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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 fourth quarter of Fiscal Year 2014 (FY14). It also includes an analysis of
FY14 totals and an interim economic and revenue forecast for the first three quarters of FY15.

General Fund receipts in the fourth quarter of FY14 totaled $2,586.7 million compared to $2,573.0
million in the fourth quarter of FY13, an increase of 0.5 percent. Among the major accounts: sales and
use and corporation income posted the largest increases. On the other hand, the largest declines occurred
in the limited liability entity tax (LLET) and coal severance taxes.

The General Fund grew 1.2 percent, or $113.7 million, in FY14. Revenue collections showed positive
growth in first quarter of 3.3 percent, a decline of 0.7 percent in the second quarter, growth of 2.1
percent, and 0.5 percent in the final two quarters, respectively. For the fiscal year that ended June 30,
2014 (FY14), General Fund receipts totaled $9,462.0 million, a sum of 1.2 percent more than FY13
collections. Final FY14 revenues were $90.9 million, or 1.0 percent below the official revenue estimate.

Road Fund receipts fell 2.7 percent in the fourth quarter of FY14. Receipts totaled $398.3 million
compared to the $409.5 million received in the fourth quarter of FY13. It is noteworthy that both motor
fuels and motor vehicle usage tax receipts declined. While it has not been unusual for one of the major
accounts to fall, this is the first time since the first quarter of FYQ9 that both have declined.

i
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Road Fund revenues for FY14 were $1,560.4 million, an increase of 4.6 percent from the previous fiscal
year. Total receipts exceeded the FY13 level by $68.8 million. Final FY14 Road Fund revenues fell
short of the official consensus estimate by $22.1 million or 1.4 percent.

Sincerely,
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Jane C. Driskell
State Budget Director
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Executive Summary

In accordance with KRS 48.400(2), the Office of State Budget Director (OSBD) has prepared
a Quarterly Economic and Revenue Report for the fourth quarter of FY14. This report includes
a synopsis of the current economic and fiscal conditions of the Commonwealth, as well as an
outlook for the next three fiscal quarters.

The fourth quarter edition of the Quarterly Report is typically the longest report of the year
due to the reporting of both quarterly and annual data. The Annual Edition also includes the
latest interim projections and an expanded statistical appendix containing a ten-year history
of the major General Fund and Road Fund accounts with a corresponding history of growth
rates.

Major points that will be discussed in this report include the following:

® Although the General Fund fell short of the official FY14 estimate by $90.9 million or
1.0 percent, annual General Fund receipts rose for the fourth consecutive fiscal year
following two years of declining receipts during the latest recession. General Fund
receipts for FY14 totaled $9,462.0 million. See Table 1. Despite the string of four
consecutive increases, the rate of increase has been shrinking: In FY11, growth in the
General Fund was 6.5 percent, FY12 at 3.8 percent, FY13 at 3.8 percent and finally 1.2
percent in FY14.

® The General Fund grew by 0.5 percent in the fourth quarter. The General Fund grew
in three of the four quarters of FY14. After a solid first quarter, the General Fund
declined by 0.7 percent in the second quarter compared to the second quarter of FY13.

® Individual income tax receipts increased $26.3 million, or 0.7 percent, from FY13.
Growth of 0.7 percent is a significant slowdown from what the Commonwealth has
experienced in the past three years following the recession in which rates of growth
were 8.3 percent, 2.8 percent and 6.0 percent. The “April Surprise” clearly depressed
both estimated payments and final payments in FY14 due to the partial acceleration
of capital gains and declarations of one-time income in FY13. The interim forecast calls
for a rebound in the individual income tax in accordance with earnings projections.

® Sales and use tax receipts posted the largest nominal difference over FY13 levels,
growing $109.3 million, or 3.6 percent. The rate of growth in this account was a welcome
relief given it has seen declines in three of the five previous years. Growth in FY15 is
expected to be slightly lower than FY14.

Fourth Quarter FY14 Governor's Office for Economic Analysis 1



Executive Summary

® Property tax rose by 72.9 percent in the fourth quarter, which was largely the result of
timing issues. The property tax, despite a robust fourth quarter, grew only 0.7 percent
for FY14.

® Thelimited liability entity tax (LLET) tax fell by 21.7 percent in the fourth quarter. The
LLET tax fell by 19.0 percent in FY14. The corporate income tax grew by 18.6 percent
in FY14.

® The coal severance tax fell by 12.6 percent in the fourth quarter while the FY14 tax fell
14.3 percent.

® General Fund growth is expected to be 1.3 percent in the first three quarters of FY15,
and will need to grow by 3.6 percent for the fiscal year to meet the official estimate.

® The Road Fund fell by 2.7 percent in the fourth quarter. Nearly every account within
the Road Fund experienced declines in the fourth quarter; only the weight distance tax
grew.

® Annual Road Fund receipts posted 4.6 percent growth in FY14, despite having a
negative fourth quarter. The Road Fund has now increased for five consecutive fiscal
years. Road Fund receipts for FY14 totaled $1,560.4 million. See Table 2. Both the
motor fuels and motor vehicle usage taxes grew by modest amounts in FY14. The Road
Fund also fell short of the official FY14 estimate by $22.2 million, or 1.4 percent of the
Road Fund.

® At the national level, the most recent employment report was the third monthly report
1n a row to report more than 200,000 jobs added. Overall, the last half of fiscal 2014 has
seen over 1.3 million payroll jobs added, and employment is now up almost 2.3 million
year-over-year.

® Kentucky non-farm employment rose by 0.3 percent in the fourth quarter. See Table
12. Post-recession employment growth continues to be weak. The highest growing
sector in the fourth quarter was other services employment which grew by a modest 1.7
percent. Five of the 11 supersectors experienced employment losses in the fourth
quarter. The largest losses occurred in finance services, which lost 2.6 percent in the
fourth quarter.

® Individualincometaxisexpectedtoincreaseby 3.3 percent for the forecast horizon. The
sales tax 1s expected to decline 0.6 percent. Coal severance tax losses are expected to
taper and only drop 5.0 percent. Corporate income tax is expected to increase by 2.6
percent.

