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The Economic and Fiscal Impacts of the
Distilling Industry in Kentucky

Kentucky is known internationally folBtairbon whiskey. The state produces and ages perhaps 95
percent of all thBourbonintheworldl e nt uc ky 6 s dnvobsedin distilleng asherar e al s ¢
spiritsand bottling, packaging and shipping many different kinds of distilled spirits (idiftein dist
elsewhere and brought to Kentucky facilities for final procelNsiady. all of the products are
shipped to customers outside of Kentucky, mea
Kentucky. The dollars support the wages, salarieeanélf i t s of workers i n th
industry, as well as those employed by suppliers. The dollars circulate further, as employees and
owners spend their income in the regional economy, generating jobs and income in grocery stores,
car dealers, bks) restaurantd,oct or sd offices, and the |ike.

This study is the third statewide study of the distilling industry which we have conducted since 2009.
We also analyzed the distilling industry in Jefferson County, Kentucky, in 2013. Thidyrrent

updaes and expands oar second statewide study, wkvehconducted nearly three years\dgo

provide a comprehensive statement of the size and economic importance of the distilling industry in
Kentucky including an examination of the burgeoning craftiisegment of the industkye

also ook at the industry 0 sectorpigvidecestimates ofthh satesanda t e 0 ¢
local government tax revenues associated with the jelusryo o k at Kentuckyds t
the industry comped to other stateand an estimate of the economic potential of the emerging
Bourbontourism component.

The Kentucky Agricultural Development Fund contributed funding for the completion of this
study. The KBF recognizes the importar®eurbonh as on t he Commonweal t h¢
sector and sought to capture the overall econ

Among the most important and interesting findings are:

U There areurrently31 companies with Kentuckly st i | | er 8 s ,26dreceghers e s . Of
longenough established that they are listed in the Kentucky Directory of Manufacturers or
members of the Kent uc k ythebarmofititrddé goups 6 ASssoC i
founded in 1880The remaininfijve are small craft distilleries that qualify for the new Class
B distillerd&s | i c desshan 50000gallbns ger yesr @@t 850 p r od u
Bourbonbarrels or 21,000 nitiger casesPf the & established distillergl dlso qualify
for the nev Class B license.

U The Bdistillers have establishments/fo8ations, situated #2 cities in @ countiesThe
remainindive addfour more counties to the li€ur previous study, nearly three years ago,
encompassed just 10 companies, with 1Dleeati nine cities and eight counties. Most of
these companies were familiar industry names. While the larger new distillery projects
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continue to be located in the ammaghlybounded by interstate 64, the Bluegrass Parkway,
and interstate 65, smallefftodgstilleries are opening up all acrossttie.

Kentucky stands out nationallBimurbonproduction, accounting for as much as 95

percent of the & total. This is an industry that could feasibly be located in another state,
and one in which Kentugkas managed to dominate. Moreover, the industry is very stable
during economic downturns, helping to diversify the economic base in the state. But with
new micreBourbondistilleries now opening around the country, there is fresh competition
among locatns for the industry.

There has been significant growth in employment and payroll in the distilling industry since
our previous study. While there is no definitive source for industry employment data, the
most comprehensive source is the Quarterly CdrisSogptnyment and Wages (QCEW)
because it includes more of the managerial employees. The latest data for tfe QCEW,
2013 shows d0percent increase in employment from 2012, to 3,594 employees at an
average salary of $91,18& corresponding figures 2010, cited in our previous study

were 3,103 employees with an average salary bf$79

The distilling industry in Kentucky is much more stable in terms of employment than the
manufacturing industry as a whole. This is especially clear sinceothbdawantury.

Distilling industry employment is up 20.8 percent since 2000 in the QCEW while
manufacturing employment as a whole is down 26.3 percent.

Kentucky accounts for 40 percent of all distilling industry emplagrttentJnited States
and 50 pexent of industry wages for 20ad&cording to the QCEW.

Based upon our survey of KDA members plus other public sources of information, we
estimate that there are currebétween 3,800 and 3,850 people employed in the industry.
About 1,450 of those arerfmeming functions usually associated with corporate, subsidiary,
or regional managing officEkese are the 2014 employment numbers upon which our
subsequent economic and fiscal impact analysis isSThagegbresena 23 percent

increase over the 20&fployment numbers we used in the previous study.

Among the 245 detailed manufacturing industries with operations in Kentucky, the only one
with both more jobs and a higher employment multiplier is animal (except poultry)
slaughtering, rendering, and pesing. Motor vehicle parts production has by far the most
employees, but its multiplier is much smaller. Moreover, severgeimdacturing

industries that receive considerable public attention have much lower employment
multipliers, including insuraraa@riers, coal mining, and the courier and messenger

industry.

The Bourbon production, as well as the management and marketing of Bourbon brands, is
linked to many other Kentucky industries. This includes obvious support industries like
wooden barrels ampdllets, plastic bottles, truckifagming, distillery equipment
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manufacturerand electricity. Hundreds of other less obvious industries are impacted
directly or indirectly, and these account for the relatively high employment and payroll
multipliers fodistilling. We estimate that the Kentucky distilling industry is responsible for a
total of 15,400 jobs in the state, with a total annual payroll of $707 million.

U Kentucky distillers have invested over $400 million in capital improvement projects since
2008. In addition, there is $630 million in projects planned over the next five years. We
modeled this asc@mbinatiorof construction and capital equipment purchases and estimate
it could support an average of Q,fbbs in Kentucky through 2019. Thoss wbuld have
about $3 million in payroll and generate abou2 fdllion in combined state and local
income and sales taxes each year during the period. The real estate improvements could
mean an additional4kB000 in property tax reveneash year total and state
governments.

0 The i nwhluesatdedyirbpsoductienmeasure gffoss output minus intermediate
input9 grew rapidly from 2000 to 20fripling in value over the twelve yéans $1
billion to $3 billionln addition, its share of tb&tate product has increased from 0.9 to 1.7
percenduring that timenearly doublingsi mport ance to the stateos

U Between 2008 and 2Q0Kk&ntucky distillers spent well over $400 million on capital
improvement projects increase prodtion capacity and enhance the visitor experience.
We found that total assessmemtseal and tangible business property and on the barrels
aging in bonded warehouseseased by $687 million from 2009 to 264 percent).

U As our count of distilleridfustrates, the number of craft distilleries (generally those that
produce fewer than 50,0§llonsof product annually) has grown tremendously in the last
few years. We estimate that Kentucky craft distilendsne to employ 127 people with
salarietotaling over $4 million. Most are still at the stage where they are producing a very
modest number of barrels, but altogether they have invested about $30 million in land,
buildings, and equipment since 2008, and expect to invest anaf3ér idkon dring
the next five years.

U Even with this growttKentucky is behind the curve in craft distilling. Nationally, craft
distilling began to take off in 2007, with five states (Washington, New York, Colorado,
Oregon, and Texas) leading the Wagsdive stdes hd one significant thing common
0 theirstate legislatures enacted new rules that relaxed regulations and lowered entry costs,
and followed up with state agency action that encouraged people to take advantage of the
new climate.

U The Kentucky GendrAssembly recently responded to the challenge with the passage of
House Bill 445, which offers distilleries a corporate income tax credit against the amount of
barrel taxes paid, and requires distilleries to reinvest that money into their Kentucky
operaions, andenateBill 83 (effective on July 15, 2014) wlidatda new cr af t di
license for those businesses producing fewer than 50,000 gallons per year, with an annual fee
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of $1,000 compared to the regular license fee of $3@e0.HB 445Kentucky

| awmakers virtually eliminated the ad valo
barrels. Kentuckig the only plade the worldhatcharges manufacturers such a tax, which
competing states used against the Commonwealth toatiscoew distilleries from
locatingher&Kent ucky6s new system i s not as gener
lowered feg distribution channelsampling laws or visitor center purchasing ésnitse

five leading states, but Kentucky hasveertil cultural heritage involviBgurbonand

other types of distillirgnd has already experienced some significant activity in the craft

sector of the industry over the last few years, so we may now be on the verge of the boom
experienced elsewhere.

Accordng tothe DistilledSpirits Council of thel.S (DISCUS)domesticase sales of
Bourbonand Tennessee whiskey have grown by almost 20 percent over the past five years,
and gross revenues from those sales have grown by 34 peiscesflects the contiing

shift towards more higgnd products, as the average revenue per case rose from $121 to
$136 between 2008 and 20¥Bile exact figures are not publicly avaiBbigbonmakes

up roughly halbf that totalGross revenues to Kentucky distilfiess U.S sales of

Bourbonare estimated to have beeound $1.25 billion in 2013

Bourbon and Tennessee whiskey accounted for $1 billion of the total of $1.5 billion in

distilled spirits exports in 2013. By volume, Ken@lgbonand Tennessee whiskey

madeup 38 percent dll spiriteexported n 201 3. Kentuckyds whiske
$300 millioreach othe last two years, and have grown in dollar terms by 55 percent since

2010. Overall, Kentucky is the second largest exporter of distillechspnishe states,

trailing only Tennessee.

We | ooked at the distilling industryds i mp
through its purchases of grdins. corn, wheat, rye and malted ba@eyyently, Kentucky

distillers buy about 40 percehthe grain they use fromstate farmers. These purchases

support about 1,360 farm jobs and $56 million in farm output in Kentucky, and an

additional 100 jobs in the agricultural support sector having a payroll of $2 million.

Kentucky farmerscouldgon t i al |y supply up tog&i® percen:
needsl f they did so, then the distilling indtu
just about double in size, and there wobekth additionampactof 210 jobs with a payroll

of about $5.7 million spread throughout the rest of the ecoBreyalistilleran our

survey expressed a desinguichase only corn fronon-geneticallgngineeredeeds or

that isgrown organicallyVorking with distillers to meet those particelgwirements is one
avenue Kentuckyds farmers can pursue to in
industry.

The grain solids that remain afterdis#llationprocess endsan be collected and used
either in wet form or after drying as a f®emplement for livestock (most commonly cattle).
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Known as spent grain, the wet form has a fairly short shelf life and is usually economically
viable only withinrahourdrive ofthe source, but the dried form can be shipped as a
commodity around the worldentucky distillers sometimes dry their spent grain and sell it,
but about as often as not they give away the wet form to area farmers. We estimate that
Kentucky distillers gave away about $2.5 million wdtth wofet form of spent graemst

year, whd giving up about $5 million in potential revenue drgimngandsellinghis spent

grain.

Kentucky state and local governments directly tax both the production and consumption of
distilled spirits, the property owned by the companies, the wages eamudyees, and
corporate net income&hey also require licenses to produce or sell distilled\&farits.

estimate that the state and local governments receive &boutillgin annually from

spirits production ancbnsumptionand these tax receipts himeeeased 18 percent since

2010 Consumption taxes of some sort would be paid whether the industry produced
Bourbonin Kentucky or not. However, we estimate that the production component
accounts for@ million of the annual total.

Among the 3®pen markt state (as opposed to the control states where the state
governmenselt spirits through stat@wvned or priceegulated outlétentucky taxes

distilled spirits at the fifth highest rfag¢dind just Washington, Alaska, Minnesota, and
lllinois. Amongour border states, only lllinois amhtrolstates Ohio and Virginia tax
distilled spirits at rates higher than Kentuidkig. contrasts starkly with the tax climate in
the leading wine and beer producing states, where their tax rates are amongrthbdowest
nation.

We estimate that in Z)distillers paid about $@illion indistilled spiritproperty taxes

for their barrels aging in warehowses 8.6 million in property taxes on their buildings,
land, equipment, and inventory. These prop&dy tg to schools, city governments,
county governments, other local districts, and state government. Schools recé®e about
percent of the distilled spirits tax receipts and 45 percent of the real and tangible tax
revenues.

