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Minutes of the House Committee on Taxation. The meeting was
called to order by E. C. Rolfs, Chairman, at 9:00 a.m. on
March 17, 1987 in room 519 South at the Capitol of the State
of Kansas.

The following members were absent (excused):
Representatives VanCrum
Committee staff present:
Tom Severn, Legislative Research
Chris Courtright, Legislative Research
Don Hayward, Reviser of Statutes

Millie Foose, Committee Secretary

Mr. Fred Logan testified as a proponent of SB-249 - AN ACT
concerning libraries 1in certain counties; relating to tax

levies and the issuance of bonds. (Attachment ll He
discussed the mill 1level applicable and said that SB-249
applies to Johnson County only. This concluded the public

hearing on SB-249.

Chairman Ed C. Rolfs gave a presentation explaining HB-2542 -
The Tax Equity and Simplification Act (TESA) of 1987. He said
these bills were designed for conformity with the federal law,
with major policy objectives being tax simplification,
economic development and tax fairness. He distributed a
printout showing the effect on different taxpayer groups in
Tax Year 1987 and 1988. (Attachment 2)

Ron Gaches, with the Boeing company, appeared as a proponent
of HB-2543.

David Litwin, with KCCI, appeared as a proponent of HB-2543
and took no position on HB-2542. (Attachments 3 and 4)

HB-2280, concerning mortgage registration fees, was discussed.
Representative Shore moved, second by Roe, that financial
institutions be required to file affidavits. Motion carried.

Representative_—Leach moved, second by Wagnon, that the
provisions of the 1985 interim study on mortgage registration
tax  be included in the bill. Motion failed 9-9.

Representative Lowther moved, second by Pottorff, that HB-2280
be reported favorably as amended. Motion failed.

The committee discussed the public policy implications of HCR-
5016 as it relates to prison construction. The committee was
fairly divided on whether or not to run the resolution this
year.

HB-2222, concerning bonds required for a sales tax license was
discussed. Representative Lowther moved, second by Leach,
that the bill be amended to allow prepayment of sales tax
liability by prepayment for annual filers. Motion carried.
Representative Lowther moved, second by Leach that HB-2222 as
amended be passed favorably. Motion carried.

The minutes of the previous meeting were approved.

There being no further business, the meeting was adjoured.
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Ed C. Rolfs, Chairman
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FRED J. LOGAN, JR.

ScoTT K. LOGAN MEMORANDUM
plise House Committee on faxation
From: Fred Logan |
Re: Testimony of Fred Logan in Behalf of the Johnson

County Library in Favor of SB 249
Date: March 17, 1987

This memorandum summarizes testimony which I will give at a
hearing scheduled before the House Committee on Taxation on
Tuesday, March 17, 1987, on SB 249. I am the attorney for the
Johnson County Library and will be testifying in behalf of the
Board of Directors of that institution in favor of SB 249.

Scope of Legislation. SB 249 amends K.S.A. 12-1257 which,
by its terms, applies only to the Johnson County Library. The
statute, and SB 249, do not apply to any other county in the
State of Kansas.

Purpose of K.S.A. 12-1257. K.S.A. 12-1257 was adopted by
the Legislature in 1978. It authorizes the Board of County
Commissioners in any county designated as an urban area under
K.S.A. 19-2654 to create, either by an annual levy or by the
issuance of bonds, a "special fund to be used for the acquisition
of sites, and for the constructing, equipping, repairing,
remodeling and furnishing of buildings for county library
purposes." The only county designated an "urban area" by
K.S.A. 19-2654 is Johnson County.

The determination as to whether to make such a levy or issue
bonds under the terms of the statute is left to the Board of
County Commissioners. In other words, the statute does not
impose any kind of mandatory or automatic levy. An election
procedure is set out in K.S.A. 12-1257 which would remain
unchanged by SB 249.