2 Governor's Office for Economic Analysis Fourth Quarter FY14



Executive Summary

® The Road Fundis expected to grow 0.1 percent during the three quarter forecast period.
Motor fuels taxes are expected to increase 2.0 percent. Motor vehicle usage tax is
expected to decline by 3.1 percent.

® Road Fund growth is expected to be 0.1 percent in the first three quarters of FY15.

Fourth Quarter FY14 Governor's Office for Economic Analysis 3



Executive Summary

Table 1
FY14 General Fund Receipts Compared to Official Estimate
$ millions

FY14 Difference

Actual Estimate $ %
Individual Income 3,749.3 3,812.3 -63.0 -1.7
Sales and Use 3,131.1 3,099.3 31.8 1.0
Property 562.4 568.9 -6.5 -1.1
Corporation Income 475.1 460.5 14.6 3.2
LLET 199.3 231.7 -32.4 -14.0
Coal Sewerance 197.5 200.6 -3.1 -1.5
Cigarette Tax 228.1 231.2 -3.1 -1.4
Lottery 219.5 224.0 -4.5 -2.0
Other 699.7 7244 -24.7 -3.4
Total 9,462.0 9,552.9 -90.9 -1.0

Table 2
FY14 Road Fund Receipts Compared to Official Estimate
$ millions

FYl14 Difference

Actual Estimate $ %
Motor Fuels 886.2 900.7 -14.5 -1.6
Motor Vehicle Usage 443.0 448.4 -5.4 -1.2
Motor Vehicle License 101.9 101.3 0.6 0.6
Motor Vehicle Operators 16.2 16.1 0.0 0.3
Weight Distance 76.9 76.1 0.8 1.0
Income on Investments 4.0 2.8 1.2 NA
Other 32.3 37.2 49 131
Total 1,560.4 1,582.6 -22.1 -1.4

Governor's Office for Economic Analysis
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Revenue Receipts

FOURTH QUARTER, FY14
General Fund

General Fund receipts in the fourth quarter
of FY14 totaled $2,586.7 million compared
to $2,573.0 million in the fourth quarter of
FY13, an increase of 0.5 percent. Collec-
tions in the major revenue categories are
shown in summary form in Table 3. De-
tailed information on these and other ac-
counts is available in Appendix A.

Table 3
Summary General Fund Receipts
Fourth Quarter, FY14, $ millions

Diff Diff

FY14 FY13 %) (%)
Individual Income  1,124.3 1,159.8 -35.5 -3.1
Sales and Use 812.6 773.0 39.5 5.1
Property 62.1 35.9 26.2 72.9
Corporation Income  183.3 153.0 304 19.9
Coal Severance 48.7 55.7 -7.0 -12.6
Cigarette Taxes 59.1 63.3 -4.2 -6.6
LLET 68.9 88.0 -19.1 217
Lottery 62.9 60.0 29 4.8
Other 164.9 184.4 -19.4  -105
Total 2,586.7 2,573.0 13.7 0.5

Among the major accounts: sales and use,
corporation income, property and lottery
taxes posted the largest increases. On the
other hand, the largest declines occurred in
the LLET, coal severance, and other taxes,
which were $19.1 million, $7.0million and
$19.4 million below FY13 levels, respec-
tively.

The sales and use tax posted an increase of
5.1 percent in the fourth quarter of FY14.
Receipts of $812.6 million compare to the

$773.0 million collected in the fourth quarter
of FY13.

Property tax collections increased 72.9 per-
cent in the fourth quarter of FY14. Collec-
tions of $62.1 million compare to $35.9 mil-
lion received in the fourth quarter of the prior
fiscal year.

Corporation income collections rose 19.9 per-
cent in the fourth quarter of FY14. Receipts
totaled $183.3 million and were $30.4 million
more than collected a year earlier.

Individual income tax receipts fell 3.1 per-
cent in the fourth quarter of FY14 compared
to collections in the fourth quarter of FY13.
Receipts of $1,124.3 million were $35.5 mil-
lion less than collected in the fourth quarter
of the previous fiscal year. All components of
the tax: withholding, declarations, net re-
turns and fiduciary decreased in FY14 com-
pared to the same time last year. In terms of
the “April Surprise”, the effects clearly de-
pressed both estimated payments and final
paymentsin FY14 duetothe partial accelera-
tion of capital gains and declarations of one-
time income in FY13.

Coal severance tax receipts continued to de-
crease 1n the fourth quarter as receipts fell
12.6 percent. Receipts of $48.7 million com-
pare to $55.7 million collected in the fourth
quarter of FY13.

Cigarette taxes decreased in the fourth quar-
ter. Receipts of $59.1 million were 6.6 per-
cent less than collected in the fourth quarter
of FY13.

Fourth Quarter FY14
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Revenue Receipts

The LLET receipts have declined sharply in
the last three quarters. Fourth quarter col-
lections declined 21.7 percent. Fourth quar-
ter collections were $68.9 million compared
to $88.0 million last fiscal year.

Lottery receipts increased 4.8 percent, or
$2.9 million, in the fourth quarter of FY14
with revenues of $62.9 million. Despite the
large percentage increase, lottery receipts
were $4.5 million short of the official esti-
mate.

The “Other” category represents the remain-
ing accounts in the General Fund and com-

bine for $164.9 million in receipts, a decline
of 10.5 percent from FY13.

Figure A details the composition of fourth-
quarter General Fund receipts by tax type.
Sixty-nine percent of General Fund revenues
were in the areas of the individual income
tax and the sales tax. The next-largest
source of revenue was the corporation in-
come category at seven percent followed by
the “Other” which accounted for six percent.
The largest components in this category in-
clude the insurance premium tax, the bank
franchise tax, telecommunications tax, beer
wholesale tax, and the inheritance tax. Lot-

Figure A
General Fund Receipts Composition
Fourth Quarter, FY14

Lottery 3%

Property 2%

Cigarette Tax 2%

Coal Severance 2%

LLET 3%

Corporation Income
7%

Other 6%

Sales and Use
31%

Individual Income
38%
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Revenue Receipts

tery receipts and LLET accounted for three
percent each. Finally property, cigarette
and coal severance taxes accounted for two
percent each.