The distilling industry in iKeucky is also responsible for many other taxes to state and local
governments. The largest recipient is Kentucky state government, with totateliateéiery
wages and salaries generaéagsfhillion in individual income and sales tax receipts
annudy. This is an increase of ab80ipercent over 2010.

Overall, annual state and local government tax receipts related to spirits production amount
to almost$24,000 per distilling industry employee.

The Kentucky Bourbon Trail® experience has emergethgagiaant tourism destination.
Roughly60,000 peoplggpproximately 84 percdram outof-state, hdcompleted their
Passports byisiing all of theKentucky Bourbon Trail® distillerieg the end of 2013
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Surveys revealed the visitors on averagedtabieely affluent, with multight hotel stays
in Kentucky.

Based upon the survey results, information from the distillers and other tourispwsurveys
modeled the spending of a typicaladtgtateparty, averaging 2.49 peoptempleting the
Kentuclky BourbonTrail® during a threeright stay in Kentucky. We expect such parties to
spend an average of $978 during the three days on lodging, meals, transportation, distillery
spending, and other iterfrsrecent years, there have been roughly 5,500efréneding
parties completing thentucky Bourbon Trail®assporéach yeaOur modeindicats
thatthis number of Passport completing pasgiends enough to suppd@4jobswith a
combined payroll afearly$2.1 millioneach yeaand increaseecaomic activity b$7.5
milliondollarsa yeatWe estimate that the fiscal impact on state and local goveiements
around $15000, with most of that total going to state government via sales and lodging
taxes SinceKentucky Bourbon Trail® Passport hetdaccount for just 20 to 25 percent of
all distillery tour attendandes possible that totaisitationimpacts are significantly greater.
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The Size of the Distilling Industry in Kentucky

We first examine the economic size of the distilling induiteyniucky, focusing only on the

actual distilling sites and companies in the state. There are several ways to measure the size of the
industry, including number of establishments, company revenues, shipments, employees, and
payrolls. Moreover, there aggeyal data sources each for many of these measures; and, because of
survey, reporting and classification differences, the numbers often do not line up. We have
attempted to organize everything publicly available in this section, and we discuss the various
estimates below.

Industry definition, number of companies and locations

We treat the industry here as the collection of firms that earn revenues primarily from distilling and
sellingspirits.These firms may engage in other revganerating activitiesjch as making

wooden barrels, biotechnology research, managing and marketing other product lines (including
wines and nespiritsproducts), and selling merchandise in their gift shops. Nevertheless, we
presume the companies would not be located indkgnitere it not for their distilling operations,

and hence for purposes of this stweattempt to count adif their activity as part of the industry.

Generally speaking, economic statisticians attempt to classify industrial activity by business
establisment, or location. If a distilling company makes barrels in one locatiomBaliskibgin

another location, ages it in warehouses at another location, and has corporate offices at yet another
location, then the company might have activity listed fondelifferent industrial classifications.

The table on the following page is a comprehensive list of the current distilling industry operations

in Kentucky. It is based dn s t ilidedsesssu@dsby the Kentucky Department of Alcoholic

Beverage Comt, theselect Kentucky searchable database of the Kentucky Cabinet for Economic
Devel opment and the member s hi (KDA)fIltintludes allKhent u c k
locations (distilling, bottling, warehouse, and office) of each company.

There were26 companies witti s t iliderisetiratvere also either in the searchable database or
members of the KDA. Thesé @ompanies did business Atdgations ir22cities and 9 counties

in Kentucky. There were an additidivallicense holders hboisted elsewher@uite a few in the

list are fairly new craft distillerdesl there have been other craft distilleries announced but not far
enough along in their development to be included in our sources. The big players in the distilling
industry irKentucky currently are Jim Beam, BF&wrman, Diageo, Four Roses, Heaven Hill,
Makerds Mark, Sazerac, and Wild Turkey.

Our previous study, nearly three years ago, encompassed just 10 companies, with 19 locations in
nine cities and eight counties. Moshe$e companies were the familiar industry names above.
While the larger new distillery projects continueltchted in the ar@aughlybounded by

interstate 64, the Bluegrass Parkway, and interstate 65, smaller craft distilleries are opening up all
agoss the state.
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Distiller's License Holders that are also Either Listed in the Kentucky Directory of
Manufacturers or Members of the Kentucky Distillers' Association, as of October 6, 20:

Distiller Name City County
Barton 1792 Distillery (Sazerac North America) Bardstown Nelson
Buffalo Trace Distillery (Sazerac North America) Frankfort Franklin
The Glenmore Distillery (Sazerac North America) Owensboro  Daviess
Barrel House Distiling Company Lexington Fayette
Jim Beam Brands Co Boston Nelson
Jim Beam American Outpost Clermont Bullitt

Jim Beam Brands Co Frankfort Franklin
Jim Beam Brands Co Louisville Jefferson
Boundary Oak Distillery Elizabethtown Hardin
Brown-Forman Corp Louisville Jefferson
Early Times Distillers Co (Brown-Forman) Louisville Jefferson
The Woodford Reserve Distillery (Brown Forman) Versailles Woodford
Copper & Kings American Brandy Company Louisville Jefferson
Corsair Artisan LLC Bowling Green Warren
Diageo Americas Supply Inc Louisville Jefferson
Dueling Grounds Distillery LLC Franklin Simpson
Four Roses Distillery Lawrenceburg Anderson
Four Roses Distillery Coxs Creek  Bullitt
Grease Monkey Distillery (Distilled Spirits Epicenter) Louisville Jefferson
Heaven Hill Distilleries Inc Bardstown Nelson
Heaven Hill Distilleries Inc Louisville Jefferson
The Evan Wiliams Bourbon Experience (Heaven Hill) Louisville Jefferson
Kentucky Artisan Distillery Crestwood Oldham
Kentucky Bourbon Distillers Ltd (Willett) Bardstown Nelson
Alltech's Lexington Brewing and Distiling Co. (Town Branch) Lexington Fayette
Limestone Branch Distillery Lebanon Marion
Maker's Mark Distillery Inc (Beam Suntory) Loretto Marion
Maker's Mark Distillery Inc (Beam Suntory) Louisville Jefferson
MB Roland Distillery Pembroke Christian
Michters Distillery Louisville Jefferson
New Riff Distilling Newport Campbell
Old Pogue Maysville Mason
Silver Trail Distillery Hardin Marshall
The Gentleman Paris Bourbon
Three Boys Farm Distillery Frankfort Franklin
Wild Turkey Distillery (Gruppo Campari) Lawrenceburg Anderson
Wilderness Trail Distillery Danville Boyle

Companies: 26  Locations: 37  Cities: 22  Counties: 19

Additional Distiller's License Holders not Listed Elsewhere

Bluegrass Distillers Lexington Fayette
Olde Towne Distillery Harrodsburg  Mercer
Paducah Distilled Spirits Paducah McCracken
Second Sight Spirits Ludlow Kenton
Wadelyn Ranch Distilling LLC Waynesburg Lincoln

Sources: Kentucky Economic Development Cabinet; Kentucky Department of Alcoholic E
Control; Kentucky Distillers' Association.
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Employment and payroll

There are three primdgderal sources for state level industry data on employment and payroll.

They are County Business Patterns (CBP), the Quarterly Census of Employment and Wages
(QCEW), and the Economic CensLBP is produced by theSJCensus Bureau and is based

primarily on company filings of payroll taxes, including Social Sectivéyfederal levéhe

QCEWIs compiled by the.H Bureau of Labor Statistics, and is based on company payments of
unempbyment insurance taxtsough state workforce agenciesde from being based on

different data they also have different master lists of business establishments. The County Business
Patterns establishment list is derived from a database called tke Ragister, which

consolidates and links administrative, Census, and survey data. Information for single establishment
businesses is updated continuously, infolenation for establishments of muilit companies is

updated annually based onrespanges t he Census Bureauds Company
Annual Survey of Manufactures. The QCEW establishment list relies upon the state workforce
agencies, and mugtablishment data is derived from quarterly Multiple Worksite reports filed by
companieddowever, not all mutinit companies file the reportsl@ome aggregate

establishments within thethe other data source, the Economic Census, produced b$ the U

Census Bureaalso relies on the Business Register and is the most comprdhérsively

available every five years (years ending in the numbers Eemaon)ic Census data foe

distilling industry is available at the national levelpbyet at the state level.

In short, there is no definitive source for employment and pafgnoiiation on the distilling

industry.The following tables compare the three datasets. Note that the employment and payroll
figures for the QCEW differ significantly from those of the other two data sources. We believe

much of the difference is due he treatment of some corporate headquarters activity, with the

QCEW program including it atite other twaexcluding it. The large difference in payrolls is

consistent with this explanation, since corporate office employees typically have advanced
educatioal credentials and skills, and thus earn much higher incomes than productioButorkers.

this is probably not the entire story, especially in the later years where the difference in the number
of employees fluctuates quite a biaddition, the dataifahe 2007 Economic Census and that
yeards CBP differ a great deal despite both o
Economic Census numbers should be seen as the
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between QCEW and CBP for 204 unprecedented and indicates an establishment or two may
have been counted differently from previous years in one or both of the datasets.

In general, however, there is an upward trend to both the QCEW and CBP, especially with regards
to payroll. Théatest data available from these sources, for 2013 from the QCEW,1shows a
percent increase é@mploymentrom 2012 to 3,594employees at an average salary of $91,188.

Distilling Industry Employees and Wages in Kentucky
Comparison of Two Sources of Data

Employees Average Salary | Difference between QCEW & CBP

Year | QCEW CBP | QCEW CBP Employees Average Salary
1993 3,263  2,488| $34,072 $34,637 775 -$565
1994 3,068  2,232| $41,199 $32,892 836 $8,307
1995 3,005 2,198| $43,143 $33,181 807 $9,962
1996 2,987 2,109 | $46,952 $35,304 878 $11,648
1997 2,978  2,140| $49,402 $35,252 838 $14,150
1998 2,971 2,092 | $49,308 $36,508 879 $12,800
1999 2,992  2,077| $48,702 $37,157 915 $11,545
2000 2,974  1,977| $52,505 $41,032 997 $11,472
2001 2,945  1,927| $53,190 $41,168 1,018 $12,022
2002 2,896  2,075| $54,155 $42,329 821 $11,826
2003 2,907 2,042 | $57,868 $43,083 865 $14,785
2004 2,949  2,144| $60,954 $48,081 805 $12,873
2005 3,005 2,047 | $67,660 $48,607 958 $19,053
2006 3,062 2,207 | $73,624 $47,108 855 $26,516
2007 3,167 1,681 | $74,685 $48,234 1,486 $26,451
2008 3,168 2,209 | $77,007 $53,164 959 $23,843
2009 3,100 1,903| $72,772 $54,953 1,197 $17,820
2010 3,103  1,945| $79,171 $50,504 1,158 $28,667
2011 3,208 1,897 | $79,818 $56,637 1,311 $23,181
2012 3,260  2,340| $95,616 $56,123 920 $39,493
2013 3,594 $91,188

Sources: Quarterly Census of Employment and Wages (QCEW) and County Business |
CBP). CBP only available through 2012.
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Comparison of Economic Census and QCEW Data on Distilling Industry

Employees Average Salary |Difference between QCEW & Censu

Year | QCEW Census| QCEW Census Employees Average Salary
2002 2,896 2,061 | $54,155 $43,142 835 $11,013
2007 3,167 2,391 | $74,685 $46,571 776 $28,114

Sources: Quarterly Census of Employment and Wages (QCEW), 2002 and 2007 Econ

Censuses.