Purpose of SB 249. SB 249 would retain absolutely intact
all of the language contained in the present version of K.S.A.
12-1257 except for the specific numerical figures pertaining to
the amount of any possible levy or bond issuance. Under SB 249,
the authorization for the annual levy would be increased from
one-half mill to one mill and on the issuance of bonds, authori-
zation would be increased from one-half percent of assessed
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tangible valuation to two percent of assessed tangible valuation.
The language specifying that the levy and bond issuance is
discretionary is retained, as is the language with respect to the

election procedure.

Support for SB 249. SB 249 is proposed by the Board of
Directors of the Johnson County Library. The bill has been
endorsed by the Board of County Commissioners of Johnson County,

Kansas. :
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LATION HO. 63i3:  TAX REFORM ACT OF 1986

TAX YEAR 1987

KANSAS TAX EQUITY AND SIMPLIFICATION ACt Kansas Department Of Revenue
Individual Income Tax In Tax Year 1986
¢ Resident Taxpayers
) Iopact By Bracket
KANSAS TAX EQUITY ARD SIMPLIFICATION ACT
Narried Single Total Residents
' Dollar Change Dollar Dollar Change Dollar Dollar Change Dollar
I K.A.G. 1, Ho. Of Percent = < p! Change Effective No., Of Percent In Change Effective HNo, Of Percent In Change Bffective
Bracket Returns Increase Liability Per Return Rate Returns  Increase Liability Per Return Rate Returns  Increase Liability Per Return Rate
Fo K.A.G.T. 11,263 0.0% -'\30.00 $0.00 0.0% 5,789 0.0% $0.00 $0.00 0.0% 17,053 0.0% $0.00 $0,00 0.0%
S0 §5,000 14,947 -100.0% ($13,1775.51) (80.92) 0.0% 104,105 -91.2% ($930,848,98) (58.94) 0.0% 119,093 -91.3% ($944,624,49) (§7.93) 0.0%
$5,000 $15,000 73,895 -65.6% (54,585,804.08)  ($62.06) 0.3% 166,421 -22.8%  ($6,644,388.78) ($39.93) Lo 240,316 -3L1% 0 (§11,230,192.86) (§46,73) 1.1%
$15,000 $25,000 98,842  -23.0% (§7,880,341.84)  ($79.73) 1,3% 85,158 2,9% St 7 $16.73 3.0% 184,000 -1.8%  ($6,455,428.57) ($35.08) 2. 1%
$25,000 $35,000 106,947  -5.7% (§4,229,856.12)  ($39.55) 2.2% 3, 11.2% $3,620,510,20 $105.18 3.6% 141,368 -0.6% (5609,345.92) (§4.31) 2.5%
$35,000 $50,000 118,842 5.6% §7,543,801.02 $63.48 2,9% 15,263 16.9% $3,381,959.18 $221.98 3.7% 134,105 1.5 §10,925,760,20 $81,47 3.0%
$50,000 $100,000 18,842 12.3% $18,828,520.41 §238.81 3% 6,947 4.5% $170,902,04 $110.96 4.0% 85,789 11,65 §19,599,422.45 $228.46 3.5%
$100,000 Over 10,947 -3.6% (§3,092,423.47)  ($282.48) 3.8% 1,684 -10.8%  ($2,300,704.29)  ($1,366.05) §1% 12,632 -5.0%  (85,393,137.76) (5426.96) 3.8%
total 514,526 1.3% $6,570,120,41 $12.71 2.7% 119,789 -0.4% (5677,667.35) ($1.61) 2.8% 934,316 0.9% $5,892,453.06 $6.31 2.7%
Piscal Tmpact: $6,570,120.41 ($677,667.39) $5,892,453,06

A1 Taxpayers: $3,348,054.08 Hon-Resident: ($2,544,398,98)
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TAX YEAR 1987
KARSAS TAX EQUITY AND SINPLIPICATION ACT

