceived during the fourth quarter of FYO07.

Table 3
Summary Road Fund Receipts
Fourth Quarter, FY08

(million $)

Diff Diff

EY0s8 EY07 & @

Motor Fuels 151.8 142.0 9.9 6.9
Motor Vehicle Usage 101.7 1129 -11.2 -9.9
Motor Vehicle License 29.0 40.8 -11.9 -29.1
Motor Vehicle Operators 3.9 3.9 0.0 -0.1
Weight Distance 204 210 -0.7 -3.3
Investmentincome 5.9 51 0.8 15.5
Other 10.8 99 09 8.8
TOTAL 3234 335.7 -12.2 -3.6

Revenue Receipts

Motor Vehicle License

Investment income was up sharply in the
fourth quarter of FYOS8, due to higher cash
balancess yielding $5.9 million.

Receipts for the “Other” category totaled
$10.8 million during the fourth quarter, com-
pared to $9.9 million in the fourth quarter of
FYO07.

Figure B details the composition of Road
Fund revenues by tax type in the fourth
quarter of FY08. Motor fuels taxes and
motor vehicle usage taxes comprised 79 per-
cent of Road Fund revenues in the fourth
quarter. The next-largest source of revenue
was the motor vehicle license tax with nine
percent, followed by weight distance taxes
with six percent. The “Other” category ac-
counted for three percent, investment in-
come composed two percent, and motor ve-
hicle operators was one percent.

Figure B
Composition of Fourth Quarter FY08
Road Fund Receipts

Investment Income  Other
2% 3%
Weight Distance
6%
Motor Vehicle

Operators
1%

9%

48%

Motor Vehicle Usage
31%
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ANNUAL TOTALS, FY 2008
General Fund

The General Fund increased by 1.1 percent
in FY08, slower than the growth recorded in
FYO07 when revenues rose 2.4 percent. Rev-
enue growth of just 1.1 percent reflects the
weakness in economic conditions, both na-
tionally and in Kentucky, and is the lowest
level of revenue growth since 2002. Receipts
totaled $8.664 billion compared to $8.574
billion for the previous year. Collections in
the major revenue categories are shown in
summary form in Table 4. Detailed infor-
mation on these and other accountsis avail-
able in Appendix A.

Revenue Receipts

come was taxed under the corporationincome
tax. House Bill 1 in the 2006 special session
returned the taxation of pass-throughincome
to the individual income tax, so a portion of
the 14.5 percent growth inthistaxis attribut-
able to law changes rather than the underly-
ing economy. Additionally, mandatory with-
holding from out-of-state firms increased in-
come tax payments from pass-through enti-
ties. Receipts totaled $3.483 billion and com-
pare to $3.042 billion collected last year.

Corporate income tax collections plummeted
$552.8 million due primarily to the offsetting
factor affecting individual income tax receipts.
The limited liability pass-through entity shift

Table 4

FYO08 General Fund Revenues Compared to Previous Years

Million $ Growth Rate (%)

FY08 FY07 FY06 FY08 FY07 FY06
Sales and Use 2,877.8 2,817.7 2,749.8 21 25 6.0
Individual Income 3,483.1 3,041.5 2,918.6 145 4.2 -3.9
CorporationIncome 435.2 988.1 1,001.6 -56.0 -14 109.3
LLET 98.4 0.0 0.0 - - -
Coal Severance 233.0 222.0 224.5 5.0 -1.1 217
Tobacco Taxes 178.4 1774 184.2 0.6 -3.7 447.0
Property 500.6 492.5 502.5 1.7 -2.0 6.3
Lottery 187.5 186.6 190.0 04 -1.8 17.8
Other 670.2 648.1 604.9 34 7.1 101
TOTAL 8,664.3 8,573.8 8,376.1 11 24 9.6

The sales tax growth rate for FY08 was 2.1
percent, or $60.1 million above FY07 collec-
tions, as the national housing slump and
higher energy prices cut into consumers’
ability to make taxable purchases. Receipts
of $2.878 billion compare to prior year re-
ceipts of $2.818 billion.

Individual income tax receipts grew by
$441.6 million from last year, due largely to
a shift in the reporting requirement for lim-
ited liability pass-through entities. When
the law changed in 2005, pass-through in-

10 |

was the main contributor to the 56.0 percent
decline in receipts. Weak corporate profits
and a reduction of the top corporate tax rate
were also factors in the revenue decline. Re-
ceipts for the year totaled $435.2 million and
compare to $988.1 million collected in FY07.
The combination of the individual income
tax, corporation income tax, and the limited
liability entity tax decreased 0.3 percent com-
pared to the prior year.

Coal severance taxes increased by 5.0 per-
cent in FY08 reflecting both increased vol-

Governor's Office for Economic Analysis



ume and prices. Total collections for the
fiscal year were $233.0 million or $11.0 mil-
lion more than FYO7 receipts.

Tobacco tax receipts increased $1.0 million
to $178.4, an increase of 0.6 percent.

Total property taxes rose 1.7 percent during
the fiscal year. Receipts totaled $500.6 mil-
lion compared to $492.5 million collected in
FYO07. Strong growth of 7.0 percent in the
tangible property tax account helped offset
reductions in omitted and delinquent and
public service tax collections.

Lottery receipts increased 0.4 percent from
the previous year. Receipts of $187.5 mil-
lion compare to $186.6 million remitted to
the state in FY07.

The “Other” category finished the year with
growth of 3.4 percent. Receipts of $670.2
million compare to $648.1 million collected
in FY07. Accounts

Revenue Receipts

estimates in December 2007 and January
2008 resulted in a budget reduction earlier
this fiscal year. Table 5 shows General Fund
tax receipts compared to the revised official
estimate.

The largest shortfall occurred in the corpora-
tion income tax, which was $116.3 maillion
below forecasted levels. On the other hand,
the individual income tax, limited liability
entity tax, property tax, and “Other” rev-
enues all came in above forecasted levels.

Figure C details the composition of FY08
General Fund receipts by tax type. Nearly 73
percent of General Fund revenues werein the
areas of the individual income tax and the
sales tax. The next-largest source of revenue
was the “Other taxes” category. The largest
components in this category include insur-
ance premium taxes, bank franchise tax, in-
heritance tax, beer wholesale sales tax, the
natural gas severance tax, abandoned prop-

showing strong growth Table 5
were the inheritance FY08 General Fund Revenues Compared to Revised Official Estimate
tax and the sale of NOx (million $)
allowan(;es. Offsetting Diff. Diff.
these gains were abgn- Actual Estimate © 5
doned propertyreceipts Sales and Use 2,877.8 2,897.6 -19.8 0.7
and interest on invest- Individual Income 3,483.1 3,370.0 113.1 34
ments. Corporationincome 435.2 551.5 -116.3 211
LLET 98.4 93.0 54 5.8
Coal Severance 233.0 223.7 9.3 4.1
General Fund collec- Tobacco Taxes 178.4 179.7 13 -0.7
tions for FY08 were Property 500.6 497.0 3.6 0.7
$100.8 million below Lottery 1875 187.5 0.0 0.0
originally budgeted Other 670.2 636.3 33.9 2.3
TOTAL 8,664.3 8,636.3 28.0 0.3

levels for the year, but
$28.0 million above the
revised official estimate rendered in Janu-
ary 2008 by the Consensus Forecasting
Group, as modified by the 2008 General
Assembly, which projected revenue growth
of just 0.7 percent. The reduced revenue

erty, departmental fees, and fines and forfei-
tures. Property taxes made up six percent of
the General Fund and corporation income
accounted for 5.0 percent. Coal severance
taxes, lottery revenues, tobacco taxes, and

Governor's Office for Economic Analysis



the LLET each accounted for 3.0 percent or
less of General Fund revenues.

Table 6 and Figure D detail the growth rates
in General Fund revenues by each fiscal
quarter of FY08. Growth was good in the
first quarter but turned negative in the
second quarter. General Fund receipts
strengthened in the second half of the fiscal
year, ending with growth of 3.5 percent in
the fourth quarter.

Kentucky’s General Fund receipts largely
reflect the overall economy, and for that
reason this report includes a discussion of

Revenue Receipts

and personal income move together. How-
ever, tax law changes accelerated revenue
collections in FY05 and FY06.

Figure C
Composition of FY08
General Fund Receipts by Tax Type

Lottery
2% Other

Property
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Tobacco Taxes
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Coal Severance
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Sales & Use
33%
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economic conditions in FY08. In Figure E
the growth rates of Kentucky total personal
income and General and Road Fund rev-
enues are plotted from FY04 through FY08.
Typically growth rates in the Geneal Fund

Individual Income
40%

Table 6
General Fund Growth Rates for the Four Quarters
and Full Year FY08

(percent)
1stQtr  2nd Qtr 3rd Otr 4th Otr FY08
Sales and Use 35 1.8 2.8 0.5 2.1
Individual Income 115 5.0 10.8 27.6 14.5
CorporationIncome -41.4 -54.8 -68.2 -64.2 -56.0
LLET
Coal Severance -2.4 15 8.1 12.4 5.0
Tobacco Taxes 51 -3.7 8.6 -6.8 0.6
Property 43.0 -2.3 -11.0 30.7 1.7
Lottery 1.2 6.6 -4.0 -1.6 0.4
Other 0.3 16.0 9.2 6.1 3.4
TOTAL 15 2.1 1.2 35 1.1
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Figure D
Quarterly General Fund Growth
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Figure E
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Road Fund

Total Road Fund receipts rose by 3.0 percent
during FYO08. Total receipts of $1.263 billion
compare to $1.226 billion collected during
FY07. Road Fund collections are summa-
rized in Table 7.

