Minutes of the House Committee on Taxation. The meeting was
called to order by E. C. Rolfs, Chairman, at 9:00 a.m. on
February 1, 1988 in room 519 South at the Capitol of the State
of Kansas.

The following members were absent (excused):
Representatives Crowell, Aylward, Gatlin, Groteweil
Committee staff present:

Tom Severn, Legislative Research

Chris Courtright, Legislative Research
Don Hayward, Reviser of Statutes
Millie Foose, Committee Secretary

Discussion on proposed amendment to HB-2651 -~ AN ACT relating
to property taxation; exempting property used by community
service organizations for the provision of humanitarian
services. (Attachment 1) Representative Wunsch presented the
subcommittee report and recommended language changes.
Representative Wunsch moved, second by Representative Pottorff
that the subcommittee report be adopted and the bill be
amended. Motion carried. Chairman Rolfs presented an amendment
which would exempt convents from the property tax.
Representative Adam moved, second by Representative Reardon,
that the language in the proposed amendment be adopted. The
motion carried.

Representative Wunsch  moved, second by Representative
Pottorff, that HB-265]1 as amended be approved for passage.
The motion carried.

Secretary Harley Duncan, Department of Revenue, discussed HB-
2684 —— AN ACT amending and supplementing the Kansas income
tax act; concerning the filing requirements, determination of
income, standard and itemized deductions, personal exemptions
and liability of an individual thereunder; concerning the net
operating loss and apportionment of business income of
corporations; imposing an alternative minimum tax upon
corporations.

Secretary Duncan distributed information outlining THE TAX
REFORM PROPOSALS OF GOVERNOR MIKE HAYDEN. (Attachment 2) He
then explained the information therein and answered questions
from committee members.

Committee members were particularly concerned about the method
of arriving at the comparative figures shown in the various
schedules and whether the suggested changes might inflict an
additional burden on the middle income group of taxpayers. In
answer to questions, Secretary Duncan explained the Summary of
Social Security, Tax Payments, and Deductions of Federal
Income Taxes by states and comparison of the Top Tax Rate and
Top Taxable Income Bracket by states.

Secretary Duncan agreed to provide the committee with
additional data requested by the committee to demonstrate
changes different taxpayers would experience under the
proposal.

The minutes of the meeting January 29, 1988 were approved.

There being no further business, the meeting was adjourned.

E. C. Rolfs}SChairman
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Proposed amendment to HB 2651

On page 4, after line 142, by inserting the following:

"The provisions of this paragraph shall apply to all taxable
years commencing after December 31, 1985.

Tenth. Any building, and the land upon which such building
is located to the extent necessary for the accommodation of 'such
building, owhed by a church or nonprofit religious society or
order which is exempt from federal income taxation pursuant to
section 501(0)(3) of the federal internal revenue code of 1986,
and actually and regularly occupied and used exclusively for
residential and religious purposes by a community of persons
who are bound by vows to a religious life and who conduct or
assist in the conduct of religious services and actually and
regularly engage in religious, benevolent, charitable and educa-

tional ministrations.";

Also, on page 4, in line 143; after "section" by inserting
", except as otherwise more specifically provided,"; in line 144,
by striking "1985" and inserting "1987";

In the title, in line 18, before the semicolon by inserting

"and certain property used for religious purposes"

Attachment 1
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Proposed Amendment to HB 2651

On page 4, in line 139, after "distress" by 1inserting "or

any combination thereof"
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FOREWORD

The following is a synopsis of the tax reform rccommendations made 1o the 1988
Session of the Kansas Legislature by Governor Mike Hayden. The Governor's
rccommendations arc based in large part on proposals made by the Task Force on Tax

January 1988.

Reform  created by Governor
recommendations arc dctailed
Recommendations of the Governor's
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Fred A. Kerr
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Tax Reform, Report
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Michacl O'Kecfe
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Topcka, Kansas

Marlin  Rcin
Kansas Univ. Medical Center
Kansas City, Kansas
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Statc  Representative
Junction City, Kansas

Shetby W. Smith
Former Lit. Governor
Wichita, Kansas

Tim Witsman
President, Kansas Inc.
Topcka, Kansas

Philip B. Wollc
Attorncy
opcka, Kansas

Joan Wagnon
Statc Representative
Topcka, Kansas



INDIVIDUAL INCOME TAX

PRINCIPLES

The Governor's proposals arc bascd on scveral basic principles of tax reform and tax
policy.