+

TAX REFORN ACT OF 1986

Kansas Departsent Of Revenue

Individval Income Tax In Tax Year 1986

{ Resident Taxpayers
lapact By Bracket
KARSAS TAX BQUITY AND SIMPLIRICATION AC?
Narried Single Total Residents
Dollar Change Dollar Dollar Change Dollar Dollar Change Dollar
F.A.6.1. No. Of Percent In~ Change ) Effective Ho. Of Percent In Change Bffective MHo. Of Percent In Change Effective

Bracket Returns Increase Liability Per Return Rate Returns  Increase Liability Per Return Rate Returns  Increase Liability Per Return Rate
Ko K.A.G.1, 11,263 0.0% 50;60? o $0,00 0.0% 5,189 0.0% $0.00 $0,00 0.0% 17,053 0.0% $0.00 $0.00 0.0%
S0 §5,000 14,947 -100.0% ($13,775,51) ($0,92) 0.0% 104,105 -0 2% (6930,848,98) (58.94) 0.0% 119,053 -91,3% (8944,624.49) ($1.93) 0.0%
$5,000 §15,000 13,895 -65.6% (54,585,804,08)  ($62.06) 0.3% 166,421 ~208% (86,644,388.78) ($39.93) 1.5% e, 36 S3L1% 0 (§11,230,192.86) {546.73) {44
$15,000 $25,000 98,842 -23.0% (87,880, 341,84)  ({$79.73) I} 85,158 2.9% §1,424,913.27 $16.73 3. 184,000 -1.8%  ($6,455,428.57) {$35,08) 2,2%
$25,000 $35,000 106,947  -5.7% {(§4,229,856,12)  (539.55) L% 3,421 1.2% $3,620,510,20 $105.18 3. 0% 141,168 -0.6% {$609,345,92) ($4.31) 1.6%
$35,000 540,000 50,421 2.1% $1,032,984.69 $20.49 2.8% 1,283 19.4% $1,589,255.10 $218.81 L% 57,684 £.5% $2,622,239.80 S45.46 1.9%
$40,000 $50,000 68,421 1.7% §6,510,816.33 $95.16 LIt 8,000 15.2% §1,792,704.08 $224,09 3.9% 16,421 8.7% $8,303,520. 41 $108.65 1.2%
$50,000 §75,000 64,737 13.0% §44,692,142.86 $226.95 3. 4% 5,789 5.6% $735,595.92 §127.06 L% 10,526 12,25 §15,427,738.78 §218.75 3.5%
$75,000 $100,000 1105 10,5% $4,136,377.55 §293,2% 3.0k 1,158 0.9% $35,306.12 §30.49 £,0% 15,163 9.7% $4,171,683.67 213,32 i
$100,000 Over 10,947 -3.6% ($3,092,423.47)  (5282.48) 3.9% 1,684 -10.8%  (§2,300,704.29)  {S1,366.05) 1.2% 12,632 S50 (85,393,137.76) {5426.96) {.0%
Total 514,526 1.3% $6,570,120. 41 st 1 2.8% 19,789 -0.4% ($677,661.35) {$1.61) 2.9% 934,316 0.9% $5,892,453.06 96,31 1,8%

Fiscal Impact:

All Yaxpayers:

$6,570,120. 41

$3,348,054.08

Hon-Resident:

(5677,667.35)

{$2,544,398.98)