Motor fuels and motor fuels use taxes in-
creased by 8.0 percent on receipts of $608.8
million, compared to $563.5 million collected
during the previous fiscal year. Motor fuels
taxes for the fiscal year were affected by a

Revenue Receipts

Investment income rose by 20.9 percent as
Road Fund balances increased over the pre-
vious fiscal year. Receipts totaled $19.5 mil-
lion, compared to $16.1 million in FY07.

The “Other” category grew by 10.3 percent
from FYO07. Total receipts in this category
were $35.5 million, compared to $32.2 million
collected in FYO7.

Road Fund collections for FY08 were $20.0
million below the official revenue estimate
(the consensus estimate of January 2008) as

Table 7
FYO08 Road Fund Revenues Compared to Previous Years

Million $ Growth Rate (%)

FY08 FYO07 FY06 FY08 FY07 FY06
Motor Fuels 608.8 563.5 528.3 8.0 6.6 7.6
Motor Vehicle Usage 405.8 411.3 395.6 -1.3 4.0 -2.9
Motor Vehicle License 93.5 101.7 93.9 -8.0 8.3 21
Motor Vehicle Operators 15.4 15.8 14.6 -2.8 8.6 146.7
Weight Distance 84.4 85.4 85.3 -1.3 0.1 2.7
Investmentincome 19.5 16.1 6.4 20.9 152.6 154
Other 35.5 32.2 414 103 -22.0 -14
TOTAL 1,262.8 1,225.9 1,165.4 3.0 5.2 34

statutory tax rate increase tied to the whole-
sale price of gasoline. This increase was
partially offset by a decline in gallons of
motor fuels sold, reflecting consumer response
to higher gas prices.

Motor vehicle usage tax receipts of $405.8
million represent a decline of 1.3 percent
compared to the $411.3 million collected in
FYO07.

Weight distance tax revenues fell 1.3 percent
with receipts of $84.4 million compared to
$85.4 million collected in FYO07.

Motor vehicle license tax receipts were down
by 8.0 percent with collections of $93.5 mil-
lion compared to $101.7 million collected in
FYO07.

14 |

shown in Table 8. This was 1.6 percent less
than anticipated in the official estimate, as
shownin Table 5. Four of the seven accounts
were below forecasted levels, one was un-
changed from the previous year, and two
were above the estimate. The largest short-
fall occurred in the motor vehicle license tax,
which was $15.1 million, or 13.9 percent, be-
low the forecasted level. The two largest
Road Fund accounts, motor fuels and motor
vehicle usage, were both below forecasted
levels but within 1.4 percent of the estimate.

Figure F details the composition of FY08
Road Fund receipts by source. Eighty per-
cent of the Road Fund came from motor ve-
hicle usage taxes and motor fuels taxes. Fol-
lowing these, the motor vehicle license tax
and the weight distance tax each accounted

Governor's Office for Economic Analysis



for 7.0 percent. “Other” taxes combined to
account for three percent, investment in-
come was two percent of Road Fund rev-
enue, and motor vehicle operators revenue
was one percent.

Table 8

FYO08 Road Fund Revenues Compared to

Official Estimate

Revenue Receipts

Table 9 and Figure G detail the growth rates
in Road Fund revenue by each fiscal quarter
in FY08. Overall, the Road Fund began the
year with very strong growth of 7.7 percent,
but weakened in each of the remaining three
quarters, ending the year with negative
growth in the fourth quarter. Motor
fuels taxes exhibited strong growth for

(million $) the entire fiscal year while motor ve-
_ _ hicle usage taxes were particularly weak
_ Diff.  Diff.  gver the second half of the fiscal year.
Actual Estimate [63) %
Motor Fuels 608.8 611.7 -2.9 -0.5 ) )
Motor Vehicle Usage 4058 4117 59 -14  UnliketheGeneral Fund, growthinthe
Motor Vehicle License 93.5 108.6 -151 -13.9 Road Fund does not closely follow the
Motor Vehicle Operators ~ 15.4 154 00 -02  growth in Kentucky personal income (
Weight Distance 84.4 85.5 -1.1 -1.3 Figure E).
Investmentincome 19.5 15.8 3.7 23.2
Other 35.5 34.1 14 4.1
TOTAL 1,262.8 1,282.8 -20.0 -1.6
Figure F

Composition of FYO08
Road Fund Revenues

Other
3%

Investment Income
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Weight Distance
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Motor Vehicle
Operators
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Revenue Receipts

Table 9

Road Fund Growth Rates for the Four Quarters
and Full Year FY08

(percent)

1stQtr  2nd Otr __ 3rd Otr 4th Otr FY08
Motor Fuels 11.6 8.2 53 6.9 8.0
Motor Vehicle Usage 14 4.4 0.2 -9.9 -1.3
Motor Vehicle License 30.3 -0.3 -1.8 -29.1 -8.0
Motor Vehicle Operators -0.9 -4.2 -5.9 -0.1 -2.8
Weight Distance 12 -1.0 -2.0 -3.3 -1.3
InvestmentIncome 6.3 20.7 39.1 155 20.9
Other 2.6 2.3 -45.5 8.8 10.3
TOTAL 7.7 5.6 3.2 -3.6 3.0

Figure G

Quarterly Road Fund Growth

1st Qtr 2nd Qftr

3rd Qtr 4th Qtr
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The Economy . ..

Atthe beginning of Fiscal Year 2008 most of the key economic statistics showed the economy was
robust and poised to reach even greater heights. Real GDP was up by a heady 4.9 percent and
industrial production was increasing strongly. Inflation, however, was heading towards 3.0
percentas crudeoil prices approached $ 70 per barrel. Butthiswasregarded asa minor blip and
attributed to a “risk premium”. Then, two months into the fiscal year, the subprime mortgage
crisis came to light. The crisis quickly spread as it became apparent that subprime loans had
been packaged and sold as investment grade securities. By the middle of the year the Fed had
lowered the federal funds rateto 2.0 percent and commodity prices were through the roof. By the
endofthe FY08 we had had two quarters ofjob losses and industrial production had contracted.

Most measures now point to a significant economic downturn.

Table 10
U.S. Summary Economic Conditions
Fourth Quarter* Fiscal Year Average
% %
FYO07 FY08 Chg FYO07 FY08 Chg
Real GDP (billion 2000 $) 11,520.1 11,756.8 21 11,416.2 11,698.8 25
Personal Income (billion $) 11,577.3 12,233.2 5.7 11,319.4 11,965.3 5.7
Consumer Price Index (1992-94=100) 206.6 215.3 4.2 204.1 211.7 3.7
Industrial Production (2002=100) 1111 1111 0.0 110.3 111.9 14
Civilian Labor Force (millions) 152.8 154.3 1.0 152.4 153.7 0.8
Total Nonagricultural Employment (millions) 137.5 137.5 0.0 137.0 137.8 0.6
Manufacturing Employment (millions) 13.9 13.6 -2.4 14.0 13.7 -2.2
Unemployment Rate (percent) 4.5 5.3 - 4.5 4.9 -

* Seasonally adjusted data.

Sources: Global Insight and U.S. Department of Commerce, Bureau of Economic Analysis.

The broadest measure of economic perfor-
manceisreal gross domestic product (GDP).
It is an inflation-adjusted measure of the
total output of goods and services produced
in the United States. By most measures the
economy slowed down substantiallyin FY0S;
but real GDP increased by 2.5 percent com-
pared to 2.1 percent growth in the previous
year. This seeming anomaly stems from
soaring exports and a sharp drop inimports.
Real GDP is typically reported as a season-
ally adjusted annual rate that compares
consecutive quarters. On that basis growth
in the fourth quarter dropped from 3.8 per-

cent (comparing January-March to April-June
2007) to 1.8 percent. However, when the fourth
quarter for FYO8 is compared to the same
quarter a year ago the situation is reversed:
real GDPincreased by 2.1 percent compared to
1.9 percent in the same quarter in FY07. In
analyzing revenue growth this is a more ap-
propriate gauge because revenues are typi-
cally compared to the same quarter from the
previous year.

There are four broad components of the
economy that drive overall growth: consump-
tion, investment, government spending, and

Governor's Office for Economic Analysis
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net exports. Consumption is by far the larg-
est component accounting for about 70 per-
cent of the total. Real consumption (i.e. ad-
justed forinflation) was up 2.4 percent for the
year after increasing by 3.0 percent in FY07.
This was most apparent in the demand of
durable goods which contracted by 0.2 per-
cent in the fourth quarter following robust
growth of 5.0 percent a year ago. Most of the
slump was in the motor vehicles sector which
declined by 8.6 percent. The sharp decline in
durable goods is a result of the subprime
lending fiasco and the subsequent contrac-
tion in the housing market. The decline in
asset values has meant that home equity
loanshave dried up and with them the ability
of households to purchase durable goods like
automobiles and furniture.

Consumption of nondurable goods also fal-
tered in FY08. The average growth in the
demand for clothing, fuel, and pharmaceuti-
cals was halved from 3.2 percent in FY07 to
1.6 percent in FYO08. The spike in crude oil
prices caused gasoline purchases to decline
by 2.1 percent over FY07. The purchase of
services comprises over half of overall con-
sumption. Consumer spending on services
grew unabated from last year. These services
include those related tohousehold operations,
medical services, transportation, and recre-
ation.