« Tax rcform should simplify our tax code significantly. Tax laws must be
understandable to our citizens, minimize the costs of compliance, and
facilitate fair, cfficient cnforcement.

« Tax rcform should improve the equity of our system. Steps should be
taken to insurc that taxpayers in similar cconomic circumstances are
trcated cqually and that low-income houscholds arc protected from
cxcessive income tax burdens.

« Tax rcform should promotc the economic development of our statc by
reducing tax rates, minimizing cconomic distortions, and making our
structure morc compctitive with other states.

These principles can be pursued through a varicty of avenues. They are best
achicved, however, by adopting a tax basc that is broadly and comprchensively
defined, contains few provisions for special trcatment of certain income or expenses,
and has marginal tax rates that, while graduated, arc as low as possible.

FINDINGS

1. The combination of Kansas itemized deductions and the decduction for federal taxes
paid makes the Kansas incomc tax basc among the most narrow of any state with a
broad-based income tax. Only threec other states allow a deduction for Social Security
laxes paid, and only cight states allow a deduction for all federal taxes paid. Morcover,
the current tax basc is proportional across income groups; Kansas taxable income is
about 55-58 pcrecent of adjusted gross income for most income groups. This
combination causcs Kansas tax ratcs to bc higher than would otherwisc be nccessary
to achieve any given revenuc level or any given degrec of progressivity in the tax.
Kansas tax rates arc highcr than many other states. Only six states have a top tax rate
bracket in ecxcess of 9.0 percent; two others arc at ninc. (See Attachment A))

2. The complexity of the Kansas incomc tax is incrcascd significantly by the Tax
Reform Act of 1986. This is particularly truc for itemized deductions where there are
now 11 arcas of difference between the statc and  federal” taxes. Substantial
differences between the state and  federal tax code will add complexity for the
taxpayer and increasc compliance difficultics for the State.
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3. The value of personal exemptions and standard dcductions allowed Kansas
taxpayers has been croded significantly since they were last changed by the
Legislature in 1978-79. In inflation-adjusted terms, the value of thesc items has

declined by 35-45 percent since they were last adjusted.  (Sce chart below.)  Further,
the increcased personal cxemption and standard deduction contained in the federal
Tax Reform Act of 1986 will mcan that a large number of low-income Kansans will be
subject 1o state income tax, but not fcderal.

Kansas Standard Decduction and Personal Excmptions
Rcal 1979 Dollars

636 Personal Exemption

$1,000

Tax Year '79

$1,300 Single, Standard Deduction

$2,400

Tax Year '78

$1,513 Marricd, Standard Deduction

...................

Tax Year '78 $2,800
50 $500 $1.000 $1.500 $2.000 $2.500 $3.000
RECOMMENDATIONS

The Kansas individual income tax should bc amended to conform the definition of
Kansas taxable income to federal taxable income in most rcgards. Further, the
current tax rate structurc should be replaced by one with two marginal rate brackets,
and tax rates should be reduced substantially. The specific changes follow:

Kansas Adjusted Gross Income. The adjustments made to fcderal adjusted gross
income in arriving at Kansas adjusted gross income are changed as follows:

« New cxcmption for interest on general obligation bonds issucd by
Kansas local governments.

«  Conform to federal trcatment of statc cmployee payments for group
health insurance.

« Eliminate the adjustment for certain insulation cxpenditures.
Kansas Standard Deductions:  Thce Kansas standard deduction is increased to the

1988 federal level, including the additional standard deduction amounts for eclderly
and blind taxpayers, as shown bclow:
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Proposcd
Currcnt* Basic Additional**
Marricd $2,100 - $2,800 $5,000 $600
Single $1,700 - $2,400 $3,000 $750
Head of Household $1,700 - $2,400 $4,400 $750
Married Filing Scparate $1,050 - $1,400 $2,500 $600

*  The current Kansas standard deduction is 16 percent of Kansas adjusted gross income, bul not

less than nor more than the above stated minimums and maximums,
**  Taxpayers who arc over age 65 and/or blind reccive an additional standard deduction amount
equal to that shown depending on their filing status. For cxample, a married couple, both over
age 65, would receive a standard deduction of $6,200 (35,000 plus $600 for cach person).

Kansas Personal Exemption. The personal cxemption is incrcased from $1,000 to
the 1988 federal level of $1,950 per allowance. It will also be increased to $2,000 in
1989, as will be donc at the fcderal level.