The distilling industry in Kentucky is much more stable in terms of employméheth

manufacturing industry as a whole. This is especialgmdeahe turn of the centuBistilling

industry employment is @0.8percensince 2000 in the QCEWhile manufacturingmployment

as a whole own263 percentThe numbers are sianlin CBPThe chartwhich shows
Kentuckyds distilling industry as allugir@escent ag
this.While the distilling industry had a rough time in the 1990s, losing share in establishments,
employees and wagigfas been on a sustained upward path for all three measures since 2000. The
trend is particularfyronounced for employment and wages in the QCEWAdlagholic beverages

are knavn to be fairly recessipnr o of , but K ane tidinghkwoiddsideBourbani | | er s
boom.

Kentucky Distilling Industry Percentage of Kentucky Manufacturing
Establishments, Employees, & Wages
QCEW & CBP

3.00%

Sources: US Bureau of Labor Statistics, Quarterly Census of Employment and Wages; and US Census Bureau, County Business Patterns.
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The distilling industry as a whole in the United States is undergoing an expansionaithperiod
employment having grown by about 20 percent since 2000. But as the chart shows, Kentucky
distillers still account farlarge shaof all U.S. distilling employment and wagethe QCEW

data, which is much more inclusivalbthe corporate management functaribe industry

Kentucky accounts for 40 percent of all distilling industry employment and 50 percent of industry
wagedor 2013In the chart we can also see evidence aidhedible craft distilling expansion that

has been occurring outside of Kentucky (and now seems poised to take off here). The number of
distilling establishmerdstside of Kentucklyas jumped from34in 2000 to 282 in the 2013 QCEW
data (which tracks very closely to CBP on that measure), with most of that increase coming since
2007 In the same timeframe the number of Kentucky distilling establishments counted in the
QCEW has increased much more matigefrom 16 to 23. So in terms of the number of
establishments Kentucky went from 24.6 percent of the distilling industry in 2000 to 7.5 percent in
2013.Cratft distilleries have become an important part of the industry, which we will discuss in
detail &ter in this report.

Kentucky Distilling Industry Percentage of U.S. Totals
Establishments, Employees, & Wages
QCEW & CBP
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Distillingds Share of Kentucky Gros

According to the latest estimates by tiseBiireau of Economic Analysis (BEA), Kentucky had a
gross state produ@@SP)of $178 billion in 2012. This is a measure of the ilad &
production by the labor and capital located in a(gtass output minus intermediate inpBEA

s State Pr

does produce estimates of the contribution of major industries to total output, but are not detailed
enough to show the output of the distillirdustry. However, we have used the published estimates

for a more aggregate industry, along with detatiethadata from th€012 Economic Census,
national and Kentucky data from 2@®7Economic @nsusand several years of data from the

IMPLAN econonic impact modeling system, to construct some estimates for distilling in Kentucky

for the yea2000 through 2012. We estimate that in 28l added in tlkstillingindustrywas
$3.0 billion, and accounted for7hercent of total stat@lue addedt is important to note that our

previous report used a figure of ill®nwhich was based the on the valugafrbon
production in the state. The curren
distillers are involved, suchdasilling other products and bottling, packaging and shipping many
different kinds of distilled spirits (often distilled elsewhere and brought to Kentucky facilities for
final processing).
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The chart shows the estimated growth in distilling indatisaddedrom 2000to 202,

measured in nominal (not inflation adjusted) dollarflddélene showsalue addeagnd theed

l ine (right scal e) valleaddestatewids. We haleiused detmileds har e o
industrial data on Kentucky framhe 2007 Economic Census to meas
value added in the combined food, beverage and tobacco sector for which Bie5s publisl

GSP estimates. For the years 2000 and 2008 through 2012 we used the IMPLAN value added data
for theindustry. The IMPLAN data fof@7 is nearly identical to the Econon@ngtisand the

| MPLAN dataodts ratio of #&veraly.8.diskling vdluesaddedlifor i ng v a
2008 is verglose to the ratio in the 2007 Econongaglis, so we femnfident in using the

IMPLAN dataWe interpolated thealue added data between 2000 and 2007 based on the
Kentucky distilling industryds s hbBdugryautputt he s
has clearly grown in Kentucky, triplingatue over themelveyears. In additigrits share of total

state product has increased frodid1.7 percentnearlydoubling m importance téhestaté s

overall economic activity.

Recent investments at Kentucky distilleries

The worldwide growth irethand foBourbon as well as increases in tourism related to the

Kentucky Bourbon Trail® experience, has induced a recent wave of capital investments at Kentucky
distilleries. There has been a steady flow of expansion announcements around Kentagks, includ
new distilleryvisitor center and packaging faalityild Turkeynew Bulleit distillery in Shelby
Countye x panded bottling and new warehouses at Ma
Beam, expanded bottling capacitat B e a meratidar aHrekafveernt Hda | | 6 s Evan
Bourbon Experience in Louisvidled the new Old Forester Distillerylon u i sWhiskey Row@ s

by BrownForman But the investments have not been limited to the largest distillers. For example,
New Riff and Alltechreated new distilleries in Newport and Lexington, and Kentucky Bourbon
Distillers brought new life to the Willett Distillery in Bardsteach) on@utting at least $5 million

into their projectin fact, between 2008 and 2013 Kentucky distillers spemaeve400 million

on capital improvement projects. This spending is showingaymtglevel property tax

assessment dalzstilling companies pay property taxes on their real estate (buildings and land),
tangible property (manufacturing equipmehiches, office equipment), and their inventories of

aging barrels. Each type of property is subject to different tax rates for different taxing jurisdictions.
The value of each type of property at each site is determined annually by the county Property
Valuation Assessor (PVA).

We have examined growth in assessments and tax paynosetd @rrealproperty parcels,
including any associated tangible property and inventories. We found that total assessments
increased bye87millionfrom 2009 to 201&4percent)andin just the last two yearsal,

tangible, and inventory property increasé&85y millior(22 percent Real property assessments
increased b§60million, almosB5percentpetween 2011 and 20dBjle tangible business
property assessnie grew by H4million @lso 3percent).
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Property Related Tax Assessments of Kentucky Distillers, 2009, 2011 & 2013

Estimated Assessments Percent
Change
2009 2011 2013 '11-13

Real Property Taxes $138,725,818 $172,686,532 $232,717,889 34.8%
Tangible Business Property Taxe$246,361,726 $297,041,713 $400,823,294 34.9%
Distilled Spirits in Bonded Warehouses Ta$893,432,418%$1,141,135,216%$1,332,029,432 16.7%

Total Property Related Tax Assessment $1,278,519,962%1,610,863,461%$1,965,570,61522.0%

Sources: County Sheriff tax offices in Anderson, Bullitt, Daviess, Franklin, Jefferson, Jessamine, M.

Nelson, and Woodford counties.

The breakdown of tangible property tax assessments is helpful in gauging the scope of recent
investments. Many of the tangible property categories are tied to the flow of materials and goods
into and out of théistilleries and do not tell us very much about capital investments in an era of

Oj4nd it med manufacturing. However, the assessme

about $7 million between 2@&nd 203, an increase 8fL percent. While the irase over the last
two years was a modest 3 three percent, a close examination of the tax rolls reveals a couple

instances of manufacturing machinery not appearing in the latest assessments that had been assesse

previously, so the true increase may \ahpwgreatefhe corresponding increase in the
assessments of the distilled spirits aging in bamwelieimuses was abaudpercent, indicating
that the capital investments have been translating into greater production.

Manufacturing Machinery Tangible Property Tax
Assessments of Kentucky Distillers, 2009, 2011 & 20:

. Percent
Estimated Assessments Change '17
2009 2011 2013 13

$151,106,107 $192,975,919 $198,578,151 2.9%

Sources: County Sheriff tax offices in Anderson, Bullitt, Davies
Franklin, Jefferson, Jessamine, Marion, Nelson, and Woodfor
counties.

Craft Distilleries

The nunber of small craft distilleries has been exploding over the last sevevéhyeavs.noted
that there werseveral small distilleries operating or announced at the time of our previous study

(January 2012), we did not examine them separately franettestillers. But in the past few
yearsthe efforts of these entrepreneunggttame to fruition. Kentucky currently h&<daft
distillers among the distillers listed above, with anptharmong t hose wi t h

notonthesta&tds manuf actur er s | Whdetnot ceflectad enrinb statistics o f

di

t
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yet, more thaB0new distilleries are either under construction or have announced their intentions
to be up and running within the next few years, prompting the KDAdoata6ts firstever
membership drivie August

There is no universally accepted definition of a craft distillery and no federal définidoer,

there are trade associations that have formed for craft distillers, two of which are the American
Distilling Institute and the American Craft Spirits Association. Both have Kentucky distillers as
members, even founding members. While their membership requirements do differ, they both draw
a cutoff at annual sales of 100,000 proof gallenedquivalent numbef cases varies with the
average proof of the spiritsit 100 proof it is roughly 42,000 cases, at 80 proof it is about 52,000
cases). They are both also lobbying the U.S. Congress in favDistilldrg Excise Tax Reform

Act of 2014 which the KDA Bo supportsThislegislation seeks ¢ase the tax burdér small
distillers by creating a tiered tax structure similar to that already in place and supporting small
manufacturens the beer and wine industry. Specifically, the proposed law warddhedwrrent

tax rate to $2.70 per proof galfrom $13.50for the first 100,000 proof gallons produced
annuallyy all distillers, large and snTdlls level of production seems to be the accepted
maximum for a distillery to be recognized as craft

According ® our survey of KDA membexgaft distilleriesombine to employ 127 people with

salaries totaling over $4 million. Most are still at the stage where they are producing a very modest
number of barrels, but altogether they have invested abawilli&® in land, buildings, and

equipment since 2008, and expect to invest anothe3®2dllion during the next five yeadtss

includes Wilderness Trail Distillery building a $1.8 milliondugirmglwarehouse to house over

2,000 barrels.

And yetKentucky is actually behind the curve for small craft distilldriel began to take off

nationwide ir2007 According to County Business Patterns, in 2006 there were 41 distilleries in the
U.S. with fewer than 20 employees, with Kentucky having thasefIn 2007 the national figure

rose to 60 small distilleries, but growth did not really take off until 2011. The number of distilleries
with less than 20 employees jumpech fi@1 in 2010 to 199 in 2012. In Kentucky, that statistic has
stayed at foutistilleries. According to CBP, while Kentucky continues to have about a third of all
distilleries employing 20 or more people, it now has just two percent of all distilleries employing less
than 20 peopjelown froml0percent in 2006
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Kentucky's Share of the U.S. Distilling Industry
by Employment Size Class, 2012

Area Name Kentucky United States KY %
Total Establishments 20 249 8.0%
1-4 employees 2 131 1.5%
5-9 employees 1 35 2.9%
10-19 employees 1 33 3.0%
20-49 employees 5 21 23.8%
50-99 employees 3 9 33.3%
100-249 employees 4 11 36.4%
250-499 employees 4 9 44.4%

Source: U.S. Census Bureau, County Business Patterns, :

The next table slws the growth in distilleries having fewer #@amployees for thE) states with
the most growth in small distilleriggelef the states that have most benefited from the craft
distilling boom are Washington, Colorado, Oregon, Texas, and Nefh¥sekiive states

collectively averaged 5.5 distilleries having four or fewer employees between 1998 and 2006, but

were home to 46 of these very small distilleries in 2012. They averaged less thmanome five
employee distillery between them in thes yeaor to 2007 and were home to 15 such distilleries in
2012. In the 229 employee size class, one distillerye@ihett size in Colorado during one year
between 1998 and 2006, but these states were the site of 14 such distilleriestive 212

CBP these states havell17, 16, and 1t8taldistilleries apiecé/hile CBP data is two years old
and undoubtedly misses some of the smallest distillers due to its methods of data collection, this is
also true for other states. In the CBP dataQGalifornia has as many distilleries as Kentucky, with

no other state having moretighBut wh i

people, in all the other states with similar numbers of distilleries most of the distilleriesnemploy fe

e

mo s t

of

Kentuckyos

than20peopleln fact, 13states have more of these swiadld distilleries than Kentuekd four

additional states have the same number.

di
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The Growth of Cratft Distilleries Since 2006
Top Ten States for Growth of the Smallest Size Distilleries

1-4 Employees 5-9 Employees 10-19 Employees

Avg. '98-'06 2012 |Avg. '98-'06 2012 |[Avg.'98-'06 2012
United States 21.0 131 6.0 35 6.4 33
Washington 1.0 13 0 3 0 1
Colorado 1.6 10 0.2 3 0.2 5
Texas 1.0 9 0.5 2 0 5
Oregon 0.3 8 0.1 3 0 2
California 3.2 7 2.0 6 1.0 4
New York 1.6 6 0 4 0 1
Ohio 0.2 6 0 0 0 0
North Carolina 1.0 5 0 1 0 0
lllinois 0.8 5 0.2 1 1.0 1
Montana 0.5 5 0.5 0 0 0
10 States which ha
added the most
mirco distilleries 11.3 74 35 23 2.2 19
Kentucky 0.4 2 1.1 1 1.1 1
Remaining 39 States 9.3 55 14 11 3.1 13

Source: U.S. Census Bureau, County Business Patterns, 1998-2012.