The decline of the housing market was felt
strongly in the investment component of real
GDP. After increasing at the rate of 6.2
percentin FY06, real investment declined by
5.7 percent in FYO07, followed by 7.6 percent
declinein FYO08. The fourth quarter drop was
7.6 percent. Residential fixed investment
constitutes one-fourth of the totalinvestment
category. The market had been built up
strongly on the basis of creative lending in
the subprime market, i.e., to borrowers who

The Economy

couldill afford the loans. Residential invest-
ments were down 19.5 percent for the year
and 22.7 percent in the fourth quarter.

Government spending is less than a fifth of
total GDP and was up by a relatively strong
2.6 percent in FY08. The current growth is
attributable to defense spending in support
of the surge in Iraq. Federal defense spend-
ing was up by 5.4 percent in the fourth quar-
ter of FYO8 compared to 2.8 percent a year
ago. The weak dollar resulted in export
growth of 9.4 percent versus 0.6 percent in-
crease inimport growth. However, the mag-
nitude of imports continues to exceed that of
exports. That means the foreign trade bal-
ance is still negative.

Employment has slowed steadily over the
last two years. The fourth quarter produced
some ominous statistics: both industrial pro-
duction and nonfarm employment growth
came to a standstill. The rule of thumb is
that real GDP has to be above three percent
to see strong employment growth. Total non-
farm employment is estimated to have in-
creased by 0.6 percent during FY08 and
showed no growth during the fourth quarter.
The major gains were in natural resources
and mining which includes oil and natural
gas (up 5.0 percent for the year and 5.2 per-
cent for the quarter); education and health
services (up 3.0 percent for the year and 3.1
percent for the quarter); and leisure and
hospitality (up 2.5 percent for the year and
2.1 percent for the quarter). Manufacturing
employment declined by 2.2 percent for the
year, and by 2.4 percent during the fourth
quarter. Predictably, employment in con-
struction was down 3.2 percent for the year
and a hefty 5.2 percent for the quarter. The
unemployment rate for FY08 was relatively
low at 4.9 percent, but this statistic is not a
good indicator of an economic slowdown be-
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cause of the discouraged worker syndrome.
Essentially, a sluggish labor market has a
dispiriting effect on job-seekers. This causes
them to drop out of the labor force and they
remain uncounted for the purpose of deter-
mining the unemployment rate.

Inflation surged in the fourth quarter as
energy prices reached record highs. The
benchmark U.S. crude oil, West Texas Inter-
mediate, averaged $124 per barrel—almost
double the $65 average for the same quarter
last year. In FY08 CPI inflation averaged

The Economy

3.7 percent, and was slightly higher at 4.2
percent in the fourth quarter.

At first glance there seems tobe good news for
the economy in the area of growth in personal
income. The average growth was 5.7 percent
during both the fiscal year and the last quar-
ter of FY08. However, thisis anominal figure
soit hasnot been adjusted forinflation. When
inflation is removed personal income growth
for FYOS8 is just 2.0 percent compared to 3.7
percent a year ago.

Figure H
Personal Income: KY vs. U.S.
(Index FY00 = 100)
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The Economy

Figure |
Nonfarm Employment Growth: KY vs. U.S.
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Kentucky Economy

The strength of the national economy is typi-
cally gauged by the increase in output as
measured by real GDP. The performance of
state economies is measured by personal in-
come and employment. The Kentucky
economy slowed substantially in FY08. In-
come and employment growth lost momen-
tum in each quarter, though the ratcheting
downwards was not as pronounced as in the
U.S. economy. Nationally, the housing crisis
gained center stage in August 2007. Initially
the housing bubble had little impact on the
state economy because real estate prices had
not soared as in California and Florida, and
Kentucky, unlike Ohio, had very limited ex-
posure to the subprime market. However, by
the middle of the fiscal year the mortgage-
related lending problems had spread to the
rest of the country by affecting the availabil-
ity of credit and causing worry in the finan-
cial markets.

In FYO08, Kentucky personal income is esti-
mated to have increased by 5.3 percent to
$135.3 billion. The corresponding figures for
thefourth quarter were 5.4 percent and $138.7
billion. Wages and salaries comprise about
53 percent of total income. These were up by
4.2 percent during the year and a meager 3.3
percent in the fourth quarter.

Employment dataiscommonly used to gauge
the strength of the state’s economy, primarily
because of its timely availability and its im-
pact on consumer spending and confidence.
Nonfarm employment in Kentucky increased
by 1.0 percent in FY08 resulting in the addi-
tion of 17,800 jobs. In the fourth quarter
nonfarm employment growth had slowed toa
five-year low of 0.4 percent. Kentucky has
tended to lag the nation in both personal

The Economy

income and nonfarm employment growth.
Figures H and I show the gap has widened
over the years.

The service-providing sectors posted an over-
all gain during the year with an increase of
1.2 percent comparedtoa 1.1 percent decline
in the goods-producing sector. Government
jobs account for 17 percent of total nonfarm
employment and were up 2.3 percent for the
year and 2.0 percent in the final quarter.

Kentucky’s employment composition has
changed over the last decade and has con-
verged closer to the national average. The
goods-producing sectors account for 19 per-
cent of all in-state jobs compared to the na-
tional average of 16 percent. In the recent
past the relative strength of this sector had
been a disadvantage as cheap foreign crude
kept coal prices low and manufacturing fa-
cilities moved tolow-cost centers abroad. But
in the final quarter of FY08 the run-up in
commodity prices has helped the mining sec-
tor and the low dollar has meant that the
decline in Kentucky manufacturing has not
been as steep as in the past.

In FYO8, manufacturing employment was
down 2.3 percent and by the last quarter had
contracted further to negative 3.0 percent.
Hardest hit was the transportation equip-
ment sector which accounts for over one-fifth
of all manufacturingjobsin Kentucky. High
fuel prices dramatically drove down the sales
of Louisville-based Ford lines like the Ex-
plorer and the F-series trucks. The fallout
from the subprime crisis has also affected
consumer confidence and dampened demand
for the relatively fuel-efficient Toyota Camry
manufactured in Georgetown. The result is
that in the fourth quarter employment in
Kentucky’s motor vehicle manufacturing
sector dropped by 23.4 percent.
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Employment in construction averaged a
relatively high 2.6 percent in FY08. As the
fallout from the housing market spread into
Kentucky the last quarter ended with con-
struction employment contracting 0.4 per-
cent.

Trade, transportation and utilities repre-
sent the largest supersector in Kentucky. It
accounts for a little over one-fifth of all em-
ployment in the state. Employment in this
sector was up 1.0 percent for the year and
had slid to 0.1 percent during the fourth
quarter.

The information sector managed to stay flat
in the fourth quarter, after having expanded

The Economy

by an average of 1.9 percent during the year.
The job losses were in telecommunications
where firms are cutting back to survive in a
highly competitive market.

Leisure and hospitality services comprise 10
percent of Kentucky’s employment. During
FY08 employment in this sector was up 2.4
percent, and grew by 1.6 percent in the fourth
quarter. Close toninety percentof the jobs are
in the accommodation and food service indus-
tries. Both the state and national trends in
this sector seem to indicate that it is at least
temporarily immune to the woes facing the
general economy.

Table 11
Kentucky Economic Conditions
Fourth Quarter* Fiscal Year Average
% %
FYO07 FY08 Chg FY07 FY08 Chg
Total Personal Income ($ billions) 131.6 138.7 54 128.6 135.3 53
Wage & Salary Income ($ billions) 715 73.8 3.3 69.8 72.8 4.2
Nonagricultural Employment (‘000) 1,867.8 1,874.9 0.4 1,856.8 1,874.6 1.0
Goods Producing (‘000) 365.2 358.1 -1.9 364.4 360.4 -1.1
Construction 85.1 84.7 -0.4 83.4 85.6 2.6
Mining 22.1 23.0 4.2 22.6 225 -0.5
Manufacturing 258.0 250.3 -3.0 258.4 252.3 -2.3
Service Providing (‘000) 1,180.1 1,187.8 0.7 1,171.8 1,186.2 1.2
Trade, Transportation & Utilities 386.2 386.6 0.1 383.5 387.4 1.0
Information 30.1 30.1 0.0 29.7 30.3 1.9
Finance 93.0 94.5 1.6 92.3 94.1 2.0
Business Services 182.0 180.3 -0.9 181.1 181.0 -0.1
Educational Services 240.4 243.8 14 239.2 242.2 12
Leisure and Hospitality Services 172.5 175.3 1.6 170.4 174.5 24
Other Services 75.9 77.3 1.8 75.5 76.7 17
Government (‘000) 322.5 329.0 2.0 320.6 328.0 23

* Seasonally adjusted data

Sources: Governor’s Office for Economic Analysis and U.S. Bureau of Labor Statistics
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Interim Outlook . ..

Quarterly Report - FY2008:4

General Fund

Projected General Fund revenues for the next
three quarters are shown in Table 12. Gen-
eral Fund revenues are anticipated to be
$6.296 billion for the first three quarters of
FY09, a growth rate of 1.3 percent compared
to the same period of FY08. The expected
growth rate for FY09 is only slightly higher
than for all of FYO08, reflecting weakening
economic conditions.

Sales and use tax receipts are estimated to
grow by 0.2 percent in the first three quarters
of FY09, continuing the recent trend of slower
growth stemming from the increase in food
and gasoline prices. Fiscal Year 2008 sales
tax receipts grew only 2.1 percent.

The interim forecast for the individual in-
come tax calls for receipts to grow by 1.1
percentin the first three quarters of FY09. A
slowing Kentucky economy in which growth

in nonfarm employment will be negative in
FYO09 will limit collections in this account.