Road Fund

Road Fund receipts fell 2.7 percent in the
fourth quarter of FY14. Receipts totaled
$398.3 million compared to the $409.5 mil-
lion received in the fourth quarter of FY13.
Collections for this quarter are notable for
the fact that both motor fuels and motor
vehicle usage tax receipts declined . While it
has not been unusual for one of the major
accounts to fall, this is the first time since
the first quarter of FY09 that both have
declined during the same quarter. Sum-
mary data are contained in Table 4 and
detailed data are shown in Appendix A.

Motor fuels tax receipts decreased 1.8 per-
cent during the fourth quarter of FY14.
Receipts were $217.3 million and compare to
$221.2 million collected during the fourth
quarter last year. The decrease is predomi-
nately a function of a decline in taxable
gallons of motor fuels sold. The tax rate for

the quarter was only 0.2 cents per gallon
higher than for the same period in FY13.

Fourth quarter motor vehicle usage tax re-
ceipts posted their weakest rate of growth in
FY14, declining 3.8 percent. Despite the
decline, motor vehicle usage receipts of
$117.3, was still the largest quarter of the
fiscal year.

Motor vehicle license tax receipts decreased
17.1 percent during the fourth quarter of
FY14. Receipts of $31.8 million compare to
$38.4 million received during the fourth
quarter of FY13.

Motor vehicle operators' license fees totaled
$4.0 million, a 1.5 percent decrease com-
pared to the level observed a year ago.

Weight distance tax receipts totaled $19.2
million, an increase of 3.1 percent from the
fourth quarter of last year.

Investment income was higher in the fourth
quarter of FY14, yielding $1.9 million.

The remainder of the accounts in the Road
Fund combine for a decrease of 22.3 percent.
Receipts for the “Other” category totaled

$6.8 million during the fourth quarter,
compared to $8.8 million in the fourth
quarter of FY13.

Figure B details the composition of Road

Fund revenues by tax type in the fourth
quarter of FY14. Motor fuels taxes and
motor vehicle usage taxes comprised 87
percent of Road Fund revenues in the
fourth quarter. The next-largest source of

Table 4
Summary Road Fund Receipts
Fourth Quarter, FY14, $ millions
Diff Diff
Fr14 FY13 $) (%)
Motor Fuels 217.3 221.2 -3.9 -1.8
Motor Vehicle Usage 117.3 121.9 -4.6 -3.8
Motor Vehicle License 31.8 38.4 -6.6 -17.1
Motor Vehicle Operators 4.0 4.1 -0.1 -15
Weight Distance 19.2 18.6 0.6 3.1
Income on Investments 1.9 -34 52 -1548
Other 6.8 8.8 -2.0 -22.3
Total 398.3 409.5 -11.3 -2.7

revenue was the motor vehicle license tax

Fourth Quarter FY14
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Revenue Receipts

with eight percent, followed by weight dis-
tance taxes with five percent. The “Other”
category accounted for two percent and mo-

tor vehicle operators accounted for one per-
cent. Income on investment accounted for a
negligible amount of the total Road Fund
receipts.

Figure B
Road Fund Receipts Composition
Fourth Quarter, FY14

Weight Distance Investment

5%
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Motor Vehicle License
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Revenue Receipts

ANNUAL TOTALS, FY14
General Fund

The General Fund grew 1.2 percent, or $113.7
million, in FY14. Revenue collections showed
positive growth in first quarter of 3.3 per-
cent, a decline of 0.7 percent in the second
quarter, and growth of 2.1 percent and 0.5
percent in the final two quarters respec-
tively. Five of the eight major accounts
showed growths while only three: LLET, coal
severance, and cigarette taxes posted de-
clines.

General Fund collections for FY14 were $90.9
million, or 1.0 percent below the official esti-
mate which had projected revenue growth of
2.2 percent. The largest shortfalls occurred
intheindividual income and the LLET taxes.
On the other hand, sales and use and corpo-
ration income taxes came in above the fore-
casted levels.

Individual income tax receipts grew $26.3
million from last year. Modest gains in with-
holding payments offset losses in declara-
tions and net returns. Withholding grew by
1.7 percent in FY14; the same growth rate as
FY13. Fiduciary payments increased by less

Table 5

General Fund Revenues Compared to Previous Years

$ millions

than $1 million. Individual income tax re-
ceipts totaled $3,749.3 million and compare
to $3,723.0 million collected last year.

Sales tax receipts increased $109.3 million,
or 3.6 percent over FY13 totals. Receipts of
$3,131.1 million compare to prior year re-
ceipts $3,021.8 million.

Total property taxes rose 0.7 percent during
FY14. Receipts totaled $562.4 million com-
pared to $558.4 million collected in FY13.
Both real and tangible property tax receipts
increased for the year.

Corporate income tax collections grew $74.4
millionin FY14. Receipts for the year totaled
$475.1 million and compare to $400.8 mil-
lion collected in FY13. Payments with re-
turns increased by $91.0 million. The LLET
with receipts of $199.3 million in FY14 de-
creased 19.0 percent compared to the prior
year.

Coal severance taxes decreased by 14.3 per-
cent in FY14. Severed tons have also de-
clined steadily as the demand for coal wanes.
Total collections for FY14 were $197.5 mil-
Lion or $33.0 million less than FY13 receipts.

Lottery receipts increased
2.0 percent, or $4.2 million,
from the previous year. Re-
ceipts of $219.5 million com-

Full Year Receipts

Growth Rates (%)

parefavorably to $215.3 mil-

FY14 FY13 FY12 FY14 FY13 FY12 ) ) :
Individual Income ~ 3,749.3  3,723.0 35121 _ 07 _ 60 _ 28 llonremitted to the state in
Sales and Use  3,131.1 3,021.8 3,052.2 36  -1.0 5.4 FY13, but fell short of the
Property 562.4 558.4 529.6 0.7 5.4 2.9 estimate of $224.0 million.
Corporate Income 475.1 400.8 374.4 18.6 7.0 24.5
LLET 199.3 246.1 2007 190 226 7.0 The “Other” category fin-
Cgal Severance 197.5 230.5 298.3 -143 227 0.8 ished the year down 2.0 per-
Cigarette Taxes 228.1 238.7 254.8 -4.4 -6.3 -2.8 . .
Lottery 2105 2153 2108 20 21 51 cent. Receiptsof$699.7mil-
Other 609.7 7138 6580 20 85 0.4 lioncompare to $713.8 mil-
Total 94620 93483 90910 12 _ 28 38 lion collected in FY13.
Fourth Quarter FY14 Governor's Office for Economic Analysis 9



Revenue Receipts

Losses in nontax receipts and the telecom-
munications tax were largely responsible
for the small decline.