Federal Income Tax Deduction. The deduction for federal incomc taxes paid is
climinated. Repeal of the deduction will increase the clasticity and stability of the
tax, and its cffect can be offsct by rcductions in tax rates. Repeal will also improve
the simplicity of the tax and its cquity.

Kansas Itemized Deductions: The Kansas itemized deductions are made to
conform fully to federal itemized deductions for tax ycar 1988, as dclined in the Tax
Reform Act of 1986, cxcept the deduction for state and local income taxes is not
allowed.  This ecliminates 11 arcas of non-conformity between Kansas and fedcral
deductions.

1 Mcdical and dental cxpenscs

2. Social sccurity and rclated cmployment taxes
3. State and local sales taxes

4 State gasoline taxcs

5 Non-mortgage intercst

6. Miscellancous deductions

7. Casualty and theft losscs

8. Unreimbursed cmployce business cxpenses

9. Political contributions deduction

10. Works of art contributed to a gallery or muscum
11. Moving cxpenses

Tax Rates. The current  structure  of eight tax rate brackets graduated from 2
percent to 9 percent is replaced by a system cmploying only two tax rates.

Single: $0 - $25,000 4.80% Marricd: $0 - $37,500 4.15%
Over $25,000 6.20% Over $37,500 5.40%
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Tax Credits. The Kansas credit for child and dependent carc expenses is cxpanded (o
allow all taxpaycrs claiming the counterpart federal credit to claim a Kansas credit
cqual to 25 percent of the federal credit.

FISCAL IMPACT

1.  The recommendation is cstimated to reducc tax liability under current law by
approximately $21.3 million or 2.3 percent in 1988. Most major taxpayer groups
cxperience some rcduction, on average, but the greatest relative (percentage)
reductions accruc to low-incomec houscholds.  Two-thirds of all taxpayers will sce
their taxes reduced or remain the same under the recommendation.  The distribution
of the tax reductions for tax year 1988 for resident taxpaycrs is shown below.
Greater dctail on the fiscal impact by income bracket is shown in Attachment B. The
number and proportion of taxpayers, by incomc bracket, who rcccive a tax decrease,
tax increase or no change is displayed in Attachment C.

Percentage Change in Income Tax Liability
Governor's Proposal Compared to Current Law
Tax Ycar 1988

Married | Single All Residents
$0 - $5,000 -95.8% -95.9% -95.9%
$5,000 - $15,000 -55.7 -4.5 -14.7
$15,000 - $25,000 -6.4 -1.3 -3.2
$25,000 - $35,000 -1.8 -1.6 -1.7
$35,000 - $50,000 -1.8 0.4 -1.4
$50,000 - $100,000 -1.8 33 -1.2
$100,000 - Over -0.2 0.3 -0.2
All Resident Taxpaycers -2.5% -1.7% -2.3%

2. Questions have been raised as to whether the results of the Department of Revenue
simulation model which produced the above results arc rcliable and whether the
averages shown cloak different impacts which might occur in the "real world."
Presented below is a comparison of the tax liability for various hypothetical
taxpayers under current law in 1988 and under the Governor's proposal in 1988,

Comparison of 1988 Kansas Tax Liability
For Various Hypothetical Taxpaycrs
Current Law vs. Governor's Proposal

Taxpayer AGI Current Governor's Dollar

Law Proposal Changec
Single, SD, 1 Ex $ 7,000 $ 105 $ 98 $ D
Single, SD, 1 Ex 17,500 616 602 (14)
Single, ID, 1Ex 35,000 1,232 1,315 83
Head of Houschold, SD, 2 Ex 15,000 326 322 (4)

with Child Credit @ $120 326 202 (124)
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Taxpaycr AGI Currcnt Governor's Dollar
Law Proposal Change

Marricd, SD, 2 Ex, Both over 65 15,000 305 203 (102)
Marricd, SD, 4 Ex 25,000 664 506 (158)
with Child Credit @ $120 664 386 (278)
Married, ID, 2 Ex 35,000 941 1,034 93
Marricd, 1D, 4 Ex 60,000 1,923 1,825 (98)
with Child Credit @ $120 1,923 1,705 (218)
Married, 1D, 4 Ex 100,000 3,673 3,619 (54)
with Child Credit @ $120 3,673 3,499 (174)

SD = Standard Deduction; ID = Itemized Deductions; Ex = Exemptions

3. Somec of the confusion regarding taxpayer comparisons stems f{rom the years
which are being compared. The appropriatc comparison is current statc and federal
law in 1988 compared to the Governor's proposal in 1988. Comparisons to 1986

ignore the cffects of the federal basc broadening.  Also, comparisons to 1987 ignore
the fact that the scheduled federal tax reductions will cause current law tax liability
to increase in 1988 rcgardless of the outcome of the Governor's proposal.