$9,892,153.06



SIMULATION KO. 6314:  TAX REFORN ACT OF 1986
TAY YEAR 1988
FANSAS TAX EQUITY AND SINPLIFICATION ACY

fansas Department Of Revenue

Individual Income Yax In Tax Year 1986

i Resident Yaxpayers
Inpact By Bracket
KANSAS TAX EQUITY AKD SIKPLIFICATION ACT
Karried Single Total Residents
Dollar Change Dollar Dollar Change Dollar Dollar Change Dollatr
k6.1, No. 0f Percent ot Change Bffective HNo, 0f Percent In Change Bffective Wo. Of Percent In Change Bffective
Bracket Returns Increase Liability Per Return Rate Returns  Increase Liability Per Return Rate Returns  Increase Liability Per Return Rate
No K.A.G.1. 11,263 0.0% . 50,00 $0.00 0.0% 5,789 0.0% $0.00 $0.00 0.0% 17,053 0.0% $0.00 $0.00 0.0%
S0 $5,000 14,947 -100,0% {$13,775.51) ($0,92) 0.0% 104,105 -99.8%  ($1,026,248.98) (89.86) 0.0% 19,05 -99.8%  (51,040,024.49) ($8.74) 0.04
§5,000 §15,000 13,895 -76.6% (55,378,061.22)  ($72.78) 0.2% 166,424 -33.0%  (S9,617,433.67) (§57.19) L2% 20,316 -41.5%  {514,995,494.90) (562.40) 0.9%
$15,000 §25,000 98,842  -31.9% ($10,972,854.,08)  {sitl.0t) 1.2% 85,158 -1.8% ($884,260.20) {$10.18) 2.9% 184,000 -16,2%  (511,857,114.29) (S64.44) 2,0%
§25,000 $35,000 106,947  -9.8% (§7,290,402,04)  (568.18) 1,1% M 8.8% $2,949, 744,90 $85.70 3,6% 141,368 -40% (54,341,657, 14) (§30,71) 2.5%
§35,000 $50,000 118,842 4.8% $6,487,172.45 $54.59 2.9% 15,263 14,9% $3,227,930.61 Sa1L.49 4.0% 134,105 6.2% $9,715,103.06 $12. 4 3.0%
$50,000 $100,000 18,842 12,5% $19,502,500.00 $247.36 1.5% 6,947 LR $622,448.98 $89,59 Ly 85,789 11,5%  §20,124,948.98 $234.59 3.5%
$100,000 Over 10,947 -1.8% (§1,563,341.84)  ($142,81) 3.9% 1,684 -11,0%  (82,657,448,98)  (S1,577.86) £.6% 12,632 -3.9%  (§4,220,790.82) {$334.15) 4,0%
Yotal 544,526 0.2% $170,231.76 $1.50 .7% {19,789 -4.2% 0 (57,385,267.35) (§17.59) 2.8% 934,316 -1.0%  (56,615,029.59) {$7.08) 2. 7%
fiscal Impact: §170,231.76 (§7,385,267.15) (56,615,029.59)
Al Taxpayers: (510,417,328.57) Kon-Resident: {53,802,298.98)