Figure C details the composition of FY14
General Fund receipts by tax type. Sev-
enty-three percent of General Fund rev-
enues were in the areas of the individual
income tax and the sales tax. The next-
largest source of revenue was the “Other”
category. Property taxes made up six per-
cent of the General Fund followed by the
corporation income tax which accounted for
five percent. Cigarette tax accounted for

three percent. Lottery revenues, coal sever-
ance, and the LLET each accounted for two
percent of General Fund revenues.

Table 7 and Figure D detail the growth rates
in General Fund revenues by each fiscal
quarter of FY14. First-quarter growth of 3.3
percent marked the highest quarter for
growthin FY14 and was actually negative in
the second quarter. General Fund receipts
were positive in the second half of the fiscal
year, ending with growth of 0.5 percent in
the fourth quarter.

Figure C
FY14 General Fund Receipts Composition

Lottery
2%

Property

6%

Cigarette Tax
3%

Coal Severance

2% | LET
2%

Corporation
Income
5%
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Table 6
General Fund Quarterly Revenue Receipts
$ millions
FY14
Q1 Q2 Q3 Q4 Full Year
Individual Income 931.3 925.3 768.4 1,124.3 3,749.3
Sales and Use 778.1 779.0 761.4 812.6 3,131.1
Property 55.8 306.2 138.3 62.1 562.4
Corporation Income  150.7 79.9 61.2 183.3 475.1
LLET 48.6 45.4 36.5 68.9 199.3
Coal Sewerance 51.3 52.8 44.8 48.7 197.5
Cigarette Tax 59.3 57.9 51.8 59.1 228.1
Lottery 48.5 54.6 53.5 62.9 219.5
Other 150.7 137.0 247.0 164.9 699.7
Total 2,274.4  2,438.1 2,162.9 2,586.7 9,462.0

Table 7
General Fund Quarterly Growth Rates
percents
Q1 Q2 Q3 Q4 FY14
Individual Income 3.3 1.6 2.4 -3.1 0.7
Sales and Use 2.3 3.7 3.3 5.1 3.6
Property -15.1 -7.6 10.3 72.9 0.7
Corporation Income  33.4 -2.4 15.6 19.9 18.6
LLET 28 -255 -27.1 -21.7 -19.0
Coal Sewerance -20.9 -6.8 -16.0 -12.6 -14.3
Cigarette Tax 2.1 5.1 -3.8 -6.6 -4.4
Lottery 0.0 2.6 0.0 4.8 2.0
Other 8.9 -7.5 1.7 -10.5 -2.0
Total 3.3 -0.7 2.1 0.5 1.2

Revenue Receipts

Fourth Quarter FY14

Governor's Office for Economic Analysis
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Revenue Receipts

Figure D
FY14 General Fund Quarterly Growth Rates
percents
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Revenue Receipts

Road Fund

Road Fund revenues for FY14 were $1,560.4
million, an increase of 4.6 percent from the
previous fiscal year. Total receipts exceeded
the FY13 level by $68.8 million as increases
in motor fuels and motor vehicle usage tax
accounted for the majority of the growth. On
net, the five remaining accounts increased
$4.8 million over FY13 levels.

Road Fund receipts have now grown for five
consecutive fiscal years. Growth of 4.6 per-
cent in FY14 reverses the trend which saw
Road Fund rate of growth of revenues de-
clinein each of the previous four years (FY10-
FY13).0n a quarterly basis, Road Fund col-
lections increased in three of the four quar-
ters with the strongest growth occurring in
the first half of the fiscal year. Rates of
growth for the four quarters were 10.9 per-
cent, 3.2 percent, 8.2 percent and -2.7 per-
cent. Road Fund collections are detailed in
Table 8.

Motor fuels tax receipts rose by $47.8 mil-
lion, or 5.7 percent, in FY14 and continue to
be the engine of growth for Road Fund rev-
enues. The increase resulted from the auto-

Table 8

Road Fund Revenues Compared to Previous Years

matic statutory increase in the variable tax
rate due to increased wholesale prices in the
first two quarters of the fiscal year. While
the increase in the tax rate was not as large
in the second half of the year, rates still
exceeded FY13 levels. This increase helped
counteract a decline in taxable gallons of fuel
sold.

Motor vehicle usage tax receipts of $443.0
million represent an increase of 3.8 percent
compared to the $426.8 million collected in
FY13. Theincrease in FY14 collections is an
improvement over the rate of growth experi-
enced in FY13. This growth is on top of the
rapid growth which occurred in FY11 and
FY12.

Motor vehicle license tax receipts fell 0.4
percent with collections of $101.9 million
comparedto $102.3 million collectedin FY13.

Weight distance tax revenuesrebounded from
an FY13 decline with receipts growing 2.6
percent. Receipts of $76.9 million in FY14
compared to $74.9 million collected in FY13.

The “Other” category declined 3.9 percent
from FY13. Total receipts in this category
were $32.3 million,
compared to $33.6
million collected in

$ millions FY13.
Full Year Receipts Growth Rates (%) .

FYl4  Fvi3  Fviz  Fvia  Fviz  Fviz  RoadFundcollections
Motor Fuels 886.2 838.3 790.2 5.7 6.1 7.8 for FY14fell shortthe
Motor Vehicle Usage 443.0 426.8 416.9 3.8 2.4 9.2  official consensus es-
Motor Vehicle License 101.9 102.3 107.8 -0.4 -5.2 102 timate by $22.1 mil-
Mot.or Veh|cle Operators 16.2 16.0 15.7 0.6 2.0 0.0 lion, or 1.4 percent.
Weight Distance 76.9 74.9 75.1 2.6 -0.2 1.5 Among the two larg-
Income on Investments 4.0 -0.4 3.1 NA -112.9 54.3
Other 32.3 33.6 349 39 38 o7 ©st accounts, motor
Total 1,560.4 1,491.6 1,443.8 4.6 3.3 78 fuels and motor ve-

hicleusage taxes, rev-

Fourth Quarter FY14
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Revenue Receipts

enue collections were below the estimates by
$19.9 million. On a percentage level, five of
the seven major accounts were within 1.6
percent of estimated levels.