The CBP data likely understates the craft distilling aspect of the industry quifte & I8t. Tax

and T ade BTrB)dsaaidl ®istilled Spirits Producers and Bottlers permit holders currently
has 1,392 permits listed nationwide. Quite a few of these are for establishments which primarily
make wine (especially in California), but Kentucky stillemttk on the list with 46 permits. Of

those permits, 27 are for craft distillery sized operations (some are at the very beginning stages of
development and not actively producing spirits for sal€hggtermitnumbers for Washington

(125), New YorkoR),Colorado (65Qregon (63)and Texas (61) are quite high in comparison and

a perusal of the permit owner and operating names indicates that they are mostly craft distilleries.

Recent newspaper accounts of the craft distilling industry in thoseditatiesthat there are as

many as 87 licensed craft distilleries in Washington and more than 50 in Oregon. In both states
there were virtually no distilleries as late as 2007. While distilleries didaarsiioNew York

and Texas prior to 2007pgith has been remarkalWéhat 8 of these states have in comnsn

that their state legislatures enaateslv set of rules that relaxed regulations and lowered entry
costs, and followed that up with state agency action that encouraged people amtage afithe

new climate.

New York began the process in 2007 when the New York Farm Distillery Law lowered the financial
bar for beginning distillers (provided they source at least half of their raw material from New York),
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and allowed qualified dist#l¢o open tasting rooms and sell spirits right from the distillery. Oregon
and Washington followed suit in 2008. Washing
be from instate, allowed tastings and direct sales, and cut the annuédiderssenere $100. At

first the craft permit in Washington was limited to distillers of less than 20,000 proof gallons

(roughly 37Bourbonbarrels, or 10,500 niieer cases at 80 proof) annually, but has since been

raised to 150,00@lipns (only one f K e ndratt distilleré currently produces this much).
Oregonds | aw was similar but di drreaqgtonhbasyv d i agruy
Control Commission has a website devoted to guiding prospective craft distiller entrepreneurs step
by-step through the regulatory process.

Both Washington and Oregon craft distillers benefited from those states being control states (where
all alcohol beverages are sold through state alcohol beverage control agencies). In these systems the
craft distillersgould sell directly to the state agency, which had an incentive to keep shelf space for
local products. Washington has since changed to a purely private retail market system which has
caused some pain for small local producers as they have to figtit $pask with muchrdger

corporate brands.

Texas began its reforms in 2012 alwhg with similar policies as the other three,staddiswing

distillers to solicit orders from wholesalers and market and sell directly to consumers, thus bypassing
thethreetier distribution systerNew York haslsomade recent changes along these lines

October 2012GovernorAndrewCuomosigned legislation allowing distilleries licensed under the

Farm Distillery Law to sell directly to consumers at the New tdtek=Sir, county fairs, and-not
forprofit farmersd mar ket s.

Kentucky also recently reviseaffectindulydficl4 i | | er 6
The changes create a new craft di s@nb0008r 6s | i
gallons per year (about ®furbonbarrels or 2000 ninditer cases), with an annual fee of $1,000
compared to the regular license fee of $3,090. Compared to the other states examined here
Kentuckyds new syst em oip@ductiantimitg, owegedf®®es r ous wi t h
distribution channelBut since Kentucky has experienced significant increased activity in the craft
distillery sector of the industry in the last year or two, and there exists a powerful cultural heritage
involvingBourbonand other types of distilling in Kentucky, we may yet see the kind of craft

distilling boom here that is currently underway in the Pacific Northwest, Texas, and a few other
places around the country.

Production and sales

The Kent uc k yciafiohpsovidedsthtevide simmdasy statistics on barrel production

and inventory that the Kentucky Department of Revenue compiles each yaapkeomtax
filings.This information contains barrel numbers for all Kentucky distilleries, not just KDA
menbers.The next chart summarizesse inventory and production figu@sthe last three

decades. It shows a pattern of initially high barrel inventories, followed by declining production in

The Distilling Industry in Kentucky, 201] Pagel9




the 1980s and 1990s. The industry has come back strong lagedgade, with increasing

demand especially for premium products, including small batch and sin§leuraoml Barrel
inventory has now surpassed that of the 1980s and reached a level not seen since 1977. The 5.3
million barrels oBourbonin warelouses in 2013 is the basis for the dftsard statement that

there are now more barrels of whiskey in Kentucky than there are yediddmtt Kentucky has

4.3 million The chart does not reflect the approximately 400,000 barrelsréhagemtéo mak
non-Bourbonproducts, or the 200,000 barrels of neutral spiritsntly produced each year

Number of Barrels of Bourbon Production, and Warehouse
Inventory, Kentucky Total, Three Decades

6,000,000

5,000,000 /

V*‘\\ Inventory
e W

3,000,000

2,000,000

Production

1,000,000

TheBourbonstored in warehouses may be freshly made ol8gears old or oldeWe can use
more internal data on barrel inventories, aggregated stoadismbse any particular company, to
estimate the vintage profile. This is shown in the next chart. One can see the stefady drop
inventory after four years, the most common age for bottling. ¥dqmercent of the inventory is
over six years ol8ix years also the average age at which a batughjsed for bottling
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Number of Bourbon Barrels in Inventory, by Year Produced
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Domestic sales

The Distilled Spirits Council of the United States (DISCUS) tracks salesSn dmel teports
there were 18 million case4itéd) ofBourbonand Tennesseéiskey sold in 2013. Tennessee
whiskey shipments for&)consumption account for about dredf of that total, and thus
Kentucky shipped a bit over 9 million cas&oafbonto U.S consumers. The national average
revenue, including the federal exciseft§13.50 per proof gallon, was $136 peramaseding to
DISCUS figures. That implies that gross revenues to Kentucky distiléJsS sales oBourbon
were around $1.25 billion in 2013. Kentucky distillers also produce other distillekespaitkali
cocktails, and cordials. But since these are not unique to KentuBkydsois it is impossible to
determine from published figures how much of national shipments originate in Kentucky.

According to DISCUS, case sales in tBeof/Bourbonand Tennessee whiskey have grown by

almost 20 percent over the past five years, and gross revenues from those sales have grown by 34
percent. This reflects the continuing shift towards more high end products, as the average revenue
per case rose from $121#136 between 2008 and 2013.
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Exports

DISCUS reports th&ourbonand Tennessee whiskey accounted for $1 billion of the total of $1.5
billion in distilled spirits exports in 2013. By volume, KenBoztkyponand Tennessee whiskey are

by far the biggeskports among & distilled spirits, accounting for 38 of the 98 million proof

gallons shipped for all spirits categoriesinBR0OAh t uc kyds whi skey exports
million for the last two years, and have grown in dollar terms by 55 pere@@ti€inOverall,

Kentucky is the second largest exporter of distilled spirits among the states, trailing only Tennessee.
The biggest importers Bburbonduring 2013 werAustraliaJapan, Spain, Germany, Canada, New
Zealand, Netherlands, dddited Kingdon, which combined accoedfor 83 percent of the total

value oBourbonexports Interestinglyaccording to the data reported by DISGIBSuUt 56

percent oBourbonand Tennessee whislkeayorts are in bulk, rather than bottled. Indeed, bulk
shipments dminate exports to far away Australia and New Zealdrate presumably it is more

cost effective to bottle the product close to consumers than to pay the freight on the bottles shipped
around the worlddowever, bulk exporttominate the shipments to $pand Netherlands, as well.

Bulk exports had been about 47 perceBbafbonand Tennessee whiskey exports until 2010

when they jumped up to the current level. This was also the year in which the great growth in
Bourbonand Tennessee whiskey exports began

Economic Impacts

We characterized Kentuckyds distilling indust
production, sales, jobs and payrolls. In the parlance of economic impact studies, these are called the
direct impacts. Of course, ihgacts do not end there. Because the products are purchased

primarily by consumers outside the state, the industry brings in new dollars to Kentucky, dollars that
recirculate among vendors, employees and households. We turn to these spinoff ingpacts in th
section, and aggregate all components to a total economic impact estimate.

Linkages to other sectors

We use a custom inpaitput model of Kentucky to investigate the linkages between the distilling
industry and other industries in the state. Japtgut models are the standard method for

measuring sales among industries. Our IMPLAN model of Kentucky has details on 440 industries,
and can predict how much each industry buys from every other industry in the state, as well as how
much must be imported frooutside the state to support a given level of production.

Thefollowingtable summarizes the predicted makeup of purchases to support distilling in Kentucky
and how much of that will be bought from other Kentucky businkstesvs that distillers

purdhase abou8 cents of goods and services for every dollar of distilling output edatstof

labor service8,cents for dividend, interest and rent payments, and an ad@&ents in tax

paymentdOf the goods and services required, the modeltegbett 64 percent of their value (24
cents per dollar of distilling output) to be purchased within Kentucky.
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The distilling industry stands out from others in terms of the tax portion of output. In Kentucky the
closest industry sector is wholesale {thdeselling of goods made elsewhere to other busiaésses)
17.5 cents per dollar of output. Aside from retail, real estate, coal mining, and telecommunications
are the next sizable sectors of the economy in terms of taxes per dollar of output,nbyptoey o

14.8, 12.5, and 8.7 cents, respectively. For most manufacturingheeptmtson of each dollar of

output that goes to taxes is less than a penny.

Production Function for the Kentucky Distilling Industry

Purchases per $1 Million of Distillery Output
From Kentucky Percent from

Commodities Purchased by the Kentucky Distilling Industry ~Total Purchases Vendors KY Vendors
Distilled liquors & wines $155,436 $130,478 83.9%

Wholesale trade distribution services ~ $69,631 $51,916 74.6%

Grains, flour, & malt $27,900 $10,290 36.9%

Glass containers $24,534 $0 0.0%

Management of companies and enterprises $18,371 $10,062 54.8%

Wood containers and pallets $14,321 $12,139 84.8%

Transportation services $14,179 $9,715 68.5%

Paper & packaging products $9,770 $4,570 46.8%

Plastic bottles & other plastics $8,665 $1,724 19.9%

Noncomparable foreign imports $6,245 $129 2.1%

Fabricated metal products $5,823 $390 6.7%

Utilities $4,425 $3,034 68.6%

Motor vehicles, including maintenance $2,637 $680 25.8%

Management, scientific, and technical consulting services $2,378 $421 17.7%
Petroleum & other chemical products $2,336 $620 26.5%

Legal, accounting, & advertising services  $2,271 $1,445 63.6%

Material handling & electronic components $1,476 $149 10.1%

Business services $1,465 $1,222 83.4%

Buildings $1,322 $933 70.6%

Rental & leasing services $1,165 $660 56.6%

Warehousing and storage services $573 $531 92.7%

Retalil services $559 $484 86.6%

Repair and maintenance services $498 $427 85.7%
Telecommunications & digital services $462 $376 81.4%

Products & services of State & Local Govt enterprises (excl. utilities)  $24 $24 99.0%
Total intermediate purchases  $376,465 $242,418 64.4%

Employee compensation $46,483

Proprietors' income $12,105

Other property-type income (dividends, interest, rent) $92,459
Indirect business taxes ~ $472,488

Total value of output ~ $1,000,000

Source: IMPLAN input-output model of Kentucky, version 3.1, using 2012 economic data, August 2014.