The outlook for combined corporation income
and limited liability entity tax (LLET) re-
ceipts 1s for a decline of 2.1 percent for the
first nine months of FY09. Corporate profits
have been weak but are expected to improve
over the forecast period.

Strong growth in coal severance tax revenue
1s expected to persist in the coming fiscal
year due to continued high prices. For the
first three quarters of FY09, coal severance
tax revenue is forecasted to rise by 13.7 per-
cent.

Tobacco taxes are expected to fall by 4.6
percent in the first three quarters of FY09,
continuing their long-term trend. The ciga-
rette papers tax was ruled unconstitutional.
The absence of this tobacco tax component in
the future contributes to the expected de-

Table 12
General Fund: Interim Forecast
(million $)
July 2008
FY08 FY08 FY09
Quarter 4 Full Year Quarters 1,2 & 3
% Chg %Chg Interim % Chg
Actual _ Year Ago Actual Year Ago| Estimate Year Ago
Sales & Use 719.8 0.5 2,877.8 2.1 2,161.9 0.2
Individual Income 1,161.2 27.6 3,483.1 14.5 2,347.2 1.1
Corporationincome & LLET 172.7 -50.5 533.6 -46.0 3534 2.1
Coal Severance 66.3 12.4 233.0 5.0 189.6 13.7
Tobacco Taxes 43.3 -6.6 178.4 0.6 129.0 -4.6
Property 56.8 30.7 500.6 1.7 462.2 4.1
Lottery 477 -1.6 187.5 0.4 148.9 6.5
Other 180.1 6.1 670.2 34 504.1 2.8
General Fund 2,446.8 35 8,664.3 1.1 6,296.2 1.3
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cline. FYO8 receipts grew 0.6 percent on the
strength of border effects relating to ciga-
rette tax increases in Indiana and Tennes-
see.

Property taxes are expected to rise by 4.1
percent in the first three quarters of FY09
due to continued strong growth in the tan-
gible property tax account.

Lottery revenues for the first nine months of
FYO09 are expected to be $148.9 million, an
increase of 6.5 percent. The increase is due
primarily to a legislatively-mandated rev-
enue increase of $7.0 million for the year.

Revenues in the “Other” category should in-
crease by 2.8 percent during the first three
quarters of FY09. Growth in court costs re-
sulting from increased fees will bolster collec-
tions in this account.

Road Fund

The Road Fund is expected to decline by 1.8
percent during the first three quarters of
FY09, as shown in Table 13. The Road Fund
grew 3.0 percent in FY08 on the strength of
motor fuels tax collections and nontax re-
ceipts.

28 |
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Combined motor fuels tax receipts are ex-
pected to increase 5.1 percent, in large part
due to continued increases in the tax rate
caused by rising prices and an automatic
statutory increase. The increase, however,
will be muted by a reduction in the demand
for gasoline. This is the fifth consecutive
year in which the rate increase has been
triggered by high prices of gasoline.

Motor vehicle usage taxes are expected to
fall by 10.3 percent during the first three
quarters of FY09 as motor vehicle sales con-
tinue to decline. In FYO08, receipts from this
category fell by 1.3 percent.

To estimate growth of the other components
of the Road Fund, GOEA consulted with
officials in the Transportation Cabinet and
the Department of Revenue to assess recent
growth patterns as well as administrative
factors in developing an updated estimate.
Motor vehicle operator’s license (driver’s li-
cense) fees are expected to increase by 3.6
percent. Weight distance taxes are expected
to fall by 1.6 percent, motor vehicle license
taxes areforecasted todecline by 1.0 percent,
and investment income should fall by 65.0
percent due to lower Road Fund balances.
The “Other” category should rise by 5.8 per-
cent.
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Table 13
Road Fund: Interim Forecast
(million $)
July 2008
FY08 FY08 FY09
Quarter 4 Full Year Quarters 1,2& 3
% Chg % Chg Interim % Chg
Actual Year Ago Actual for Actual Estimate Year Ago

Motor Fuels 151.8 6.9 608.8 8.0 480.1 5.1
Motor Vehicle Usage 101.7 -9.9 405.8 -1.3 272.9 -10.3
Motor Vehicle License 29.0 -29.1 93.5 -8.0 63.9 -1.0
Motor Vehicle Operator 3.9 -0.1 154 -2.8 11.9 3.6
Weight Distance 204 -3.3 84.4 -1.3 63.0 -1.6
Investment 5.9 155 195 20.9 4.8 -65.0
Other 10.8 8.8 355 103 26.1 5.8
Road Fund 3234 -3.6 1,262.8 3.0 922.7 -1.8

National Economy

The economic forecast for the next three quar-
tersincludes twonegative quarters. Though
it is too early to call it a recession the down-
turn does fit the pattern of a recession. The
down shift is a result of both the high cost of
energy and the continuing fall-out from the
housing market. Overall real GDP is ex-
pected to show a gain of just 0.7 percent from
a year ago during the July-to-March period
of FY09. Thisis substantially lower than the
2.6 percent growth experienced in the same
period in FY08. Real GDP is expected to
decline by 1.7 percent in the second fiscal
quarter and drop by a further 0.7 percent in
the following quarter.

Consumption has alwaysbeen a major driver
of thennational economy. Consumer expendi-
tures constitute 70 percent of real GDP. Dur-
ingthe first three quarters of FY09 consump-
tionis expected toincrease by just 0.9 percent
compared to 2.5 percent a year ago. Con-
sumption of durable goods is expected to con-
tract by 4.0 percent compared to an increase

of 3.1 percent a year ago. The contraction is
primarily from a 12.8 percent drop in the
demand for motor vehicles.

The federal funds rate is expected to remain
at 2.0 percent during the next three quarters.
But the near recessionary state of the
economy and the drop in aggregate demand
is expected to discourage investment. Total
real investment is forecasted to drop by 8.0
percent, and theresidential investment mar-
ket is expected to take a greater hit with a
drop of 21.3 percent during the first three
quarters of FY09.

The continuing rise in commodity prices is
expected to push inflation to 6.3 percent for
the forecast period. This is substantially
higher than the personal income forecast of
4.0 percent growth. Economistsrefertothese
conditions as stagflationary. During
stagflation the economy is in a slump with
declining employment and output, and infla-
tion soars usually from an external shock. In
the current outlook nonfarm employment is
expected to decline by 0.3 percent and the
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Table 14
National Economic Outlook

Quarters 1, 2, & 3*

Real GDP (billion 2000 $)

Personal Income (billion $)
Consumer Price Index (1992-94=100)
Industrial Production (2000=100)
Civilian Labor Force (millions)

Total Nonfarm Employment (millions)
Manufacturing Employment (millions)
Unemployment Rate (percent)

* Seasonally adjusted data

EYQ7 EY08  %Chg
11,679 11,763 0.7
11,876 12,354 4.0

210.5 223.7 6.3

1121 111.3 -0.7

153.5 154.8 0.8

137.9 137.5 -0.3

13.8 13.5 -2.3
4.8 5.7 -

Sources: Global Insight & U.S. Dept. of Commerce, Bureau of Economic Analysis

Data for FY09 are June 2008 estimates.

unemployment rate is expected to reach 5.7
percent. Crude oil prices are forecasted to
peak at $158 per barrel by December.

Kentucky Economy

Kentucky will not be immune to the down-
turninthe national economy. Asreflected in
Table 15, the first three quarters of FY09
personal income is expected to grow by 4.3
percent and average $139.9 billion. Wage
and salary income constitutes about 53 per-
cent of personal income and is expected to
increase by just 3.5 percent. With inflation
averaging 6.3 percent these growth rates
clearly show a loss of real income and an
erosion of purchasing power.

The job market is expected to contract by 0.3
percent resulting in a loss of 5,300 jobs. Last
year employment was up by 1.3 percent for
the same three-quarter period. In percent-
age terms the greatest loss of employment is
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expected in the construction market with a
decline of 4.1 percent for a loss of 3,600 jobs.
Just a year ago construction had posted the
most robust growth of all employment sectors
with an increase of 3.7 percent. Overall the
goods-producing sector is expected to decline
by 1.8 percent as manufacturing loses an
additional 4,700 jobs. High energy prices are
forecasted to help the mining sector with a 8.3
percent increase in its employment base.

The service sector is also estimated to de-
cline, albeit by just 0.1 percent. Business
services including legal and accounting ser-
vices, temporary help services and support
services are forecasted to decline by 0.6 per-
cent. During an economic downturn job losses
lead to a greater demand for educational
services including training centers. This
trend is expected to boost employment in
private educational centers by 1.7 percent
during the three-quarter forecast period.

Governor's Office for Economic Analysis
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Table 15
Kentucky Economic Outlook
Quarters 1, 2, & 3*

EY08 EY09

Total Personal Income ($ millions) 134,225 139,942
Wage & Salary Income ($ millions) 72,412 74,930
Nonagricultural Employment (‘*000) 1,874.6 1,869.3
Goods Producing (‘000) 361.2 354.8
Contract Construction 85.9 82.3
Mining 223 24.2
Manufacturing 253.0 248.3
Service Providing (‘000) 1,185.7 1,184.9
Trade, Transportation & Utilities 387.7 380.6
Information 30.3 29.8
Finance 94.0 94.7
Business Services 181.2 180.1
Educational Services 241.7 245.9
Leisure and Hospitality Services 174.2 176.1
Other Services 76.5 77.8
Government ('000) 327.7 329.6

* Seasonally adjusted data.