SI!ULATIGH K0, 6314}\ TAX REPORN ACY OF 1986

TAY YEAR 1988

KANSAS TAX BQUITY ABD SINPLIFICATION ACT

Kansas Departsent Of Revenve

Individual Income Tax In Tax Year 1986

{ Resident Taxpayers
Iapact By Bracket
FANSAS TAX EQOITY ARD SINPLIFICATION ACY
arried Single Total Residents
Dollar Change Dollar Dollar Change Dollar Dollar Change Dollar
IARAN Ko. 0f Percent In Change Bffective Ho. Of Percent In Change Effective HNo. Of Percent In Change Bffective
Bracket feturns Increase Liability Per Return flate Returns  Increase Liability Per Return Rate Returns  Increase Liability Per Return Rate
Ko K.A.G.LL 11,263 0.0% SO.OOA $0.00 0.0% 5,789 0.0% $0,00 $0.,00 0.0% 17,09 0,0% §0.00 $0.00 0.0%
§6 §5,000 14,947 -100.0% ($13,775.51) (50.92) 0.0% 104,105 -99.8%  (51,026,248.98) ($9.86) 0.0% 119,053 -99,8%  (§1,040,024.49) ($8.74) 0.0%
$5,000 $19,000 73,895 -76.6% (55,378,061,22)  ($12.78) 0.2% 166,421 -33.0%  (89,617,433.67) (§51.179) 1.3% 240,316 -41L5% 0 (S14,995,494.90) (562.40) 0.9%
§$15,000 25,000 98,842 -31.9% ($10,972,854,08})  (§111.01) 1, 2% 85,198 -1.8% {$884,260,20) {$10.38) 3.0% 184,000 SLE 2% (81L,857,114.29) ($64.44) 2.0%
§25,000 §$35,000 106,947  -9.8% (§7,291,402.04)  {$68.18) 2.2% W, 8,8% $2,949, 744,90 $85,70 1L1% 141,368 -4,0%  (84,341,657.14) $30.71) 1.5%
$35,000 $40,000 50,421 0.6% $306,866.33 $6.09 115 1,163 16.8% §1,501,961.22 $206.79 4.0% 57,684 3 1% $1,808,623.47 $31.3% 2.9%
$10,000 $50,000 68,121 7.3% $6,180,306.12 $30.33 3% 8,000 13.5% $1,725,969.39 §215.75 1.2% 16,41 8.1% $§7,906,275.51 $103,46 3.2%
$50,000 $75,000 64,17 13.2% §15,101,530,61 $233.28 1.5% 5,789 L3 §602,857. 14 S104.13 1.5% 70,926 12.2%  §15,704,387.76 $§222.67 3.6%
$15,000 $100,000 14,10 10.7% $4,400,969.39 §312.01 3.9% 1,158 0.5% §19,591.84 $16.92 (] 15,263 9.8% §4,420,561.22 $189.62 3.9%
$100,000 Over 10,947 -1.8% (61,563, 341,84}  (S142.81) §.0% 1,684 -11.0%  {$2,657,448.98)  {$1,577.86) 7% 12,632 -31.9%  (54,220,790.82) ($334,15) £1%
total 514,526 0.2% §170,231.76 $1.50 2.8% 19,789 L2y (§7,385,267.35) {517.59) 2.9% 934,316 -1.0%  (56,615,233.67) {§1.08) 2.8%
Piscal Impact: $110,231.76 ($7,385,267,39) ($6,615,233.67)
M1 Taxpayers: (510,417,328.57) Ron-Resident: ($3,802,298.98)
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Session of 1987

HOUSE BILIL No. 2542

By Committee on Taxation

2-26

AN ACT relating to income taxation; concerning the determina-
tion of Kansas taxable income of a corporation; amending
K.S.A. 79-32,138 and 79-32,141 and repealing the existing
sections.

Be it enacted by the Legislature of the State of Kansas:

Section 1. K.S.A. 79-32,138 is hereby amended to read as
follows: 79-32,138. (a) Kansas taxable income of a corporation
taxable under this act shall be the corporation’s federal taxable
income for the taxable year with the modifications specified in
this section.

(b) There shall be added to federal taxable income: (i) The
same modifications as are set forth in subsection (b) of K.S.A.
79-32,117, and amendments thereto, with respect to resident
individuals.

(ii) The amount of all depreciation deductions claimed for
any real or tangible personal property upon which the deduction
is allowed by K.S.A. 79-32,161, and amendments thereto.

(iii) The amount of all depreciation deductions claimed for
any property upon which the deduction allowed by K.S.A. 79-
32,168, and amendments thercto, is claimed.

‘%Z{ R

(iv) An amount equal to 20% of the dividends not included in

‘(;e) The amount of any charitable econtribution deduetion
eluimed for any contribution or gilt to or for the use of any
racinlly segregated eduentionnl institutions

(¢) There shall be subtracted from federal taxable income: (i)
The same modifications as are set forth in subsection (c¢) of K.S.A.
79-32,117, and amendments thereto, with respect to resident
individuals.

(i) The federal ineome tax Linbility for any tuxable yewr
WW&#@FMB%M%M;&%MR Keansas

federal taxable income and received from any corporation incorporated
in the United States or the District of Columbia and having 80% or
more of the average of its property and payroll assignable to
locations outside of the United States and the District of Columbia,
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ierg&ﬁehﬂe&ndhﬂyw&tmﬁmlt%&ﬁd%wﬁt&xﬁed&sf%
ineome tax deduetion was computed on the basis of the federal
meeme&wp&iém&ﬂehﬁ#ef%%ef%h&ﬂﬂsaeemeek
tux Hability for any year shall not exeeed that pertion of the total
federnl inconte tax liability for such year which bewrs the same
catio to the total federal income tax lability for such year as the
federnl income taxes and after applieation of subseetions (d) and
() of this seetion as existing for sueh vear; bears to the federal

Gii) (i)  An amount for amortization of the amortizable costs of
a certified oil production process as computed under K.S.A.
79-32,161, and amendments thereto.