These commodities purchased by the distilling industry, as well as the household incpare created
the basis for economic multipliers. Output in one industry lifts output in supporting industries,
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which in turn raises output in industries that support them. Generally speaking, the more an industry
purchases in the state the larger the spinoftimnm of t hat i ndustryds act.i
its raw materials and services, the smaller the spinoffs in the state. In this regard, it is important to
note that compared to the previous edition of this stuthnuary 201the IMPLAN model

expecs a greater percentage of purchases to be made within Kentucky (64 percent versus 53

percent) along with more goods and services being purchased for each dollar of output (38 versus 28
cents), leading to an expectation of 9 cents more being spent withaky<for each dollar of

distilling industry output.

There are two primary factors responsible for these differences. First, IMPLAN shows a 70 percent
increase in the portion of industry purchases of distilled liquors and wines, from 9 cents per dollar of
industry output to 15.5 cents. Along with this, the percentage bought from Kentucky vendors rose
from abouts3 percent to nearly 84 percent. Together, this means that about $82,000 more local
distilled spirits and wines went into a million dollars adtiycautput in 2012 versus 2009. Second,

the portion of grains (which make up nearly all of the grains, flour, and malt category in the table) in
each dollar of distilling industry output doubled from 2009 to 2012 according to the Idi4RA.AN
Combined wt a modest increase in the percentage bought from Kentucky, therarsunt of

Kentucky grain in a million dollars of industry output rose by $5,600. The first factor shows the
impact of the expanded bottling facilitiethe state as well as the §icant growth irBourbon

sales. The second factor shows the impact of the increase in distilling as the industry seeks to fill as
many barrels as possible to meet expected future démarstiggests a tighter integration of the
distilling industry witterst of t he stateds economy, which wi
below.

It is insightful to think of an inpwatutput table as a set of production recipes, with each industry

column showing how much must be purchased from each row industryte [iodnnual

output. For example, the distilling industry nationally is a large purchaser of glass containers, grain,
wood containers and pallets, plastic bottles, truck transportation, and cardboard. These are identified
from national industry surveysh e se nati onal tables are O0region
data on the presence and size of industries at thenstadgolitan arear county level as needed.

The resulting regional models and industry multipliers take account of the thleiliggadnal

economy to supply inputs to each industry. In the case of distilling, for example, IMPLAN predicts
that most of thevood containers and pallets (or rather products from the industry that produces
these, which includes cooperagesiled by thiadustry can be supplied by Kentucky firms, but

that none of the glass bottles can be supplédtan The glass bottles must be imported, with the

result that those purchasing dollars leak out to other states (or countries).

Arecent economicdevelopme announcement i s a good il lustr:
of satellite businesses can slightly alter-#tatenproduction recipe which determines the

magnitude of the industryos muihElizalpehtowefors . Ri bb
the manufacture of decorative glass containers used for spirits, wine, other beverages, and cosmetics
Quest Industries i | | invest $10 million and create up t
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are Kentucky spirits manufacturersBeanoSut ( Ji m Beam and Maker 6s M
Turkey), Diageo (Bulleit), and Sazerac (Buffalo Trace). Soon, with respect to glass bottles, the
production recipe for the distilling industry in Kentucky will change a bit, and with a bit more of

each dollaspent staying within Kentucky the multipliers should change, too.

IMPLAN includes the value of fringe benefits (employee provided social sechMig}icaue
taxes, unemployment insurance and wor ker s?éo
contiibutions, etg in its compensation estimate, estimating that fringes adadgteneint to

direct wages and salaries in this industry.

o
(]
o

The distilling industryds purchases of interm
payments to workeasidbusinesswners in the state, cause rounds-speading across other
industries. Theintterndustry i mpacts are often referred t

activity at distillers will quickly cause changes in activity at suppliessis€held spending

i mpacts are often referred ttoalproduction uftimaletye dd e f
hit the regional economy through employeesd w
services. At each round ofsgending, agstion of the dollars leak out due to saving, purchases of
imported goods, and tax payments, so that-dperaling ultimately goes to zero. The cumulative

impact of the rspending is measured in economic multipliers, which are the ratio of totalceconomi
activity to activity in the distilling industry.

The production function above applies to the manufacturing of distilled spirits, but the industry in
Kentucky tends to operate almost like two industries i@orane side are the distilling,

warehousingand bottling activities, and on the other is the corporate, subsidiary, or regional

managing office. The latter oversee and manage the former, and provide the strategic and
organizational planning for the entire enterBezause BrowfRiormanandHeava Hill are

headquartered in Kentucky, &vd am Sunt ory (Ji m KRrewgourRosed Maker ¢
and SazerdBuffalo Tracehave significant corporatebsidiarpperations here as wailich of

the activity in the broader industry involves fumgtioat belong to the management of companies
industry.These two activiti€§management of companies and distiliagg very different linkages

with the rest of the economy. We created a split into two industries for modeling purposes.

We asked the memts of the KDA to provide us with employee figures divided according to
whether the employee was working on the manufacturing or corporate side of theSiusiness.
these survey results reflect conditions during July, 2014, we were able to combtheothem w
available data to estimate total distilling industry employment fékfg&lelkamining thsurvey
numbers along with the figures from the QCEW, CBMiaactory of Manufacturers, wstimate

that there arbetween 3,800 and 3,850 peoplesntlyremployed in the distilling industry statewide.
Of those, we believe that approximately 1,450 are more properly categorized as working in the
management of companies indudtiiICS code551114)Thisestimate of 2014 employmerd is

23 percent increa over the 2010 employment numbers we used2@1Pstudy.
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Economic multipliers

The next table provides a summary of important economic multipliers for the distilling industry in
Kentucky, with separate calculations for the production side angthratecheadquarters side

well as the combined effe€he firstineis the job multipliet If the manufacturing side of the

distilling industry adds an employteere will be anothé&®6 jobs supported elsewhere in Kentucky.
About 70percent of thepinoff impact is due to additional employees among industrags that
suppliers talistillers, and the rest is due to new employees in retail and other industletothat
households. This isvarylarge multiplier compared to most other Kentuuystrieslf the

corporate side of the distilling industry adds an employee, there will be&nobsesupported
elsewhere in Kentugkgnd about 65 percent of the impact is due to the btisHiessness

spending. In combination, all the functiohthe distillig industry in Kentucky supporé éxtra

jobs for each job in the industry. Similar interpretations can be given for the employee
compensation and output multipliers. The employment multipliers are much greater than the other
multipliers beause output per worker and average wages in the distilling industry are fairly high.
Workers in sphoff industries are not producing as much output per worker, nor are they earning as
much in wages.

Economic Multipliers for the Distilling Industry in Kentucky

Combined Manufacturing Corporate
Functions Functions Functions

Employment (change in total jobs
KY per job in industry) 4.35 5.61 2.52
Employee Compensationchange
in total compensation in Kentucky
per compensation in industry) 2.10 3.18 1.32
Output (change in value of output
among all Kentucky firms per cha
in output in industry) 1.41 1.39 1.88

Source: Customized IMPLAN (IMpacts for PLANiIng), version 3.1, model
Kentucky, using 2012 economic data.

The employment multiplierrnsuch higher than thatperted in our previous study of the distilling

industry. We present the three economic multipliers for the distilling industry using annual IMPLAN
data from 2008 through 2012. The prior study used 2009 data. The employee compensation and
output multipliersire fairly consistent across the years, but the employment multiplier varies. Some

of the increase since 2009 has to do with the things discussed above in relation to changes in the
industryds production f unct i econonaymofdwobfthetog i ght e
three inputsdistilled spiritend grains).
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Recent Economic Multiplier History for the Distilling Industry
IMPLAN Data Year
2012 2011 2010 2009 2008

Employment 4.35 4.19 3.63 3.19 4.36
Employee Compensation  2.10 2.14 1.92 1.93 2.11
Output 141 1.29 1.27 1.29 1.44

Sources: IMPLAN (Impacts for PLANIng), version 3.1, models of Kentucky
various years of economic data. The 2011 data was altered so that the pel
grain purchased locally was in line with historical levels.

However, the largest part of the difference is due to the fact that the underlying industry data used
by I MPLAN to calculate the mul tlitrgndsinefe@ does n
respects. Chief among these was that the value of intermediate inputs was less than 60 percent of
prior year values and employee compensation was slightly low. We adjusted the underlying distilling
industry data so that it fits in witketimdustry historgnd reran the model using the same

methodology we used before. The total economic impact results are in the next table. This resulted
in an increase in the number of jobs impacted by the distilling industry to 10,311 from 8,690, and an
increase in the value of total payroll to $447 million from $413 million.

Previous Study Impact Results Adjusted for
Industry Data Problems and New Methodology

Total Impact: Direct plus Indirect plus Induced

Previously Adjusted Data, Adjusted Data,
Reported Same Method New Method

Jobs 8,690 10,311 12,56¢
Payroll  $413,031,151 $447,423,752 $544,527,1

Note: IMPLAN data used in the previous study did no
reflect historical industry trends. In the second columr
have adjusted the underlying data so that it fits with inc
history and rerun the model with the same methodolo
used in the previous study. In the third column, we ha
taken the adjusted data and run the model with our ne
methodology.

However, in the results described below we utilize a slightly different methodology which we believe
gives a more accurate picture of the true impact of the distilling industrgjorttéfference is

that we are now taking the corporate function employees and their pay out of the underlying
distilling industry data and applying them to the management of companies indudbyilsgctor.

this makes the data in the distilling industhyct justhe manufacturing functio®ince the

production aspect of the industry is amongafvenanufacturing industries in terms of the value of
output per worker, andlisked to many other industries that are labor intensive it has a very high
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employment multiplieiThis fact gets obscured when the two functions are combined in the data.

We applied the new methodology to the previou
column aboveBy the new method, the total employment imgabedistilling industry in 2010

was 12,566 jobs, with a combined payroll of $544 million. We believe this is a fair assessment of the
industry at that time, and that the impact of the distilled spirits industry was always actually quite a
bit larger thamve reported.

Comparison of distilling industry impacts with other industries

Our IMPLAN model of Kentucky contains detailed estimates of output, employment, payroll, and
value added for 440 detailed industries in the state. We can use those estakatesrem
observations about the relative importance of the distilling yn&ust; consider manufacturing.
IMPLAN provides details for 278 detailed manufacturing industries, of vtelv@éperations

in KentuckyOf those, the idtillingindustryranks 9' highest in terms of jobs ah8" highest in

terms of employment multiplieBsit most of the industries with very high multipliers have few
employees and hence are not that significant.

The only manufacturing indysivith both more jobs and a hay employment multipliex animal

(except poultry) slaughtering, rendering, and processing. A few smaller industries have higher
estimated multipliers, for example petroleum refining and organic chemicals. Motor vehicle parts
production has by far the sti@mployeebut its multiplierisonly23 compared t o di s
multiplier 0f4.35 The chart on the next page includes a numibégleprofile manufacturing

sectors, all of which employ at I€a890people in Kentucky.