Figure E details the composition of FY14
Road Fund receipts by tax type. Eighty-five

percent of the Road Fund comes from motor
vehicle usage and motor fuels taxes. Follow-
ing these, the motor vehicle license tax ac-
counted for seven percent and the weight
distance tax accounted for five percent.
“Other” taxes combined to account for two
percent. Motor vehicle operators’ revenue
accounted for one percent.

Figure E
FY14 Road Fund Receipts Composition
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Table 9
Road Fund Quarterly Revenue Receipts
percent
FY14

Q1 Q2 Q3 Q4 Full Year
Motor Fuels 230.4 227.7 210.7 217.3 886.2
Motor Vehicle Usage 115.6 101.3 108.8 117.3 443.0
Motor Vehicle License 18.5 18.1 33.5 31.8 101.9
Motor Vehicle Operators 4.2 3.9 4.0 4.0 16.1
Weight Distance 19.2 19.5 19.0 19.2 76.9
Income on Investments 0.8 0.1 1.3 1.9 4.0
Other 9.0 7.7 8.8 6.8 32.3
Total 397.7 378.3 386.1 398.3 1,560.4

Table 10
Road Fund Quarterly Growth Rates
$ millions
Q1 Q2 Q3 Q4 FY14

Motor Fuels 11.2 5.6 8.4 -1.8 5.7
Motor Vehicle Usage 13.7 1.3 5.4 -3.8 3.8
Motor Vehicle License 5.7 2.3 16.7 -17.1 -0.4
Motor Vehicle Operators -1.6 0.2 5.9 -1.5 0.6
Weight Distance 1.5 3.1 2.9 3.1 2.6
Income on Investments -40.9 -88.9 41.8 NA -1,101.5
Other 15.0 -20.3 199 -22.3 -3.9
Total 10.9 3.2 8.2 2.7 4.6
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Figure F
FY14 Road Fund Quarterly Growth Rates
percent
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The Economy
Fourth Quarter FY14

NATIONAL ECONOMY

Real gross domestic product (real GDP)
rose by 2.3 percent! in the fourth quarter of
FY14. See Table 11. Gross domestic prod-
uct 1s defined as the sum of all final goods
and services sold within a country’s physi-
cal boundary in a given year and explicitly
excludes those goods and services which
are produced by US citizens in other coun-
tries. Real GDP declined by 2.9 percent in
the third quarter of FY14.2 Using the same
Bureau of Economic Analysis (BEA) growth
rate methodology, real GDP is expected to
increase by 3.7 percent in the fourth quar-
ter of FY14.2 Official BEA-calculated fourth
quarter real GDP growth rates will be
published in July, August and September
of 2014.

The final estimate real GDP growth rate
in the third quarter was of particular im-
portance because the revisions from first
estimate tothe final estimate were solarge.
The first estimate was +0.1 percent growth.
The second estimate was -1.0 percent. The
third and final estimate for third quarter
real GDP growth was revised down to -2.9
percent. Using the same calculation method
as in Table 11, the third quarter growth
rate was 2.0 percent. Thatis, third quarter

real GDP was 2.0 percent higher than third
quarter FY13 real GDP. This pattern of down-
ward revisions has become somewhat more
common during this recovery period. This
particular downward revision is one of the
largest BEA has ever implemented.

Real GDP is composed of five components:
consumption, investment, government expen-
ditures, exports and imports. Imports are
deducted from GDP, as they represent goods
and services which are not produced within
the boundary of the United States. In the
third quarter, the losses in real GDP were
caused by declines in investment (-11.7 per-
cent), government expenditures (-0.8 percent)
and exports (-6.0 percent).* All five real GDP
components are expected to increase in the
fourth quarter over the third quarter.

Real consumption rose by 2.7 percent in the
fourth quarter. Consumption has been mod-
erate and stable for the last three quarters,
increasing 2.3, 2.5 and 2.7 percent over the
same quarter of the previous fiscal year. Real
consumption made up 68.5 percent of real
GDP in the fourth quarter.

Owing mostly to an extremely strong first
quarter growth, year-over-year growth rates
for real investment in FY14 were solid; 6.9,

'Source: IHS Global Insight estimate, June forecast. Unless otherwise noted, all fourth quarter FY14 economic data are estimated
values rather than actual values since final official numbers released by the BEA are not available as of the release date of this report.
2Source: BEA, third estimate published June 25, 2014. This is an adjacent-quarter growth rate and is computed as an annual rate.
3Source: Global Insight, forecast published June 6, 2014. This is an adjacent-quarter growth rate and is computed as an annual rate. The
growth rate published in Table 11 is growth compared to the same quarter in the previous fiscal year; a different mathematical calculation

than annualizing a quarterly growth rate.

4Growth rates computed using BEA annual rate methodology of adjacent quarters.
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8.3, 3.7 and 4.8 percent respectively. Real
investment was substantially impacted dur-
ing the 2007 recession. Investment declined
on an adjacent-quarter basis in 13 of 14
quarters during that time. The losses were
long and deep, losing $969.1 billion, or 34.9
percent of its total value from peek to trough.
As of the fourth quarter of FY14, real invest-
ment is still $126.8 billion below the previ-
ous peek. This is a statement about the
depth of the recession on investment as well
as a statement about the weakness of invest-
ment during the recovery. Real investment
made up 16.5 percent of real GDP in the
fourth quarter.

Real government expenditures in the fourth
quarter of FY14 fell by 1.3 percent compared
to the same quarter in FY13. On an adja-
cent-quarter basis, real government expen-

ditures have declined in 14 of the last 19
quarters. In general, government expendi-
tures are a countercyclical component of
GDP. So it is normal for government expen-
dituresto decline during a recovery, as many
transfer payments are stopped or slowed. In
addition to transfer payments, defense spend-
ing has been falling since FY12. In FY12,
defense spendingfell by 3.3 percent. InFY13,
defense spending fell by 4.9 percent. And in
FY14, defense spending fell by 3.1 percent.
Defense spending has historically been
acyclical; correlated more with major mili-
tary operations and foreign wars, than with
real GDP. Real government expenditures
made up 17.9 percent of real GDP in the
fourth quarter.