G (ii1)  An amount for the amortization deduction for a solar
energy system allowed pursuant to K.S.A. 79-32,168, and
amendments thereto.

(iv) For all taxable years commencing after December 31,

1989 I¢he-amotn Hﬁﬂlﬁf&*d—«iﬂ—fé{%ﬁwﬁ—émbJe—e’—n-eome~pm=&mmt~

to !ho nz/n 1Sions nf onnhnn 7R 1\( flu) inter nnl LOBEIHE U‘,\%e._()f

Mm9“198Grﬂﬁdﬁﬁﬁeﬂdﬁﬁﬁﬁﬁ—HHHfH67—

0070

o071 1989 dividends—received-or deemed to-be rccewed,ﬁwo—«

()()7)~_1nl)nno n\ln(l) are—not (ulnn:f to—te Ku‘f':

0073
0074
0075
0076
0077
0078
0079
0080

008t &

0082

(v) For all taxable years commencing after December 31,

80% of the amount of dividends received from corporations incorporated
outside of the United States or the District of Columbia, The
dividends subject to taxation in this Act shall be in 1ieu of any
expenses attr1butab1e to such dividend income and no recogn1t1on of
the payor's factors shall be allowed.

all

3.4
t

o

-F e{9@n44@-@94&9ﬁ4986—(&n¢1~{%&bﬂ6ﬂ%—%@—

() If any corporation derives all of its income from sources
within Kansas in any taxable year commencing after December
31, 1979, its Kansas taxable income shall be the sum resulting
after application of subsections (a) through (¢) hereof. Otherwise,
such corporation’s Kansas taxable income in any such taxable
year, after excluding any refunds of federal income tax eand
before the deduetion of fodera}l ineome taxes provided by sub-
eetion ()G shall be the sum of such income allocated as
provided in K.S.A. 79-3271 to K.S.A. 79-3293, inclusive, and

_including those under IRC Sec. 78, from corporations incorporated
outside of the United States and the District of Columbia.
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0083 amendments thereto, plus any refund of federal income tax as
0084 determined under paragraph (iv) of subsection (b) of K.S.A.
0085 79-32,117, and minus the deduetion for federal income taxes as
0087 taxable ineeme amendments thereto.

0oss (&) A eorporation may muke an eleeton with respeet to its
008Y hﬁt&w&b%eyemeemmeaemgﬂ%ﬁgeeembef%}g&%meby
00u0 ne addition moedifieations as provided for in K8 79-
oot 32138 and subtraetion moditieations as provided for in
0093 mewmmwwmw
0693 tmeaehﬂeﬁ%by%&e&sh&ubeiequeétebemaée&afﬁaeh
0004 taxable year:

0095 New Sec. 2. For all taxable years commencing after De-

0096 cember 31, 1989, Ith e—Jansa—taxable—income—ota—corporation
0097 which—is |a{;nnnr] n:nuunwf to79 Q? ]zll and amendments
0098 W%hmm@wmm&

0099 {n}—}ﬁeeme‘eﬂme%%—eewehmeﬂ%th—SO%—w—mme_ngm—

0100 average of _its n\\l\n” and nlnnnlhl 1currnﬂ le to_q ]1\('1hnn
e ‘b | S i 1§ L bS]

0101 eutside-the-50-states and-the District of Columbia to the extent

0102 St Jhincome-is euned outside-the "{ﬂ ctates and the distriet of

sttt

0103 “Gotambia;
0104 ,(,L;_)_i%gnwqur] 1\\1 Q r\nrnnrqh'nn from itsactivities con=
0105 M@W%W@{HWH*«MWW

