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Background information and suggested talking points for specific tax policy options to mention to the Blue Ribbon Commission

Personal Income Tax Reform

WHAT:  The income tax is the most important tax in Kentucky in that it helps make our taxes less regressive. 

WHY: In Kentucky, the wealthiest 20% have had more than 40% of income gains over the last 20 years. Meanwhile, the poorest 20% have only had less than 7% of income gains, and the middle 20% have had only 16%.  Still, the wealthiest 20% are receiving the largest tax cuts, by far.  The average income of Kentuckians in the top 1% is around $819,000. Their average federal tax cut is over $31,000 a year.  

A progressive state income tax would help narrow Kentucky’s wealth gap, and bring people to a slightly more level playing field.  
SOME POLICY IDEAS aligned with our principles: 
· Make our income tax rates more progressive, taxing the highest incomes at a higher rate and lowering the rates on low-income working families through a robust Earned Income Tax Credit, like 24 other states also have.
· Simplify taxes and make them fair through a progressive rate structure, instead of relying on deductions.  Pare back or eliminate deductions (like 10 states including IN, OH and WV). 
· Phase out private pension exclusion (loses $235 million annually)

· Apply surcharge on high incomes

Kentucky can be competitive by closing corporate tax loopholes

WHAT:  Almost every state has some form of business tax, and those taxes (including Kentucky's) are a very small part of the cost of doing business. Nationwide data suggest that state corporate income taxes are on average under 0.25% of the cost of doing business.  But while it’s a small cost of doing business, collectively, these public dollars fund important investments in roads, schools, public health—all the components of a healthy workforce and buying base. 
WHY:
Corporate income taxes are an important part of a diverse state tax system. Instead of eliminating the tax, we should strengthen it by removing the loopholes and applying it fairly.  (Recently, the Kentucky Center for Economic Policy and ITEP co-released a report showing that many Fortune 500 companies are paying little-to-no state corporate income taxes across the country, including YUM!.)

SOME POLICY IDEAS aligned with our principles: 
· Twenty-four other states have combined reporting, which stops large corporations from hiding taxable income in states where it can't be taxed.

· Kentucky could put in place sunsetting and regular reviews of tax expenditures.  This means that Kentucky would require that tax expenditures expire every 5-10 years, and that they would be evaluated in the meantime for their effectiveness and to hold corporations accountable to keep their promises. 

· Kentucky could also take a good long look at the subsidies and expenditures it offers to industries that “buddy up” with our politicians.  Kentucky provides tax subsidies that unfairly give preference to fossil fuels, and taxes the severance of coal at levels lower than many other states and lower than their true cost to our communities. The state's tax expenditure report lists 19 different tax preferences under the category of "Energy Development and Coal Industry Support" and 14 under the category "Environmental Conservation and Historical Preservation," many of which are also energy or coal related. But these tax preferences receive practically no scrutiny. We could save money for needed investments by closely reviewing these and other tax preferences and eliminating those that move Kentucky in the wrong direction.
Kentucky can reform its sales tax, not raise it.

WHAT:  Simply raising our sales tax would be regressive. Instead, we can reform it by taxing a select set of services.

WHY:
In 1979, KY’s sales tax was 58% of our economy.  By 2008, it had fallen to 41%.  We can reform it to keep better pace with the economy.  
SOME POLICY IDEAS aligned with our principles: 
· Expand the service tax to a select set of services that are now untaxed in Kentucky, but are taxed in surrounding states.  Some examples that, together, would raise more than $100 million:
· Golf course greens fees & membership fees in private golf clubs &

· country clubs

· Janitorial services including carpet, upholster & window cleaning

· Garment alteration & garment repair services

· Armored car services

· Security services

· Exterminating & pest control

· Landscaping services (excl. lawn care)

· Non‐coin operated automotive washing and waxing

· Commercial linen services (excl. uniforms, hospitals & nursing

· homes)

· Limousine services 
We can make our taxes fairer with a healthy state Earned Income Tax Credit.

WHAT:  The EITC is a federal tax credit for low- and moderate-income working families.  Twenty-four states have expanded the credit by piggybacking by a certain percentage of the federal credit.
WHY:
Twenty-four states have an EITC, and it’s widely seen as an effective way to reduce poverty. It offsets some of the costs associated with working: child care, transportation, uniforms, etc.  The credit comes to families right when heating costs are the highest, and seasonal jobs are the lowest.  A 15% EITC would direct about $120 million.

SOME POLICY IDEAS aligned with our principles: 
· Do it! Recommend a healthy refundable state EITC! 
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