4.  We have not denied that the Governor's proposal docs not offsct the effects of
federal tax reform on most taxpayers. That is, 1988 statc liabilitics arc likely to be
higher for most taxpayers than in 1986 bccause of the broader tax base and the
federal tax reductions. The same is truc il the Governor's proposal is not passed. It is
important to mnote, however, that the combined state and federal income tax liability
for all taxpayers groups will be less in 1988 than it was in 1986 according to our
cstimates.  (See chart below.)

Percent Change Total Federal and State Tax Burden
After Federal and State Tax Reform
1986 - 1988

30.0% 1

J

10.0% T

-10.0% ¢ 3 o0 3 :
1299 00% 92% o9 -117%  .13.49
: e 5 g $393
-30.0% T | ($98) ($237) ($393) ($812) ($1,507) ($7,410)

i

-50.0% T

i

70.00% + -63.4% (529)
$0-$5 $5-$15  $15-$25  $25-$35  $35-$50  $50-$100 $100-Over
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BENEFITS OF THE PROPOSAL

The rccommendations cstablish a  simple, broad-based and fair tax systcm. They
go far in meecting the principles outlined above -- tax simplification, tax cquity and
promoting economic dcvelopment -- and should provide real benefits to  Kansas

taxpayers. Somc of thc principal benelits are:

«  Approximatcly 500,000-600,000 taxpaycrs will bc able to file on a "short" tax
form that can be reduced to as [ecw as nine lines compared to a minimum of
27 lines now rcquired. (Sce Attachment D for prototype.)

« Tax returns for thosc not filing on the short form will also be simplificd
significantly. The "normal" incomec tax rcturn can be shortened to 66 lincs
compared to the 74 lines plus a 38-linc schedule required currently.

«  The recommendation provides $21 million in tax rclicl to Kansans, with
most  income groups rcceiving some tax reduction, on average. The tax
burden for two-thirds of all Kansans will be reduced or stay the same, and
the greatest rclicf is dirccted to low-income houscholds.

« The statc income tax liability for 105,000 housecholds bclow the poverty
level is climinated because of increased standard deductions and personal
cxemptions. A display of the increased tax-frce threshold (combination of
standard deduction and personal cxemptions) for various filing categorics
is presenicd below.

Comparison ol Tax Frce Income Levels
Current Law and Governor's Proposal

1 $8,300
Head of Houschold, One Child { $8,30¢

Single, Over 65

[ 1s$4,400

#H $4,950 O current

Single

B Proposed

N 1
Married, Over 65 § $10,100

$6,800

Marricd, Two Children $12,800

$6,800

r
T

50 $4,000 $8,000  $12,000 $16,000
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The availability of tax credit for child carc expenses s cxpanded to all
houscholds claiming the federal credit. It is sct at 25 percent of the federal
credit.

The tax base is morc broadly defined and is progressive with respect to
income.  This allows tax rates to bc reduced significantly and will help
insure that persons in similar cconomic circumstances are trcated equally.
(See chart below.)

Taxable Incomec as Percent of AGI
Current Law vs. Recommended Proposal

90.0%1
80.0% 1
70.0% 1
60.0% -
50.0% A
40.0% 1
30.0% A
20.0% A
10.0% -
0.0% + : .
$0 - $5 $5 - $15 - $25 - $35 - $50 - $100 -
$15 $25 $35 $50 $100 Over

[ current Bl Recommended

The repeal of various deductions and cxclusions will climinale instances in
which persons of similar incomes have very different tax liabilities.
Examples of the differences climinated or minimized include those
between itemizers and non-itemizers in the samec bracket, between wage
carners and non-wage carners, bctween cmployces and sclf-employed, and
between persons of the same income with very diffcrent federal liabilitics.

The top tax ralc is cut from 9 percent to 5.4 percent for married taxpayers
and to 6.2 percent for single taxpayers. The number of brackets is reduced
from cight to two. Arbitrary distinctions between rclatively small amounts
of income, as is now present in the rate structure, arc no longer required.

Interest on Kansas general obligation bonds is cxempted from income tax
in the interest of equity and reducing local government borrowing costs.