0106 haven-eounty y i% AR C:C!lrn l\/\nnl‘\\l, :nnlnr]unrr tervitaries and

iun-count
0107 possessionsoitheUnited-States—and-
0108 {e)—income—earned-by-acorporationwhich is not subject to

0109 Anxation-under—thefodernl-internalrevenne—code—-of 1986 —and-
0110 -amendmonts—thereto-

0111 See. 3. K.S.A. 79-32,141 is hereby amended to read as fol-
0112 lows: 79-32,141. The director may allocate gross income, deduc-
0113 tions, credits, or allowances between two or more organizations,
0114 trades or businesses bwhether or not incorporated; or organized
0115 in the United States or affilinted) owned or controlled directly or
0116 indirectly by the same interests, if the director determines such
0117 allocation is necessary to prevent evasion of taxes or to clearly
0118 reflect income of the organizations, trades or businesses.

0119 New Sec. 4. The provisions of section 3 of this act shall be

a unitary group of corporations combined under K.S.A, 79-32,141 shall

not include any corporotion which has 80% or more of the average of

its property and payroll assignable to locations outside of the United
tates and the District of Columbia,
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0123
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applicable to all taxable years commencing after December 31,
1989.
Sec. 5. K.S.A. 79-32,138 and 79-32,141 are hereby repealed.
Sec. 6. This act shall take effect and be in force from and
after its publication in the statute book.
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Mr. Chairman, members of the committee. I am David Litwin, representing the
Kansas Chamber of Commerce and Industry. Thank you for the opportunity to testify in

support of HB 2542.

The Kansas Chamber of Commerce and Industry (KCCI) is a statewide organization
dedicated to the promotion of economic growth and job creation within Kansas, and
to the protection and support of the private competitive enterprise system.

KCCI is comprised of more than 3,000 businesses which includes 200 local and re-
gional chambers of commerce and trade organizations which represent over 161,000
business men and women. The organization represents both large and small employers
in Kansas, with 55% of KCCI's members having less than 25 employees, and 86% having
less than 100 employees. KCCI receives no government funding.

The KCCI Board of Directors establishes policies through the work of hundreds of
the organization's members who make up its various committees. These policies are
the guiding principles of the organization and translate into views such as those
expressed here.

Mr. Fred E. Ferguson will provide the committee, on behalf of KCCI, with in-depth

background information on the tax competition aspects of the problem addressed by this
S T S SR e W
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bill. Mr. Ferguson, Director of State Legislative Affairs for the Committee on State
Taxation of the Council of State Chambers of Commerce, is an acknowledged expert on
unitary income combination and formula apportionment, especially on interstate tax
competition aspects of these issues.

I would 1ike to bring a specific problem to the committee's attention. Executive
Order 87-91, entered and effective January 8, 1987, specifically excludes from state
corporate tax, for all taxable years beginning after Dec. 31, 1986, "all foreign
dividends and gross-ups as defined in Section 78 of the Internal Revenue Code of 1954,
as amended." This provision is the same in substance as those contained in Tines 0066
to 0073 of HB 2542.

Although there has been some suggestion that the executive order is not valid, it
has not been rescinded as far as I am aware. To the contrary, I am advised that some
taxpayers have already been given some prospective relief under its terms, and certain-
1y word of this executive order has spread widely through the muitinational and
multistate business community.

The bill, howevgr, provides that the exclusion of foreign dividends and gross-up
applies only to tax years beginnihg after December 31, 1989. Thus it may well be
inferpreted as superseding and invalidating the executive order to the extent the
latter applies to tax years beginning with 1987.

The result would be a perception of instability and unreliability in Kansas tax
policy, which could be very damaging to our economic development efforts. Therefore,
I urge the committee tec advance the effective dates of at least the exclusion of
foreign dividends and gross-up under the bill to tax years beginning after Dec. 31,
1986, in effect ratifying the executive order.