Real exports increased by 3.2 percent in the
fourth quarter. Real imports increased by

Table 11
Summary of US Economic Series
Fourth Quarter FY14 & FY13

Fourth Quarter Full Year

FY14 FY13 % Chg FY14 FY13 % Chg

Real GDP 16,047.6  15,679.7 23 15933.0 15,584.3 2.2
Real Consumption 10,985.0  10,691.9 2.7 10,868.8 10,615.4 2.4
Real Investment 2,647.0 2,524.9 4.8 2,620.0 2,473.3 5.9
Real Gowt. Expenditures 2,868.1 2,904.5 -1.3 2,876.7 2,934.9 -2.0
Real Exports 2,063.1 1,998.4 3.2 2,044.1 1,971.9 3.7
Real Imports 2,495.1 2,422.9 3.0 2,457.5 2,395.7 2.6
Personal Income ($ billions) 14,562.5 14,086.2 3.4 14,376.6 13,946.7 3.1
Wages and Salaries ($ billions) 7,365.9 7,117.6 3.5 7,262.5 7,037.3 3.2
Inflation (% chg CPI) 2.0 1.4 NA 15 1.7 NA
Industrial Production Index (% chg) 3.3 2.5 NA 3.2 3.1 NA
Civilian Labor Force (millions) 155.9 155.6 0.2 155.5 155.3 0.1
Total Non-farm Employment (millions) 138.5 136.1 1.7 137.5 135.2 1.7
Manufacturing Employment (millions) 12.1 12.0 1.0 12.1 12.0 0.6
Unemployment Rate (%) 6.4 7.5 NA 6.8 7.8 NA

Not Seasonally Adjusted. Real series are annual rate, billions of chained 2000 dollars.
Components do not sum to GDP because they are annualized independently.

Data for FY14 Q4 are June 2014 estimates.
Source: IHS Global Insight Inc., June 2014 data release
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3.0 percent. However, since imports in-
creased by a larger absolute amount, the
trade deficit widened and fell to $432.0 bil-
lion. Exports have been inconsistent in the
last two years. In the third quarter of FY14,
exports declined by 1.5 percent compared to
the second quarter. In the fourth quarter,
exports increased by 1.5 percent compared
to the third quarter. So on net, the fourth
quarter US export position is slightly worse
thanin the second quarter of FY14. Exports
are a function of the terms of trade (the ratio
of prices), foreign country demand for our
goods and US supply above that which is
consumed domestically. Real exports made
up 12.9 percent of real GDP in the fourth
quarter.

The components of real GDP have performed
in different ways during the current recov-
ery. Since the trough in real GDP in the
third quarter of FY09, real GDP has grown
a net 11.8 percent. Real consumption has
performed slightly better, growing a net
12.1 percent during that time. Real invest-
ment exhibited the highest growth since the
recession ended, growing a net 45.4 percent.
Real government expenditures decreased by
a net 7.4 percent since the recession ended.
As a result, the component shares of real
GDP have noticeabley changed since the
recession officially ended. Investment went
from 12.7 percent to 16.5 percent. Govern-
ment expenditures went from 21.6 percent
to 17.9 percent and exports went from 10.7
percent to 12.9 percent.

US personal income grew by 3.0 percent in
the fourth quarter compared to the fourth
quarter of FY13. US personal income growth
during thisrecovery has been slightly slower
than in the last recovery. The average adja-
cent-quarter growth during the last recov-

ery was 1.2 percent, while the average growth
since the trough of the 2007 recession has
been 1.0 percent. Average growth in each of
the last two fiscal years has been 0.8 percent,
aclear slowing of growth in personal income.

Wages and salaries grew by 3.5 percent in
the fourth quarter over the same quarter of
last year. Fourth quarter wages and salaries
grew by 1.0 percent compared to third quar-
ter. Wages and salaries made up 50.6 per-
cent of US personal income in the fourth
quarter. Not surprisingly, the weak growth
in total personal income is seen in wages and
salaries also. Wages and salaries have de-
clined in two different quarters during this
recovery, a 0.6 percent decline in the second
quarter of FY12 and a 0.7 percent decline
during the third quarter of FY13. The aver-
age adjacent-quarter growth during FY14
has been 0.9 percent.

Non-farm employment increased by 1.7 per-
cent in the fourth quarter. Non-farm em-
ployment reached 138.5 million in the fourth
quarter. Non-farm employment has finally
surpassed its pre-recession peak. Thatis 17
quarters from the employment trough. His-
torically-speaking, this is a significant
amount of time. It took four quarters to
surpass the previous peak following the dual
1980 and 1981 recessions. It took seven
quarters to surpass the previous peak follow-
ing the 1990 recession. Similarly, it took
seven quarters to surpass the previous em-
ployment peak following the 2001 recession.
This is a statement about the depth of the
recessionlossesinjobs aswell as a statement
about the slow employment growth during
the subsequent recovery. Average adjacent-
quarter growth during the last two recover-
1es has been slower than in past few reces-
sions. Average recovery employment growth

Fourth Quarter FY14
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hasbeen 0.7, 0.5, 0.3 and 0.4 percent respec-
tively. Employment growth has been hin-
dered by slow civilian labor force participa-
tion, slow economic growth and extended
unemployment benefit programs.

KENTUCKY ECONOMY

Kentucky personal income increased by 3.5
percent in the fourth quarter. See Table 12.
Kentucky personal income growth has been
slower during this recovery than the last
recovery. Average adjacent-quarter growth
following the 2001 recession was 1.1 percent,
while average growth following the 2007
recession has been 0.9 percent. Adjacent-
quarter growthin FY14 hasbeen0.9,0.3,1.3
and 1.0 respectively. Wages and salaries in
Kentucky make up less of total personal
income than they do nationally. In Ken-
tucky, wages and salaries make up 49.2
percent of total income. Wages and salaries
grew by 3.0 percent in the fourth quarter.