Most of the other detaflendustries outside of manufacturing are in retail trade, personal services,
health care, education, and other enterprises that primarily serve the loéaanthhiestce are

not typically considered as economic development targets. However, thereahros

manufacturing industries that receive considerable public attention and it is interesting to compare
their impacts to that of distilling. Our IMPLAN model estimatethéhaisurance carriers sector,

which includeBlumanagmploy 20, D0peopleandhas an employment multiplier2&4 Coal

mining employs7]25Q but has an employment multipliejust2.19. The courier and messenger
industry, which includes UPS, Kentuchkegadys | ar g
2800Q butits employment multiplier is only@ Kentucky breweries and winerigkich employ
manyfewer peoplethan these other industries, have industry employment multipliers of 3.31 (beer)
and 1.91 (wine).
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Employment Multipliers for Selected Industries in Kentucky

5.00

450 |

Source: IMPLAN mput-output model of Kentucky, version
3.1, using 2012 economic data. Multipliers refer to SAM-

type, which measure the total jobs in the state per per job in
the respective industry.

Animal  Distilleries  Plastics Electronic Automobile Heavy duty Aluminum Household  TInsurance Motor ~ Mining coal Couriers &

400 —

3.50 4

3.00 4

2,50 {—

2.00 |

1.50 +—

1.00 +—

0.50 {—

0.00 +

(except material &  computer mfg truck mfg product mfg refrigerator  carriers  vehicle parts messengers
poultry) resin mfg mfg from & home mfg
slaughtering, purchased freezer mfg

rendering, & aluminum
processing

Total economic impact of distillery company operadns

The tabldelowshows thel i st i | | itotafjecanomiceantributiodts the Kentucky

economyln summary, the direct jobs and payroll of distillers and their corporate office activity
leads to a total of aroudf, 400 jobs, with annual paymii$707 million, producing $8.billion of
economic outpufThis is an estimate of what would happen in the state in the unlikely event that the
distilling industry completely disappedrid.analysis is based upon there currently being 2,400
distillingproduction related jobs and 1,450 corporate managehaérd jobs in the state. The

direct effect in the production section of the table is less than 2,400 because the activities of the
distilling industry have an effect on itself, essentialyfspito its own industrial sector. We do

not want to double count this owrdustry spiroff in our analysis of the contribution of the

industry. What the table is saying is that if we eliminated all of the corporate management function
jobs and about 2,1000duction jobs, one result would be the elimination of all of the remaining
production jobs (part of the indirect effect).

Since inpubutput models are by design linear and symmetric, one can use the economic multipliers
(in the more likely case) to estertae total impact of incremental growth or decline in distilling
activity.
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Annual Economic Impact
of the Distilling Industry in Kentucky

Impact Type Employment Output Payroll
Production of Distilled Spirits

Direct Effect 2,096 $5,063,335,311 $134,341,979

Indirect Effect 6,430 $1,576,878,072 $226,242,018

Induced Effect 3,228 $379,446,007  $90,130,568

Total Effect 11,755 $7,019,659,389 $450,714,564
Corporate Management Functions

Direct Effect 1,450 $302,133,278 $191,790,419

Indirect Effect 671 $83,543,439  $20,697,715

Induced Effect 1,540 $181,286,801  $44,029,886

Total Effect 3,661 $566,963,517 $256,518,020
Total Distilled Spirits Industry Impact

Direct Effect 3,546 $5,365,468,589 $326,132,398

Indirect Effect 7,101 $1,660,421,511 $246,939,732

Induced Effect 4,769 $560,732,808 $134,160,454

Total Effect 15,416 $7,586,622,907 $707,232,584

Source: Customized IMPLAN (IMpacts for PLANIng), version 3.1, mode
Kentucky, using 2012 economic data.

Note: Indirect impact refers to business-to-business spin-off spending; In
impact refers to household spending that is a result of increased earning

Aside from the obvious distilleries and management of companies industries, the industries that are
most affected by the distilling industry in Kentucky are wholesale tmadiarrgnag, restaurants

and bars, and cooperages and pallet manufag¢imedsservices and drinking places, hospitals,

and the physiciands office industry sector i
spending when we takéd¥million out ofthe hands of employe&ince our model essentially

takes that money out of the Kentucky economy, utilization of those services by households will fall,
resulting in employment impacts.)
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Industries Most Affected by the Distilling Industry

Industry Sector Employment Labor Income

Distilleries 2,400 $272,219,32
Management of companies and enterprises 1,791 $272,963,60
Wholesale trade businesses 1,738 $123,065,35
Grain farming 1,362  $9,225,12:
Food services and drinking places 713 $14,833,35.
Wood container and pallet manufacturing 536 $22,724,37!
Employment services 413 $10,005,11!
Real estate establishments 358 $4,309,79¢
Transport by truck 346 $16,832,33
Private hospitals 310 $19,877,20

Offices of physicians, dentists, and other health practitioners 276  $22,526,03!

Source: Customized IMPLAN (IMpacts for PLANIng), version 3.1, model of Kentuc
using 2012 economic data.

Note: Labor income includes employee compensation and proprietors income.

Impact of construction activity

Distillery companies have invedigitons of dollars in their facilities and equipment over the

decades. This is evident from the large property tax payments they make to government jurisdictions
each year, a topic we examine in the next section. We already noted that Kentuchgstillers

invested over $400 million in capital improvement projects since 2008. In addition to that they are
planning anotheé®630 millioni n pr oj ect s over the next five ye.
$115 million Bulleit distillery in Shelby Coantjthe justannounced Old Forester Distillery, a $30

million project by Browforman on Whiskey Row in downtown Louisykre we analyze the

onetime economic impacts of a hypothetical $10 million distillery construction project. Our

estimates can be sdalg or down according to the size of the investment under consideration.

We use our IMPLAN model of Kentucky to perform the analysis. The model has a sector, number
35, entitled oConstruction, new noaegsnmustedhent i a
$10 million increase in demand for that sector, and the model predicted the impacts on business
output, jobs, and payrolls. The results are shown in the table below. rDweifidstates that the
investment is associated with 102 dirextagction jobs, withstimated payradf $3 million. The

indirect impacts refer to inieddustry linkages, wherein the construction project requires purchases
from other companies in Kentucky. The induced impacts refer to the cumulative rounds of
housebld spending caused by the increased income flowing to employees.ovhsulasharizes

the total impacts. The $10 million project leads to an increase in sales o.alnaillicifor all

Kentucky firms, an increase in jobskdf And an increasepayrollstatewide of4s5 million. This

is just about the same as in our previous study, indicating that the underlying economics of the
construction industry is unchanged.

The Distilling Industry in Kentucky, 201] Pagel




Economic Impact of $10 Million Construction Investment
by the Distilling Industry in Kentucky

Impact Type Employment Output Payroll
Total Construction Impact
Direct Effect 102 $10,000,000 $2,976,083
Indirect Effect 17 $2,502,162 $598,692
Induced Effect 32 $3,724,248 $886,765
Total Effect 151 $16,226,409 $4,461,540

Source: Customized IMPLAN (IMpacts for PLANIng), version 3.1, mode
Kentucky, using 2012 economic data.

Indirect impact refers to business-to-business spin-off spending; Induced
refers to household spending that is a result of increased earnings.

We can make an estimate of the amount of additional tax revenues that \eoelctsel gusing

some of the results developed later in this study. Construction supplies and materials are potentially
subject to Kentuckyds 6% sales tax, and coul d
the project. However, when job growtimiIved, companies often qualify for an exemption to the

sales tax. Kentucky state government would receiwtim®nerease in individual income and

sales tax receipts of about $385,000 at the historical effective tax rates, and local govethments woul
receive an additiond&d®000 in occupational taxes. Thus, excluding any possible sales tax payments
on construction materials and machinery, governments in Kentucky would receive -firttgal one
increase of $4,000.

It is impossible to precisely prdhe longterm fiscal impacts of such an investment without

specifying where the investment occurs in the state. Property tax rates vary widely among
jurisdictions. A rule of thumb is that real estate is subject to property taxation at the rate of one
percent, though the rate can be much higher in very urbanized places with intensive public services
(schools, fire, police, libraries, streets, garbage pickup, EMS). Assuming that the property was valued
at construction cost, this implies that the direestment leads to annual property tax revenues to

local and state governments of $100,000 per year.

Impact of capital equipment investment activity

Kentuckyds distill ery c o rfapildies,ibehave beaneguippingt been
them with sateof-the-art stills, bottling machinery, computers, and whatever else they need to
manufacture and sell their products. Much afplieming 630 million in investment will go

towards various kinds of durable machinery. We therefore also simulatedliarfdapital

equi pment investment using | MPLANOGOs capital i
sector. The next table summarizes the results. There are no direct impacts since all the transactions
involve the distilling industry buying frother industries. These purchases lead to more business
to-business transactions and ultimately a $4 million increase in the output of Kentutkgtfirms.

activity supports 39 jobs with a payroll of $1.1 million. Household spending induces more impact,

The Distilling Industry in Kentucky, 201] Page?2




and the $10 million of capital spending leads to an increase in sales of about $5.2 million for all
Kentucky firms, an increase of 49 jobs, and an increase in payroll statewide of $1.4 million.

Economic Impact of $10 Million Capital EqQuipment Investment
by the Distilling Industry in Kentucky

Impact Type Employment Output Payroll
Total Capital Equipment Impact
Direct Effect 0 $0 $0
Indirect Effect 39 $4,086,788 $1,151,508
Induced Effect 9 $1,088,020 $261,031
Total Effect 49 $5,174,808 $1,412,539

Source: Customized IMPLAN (IMpacts for PLANIng), version 3.1, mode
Kentucky, using 2012 economic data.

Indirect impact refers to business-to-business spin-off spending; Induced
refers to household spending that is a result of increased earnings.

Total average annualmpact possible flom distilling industry planned investments

As noted above, Kent 63 kilidsn expansian and Improvemehtav e r o
projects planned over the next five years. We can use the results of the last two sections to estimate
t he aver age annaedbdnomywfhis adivityooner theHive yeart paritide |6

table below we assumfaialy uniformspending patterover the five yeaend that $8million of

e a c h yendlliodis spehding will be on construction whirillion will be spent on

capital equipmeriResults will be different depending on the exact spending mix. Relatively more
construction spending will increase the impact, while relatively more capital equipment spending will
decrease the overall impact.

Estimate of Average Annual Impact of Kentucky Distilling Industry's
$630 Million Investment Plans Over the Next Five Years

State & Local Income
Employment  Output Payroll & Sales Taxes Property Taxes
1,470  $158,036,02%43,409,602 $4,225,200 $840,000

Source: Customized IMPLAN (IMpacts for PLANing), version 3.1, model of
Kentucky, using 2012 economic data.

Note: Assumes the construction to capital equipment spending ratio is $84m/$
every $126 million in spending.

Our estimates indicateat the distilling industry construction and capital improvement projects
could support an average d@f7@,jobs in Kentucky through 2019. Those jobs wouldatee
$43 million intotal payroll and generate abo&®$nillion in combined state and laocabme and
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sales taxes each year during the period. The real estate improvements could mean an additional
$840,000 in property tax revenues each year to local and state governments.

Potential impact from an increase in local sourcing of grain inputs

Becaus mash bills vary by distiller and they each use proprietary processes (and the individual
knowledge of theMastemDistillers) there is no set amount of grain that goes into a barrel of
Bourbon(other than it must be at le&&fpercent corn). Most soeswe have seen on the subject

give figures that work out to between eight and nine bushels of corn per Baudiayf Other

grains, therefore, are used at about two to three bushels per barrel. This is in line with the results of
our survey of KDA mebers. Including the other products distilleddaytucky distillerghey
currentlyutilize12to 125million bushels of corn and 4 million bushels of otlarsgiprimarily
wheatmaltedbarley, and rye) each year.