Source: GOEA’s Macromodel of Kentucky, July 2008

Governor's Office for Economic Analysis
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KENTUCKY STATE GOVERNMENT - GENERAL FUND REVENUE

Fourth Quarter Fourth Quarter Total Total

FY 2008 FY 2007 % Change FY 2008 FY 2007 % Change
TOTAL GENERAL FUND 2,447,838,253 2,364,438,949 3.5% 8,664,336,663 $8,573,819,250 1.1%
Tax Receipts 2,346,499,810 2,245,154,819 4.5% 8,329,734,971 8,233,789,219 1.2%
Sales and Gross Receipts 848,203,166 845,588,073 0.3% 3,354,581,311 3,280,448,981 2.3%
Beer Consumption 1,687,971 1,662,452 1.5% 6,535,066 6,344,079 3.0%
Beer Wholesale 12,669,870 12,762,839 -0.7% 49,531,545 46,806,186 5.8%
Cigarette 41,018,509 44,120,351 -7.0% 169,547,927 168,778,213 0.5%
Distilled Spirits Case Sales 25,863 24,966 3.6% 104,154 98,874 5.3%
Distilled Spirits Consumption 2,572,211 2,564,122 0.3% 10,378,013 10,094,572 2.8%
Distilled Spirits Wholesale 6,669,490 6,420,254 3.9% 26,628,403 25,139,117 5.9%
Insurance Premium 40,194,417 39,880,553 0.8% 129,296,901 125,877,984 2.7%
Pari-Mutuel 2,686,166 2,736,945 -1.9% 5,327,540 5,489,552 -3.0%
Race Track Admission 38,864 0 219,939 190,362 15.5%
Sales and Use 719,810,259 716,383,694 0.5% 2,877,814,014 2,817,652,253 2.1%
Wine Consumption 568,270 583,679 -2.6% 2,353,476 2,326,331 1.2%
Wine Wholesale 2,939,284 2,933,058 0.2% 11,977,256 11,392,111 5.1%
Telecommunications Tax 15,053,592 13,193,443 14.1% 55,972,928 51,623,000 8.4%
OTP 2,268,401 2,321,720 -2.3% 8,894,150 8,636,348 3.0%
License and Privilege 134,677,620 76,819,520 75.3% $468,666,009 $352,829,122 32.8%
Alc. Bev. License Suspension 180,000 206,591 -12.9% 830,310 659,151 26.0%
Coal Severance 66,256,631 58,932,168 12.4% 232,977,827 221,952,516 5.0%
Corporation License 628,067 2,366,849 -73.5% 2,822,279 11,734,452 -75.9%
Corporation Organization 23,463 42,166 -44.4% 259,654 115,755 124.3%
Occupational Licenses 102,118 95,671 6.7% 191,571 207,198 -7.5%
Oil Production 3,389,644 1,697,664 99.7% 10,201,113 6,198,342 64.6%
Race Track License 50,850 0 245,360 283,675 -13.5%
Bank Franchise Tax 1,683,342 646,318 160.5% 71,976,055 63,912,315 12.6%
Driver License Fees 134,884 151,593 -11.0% 599,370 603,807 -0.7%
Minerals Severance 3,701,711 3,693,553 0.2% 16,360,844 14,822,013 10.4%
Natural Gas Severance 10,755,261 8,986,948 19.7% 33,794,313 32,339,897 4.5%
Limited Liability Entity 47,771,649 0 98,407,313 0
Income 1,286,135,248 1,258,948,005 2.2% $3,918,359,883 $4,029,600,561 -2.8%
Corporation 124,940,817 348,713,078 -64.2% 435,222,566 988,064,957 -56.0%
Individual 1,161,194,432 910,234,927 27.6% 3,483,137,317 3,041,535,604 14.5%
Property $56,770,054 $43,422,913 30.7% $500,646,790 $492,462,208 1.7%
Building & Loan Association 2,414,129 2,457,958 -1.8% 2,649,630 2,921,484 -9.3%
General - Real 8,220,107 8,655,702 -5.0% 237,153,330 228,282,174 3.9%
General - Tangible 45,027,923 30,414,634 48.0% 205,763,426 192,343,695 7.0%
Omitted & Delinquent (1,347,798) (1,049,920) 17,519,651 25,253,460 -30.6%
Public Service 2,445,499 2,935,342 -16.7% 36,511,473 42,588,669 -14.3%
Other 10,193 9,196 10.8% 1,049,281 1,072,726 -2.2%
Inheritance $11,824,203 $11,413,552 3.6% $51,001,299 $43,578,107 17.0%
Miscellaneous $8,889,520 $8,962,756 -0.8% $36,479,679 $34,899,743 4.5%
Legal Process 5,717,110 6,200,093 -7.8% 24,060,840 24,788,938 -2.9%
T. V. A. In Lieu Payments 3,165,484 2,755,921 14.9% 12,389,344 10,037,326 23.4%
Other 6,926 6,742 2.7% 29,495 73,478 -59.9%
Nontax Receipts $103,492,446 $119,607,915 -13.5% $330,053,277 329,944,409 0.0%
Departmental Fees 7,756,135 6,457,108 20.1% 30,382,254 27,109,425 12.1%
PSC Assessment Fee 3,634,541 2,295,555 58.3% 14,306,084 14,593,067 -2.0%
Fines & Forfeitures 6,696,839 7,027,817 -4.7% 28,118,106 26,606,686 5.7%
Interest on Investments 22,757,416 30,930,652 -26.4% 23,868,325 31,991,861 -25.4%
Lottery 47,700,000 48,500,000 -1.6% 187,461,591 186,625,113 0.4%
Sale of NOx Credits 2,716,350 200,000 1258.2% 12,251,950 811,600 1409.6%
Miscellaneous 12,231,165 24,196,782 -49.5% 33,664,968 42,206,657 -20.2%
Redeposit of State Funds ($2,154,003) ($353,288) $4,548,415 10,056,119 -54.8%
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KENTUCKY STATE GOVERNMENT - ROAD FUND REVENUE

Fourth Quarter Fourth Quarter Total Total

FY 2008 FY 2007 % Change FY 2008 FY 2007 % Change
TOTAL ROAD FUND $323,404,802 $335,651,654 -3.6% $1,262,798,750 $1,225,943,515 3.0%
Tax Receipts- $311,369,989 $323,445,697 -3.7% $1,219,349,262 $1,186,074,087 2.8%
Sales and Gross Receipts $253,497,157 $254,847,368 -0.5% $1,014,576,337 $974,732,028 4.1%
Motor Fuels Taxes 140,919,304 139,184,007 1.2% 571,316,086 538,568,693 6.1%
Motor Fuels Use & Surtax 10,835,809 2,716,540 298.9% 37,184,397 24,600,438 51.2%
Truck Trip Permits (fuel) 79,440 81,520 -2.6% 278,640 310,900 -10.4%
Motor Vehicle Usage 101,662,604 112,865,301 -9.9% 405,797,215 411,251,997 -1.3%
License and Privilege $57,872,832 $68,598,329 -15.6% $204,772,925 $211,342,059 -3.1%
Motor Vehicles 28,970,091 40,832,226 -29.1% 93,523,748 101,660,768 -8.0%
Motor Vehicle Operators 3,897,010 3,899,567 -0.1% 15,372,618 15,811,880 -2.8%
Weight Distance 20,352,876 21,046,159 -3.3% 84,353,543 85,435,610 -1.3%
Truck Decal Fees 714,021 700,105 2.0% 774,379 842,239 -8.1%
Other Special Fees 3,938,833 2,120,271 85.8% 10,748,637 7,591,561 41.6%
Nontax Receipts $11,859,703 $12,112,848 -2.1% $41,805,267 $39,469,278 5.9%
Departmental Fees 5,487,164 6,445,469 -14.9% 20,291,394 17,787,658 14.1%
In Lieu of Traffic Fines 264,619 309,095 -14.4% 1,112,801 1,174,453 -5.2%
Highway Tolls 0 756 -100.0% 0 3,717,965 -100.0%
Investment Income 5,877,746 5,089,277 15.5% 19,460,549 16,094,719 20.9%
Miscellaneous 230,174 268,250 -14.2% 940,522 694,483 35.4%
Redeposit of State Funds $175,110 $93,110 88.1% $1,644,222 $400,150 310.9%
Governor's Office for Economic Analysis I 35
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APPENDIX B
Summary Statistics for General and Road Funds
FY99- FYO08

Governor's Office for Economic Analysis

37



SUMMARY STATISTICSFOR GENERAL FUND

MAJORREVENUE SOURCES-FISCAL YEARS 1999-2008

FY99

FY00

FYO1

FY02

FYO03

TOTAL GENERAL FUND
Tax Receipts
Sales and Gross Receipts

Beer Consumption
Beer Wholesale
Cigarette®
Cigarette Floor Stock?
Distilled Spirits Case Sales
Distilled Spirits Consumption
Distilled Spirits Wholesale
Insurance Premium
Pari-Mutuel
Race Track Admission
Sales and Use
Wine Consumption
Wine Wholesale
Telecommunications Tax®

Other Tobacco Products”

License and Privilege
Alc. Bev. License & Suspension
Coal Severance
Corporation License
Corporation Organization
Occupational Licenses
Oil Production
Race Track License
Bank Franchise Tax
Driver License Fees
Minerals Severance
Natural Gas Severance
LLET

Income
Corporation
Individual

Property
Bank Deposits
Building & Loan Association
Distilled Spirits
General - Intangible®
General - Real
General - Tangible
Omitted & Delinquent
Public Service
Other

Inheritance®

Miscellaneous
Legal Process
T. V. A. In Lieu Payments
Other

Nontax Receipts

Departmental Fees’
PSC Assessment Fee’
Fines & Forfeitures
Interest on Investments
Lottery