Kentucky non-farm employment grew by 0.3
percent in the fourth quarter. Growth since
the end of the 2007 recession has been weak
relative to other recoveries. More impor-
tantly, growth over the last five quarters has
gotten even weaker. Adjacent-quarter
growth in the last five quarters was 0.0, 0.4,
0.0, -0.5, and 0.4 percent respectively. Em-
ployment data for several sectors were sub-
ject to downward revisions for the third
quarter of FY14, which resulted in a final
third quarter reduction of employment by
8,600 seasonally adjusted persons, or a 0.5
percent decline compared tothe second quar-
ter of FY14. This downward revision of the
third quarter would ordinarily provide an
artificial boost to fourth quarter growth.

Despite the third quarter revision, fourth
quarter employment growth was weak across
all supersectors. The weakness of employ-
ment growth continues to be a major concern
in Kentucky, asemployment growth is corre-
lated to many other sectors that feed off the
wages and salaries generated by employ-
ment.

Five of 11 Kentucky supersectors lost jobs in
first quarter of FY14. The largest losses
occurred in financial services employment
where employment dropped by 2,300 jobs or
a 2.6 percent fall comparing fourth quarter
FY14 to the same quarter of FY13. Mining,
manufacturing, information services and
trade, transportation, and utilities employ-
ment sectors also experienced declines. The
sector which experienced thelargest increase
was other services, which grew by 1,100 jobs
or 1.7 percent. Educational services employ-
ment grew by 2,600 jobs, or a 0.7 percent
increase. Government employment, which
includes federal, state and local government
jobs, increased by 3,000 seasonally adjusted
jobs, a 0.4 percent increase compared to the
same quarter in FY13.

Construction employment has been falling
steadily since the 2007 recession started.
There has not been a clear rebound in this
sector. While construction employment in
Kentucky increased slightly in the fourth
quarter, it is not yet clear that the bottom
hasbeenreached. Average adjacent-quarter
growth since the official end of the recession
has been -0.6 percent.

Manufacturing employment fell 0.6 percent
in the fourth quarter. Manufacturing em-
ployment fell steadily during the recovery
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period following the 2001 recession. Those
regular quarterly losses stopped in the third
quarter of FY10. From the third quarter of
FY10 until the first quarter of FY14, manu-
facturing employment experienced some
improvements and increased by a little over
23,000 seasonally adjusted jobs. Manufac-

turing employment fell in the second and
third quarters of FY14 by 0.7 percent each.
Manufacturing employment in Kentucky has
never fully recovered from the 2001 reces-
sion. Kentucky’s current manufacturing
sector has 74,000 fewer jobs than the num-
ber of jobs during the peak prior to the 2001
recession.

Table 12
Summary of Kentucky Economic Series
Fourth Quarter FY14 & FY13

Fourth Quarter Full Year
FY14 FY13 % Chg FY14 FY13 % Chg
Personal Income ($ millions) 164,034.2  158,512.6 35 161,672.7 157,536.1 2.6
Wages and Salaries ($ millions) 80,669.6 78,341.9 3.0 79,493.7 77,792.2 2.2
Non-farm Employment (thousands) 1,839.1 1,833.7 0.3 1,838.0 1,829.3 0.5
Goods-producing 312.6 313.2 -0.2 312.9 313.1 -0.1
Construction 67.9 67.2 1.0 67.5 67.0 0.8
Mining 17.6 17.6 -0.1 17.5 18.4 4.7
Manufacturing 227.2 228.4 -0.6 227.8 227.7 0.1
Senice-providing 1,187.5 1,184.5 0.3 1,186.9 1,179.4 0.6
Trade, Transportation & Utilities 368.1 369.7 -0.4 368.4 369.1 -0.2
Information 26.1 26.3 -0.8 26.1 26.4 -0.9
Finance 86.2 88.5 -2.6 87.3 87.9 -0.7
Business Senices 200.3 198.7 0.8 201.3 195.9 2.7
Educational Senvices 260.3 257.7 1.0 259.3 257.6 0.7
Leisure and Hospitality Senices 180.4 178.7 1.0 179.1 177.4 1.0
Other Senices 66.0 64.9 1.7 65.4 65.1 0.5
Gowvernment 339.0 336.0 0.9 338.2 336.8 0.4

Not Seasonally Adjusted. Data for FY14 Q4 are June 2014 estimates.

Source: IHS Global InsightInc., June 2014 data release
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Interim Outlook

GENERAL FUND

The revenue forecasts presented in Table 13
and Table 14 were estimated using the June
2014 “control scenario” economic forecast
from both THS Global Insight (hereafter Glo-
bal Insight) and the Kentucky MAK model.
The FY14 estimates presented here high-
light the first three fiscal quarters of the
year. Underlying economic conditions have
solidified somewhat for the near-term fore-
cast, as partially alluded to in the Economic
Outlook section of this report. Uncertainty
remains, but according to Global Insight
many of the impediments to more robust
growth have been partially mitigated.

Projected General Fund revenues for the
next three quarters are shown in Table 13.
As the table indicates, General Fund growth
is projected tobe 1.3 percent over the forecast

horizon of FY15 (i.e., the first three quarters
of FY15). One should not assume that fourth
-quarter receipts in FY 15 will be the same as
in the first three quarters since the fourth
quarter receipts include the months of April
and June, two of the most pivotal and vola-
tile months of the fiscal year.

Individual income tax receipts are expected
to increase by 3.3 percent during the first
three quarters of FY15. The largest compo-
nent of individual income tax receipts is
withholding, which makes up approximately
95 percent of total individual income tax
receipts. Withholdingis closely tied to wages
and salaries and employment in the state.
Employment has been lackluster for the last
two fiscal years, with growth of 1.7 percent
each year. The increased rate of growth in
the individual income tax for the forecast
period is once again predicated upon im-
provement in the underlying economy.