Thank you. If there are any questions, I will try to answer them.
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Mr. Chairmah, members of the committee. I am David Litwin, representing the

Kansas Chamber of Commerce and Industry. We appreciate the opportunity to testify

‘concerning HB 2543.

Let me say at the outset that we do not have a firm policy position on this

complex bill. It is a very major reworking of the individual income tax, however, and

represents a number of significant policy choices which will have major ramifications

in the areas of tax equity, compliance, and interstate tax competition for economic

development. I wouid like to review some of these choices and outline our concerns.

less than 100 employees. KCCI receives no government funding.

the organization's members who make up its various committees.

expressed here
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The Kansas Chamber of Commerce and Industry (KCCI) is a statewide organization
dedjcated to the promotion of economic growth and job creation within Kansas, and
to the protection and support of the private competitive enterprise system.

KCCI is comprised of more than 3,000 businesses which includes 200 local and re-
gional chambers of commerce and trade organizations which represent over 161,000
business men and women. The organization represents both large and small employers
in Kansas, with 55% of KCCI's members having less than 25 employees, and 86% having

The KCCI Board of Directors establishes policies through the work of hundreds of
These policies are
the guiding principles of the organization and translate into views such as those
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First, it appears some increase in conformity is required for both the convenience
of taxpayers and the compliance capability of the Department of Revenue. The federal
Tax Reform Act of 1986 increased the areas of nonconformity on itemized deductions
from nine, already probabiy too high, to fourteen. Most of these divergences involve
relatively little revenue, and conformity seems very sensible.

On the other hand, section 7 of the bill not only updates the date of conformity,
but would automatically conform to any future changes in federal itemized deductions.
Current conformity is to a specific date, Dec. 31, 1977. I suggest you consider
conforming to the federalvcode as of a date in 1986, and not leave it open-ended.

That way, we would not automatically conform to future major shifts in federal
itemized deductions, and the legislature wouid have an opportunity to look at each
proposed change.

The proposed reduction in maximum marginal tax rates is helpful, particularly from
the viewpoint of interstate tax competition. Our 9% rate is high in the region and is
very conspicuous. Reducing it to 7.5% would reduce this very prominent tax
disadvantage. However, our neighbors also are considering major tax reform. I am
advised that Colorado will likely enact legislation this year thét would reduce its
top rate to below 6%, and Missouri may also make a dramatic reduction. The fact that
we have a moving target suggests proceeding with caution.

Although preliminary figures indicated the bil1l would be almost revenue neutral,
that shouldn't obscure the fact that there will be a great deal of shifting around of
existing tax burdens. The e]iminatioh of thousands of Tow-income taxpayers from the
rolls, increases in standard deductfcn and personal exemption, and bracket adjustments
will all tend to shift tax burdens onto middle and upper income taxpayers. Even
without this bill, the current conformity between federal and state adjusted gross
income will result in a considerable tax burden shift. For example, in terms of
deliars, 75% of the state revenue windfall will be borne by the relatively small group
of taxpayers with adjusted gross incomes of over $35,000. It appears HB 2543 would

shunt even more of this burden upward.



From the viewpoint of tax equity, perhaps this is as it should be. That is a
difficult issue in itself. But our state's tax competitiveness is of greater concern
today than ever, and we do not operate in a vacuum. Thus we may have an issue similar
to that presented by the "booster tax" - whether it is wise to add an extra tax burden
to those very people who make decisions about where to invest corporate resources,
when our competing states are not doing so. This is of course for you to determine,
but we should be clear that we may pay a price for this important shift.

In the end, while our Board has not had an opportunity to decide the issue, I
believe if it did it would recommend an interim study on the policy choices presented
by this bill. By this autumn, we will have a better view of the tax competition
situation since we will know what other states in the region have done. We would have
a clearer picture of Kansas' actual fiscal situation, and we would have more time and
resources to study the effects of total conformity on itemized deductions. In the
end, we might wind up with a bill similar to HB 2543, but if so, it would rest on more
solid underpinnings than the bill does at this time.

Thank you. If there are any questions, I will try to answer them.