Sale of NOx Credits®
Miscellaneous

Redeposit of State Funds

(Footnotes appear at end of table)
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6,198,387,526
5,917,216,646
2,263,517,959
6,258,224
30,612,099
14,673,839

78,333
7,955,925
13,398,478
90,171,779
7,179,163
241,307
2,085,899,677
1,625,711
5,423,425

349,549,943
87,800
154,476,772
125,912,523
500,429
99,658
1,344,942
395,525
47,059,959
717,453
11,848,098
7,106,785

2,844,072,023
312,066,675
2,532,005,348

370,404,549
398,666
3,046,010
417,610
18,103,920
161,723,137
125,564,658
11,926,947
50,461,577

(1,237,976)

81,483,083

8,189,088
3,568,621
4,586,009

34,458

272,298,984
26,095,000

45,023,992
38,324,530
153,800,000

9,055,462

8,871,896

6,478,385,032
6,200,475,504
2,356,212,660
6,284,242
32,101,648
14,184,888

82,871
8,211,541
14,055,368
95,355,564
6,645,098
220,824
2,171,397,969
1,748,839
5,923,809

364,098,883
49,150
145,139,909
139,127,819
369,916
132,811
2,967,395
405,500
53,061,798
475,167
13,923,246
8,446,173

3,008,055,957
306,442,050
2,701,613,908

387,257,800
433,962
2,491,414
443,880
22,721,743
167,326,472
130,960,896
15,543,134
46,882,427
453,871

74,489,981

10,360,222
3,457,280
6,842,117

60,824

271,911,197
32,719,509

46,056,986
28,077,454
156,300,000

8,757,248

5,998,332

6,653,897,653
6,377,917,219
2,435,481,566
6,272,031
32,582,889
14,007,582

82,529
8,184,798
14,809,730
96,825,818
6,182,083
216,615
2,248,471,100
1,743,393
6,102,998

373,309,229
193,800
141,553,087
147,515,402
227,655
107,737
3,358,036
320,800
49,610,220
391,939
12,710,667
17,319,885

3,068,472,461
289,931,017
2,778,541,444

407,494,858
412,646
2,482,623
360,248
22,551,153
171,524,695
140,466,295
20,605,462
48,883,924
207,812

83,461,499

9,697,606
3,597,385
6,046,676

53,545

266,792,632
17,062,102
12,598,397
40,749,856
28,217,850

157,030,000

11,134,428

9,187,802

Governor's Office for Economic Analysis

6,560,216,551
6,292,004,457
2,497,020,953
6,286,734
34,596,592
13,943,208

81,922
8,266,005
15,129,146
105,102,951
5,179,952
260,232
2,299,990,621
1,786,984
6,396,603

356,591,984
220,800
160,160,116
117,500,770
144,233
226,609
2,590,722
37,423
50,549,169
505,187
12,355,174
12,301,781

2,909,863,799
207,353,777
2,702,510,022

433,029,587
460,334
2,249,927
363,410
23,113,567
179,678,050
151,308,795
25,649,592
49,991,359
214,551

83,359,872

12,138,263
5,263,021
6,814,492

60,750

260,466,324
19,570,116
10,455,826
40,069,496
13,342,627

169,000,000

8,028,259

7,745,769

6,783,458,295
6,543,157,657
2,577,542,870
6,334,169
35,969,890
16,367,947

85,601
8,680,833
16,088,048
114,988,790
5,953,247
193,114
2,364,182,478
1,902,818
6,795,936

379,857,645
227,850
141,664,981
152,595,257
190,494
197,977
3,116,954
322,825
53,747,906
499,003
12,580,912
14,713,486

3,024,422,738
278,035,794
2,746,386,944

434,768,249
456,527
3,181,373
442,092
25,883,197
186,000,177
149,426,286
20,368,623
48,836,372
173,603

95,864,480

30,701,674
22,994,148
7,660,437
47,090

233,604,271
21,982,797
8,702,466
28,888,326

(7,157,704)
171,000,000

10,278,386

6,606,367



SUMMARY STATISTICSFOR GENERAL FUND

MAJORREVENUE SOURCES-FISCAL YEARS 1999-2008

FY04

FY05

FY06

FYO07

FY08

TOTAL GENERAL FUND

Tax Receipts
Sales and Gross Receipts

Beer Consumption
Beer Wholesale
Cigarette'
Cigarette Floor Stock?
Distilled Spirits Case Sales
Distilled Spirits Consumption
Distilled Spirits Wholesale
Insurance Premium
Pari-Mutuel
Race Track Admission
Sales and Use
Wine Consumption
Wine Wholesale
Telecommunications Tax®

Other Tobacco Products*

License and Privilege
Alc. Bev. License & Suspension
Coal Severance
Corporation License
Corporation Organization
Occupational Licenses
Oil Production
Race Track License
Bank Franchise Tax
Driver License Fees
Minerals Severance
Natural Gas Severance
LLET

Income
Corporation
Individual

Property
Bank Deposits
Building & Loan Association
Distilled Spirits
General - Intangible®
General - Real
General - Tangible
Omitted & Delinquent
Public Service
Other

Inheritance®

Miscellaneous
Legal Process
T. V. A. In Lieu Payments
Other

Nontax Receipts
Departmental Fees’
PSC Assessment Fee’
Fines & Forfeitures
Interest on Investments
Lottery
Sale of NOx Credits®

Miscellaneous

Redeposit of State Funds

(Footnotes appear at end of table)

6,977,623,200
6,686,290,589
2,668,210,228
6,320,886
37,439,919
17,136,198

87,662
8,985,826
16,957,192
120,523,955
3,629,292
232,350
2,447,584,698
2,005,265
7,306,985

368,122,494
223,700
147,498,230
124,096,012
143,804
223,002
3,387,884
335,625
55,467,195
523,979
13,711,874
22,511,188

3,099,593,870
303,262,821
2,796,331,049

448,765,511
467,711
2,513,083
375,637
27,547,183
192,534,530
149,155,206
15,829,225
60,178,393
164,542

66,083,705

35,514,782
27,322,798
8,146,924
45,061

280,871,754
22,161,022
5,389,636
27,991,293
1,017,305
173,800,000

11,836,125
38,676,373

10,460,857

Governor's Office for Economic Analysis

7,645,046,634
7,350,335,469
2,838,701,120
6,387,318
37,815,717
24,966,880
8,701,966
92,178
9,190,089
18,150,313
123,410,091
4,710,111
195,068
2,594,966,373
2,279,162
7,835,853

427,823,269
237,101
184,436,935
134,149,794
613,048
188,761
4,710,832
324,642
63,837,587
522,904
13,494,541
25,307,125

3,514,735,211
478,504,505
3,036,230,706

472,596,276
474,098
3,192,911
388,612
26,912,813
202,182,555
159,883,091
20,646,846
58,787,595
127,756

63,174,866

33,304,727
24,696,032
8,559,023
49,672

286,661,124
22,542,182
13,568,805
25,405,780

6,950,902

161,252,000

3,696,675
53,244,780

8,050,041

8,376,083,216
8,065,347,817
3,174,734,842
6,393,753
45,206,839
172,069,493
12,089,404
94,806
9,900,035
23,524,032
122,824,056
5,626,849
230,285
2,749,765,011
1,945,945
10,510,955
14,553,379

386,264,573
280,450
224,490,111
43,516,942
221,281
174,122
6,386,501
289,258
59,603,147
600,903
14,502,342
36,199,516

3,920,229,525
1,001,618,543
2,918,610,982

502,510,631
505,351
2,071,523
410,798
30,955,124
215,351,439
165,622,948
30,330,629
57,259,849
2,970

45,990,266

35,617,980
25,118,948
10,248,314

250,719

302,629,799
23,932,336
9,041,415
26,129,275
18,681,492
190,000,000

1,126,000
33,719,282

8,105,601

8,573,819,250
8,233,789,253
3,280,448,981
6,344,079
46,806,186
168,768,467
9,746

98,874
10,094,572
25,139,117
125,877,984
5,489,552
190,362
2,817,652,253
2,326,331
11,392,111
51,623,000

8,636,348

352,829,122
659,151
221,952,516
11,734,452
115,755
207,198
6,198,342
283,675
63,912,315
603,807
14,822,013
32,339,897

4,029,600,561
988,064,957
3,041,535,604

492,462,208
513,619
2,921,484
506,754
48,841
228,282,174
192,343,695
25,253,460
42,588,669
3,512

43,578,107

34,870,274
24,759,470
10,037,326

73,478

327,878,702
25,043,719
14,593,067
26,606,686
31,991,861

186,625,113

811,600
42,206,657

12,151,295

8,664,336,663
8,329,734,971
3,354,581,311
6,535,066
49,531,545
169,547,927

104,154
10,378,013
26,628,403

129,296,901
5,327,540
219,939
2,877,814,014
2,353,476
11,977,256
55,972,928

8,894,150

468,666,009
830,310
232,977,827
2,822,279
259,654
191,571
10,201,113
245,360
71,976,055
599,370
16,360,844
33,794,313
98,407,313

3,918,359,883
435,222,566
3,483,137,317

500,646,790
532,436
2,649,630
513,549
237,153,330
205,763,426
17,519,651

36,511,473
3,295

51,001,299

36,479,679
24,060,840
12,389,344

29,495

330,053,277
30,382,254
14,306,084
28,118,106
23,868,325

187,461,591

12,251,950
33,664,968

4,548,415
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GENERAL FUND GROWTHRATES