Table 13
General Fund Interim Forecast
$ millions
FY14 FY14 FY15
Q4 Full Year Official CFG Q1, Q2, & Q3

Actual % Chg Actual % Chg Estimate $ Diff Estimate % Chg
Individual Income  1,124.3 3.1 3,749.3 0.7 3,812.3 -63.0 2,712.0 3.3
Sales & Use 812.6 5.1 3,131.1 3.6 3,099.3 31.8 2,304.6 -0.6
Property 62.1 729 562.4 0.7 568.9 -6.5 496.6 -0.7
Corporate Income 183.3 19.9 475.1 18.6 460.5 14.6 299.4 2.6
Coal Sewerance 48.7 -12.6 1975 -14.3 200.6 3.1 141.3 -5.0
Cigarette Tax 59.1 -6.6 228.1 -4.4 231.2 3.1 162.3 -3.9
LLET 68.9 -21.7 199.3 -19.0 231.7 -32.4 133.6 2.4
Lottery 62.9 4.8 219.5 2.0 224.0 -4.5 178.3 13.9
Other 164.9 -10.5 699.7 -2.0 724.4  -24.7 538.4 0.7
General Fund 2,586.7 0.5 9,462.0 1.2 9,552.9 -90.9 6,966.6 1.3
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Growth in sales and use tax receipts posted
the largest nominal increase over FY13 lev-
els, growing $109.3 million or 3.6 percent.
The rate of growth in this account was wel-
come given it has declined in three of the six
previous years. Recent volatility in the sales
tax has created additional challenges for
future periods. Since that rate of growth in
the sales tax exceeded growth in wages and
disposable income, a measure of caution was
exercised in blending the various sales tax
models due to the inability to sustain levels
of spending in excess of disposable income.

Property tax revenues are expected to de-
cline by 0.7 percent over the forecasting
horizon. The state rate on real property will
remain at 12.2 cents per $100 in valuation
for property assessed as of January 1, 2014.
Due to the effects of the recession on the
housing market, the state rate hasremained
at 12.2 cents since valuation year 2008, an
unprecedented occurrence of six consecutive
years without a rate decline. Asthe housing
market shores up, growth in new property
and existing values can be expected to even-
tually return to more traditional growth
patterns, but this interim assumes that this
reversion to “normal” will not occur during
the forecasting horizon.

The corporation income tax and the LLET
were designed to be complementary. The
LLET 1is a backstop for the corporation in-
come tax. That is, when corporate profits
and tax receipts fall, LLET collections rise
and vice versa. FY14 receipts exemplify this
theoretical relation between the two taxes.
In FY14, corporation income tax collections
grew 18.6 percent while LLET receipts plum-
meted with a decline of 19.0 percent. For the
forecasting horizon, the interim forecast calls
for 2.6 percent growth in the corporation

income tax and 2.4 percent growth in the
LLET. Business taxes such as corporation
income and the LLET have a large percent-
age of revenues accruing in the fourth fiscal
quarter, so it should not be expected that
growth in the fourth quarter will mimic the
first three quarters of FY15.

Coal severance receipts fell slightly short of
the official estimate in FY14 and are ex-
pected to decline further in FY15. Energy
markets and coal marketsin particular, have
become quite volatile. The interim estimate
is for a 5.0 decline over the forecasting hori-
zon. With the federal law changes and a
gridlock in the issuances of new mining per-
mits, a return to the levels near the FY12
peak ($298.3 million) is implausible in the
short to intermediate forecasting horizons.

Cigarette tax receipts declined 4.4 percent in
FY14 but the accelerated downward trend is
expected to stabilize somewhat over the fore-
cast horizon. The outlook for cigarette tax
receipts is for a nominal 3.9 percent decline
in the first three quarters of FY15. A down-
ward trend in smoking ratesis still expected,
but the $1.00 per pack increase in the tax
rate for Illinois is expected to have a small
positive revenue impact for cigarette pur-
chases in Kentucky. Notwithstanding this
minor border impact, the consumption of
cigarettes has steadily been trending down-
ward.

Lottery dividends fell $4.5 million short of
the Lottery Corporation’s dividend schedule
despite the expansion of lottery products
available for purchase. While the dividend
schedule for FY15 has not been released, the
official estimate for FY15 remains at $237.0
million. Nominal collections of dividend
payments are expected to be $178.3 million
for the first three quarters of FY15.
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The “Other” category contains dozens of
smaller accounts, which make up the re-
mainder of the General Fund. Insurance
premiums tax, bank franchise and telecom-
munications tax are the three largest ac-
counts in the “Other” category. The “Other”
category of taxes is expected to rise 0.7 per-
cent during the forecasting horizon, a lack-
luster increase coming off FY14 where rev-
enues declined 2.0 percent. Each account
was re-examined after FY14 and the proper
adjustments were made to calibrate the
models. The “Other” accounts totaled $699.7
million in FY14. “Other” collections are
estimated to be $538.4 million for the fore-
casting horizon.

ROAD FUND

Road Fund collections are forecasted to be
essentially flat over the first three quarters
of FY15, growing only 0.1 percent, as shown
in Table 14. While the rate of growth is
minimal, it is an improvement over the 2.7
percent decline experienced in the final quar-
ter of FY14. The Road Fund grew 4.6 per-
cent, or $68.8 million in FY14 due to moder-
ate growth in both motor fuels receipts and
motor vehicle usage tax collections. Those
increases helped offset declines in motor
vehicle license and “other” tax receipts.
Taken together, motor fuels and motor ve-
hicle collections accounted for $64.0 million
of the total increase in Road Fund revenues.

Motor fuels tax receipts are expected to
increase only 2.0 percent in the first nine
months of FY15 even though the tax rate
will be at the maximum statutorily allow-

able rate in the first two quarters before
declining in the third. Total taxable gallons
are projected to continue their long-term
decline, offsetting some of the revenue gains
resulting from a higher tax rate. Addition-
ally, and more importantly, the tax rate may
increase no more than 10 percent from the
ratein effect at the close of the previous fiscal
year. In FY14, that rate was so low that the
maximum increase allowable for FY15 is
only two-tenths of one cent.

Motor vehicle usage taxes are forecast to
decline 3.1 percent during the first three
quarters of FY15. After increasing 3.8 per-
cent in FY14, collections in this account are
expected to decline primarily due to a tax
law change. Effective July 1, 2015, a trade-
in credit will be allowed on the purchase of
new vehicles similar to the one in effect for
used vehicle purchases. The fiscal impact of
the law change is estimated to be $34.0
million for the entirety of FY15 and $24.3
million for the first nine months of the fiscal
year.

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 license fees are expected to
decrease 5.3 percent. Motor vehicle opera-
tors' license (driver’s license) taxes are fore-
casted to grow 0.8 percent, weight distance
taxes are expected to rise 1.2 percent, and
investment income collections are projec