Corn andvheat grow relatively wellkre n t usoillanddimmateand there are many thousands of

acres of each planted every year. But there is vemngelittteo barley production in&tucky

primarily due to the faneithercan be efficiently producediirh e  sailaad ¢enéts onditions

compared to dryer more northern clima@®gen this, local sourcing of grain inputs for Kentucky

distillers refers almost exclusively to cornand Wwheae. st at ed s sdurcet i | | er s cu
approximately 40 percearittotal grain needsom Kentuckyfarmers. They purchase about 50

percent of their corn needs from Kentucky farmers and roughly 20 percent of the other grains
(wheatwith a littlerye).The table below shows the current impact that the distilling industry has on

the agriculturaesc t or of the stateds economy. The activ
1,460 farming and farmingjated jobs in the state, mostly in grain farmingyrifthice $58

million in output and bring in $12 million of labor income. The grain fanmpiact in the table

represents about six percent of that entire industry in Kentucky.
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Current Distilling Industry Impacts on the Agricultural Sector
Industrial Sector
Support activities

Grain farming for agriculture
Employment 1,362 102
Output $55,773,200 $2,883,334
Value Added $12,833,154 $1,607,058
Labor Income $9,225,123 $2,828,343
Employee Compensation  $1,496,723 $2,431,007
Proprietors Income $7,728,401 $397,337
Other Property Type Income $5,153,653 ($1,269,049)

Source: Customized IMPLAN (IMpacts for PLANIng), version 3.1,
of Kentucky, using 2012 economic data.

Note: Employee compensation includes benefits and payroll taxes
property income includes corporate profits, capital consumption
allowance, payments for rent, dividends, royalties and interest inco

All of the KDA member distillers we surveyed indicated a willingness to purchase a greater
percentage of their corn and wheat from Kentucky producers provided ltheyesbyrice and

guality requirementSeveral distillers in our survey expressed a desire to purchase only corn from
nongenetically engineerszbds or that is grown organicaéither of which is widely available in
Kentucky. This wasotedby a coujte of the larger distilleries, not just craft distilleries who might be
seeking an organic niche manNk&dirking with distillers to meet those particular requirements is one
avenue Kentuckyds farmers can p ustillmgimdustryo i ncr e

Most of the craft distillers we surveyed sourced all of their corn from Kentucky farmers and all
seemed eager to work with local producers. One haatracted with a nearby farm to grow rye

for them. They represent a fertile armdygi ng mar ket for Kentucky®ds gr
currently account for less than 50,000 bushels of corn per year.

Kentucky does harvest enough corn and wheat e
supply a much greater percentage ofshéedi | | er sd grain needs. Since
harvested an average of 160 million bushels of corn and 24 million bushels of wheat each year.
Current distiller needs represent just 7 percent and 16 petberdash and wheat harvests,

respectiely. Since the capacity is there and the distillers are open to the possibility of increased local
sourcing, we have modeled what the contribution of the distilling industry on the state of Kentucky
would be ifall of the corn and wheaere purchased froKentucky farmdlfis would be the

equivalent of 80 percent of total grain inNpdisis represents a potential upper bound of the
distilling industrydéds i mpact on the state. Th

The Distilling Industry in Kentucky, 201] Page85




Potential Annual Economic Impact

of the Distilling Industry in Kentucky
if All Corn and Wheat Purchased from Kentucky Producers

Impact Type Employment Output Payroll
Current Distilled Spirits Industry Impact
Direct Effect 3,546 $5,365,468,589 $326,132,398
Indirect Effect 7,101 $1,660,421,511 $246,939,732
Induced Effect 4,769 $560,732,808 $134,160,454
Total Effect 15,416 $7,586,622,907 $707,232,584
Total Potential Distilled Spirits Industry Impact
Direct Effect 3,546 $5,365,468,589 $326,132,398
Indirect Effect 8,670 $1,738,366,631 $253,169,807
Induced Effect 4,863 $571,737,121 $136,875,749
Total Effect 17,079 $7,675,572,341 $716,177,954
Difference from Current Impact
Indirect Effect 1,569 $77,945,120 $6,230,074
Induced Effect 94 $11,004,313 $2,715,295
Total Effect 1,663 $88,949,433 $8,945,369

Source: Customized IMPLAN (IMpacts for PLANiIng), version 3.1, mode
Kentucky, using 2012 economic data.

Note: Currently about 40 percent of the distillers' grain demand is met b
Kentucky producers. If all corn and wheat demand were met by in-state
producers that would account for approximately 80 percent of total grair
demand used by Kentucky distillers.

Indirect impact refers to business-to-business spin-off spending; Induced
refers to household spending that is a result of increased earnings.

The increase in locally sourced drafma significant effect on the impact numbers, primarily among
the indirect, business-business, interactions. There is potential for Qmnillion more in sales

by Kentuckydms, supporting,660 jobsvith a payroll of $8million. While this repsents only a

12 percent increase over the current impact in terms of output and payrdlQ&ps@ent bump

in the employment impact. As we might expect, nearly all the added impact occurs in the two
agricultural sectors of grain farming andatitivities for agriculture, as can be seen in the next
table. Given the modest size of many rural communéEs jdhscan be significant.
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Potential Agricultural Sector Impact Gains

if All Corn and Wheat Purchased from Kentucky Producers
Industrial Sector

Support activities

Grain farming for agriculture
Employment 1,355 97
Output $55,481,609 $2,745,228
Value Added $12,766,062 $1,530,084
Labor Income $9,176,893 $2,692,872
Employee Compensation $1,488,899 $2,314,567
Proprietors Income $7,687,996 $378,304
Other Property Type Income $5,126,709 ($1,208,266)

Source: Customized IMPLAN (IMpacts for PLANing), version 3.1,
of Kentucky, using 2012 economic data.

Note: Employee compensation includes benefits and payroll taxes
property income includes corporate profits, capital consumption
allowance, payments for rent, dividends, royalties and interest inco

Spent grain

Spent grain is simply the grain solids that remain aftistithetionprocess ends. Kentyck

distillers produce a lot of spentgraut the primary markets foaié in the Midwest where itins
plentiful supply as a byproduct of ethanol manufacturing. Commonlp istilledsGrains, there

are two types: wet and dry. \Wstillersgrains(WDG) contain primarily unfermented grain
residues (protein, &h fat and up to 7percenmoisture). WDG has a shelf life of four to five days
(but there are articles discussing how to store them I@hgetd the water content, WDG
transport is usllg onlyeconomically viable withi0milesof the sourceacility.Dried Distillers
Grains with Solubles (DDGS) is WDG that has been driedlid dércent moisture. DDGS have
an almost indefinite shelf life and may be shipped to any, iiarkiBtingis costly, as it requires
further energy inpuitt is packaged and traded as a commodity product

In general56 pounds of corn (ormishel will produce a little less than 27 pounds of WDG, or
slightly more than 17 pounds of DD®stillers Grains can lfed to swine, poultry, and beef or
dairy cattle. Because of physiological differemdas and poultry are fed mostly DDGS while
cattle can be fed either WDG or DD@HstillersGrains are high in goaplality protein and also
contain other desirabletnantsfor beef and dairy cattlEhey are an excellent protein supplement
and are often used in place of soybean Bi2&S can make a good supplement for swine and
poultry as well, but require more care to balance the diet. Because the nutriehDistiliées
Grains is more suitable to cattlesims fed tdeef or dairy cattlend there is an ample literature on
when and how it can best be added tiet.
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Of the KDA members we surveyed, the smaller distillers all gave away their WDGtteoone or
farms within an hour 6s dr has eendden domtesnplatingsatising | e r
cattleas a side busine$te larger distilleriésindle theiDistillersGrainsin a variety of ways.

Some give away all of their WDG to farnrete regiopsome sell all or most of their WDG,

somedry their WDG andallDDGS, and some distilleries give some of their WDG away but dry a
significant portion to sell as DDG$e variety of approaches to handlimgilersGrainshas

much to do wh the costs associated with drying equipment and the logistics of managing WDG.

The eonomic viability of drying grains is dependent on the size of the distillery and its ability to
logistically manage spent grémsler distillereswill not producemugh volume of spent grains

to overcome theosts of operating (energy), maintaiming,purchasing drying equipment. As

distillery size increases there comes a point avizeig the spent grain becomes profitable. In

addition, WDG have their own coassociated with holding tank capacity and logistically managing
their distribution given their short shelf life. These costs tend to increase with distillery size, and at
some point make drying at least some of the spent grains worthie/legtimate thabout 60
percent of Kentucky di(sosilylas3 BGS dut sobe WDG\HIld er s  Gr
the remainder is given away as WDG tofarms hi n an hour ds dri ve.

Kentucky distillers use abo806énillion pounds of corn each year. That trasstatjust over2b

million pounds of WDG eachyeliran aver age of 10 pounds eaten |
produce enougbistillersGrains to feé almos©0000 cows for a yealepending upon its age,

size, and what other foods are availalile Tthat seems like a lot, but there are currently one

million head of beef cattle on Kentucky farms. WDG are presently selling in the Midwestern states

for $30 to $40 per tqySDA Market News Service) At t hose prices, a ful/l
fromKentuckyods di sti |l | &miflionwlewatikly, i all olthe Distitersa b o u t
Grains were dried there would be about 210 million pounds of DDGS produced by Kentucky

distillers each year. With DDGS prices currently in the range of $120 per ton the potential

value of a yeards worth of DDGS Kenmmocky Kentucky
distillers gave away about $2.5 million worth of WDG to local farmers last year, while giving up

about $5 million in potential revenu@frDDGS (this does not take into account the cost of

drying the WDG).

Taxation and Fiscal Impacts of the Industry

In this section, we investigate and document the large amounts of tax revenues paid directly and
indirectly by the industry to state arm@dlg@overnments in KentucRyese tax payments are in

addition to the sizable federal excise tax paid by the industry. The federal excise tax rate is $13.50 per
proof gallon shipped. Given that there were about 75 million proof gaBonskeinand

Tenressee whiskeyther sold in the U.S. or exported during 2013, and KeBimgiyonmade up

about half of that total, Kentucky distillers paid somewhere around $500 million in federal excise

taxes during 2013.
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There are many types of taxes that disal@spiritconsumers pay, and the taxes go to many

different jurisdictions in Kentucky. Indeed, this is the most complicated part of our analysis. We
have collected data and made estimates for the most important tax items, including local and state
propery taxes, state alcohol production and consumption taxes, local occupational taxes, and
Kentucky state individual income and sales taxes. We also provide some information on how
Kentucky compares to other states in its tax treatment of distilled spirits.

A summary of our estimates is provided in the table below. All entries refer to the latest year
available for data, primarily calendar or fiscal y&aiP20ductiorrelated taxes account f&l$

million of the $&6 million total. Some of the entries argeblaon courthouse records and official
government tallies, some on comganoyided reports, while other entries are estimates based on
historical ratios or national indusigyresClearly, Kentucky state government is the biggest tax
recipient, accounty for 8 percent of the total ovall levels of government. Local governments
and school districts are the biggest recipients of property taxes paid by the industry.

Estimated Annual Kentucky Taxes on the Production and Consumption of Distilled Spririts

City, County, Kentucky
Local Public Other Local State
Schools Governments Government Total

Production-related
Property taxes - real estate and tangible prope$t},623,542  $1,029,714 $947,626 $3,600,88
Property taxes - spirits aging in barrel$7,498,733  $3,668,578 $772,73B3 $11,940,04

Individual income taxes from distillery-related payrolls $32,792,590$32,792,5¢
General sales taxes from distillery-related payrolls $28,494,070$28,494,07
Occupational taxes from distillery-related payrofd,011,881 $7,412,497 $8,424,37

Corporate income taxes paid (partial)* $50,000 $6,000,000 $6,050,00
Distilled spirits license fees $63,500 $173,69 $237,19

Subtotal $10,134,156 $12,224,288$69,180,7¢9$91,539,1E
Consumption-related

Case sales tax $122,873 $122,87

Excise tax per gallon $11,962,448%$11,962,44

Wholesale tax $31,911,903%$31,911,9C

General retail sales tax, restaurants and bars $9,908,614 $9,908,61
Package retail sales tax $16,358,821%$16,358,82

Distilled spirits license fees $3,109,630 $1,588,0717 $4,697,70

Subtotal $3,109,630 $71,852,736%$74,962,3¢

Grand Total $10,134,156 $15,333,918141,033,44%166,501,5:

* This represents an estimate based on a five year average of Kentucky corporate income tax payments
profits tax payments from some, but not all, the major companies compiled for the previous version of t
Corporate income tax payments tend to vary widely from year to year, making prediction unreliable.