MAJORREVENUE SOURCES-FISCAL YEARS 1999-2008

FY99 FY00 FYOl FY02 FYO03

TOTAL GENERAL FUND 3.1% 4.5% 2.7% -1.4% 3.4%
Tax Receipts 3.4% 4.8% 2.9% -1.3% 4.0%
Sales and Gross Receipts 5.0% 4.1% 3.4% 2.5% 3.2%
Beer Consumption 1.8% 0.4% -0.2% 0.2% 0.8%
Beer Wholesale 2.8% 4.9% 1.5% 6.2% 4.0%
Cigarette* -3.0% -3.3% -1.2% -0.5% 17.4%
Cigarette Floor Stock?
Distilled Spirits Case Sales -1.0% 5.8% -0.4% -0.7% 4.5%
Distilled Spirits Consumption 0.4% 3.2% -0.3% 1.0% 5.0%
Distilled Spirits Wholesale 3.3% 4.9% 5.4% 2.2% 6.3%
Insurance Premium -0.1% 5.7% 1.5% 8.5% 9.4%
Pari-Mutuel 48.1% -7.4% -7.0% -16.2% 14.9%
Race Track Admission 14.0% -8.5% -1.9% 20.1% -25.8%
Sales and Use 5.3% 4.1% 3.5% 2.3% 2.8%
Wine Consumption 0.6% 7.6% -0.3% 2.5% 6.5%
Wine Wholesale 9.9% 9.2% 3.0% 4.8% 6.2%
Telecommunications Tax®
Other Tobacco Products*
License and Privilege 3.1% 4.2% 2.5% -4.5% 6.5%
Alc. Bev. License Suspension -84.0% -44.0% 294.3% 13.9% 3.2%
Coal Severance -5.7% -6.0% -2.5% 13.1% -11.5%
Corporation License 11.6% 10.5% 6.0% -20.3% 29.9%
Corporation Organization -50.0% -26.1% -38.5% -36.6% 32.1%
Occupational Licenses 8.2% 33.3% -18.9% 110.3% -12.6%
Oil Production -37.0% 120.6% 13.2% -22.9% 20.3%
Race Track License -3.0% 2.5% -20.9% -88.3% 762.6%
Bank Franchise Tax 34.2% 12.8% -6.5% 1.9% 6.3%
Driver License Fees -76.1% -33.8% -17.5% 28.9% -1.2%
Minerals Severance 6.6% 17.5% -8.7% -2.8% 1.8%
Natural Gas Severance -21.7% 18.8% 105.1% -29.0% 19.6%
LLET -
Income 3.4% 5.8% 2.0% -5.2% 3.9%
Corporation -6.5% -1.8% -5.4% -28.5% 34.1%
Individual 4.7% 6.7% 2.8% 2.7% 1.6%
Property 2.1% 4.5% 5.2% 6.3% 0.4%
Bank Deposits 22.7% 8.9% -4.9% 11.6% -0.8%
Building & Loan Association -32.8% -18.2% -0.4% -9.4% 41.4%
Distilled Spirits 7.1% 6.3% -18.8% 0.9% 21.7%
General - Intangible® -14.3% 25.5% -0.8% 2.5% 12.0%
General - Real 4.8% 3.5% 2.5% 4.8% 3.5%
General - Tangible -0.2% 4.3% 7.3% 7.7% -1.2%
Omitted & Delinquent -8.4% 30.3% 32.6% 24.5% -20.6%
Public Service 15.9% -7.1% 4.3% 2.3% -2.3%
Other 840.8% -136.7% -54.2% 3.2% -19.1%
Inheritance® -22.8% -8.6% 12.0% -0.1% 15.0%
Miscellaneous 0.3% 26.5% -6.4% 25.2% 152.9%
Legal Process 2.9% -3.1% 4.1% 46.3% 336.9%
T. V. A. In Lieu Payments -1.3% 49.2% -11.6% 12.7% 12.4%
Other -25.0% 76.5% -12.0% 13.5% -22.5%
Nontax Receipts -4.3% -0.1% -1.9% -2.4% -10.3%
Departmental Fees’ 18.7% 25.4% -47.9% 14.7% 12.3%
PSC Assessment Fee’ -17.0% -16.8%
Fines & Forfeitures 10.7% 2.3% -11.5% -1.7% -27.9%
Interest on Investments -36.1% -26.7% 0.5% -52.7% -153.6%
Lottery 0.5% 1.6% 0.5% 7.6% 1.2%
Sale of NOx Credits®
Miscellaneous 2.9% -3.3% 27.1% -27.9% 28.0%
Redeposit of State Funds 81.3% -32.4% 53.2% -15.7% -14.7%

(Footnotes appear at end of table)
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GENERAL FUND GROWTHRATES
MAJORREVENUE SOURCES-FISCAL YEARS 1999-2008

FY04 FY05 FY06 FY07 FY08

TOTAL GENERAL FUND 2.9% 9.6% 9.6% 2.4% 1.1%
Tax Receipts 2.2% 9.9% 9.7% 2.1% 1.2%
Sales and Gross Receipts 3.5% 6.4% 11.8% 3.3% 2.3%
Beer Consumption -0.2% 1.1% 0.1% -0.8% 3.0%
Beer Wholesale 4.1% 1.0% 19.5% 3.5% 5.8%
Cigarette’ 4.7% 45.7% 589.2% -1.9% 0.5%
Cigarette Floor Stock® - - 38.9% -99.9% -100.0%
Distilled Spirits Case Sales 2.4% 5.2% 2.9% 4.3% 5.3%
Distilled Spirits Consumption 3.5% 2.3% 7.7% 2.0% 2.8%
Distilled Spirits Wholesale 5.4% 7.0% 29.6% 6.9% 5.9%
Insurance Premium 4.8% 2.4% -0.5% 2.5% 2.7%
Pari-Mutuel -39.0% 29.8% 19.5% -2.4% -3.0%
Race Track Admission 20.3% -16.0% 18.1% -17.3% 15.5%
Sales and Use 3.5% 6.0% 6.0% 2.5% 2.1%
Wine Consumption 5.4% 13.7% -14.6% 19.5% 1.2%
Wine Wholesale 7.5% 7.2% 34.1% 8.4% 5.1%
Telecommunications Tax® - --- - 254.7% 8.4%
Other Tobacco Products® - - - - 3.0%
License and Privilege -3.1% 16.2% -9.7% -8.7% 32.8%
Alc. Bev. License Suspension -1.8% 6.0% 18.3% 135.0% 26.0%
Coal Severance 4.1% 25.0% 21.7% -1.1% 5.0%
Corporation License -18.7% 8.1% -67.6% -73.0% -75.9%
Corporation Organization -24.5% 326.3% -63.9% -47.7% 124.3%
Occupational Licenses 12.6% -15.4% -7.8% 19.0% -7.5%
Oil Production 8.7% 39.0% 35.6% -2.9% 64.6%
Race Track License 4.0% -3.3% -10.9% -1.9% -13.5%
Bank Franchise Tax 3.2% 15.1% -6.6% 7.2% 12.6%
Driver License Fees 5.0% -0.2% 14.9% 0.5% -0.7%
Minerals Severance 9.0% -1.6% 7.5% 2.2% 10.4%
Natural Gas Severance 53.0% 12.4% 43.0% -10.7% 4.5%
LLET
Income 2.5% 13.4% 11.5% 2.8% -2.8%
Corporation 9.1% 57.8% 109.3% -1.4% -56.0%
Individual 1.8% 8.6% -3.9% 4.2% 14.5%
Property 3.2% 5.3% 6.3% -2.0% 1.7%
Bank Deposits 2.4% 1.4% 6.6% 1.6% 3.7%
Building & Loan Association -21.0% 27.1% -35.1% 41.0% -9.3%
Distilled Spirits -15.0% 3.5% 5.7% 23.4% 1.3%
General - |ntanqib|e5 6.4% -2.3% 15.0% -99.8% -100.0%
General - Real 3.5% 5.0% 6.5% 6.0% 3.9%
General - Tangible -0.2% 7.2% 3.6% 16.1% 7.0%
Omitted & Delinquent -22.3% 30.4% 46.9% -16.7% -30.6%
Public Service 23.2% -2.3% -2.6% -25.6% -14.3%
Other -5.2% -22.4% -97.7% 18.2% -6.2%
Inheritance® -31.1% -4.4% -27.2% -5.2% 17.0%
Miscellaneous 15.7% -6.2% 6.9% -2.1% 4.6%
Legal Process 18.8% -9.6% 1.7% -1.4% -2.8%
T. V. A. In Lieu Payments 6.4% 5.1% 19.7% -2.1% 23.4%
Other -4.3% 10.2% 404.7% -70.7% -59.9%
Nontax Receipts 20.2% 2.1% 5.6% 8.3% 0.7%
Departmental Fees’ 0.8% 1.7% 6.2% 4.6% 21.3%
PSC Assessment Fee’ -38.1% 151.8% -33.4% 61.4% -2.0%
Fines & Forfeitures -3.1% -9.2% 2.8% 1.8% 5.7%
Interest on Investments -114.2% 583.3% 168.8% 71.2% -25.4%
Lottery 1.6% -7.2% 17.8% -1.8% 0.4%
Sale of NOx Credits® -68.8% -69.5% -27.9% 1409.6%
Miscellaneous 276.3% 37.7% -36.7% 25.2% -20.2%
Redeposit of State Funds 58.3% -23.0% 0.7% 49.9% -62.6%

(Footnotes appear at end of tables)
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SUMMARY STATISTICS FORROAD FUND
MAJORREVENUE SOURCES-FISCAL YEARS 1999-2008

FY99

FY00

FYO1l

FY02

FY03

TOTAL STATE ROAD FUND
Tax Receipts-

Sales and Gross Receipts
Motor Fuels Taxes
Motor Fuels Use & Surtax
Truck Trip Permits (fuel)
Motor Vehicle Usage

License and Privilege
Motor Vehicles
Motor Vehicle Operators
Weight Distance
Truck Decal Fees
Other Special Fees

Nontax Receipts
Departmental Fees
In Lieu of Traffic Fines
Highway Tolls
Investment Income
Miscellaneous

Redeposit of State Funds

(Footnotes appear at end of table)

1,056,596,153

991,641,312

820,802,014
427,848,100
16,853,163
441,870
375,658,882

170,839,298
80,133,334
5,400,685
70,155,867
822,074
14,327,339

64,340,643
12,949,131
1,575,742
13,342,667
35,588,653
884,451

614,199

FY04

1,090,777,822

1,031,467,147

849,700,352
423,876,351
15,905,613
451,689
409,466,699

181,766,795
85,623,787
5,689,329
75,144,201
738,342
14,571,136

58,580,537
13,184,983
1,662,261
13,474,101
29,418,349
840,843

730,138

FY05

1,064,181,565

992,142,884

821,552,966
408,801,115
15,492,738
447,020
396,812,093

170,589,918
76,861,958
5,592,769
75,170,141
727,675
12,237,376

69,204,781
13,772,863
2,005,215
12,410,901
40,187,239
828,562

2,833,900

FY06

1,119,005,317

1,052,848,911

873,623,010
429,812,296
14,124,035
383,460
429,303,220

179,225,901
84,510,332
5,564,009
75,265,639
807,089
13,078,832

64,071,745
15,137,452
1,960,687
13,785,486
32,156,652
1,031,468

2,084,661

FYO07

1,123,103,133

1,059,296,184

886,809,027
438,564,438
14,969,884
371,406
432,903,299

172,487,157
76,192,363
5,610,829
76,851,211
673,481
13,159,273

62,789,372
18,430,002
1,374,668
13,263,429
29,115,311
605,962

1,017,577

FY08

TOTAL STATE ROAD FUND

Tax Receipts-

Sales and Gross Receipts

Motor Fuels Taxes

Motor Fuels Use & Surtax
Truck Trip Permits (fuel)
Motor Vehicle Usage

License and Privilege
Motor Vehicles
Motor Vehicle Operators
Weight Distance
Truck Decal Fees
Other Special Fees

Nontax Receipts
Departmental Fees
In Lieu of Traffic Fines
Highway Tolls
Investment Income
Miscellaneous

Redeposit of State Funds

(Footnotes appear at end of table)
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1,116,734,272

1,082,189,464

889,251,190
441,382,996
18,185,947
439,720
429,242,527

192,938,274
93,388,573
5,623,874
79,574,022
725,403
13,626,402

32,932,009
15,258,391
1,521,583
7,958,452
7,507,462
686,121

1,612,799

1,126,554,402

1,094,354,041

898,340,426
469,621,779
20,748,200
445,085
407,525,361

196,013,615
91,933,157
5,899,247
83,069,296
1,041,912
14,070,003

30,432,049
16,685,742
1,326,645
6,299,049
5,524,646
595,967

1,768,312

1,165,409,505

1,133,247,862

923,879,353
501,927,927
25,982,599
386,200
395,582,626

209,368,509
93,902,097
14,553,623
85,336,610

954,706
14,621,473

30,208,832
15,617,220
1,269,800
6,296,786
6,372,788
652,239

1,952,811

1,225,943,515

1,186,074,087

974,732,028
538,568,693
24,600,438
310,900
411,251,997

211,342,059
101,660,768
15,811,880
85,435,610
842,239
7,591,561

39,469,278
17,787,658
1,174,453
3,717,965
16,094,719
694,483

400,150

1,262,798,750

1,219,349,262

1,014,576,337
571,316,086
37,184,397
278,640
405,797,215

204,772,925
93,523,748
15,372,618
84,353,543

774,379
10,748,637

41,805,267
20,291,394
1,112,801
0
19,460,549
940,522

1,644,222
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ROADFUND GROWTHRATES
MAJORREVENUE SOURCES-FISCAL YEARS 1999-2008

FY99 FY00 FYO1l FYO02 FYO03
TOTAL STATE ROAD FUND 4.4% 3.2% -2.4% 5.2% 0.4%
Tax Receipts- 5.3% 4.0% -3.8% 6.1% 0.6%
Sales and Gross Receipts 5.1% 3.5% -3.3% 6.3% 1.5%
Motor Fuels Taxes 8.0% -0.9% -3.6% 5.1% 2.0%
Motor Fuels Use & Surtax -3.6% -5.6% -2.6% -8.8% 6.0%
Truck Trip Permits (fuel) -15.3% 2.2% -1.0% -14.2% -3.1%
Motor Vehicle Usage 2.4% 9.0% -3.1% 8.2% 0.8%
License and Privilege 6.0% 6.4% -6.1% 5.1% -3.8%
Motor Vehicles 7.7% 6.9% -10.2% 10.0% -9.8%
Motor Vehicle Operators -3.7% 5.3% -1.7% -0.5% 0.8%
Weight Distance 5.2% 7.1% 0.0% 0.1% 2.1%
Truck Decal Fees 1.7% -10.2% -1.4% 10.9% -16.6%
Other Special Fees 4.3% 1.7% -16.0% 6.9% 0.6%
Nontax Receipts -7.2% -9.0% 18.1% -7.4% -2.0%
Departmental Fees 7.7% 1.8% 4.5% 9.9% 21.8%
In Lieu of Traffic Fines 17.2% 5.5% 20.6% -2.2% -29.9%
Highway Tolls 2.6% 1.0% -7.9% 11.1% -3.8%
Investment Income -15.2% -17.3% 36.6% -20.0% -9.5%
Miscellaneous -14.0% -4.9% -1.5% 24.5% -41.3%
Redeposit of State Funds 97.1% 18.9% 288.1% -26.4% -51.2%
(Footnotes appear at end of tables)
FY04 FYO05 FY06 FYO7 FYO08
TOTAL STATE ROAD FUND -0.6% 0.9% 3.4% 5.2% 3.0%
Tax Receipts- 2.2% 1.1% 3.6% 4.7% 2.8%
Sales and Gross Receipts 0.3% 1.0% 2.8% 5.5% 4.1%
Motor Fuels Taxes 0.6% 6.4% 6.9% 7.3% 6.1%
Motor Fuels Use & Surtax 21.5% 14.1% 25.2% -5.3% 51.2%
Truck Trip Permits (fuel) 18.4% 1.2% -13.2% -19.5% -10.4%
Motor Vehicle Usage -0.8% -5.1% -2.9% 4.0% -1.3%
License and Privilege 11.9% 1.6% 6.8% 0.9% -3.1%
Motor Vehicles 22.6% -1.6% 2.1% 8.3% -8.0%
Motor Vehicle Operators 0.2% 4.9% 146.7% 8.6% -2.8%
Weight Distance 3.5% 4.4% 2.7% 0.1% -1.3%
Truck Decal Fees 7.7% 43.6% -8.4% -11.8% -8.1%
Other Special Fees 3.5% 3.3% 3.9% -48.1% 41.6%
Nontax Receipts -47.6% -7.6% -0.7% 30.7% 5.9%
Departmental Fees -17.2% 9.4% -6.4% 13.9% 14.1%
In Lieu of Traffic Fines 10.7% -12.8% -4.3% -7.5% -5.2%
Highway Tolls -40.0% -20.9% 0.0% -41.0% -100.0%
Investment Income -74.2% -26.4% 15.4% 152.6% 20.9%
Miscellaneous 13.2% -13.1% 9.4% 6.5% 35.4%
Redeposit of State Funds 58.5% 9.6% 10.4% -79.5% 310.9%

(Footnotes appear at end of tables)
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Footnotes to Appendix B

Prior to June 1, 2005, the cigarette tax was a 3-cent excise tax per pack. The General Fund received 2.5
cents and 0.5 cents was dedicated to the Tobacco Research Trust Fund. On June 1, 2005, a surtax of 26
cents per pack and a one-cent per pack tax dedicated to cancer research became effective. The 26-cent
surtax all flows to the General Fund, while the other one-cent tax is not included in General Fund revenues.

2The cigarette floor stock tax was a one-time tax levied on cigarettes in inventory of wholesalers and retailers
as of midnight, May 31, 2005.

%The telecommunications tax became effective January 1, 2006, and is composed of three separate taxes.
An excise tax of three percent is applied to cable and direct broadcast satellite (DBS) charges. In addition,
an internal gross receipts tax is levied on cable and DBS providers at a rate of 2.4 percent of gross receipts,
and on telephone service providers at a rate of 1.3 percent of gross receipts.

4Other tobacco products were subjected to a tax based either on value or weight effective August 1, 2005.
For more information please refer to KRS 138.140.

STaxes on most categories of intangible property not already exempted were removed for property held after
December 31, 2005.

5Phase-in of Class A beneficiary exemption began July 1, 1995. The phase-in period ended for deaths
occurring after June 30, 1998. In 2001, the federal Economic Growth and Tax Relief Reconciliation Act

(EGTRRA) phased out the federal estate tax, which affected Kentucky inheritance and estate tax receipts
through the “pick up” tax.

"Prior to FY03, PSC Assessment was included in Departmental Fees.

8The sale of NOx credits was authorized beginning in FY04.
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