The entries are probably the most important taxes on distilled spirits, bu tinewrgyasther taxes
paid that are harder to quantify. For example, we do not know the amount of insurance premiums,
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gasoline, and utility taxes paid to state and local governmengg 18dljéishould be considered
a lower bound on the true unknown antaf taxes paid.

In the following sections we will discuss each type of tax in the table individually and then compare
our results with the previous report.

Property taxes

A distillery may pay property taxes on its land and buildings to the localystémolthe county
government, the city government, a fire district, a library, health or agricultural district, and the state
of Kentucky. They also pay tangible property taxes to those jurisdictions on the value of machinery,
furniture, vehicles, and ttistilled spiritegingn warehouses.

We have attempted to track down the various properties owned by the distillery companies, and to
organize public information on their tax bills in 2013. We used a combination of web searches,
courthouse visits andqte calls to collect data on assessments and taxes paid. We were able to
identify a total of about $3.6 million paid to local and state governments. The assessed value of land,
buildings, equipment, and inventory (ready to sell) was $634 million, $28ictilion was real

estate and $401 million was tangible property. The pie chart shows the distribution of taxes paid by
jurisdiction type. Public schools are the biggest recipient of property tax payments, with revenues of
about $1,624,000r 45 percdrof the total Kentucky state government is next, with $9472600
percent)followed by city and county governments with nearly $7@{80@¥er four percent

each) The 60Otherd6 category includes prmsperty ta
agricultural extension offices, soil conservation districts, fire districts, and an air board.
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Estimated Real and Tangible Property Taxes Paid by
Kentucky Distillers, 2013

4.6% 4.2%
$164,211 $152,804

B State

m City-County
m Schools

M Libraries

B Other

Total estimated 2013 real & tangible property tax payments: $3,600,882

The distillery industry also pays property tax on all oBtheibonand distilled spirisging in

barrels sitting in bonded warehouses. The tax payanersubstantial, most of it going to local
jurisdictionsThe industry paid roughly $11.9 million in distilled spirits taxes to local governments in
2013. The next pie chart shows the distribution of these payments to city and county governments,
publicschools, libraries and other local government. Schools akueste63 percent tfese tax
payments, with revenues of $7.5 million. City and county governments and library districts collected
$2 million(17 percen@and $900,00@lose to eight percéntespectively. Over $700,06iQ

percentwent to various other government entities.
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Estimated Distilled Spirits Property Taxes Paid by
Kentucky Distillers, 2013

6.1% 6.5%

7.7%  §723779 $772,733
$918,999

M State

B City-County
1 Schools

M Libraries

m Other

Total estimated 2013 distilled spirits in bonded warehouses tax payments: $11,940,044

Distilleries separately pay tax on distilled spirits inventory to Kentucky state government, and we
have compiled a histarfthe value of the distilled spiritsnagn bonded warehougesm the tax
collections data reported by the Kentucky Department of Revenue. The state tax rate is $0.05 per
$100 of valuation. In fiscal year 2013, the state received nearly $773,000 in receipts from this tax,
implying an inventgrvalue of $1.55 billion. Using historical data on General Fund receipts from
this tax we can see the upward trend in inventory values over thentgBtvényears, displayed in

the chart on the next page.

Kentucky is the only place in the world thetgaging distilled spirits on an annual basis as
property, and the stateds distillers have | on
and may stunt the growth of craft distillers here because the fledgling businesses can least afford the
extra expense. This is particularly relevant b&m@mub®nis an important part of the business

plan for most of Kentuckyods current .craft dis
Bourbonages longer than most other spirits progdtyétey ugmportant capital, particularly for

startup distilleries

It is alsathe cas¢hat most of théax collections on these aging barrels occur in just nine counties,
with only Jefferson County having a population above 100,000 people, so the taxest todlected
local level have a big impact in those communities. A comprasisached with the passage this
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springin the Kentucky General Assemtfly{ouse Bil445 whiclprovidesthedistilleriesvith a
corporate income tax creditaggt the amount of bal taxepaid, and requires distilleries to
reinvest that money into their Kentucky operatibims reinvestment tax credit wélp with the
planned 630 million in neaterm capital investment as the industry continues its expansion.
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Value of Distilled Spirits Inventory, 1983-2013

Source: derived from Kentucky state government property tax receipts data, by fiscal year.
Current rate is $.05 pet $100 of assessed value. Actual value is somewhat higher due to an
exemption for property scheduled to be shipped out of state within six months of the
assessment date.

Alcohol consunption taxes

Kentucky state government levies a number of taxes on alcohol sales generally, and distilled spirits in
particular. Kentucky taxes alcohol consumption away from home (restaurants, bars, hotels) at a 6

percent rate, and levies the same rataakage sales at liquor stores. Kentucky also taxes at the
wholesale level, with an 11 percent sales tax collected on transactions from wholesalers to retailers,

and an excise tax of $1.92 perwireel | o n

of spirits sol gpercaseher e

levied on wholesalers, though this brings in only around $100,000 per year in revenues to state

government.

Refer tathe accompanying chart for historical data on tax receiptafsehieh ardrom state
government reports and some estimatedrlg, this has been a growing source of revenue for
Kentucky state government. The wholesale tax brou@itdmilion in revenue to the Kentucky
state General Fund in fiscal yeaB204sed on the wholesale value of liquor of aBéatllion.
Theexcise tax brought in ove2$iillion in revenuthe last fiscal year.
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Since there is no state level data available yet from the 2012 Economic Census, we use the 2007

Ec onomi cbre@keout of vestdurant and bar sales by type in Ketduep us stimate

retail alcohol consumptiontaxesThe Census Bureau estimated t ha
pl acesd i ndust .Bhiliorimtotaksalast 2007 107 thatlistited spibits accounted

for $122 millionwine$55 million, anbeer $160 million. Also, according to the Census Bureau,

sales of distilled spirits account for 1.5 percent of hotel revenues, or about $8.2 million. Thus, sales

of distilled spirits (for immediate consumption) at Kentucky restaurants, bars, and hbtals was a

$130 million in 2007. We use historical growth in wholesale receipts to estimate these retail sales
away from home for other years, and multiply by six percent to estimate state tax revenues.

The Kentucky Revenue Cabinet has not provided tax rea¢agederated from the@ércent

package retail tax. We have made an estimate using retail sales data on liquor stores in Kentucky.
The 2007 Economic Census reported that total
$525 million. Details ateliederal level show that such stores derived 40.9 percent of their revenues
from distilled spirits. This implies that package spirits sales at such st@&kbweilton that

year. A 6 percent retail tax would thus bring in around $12.9 milliong¢vestate government,

and we have brought the estimate forward using the growth in wholesale tax revenues. The four
consumption tax streams are shown in the accompanying chart, with Kentucky state tax revenues
hitting $70 million in 2013.
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Kentucky State Tax Receipts on Consumption of
Distilled Spirits, Fiscal Years 1983-2013

$80,000,000
Source: Kentucky Department of Revenue, Annual
Reports. Retail taxes estimated by authors.
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40,000,000 - -
$40,000, 11% in 2005, and added a 6% retail sales
tax on package liquor in 2009.
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It is not straghtforward to aggregate these different tax rates, or do comparisons over time or with
other states, because the tax base may vary by category of tax. Excise taxes are levied by volume
(gallons, cases), while wholesale and retail sales taxes arestdeipdd®y We have attempted to
convert Kentuckyds taxes on consumption of di
total tax per unit, as well as the historic trends. For retail consumption, we as8peredra

split between purelses at restaurants, bars and hotels versus package sales. We divided sales tax
receipts by gallons, as revealed from the excise tax paid by wholesalers. This implies that the 6
percent retail tax in Kentucky amountatex of $335per gallon, and pagesales are taxed at a

rate of $H3per gallon. The combined tax, wholesale and retail, on consumption is now

approaching $16 per gallon, double what it was in 1984.
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Kentucky Taxes on Consumption of Distilled Spirits (per gallon)
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The wholesale and retail taxes are important revenue streams to Kentucky stagsmgovern

However, because they are based on household consumption, nearly all of these revenues would
remain even i f Kentuckyds distilling industry
higher prices dpiritsin Kentucky, and consumers shiftchases to bordering states (and to other
products) if their tax rates are lower. But this consumption substitution occurs independently of
where thespiritsproduction occurs.

It is difficult to compare taxation of distilled spirits among statesylemitimiting the scope to
consumption and ignoring the taxation of production. Many states levy excise taxes at the wholesale
level, on a per gallon basis. Excise taxes are those levied on specific commodities, based on volume
not as a percentage of safdae. Examples include gasoline per gallon, cigarettes per pack, and

wine and beer (per gallon). Kentucky also levies a wisaksszr of 11 percent on the value of

the transaction between wholesalers and retédatacky ighe onlystate wheresholesalers pay a

tax on both the volume of distilled spirits and their value every time they transact with retailers.
There are four other states that levy per case or per bottle excise taxes (Arkansas, Minnesota, South
Carolina, and Tennessee), all hitjiza the $0.05 per case Kentucky levies.

Seventeestates seflpiritsthrough statewned or priceegulated outletscluding three of our
bordering state®©hio, Virginiaand WesYi r gi ni a. These are often ref
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opposed o 6opend states. These st at-apsforneulad, witbt i vely
the purpose of enhancing state revenues and, in some cases, limiting access. Additionally, most
states levy a general retail sales tax that covers alcoimolestbasgants, bars, hotels, and

sometimes in package stores. Also, city and county governments in most states levy an additional
sales tax.

The Tax Foundation compiles a listing of state excise taxes each yeatr. It collaborates with DISCUS
to estimate eise taxes in states whgpgitsareonly sold in statewned or priceegulated stores.

They adjusted their estimates to include the wholesale tax for Kentucky, converting from a
percentage to per gallon bassswe also did in the previous cAdmenext table shows the rates

for Kentucky and its bordering statesal ong wi t h e a cSOstaedKentuekp s r ank
ranksfourth highest amonigs bordering states in terms of excise and wholesale taxes combined.
Among all states, Kentucky rat®shighestAmong the33open states, Kentucky ranks 5
highesbehindjust Washington, Alaska, Minnesota, and Illifiois comparison does not reflect
differences in additional state taxation at the retail level, at restaurants and bars, ostorpackage
Note that Tennessee, second to Kentucky in whiskey production nationally, taxes distilled spirits at
about twethirds the rate as Kentuckiowever, Tennessee does have much higher state and local
sales taxes on both packsgetsandspiritsby the drink.The chart shows the rates for all states.

State Excise and Wholesale Distilled Spirits Excise and Wholesale Tz
Rates per Gallon, 2013
Kentucky and Bordering States
Tax Rate National Rank

Missouri $2.00 47 * Ohio, W. Virginia, and Virginia are
Indiana $2.68 42 states where the government contro
West Virginia*  $2.82 41 sales. I n these
Tennessee $4.46 30 are subject to ad valorem mark-up i
Kentucky $6.86 17 excise taxes. The excise tax rate is
lllinois $8.55 14 calculated using a methodology
Ohio* $9.84 11 developed by the Distilled Spirits
Virginia* $20.56 3 Council of the United States.

Source: Tax Foundation.
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