The combination of a broader tax basc and lower tax rates scrves to
preserve lo a large degree the cxisting distribution ol the tax burden across
income groups.  Similarly, the progressivity ol the current tax system (as
measured by cffeclive tax rates) is not disturbed despite the lower tax rates.
(Sec chart below.)
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Effcctive Tax Rates (Tax Liability/AGI)
Current Law v. Governor's Proposal
Tax Ycar 1988

.Oo/o 1
.5°/o 3
0%t
5%t
0% 1
5%t
0% ¢t
.5°/o [
0% t
5% t o
0% H—— L
$0-5 $5-15

QOO = =N NWWhhpLwo

] Current Law Gov's Proposal

BUSINESS TAXES

FINDINGS

1. The state corporation income tax, thc primary state business tax, is an extremely
volatile revenue source duc to certain featurecs of Kansas law and the concentration
of liability in a relatively few large corporations. This complicates revenuc
cstimating and budgetary planning. The first table below presents the degree of
annual change in the various components of the corporation incomc tax over the
past five ycars. The sccond presents data on the concentration of the income tax
among a rclatively few taxpayers.

Components of Corporation Income Tax Collections
Annual Pcrcent Change

1987 1986 1985 1984 1983
Regular -2.6% 12.4% -6.6% 9.2% -10.4%
Estimated -1.7 -17.2 6.3 14.2 16.7
Assessments -43.2 -12.7 59.5 69.6 56.9
Gross Collections -7.9% -8.4% 7.6% 16.3% -11.7%
Less: Refunds 48.8 -19.4 -15.8 104.4 21.6
Net to General Fund -22.4% -5.1% 17.4% -1.5% -16.3%

Total ($ Millions) $104.6 $134.8 $142.0 $121.0 $122.8
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Kansas Corporation Incomc Tax
Returns Proccssed in 1986

Number of Pcrecent of Liability Pcrcent  of

Returns Returns ($ Millions) Liability
No Taxable Income 20,518 55.9% $0.0 0.0%
$0 - $50,000 12,383 33.7% $8.5 7.0%
$50,000 - $100,000 1,868 5.1% $7.7 6.3%
$100,000 - $500,000 1,449 3.9% $19.9 16.3%
$500,000 - $1 million 208 0.6% $9.5 7.8%
Over $1 million 265 0.7% $76.3 62.6%
TOTAL 36,691 100.0% $121.9 100.0%

2.  The total tax burden faced by busincsses in Kansas is about the median of the
surrounding states.  Thc sales and corporation income taxcs imposed in Kansas tend
toward the high end of the surrounding states.  These conclusions are drawn from
research sponsored by Kansas Inc. This rcscarch cstimated the total fedcral, state and
local tax burden a new or expanding firm would face over a 15-ycar period in Kansas,
Colorado, Iowa, Missouri, Nebraska, and Oklahoma. The ecstimates were made for firms
in cach of ninc industry groups. The taxes ecstimated werc fedcral income, state
income, sales, unemployment -and workers' compensation, real and personal
property, and [ranchise taxes. The structure, assct mix, and cmployment were based
on industry-wide avcrages, and the study assumed a new or cxpanding firm would
take advantage of all available incentives. The table bclow presents the ranking of
cach state for each industry based on the total estimated tax liability for all federal,
state and local taxes.

Total Tax Liability of Hypothctical New and Expanding Firms
Ranking of States by Industry

Industry Kansas  Colo. Towa Mo. Ncbr. Okla.
Meat Products 4 6 3 1 2 5
Grain Mill Products 4 3 5 1 6 2
Misc. Plastic Products 3 4 5 1 6 2
Fabricated Structurcd Metal 3 6 4 I 2 5
Construction and Rel. Machincry 2 4 5 1 6 3
Electronic Components and Acc. 4 2 5 1 6 3
Motor Vchicles and Acc. 2 6 4 1 5 3
Telecommunications 5 2 6 1 4 3
Data Processing and Computer Secr. 4 2 6 1 5 3
Average 3.44 3.89 4.78 1.00 + 4.67 3.22
Overall Rank (Based on Avcrage) 3 4 6 1 5 2
SOURCE: Darwin Daicoff and Patricia Oslund, Tax Structure of Kansas and

Nearby States, Part 2, Hypothetical Firm Study. Final Rcport to Kansas, Inc., Report
No. 131, October, 1987, Institute for Public Policy and Business Rescarch, University
of Kansas, Lawrence, KS.
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The Kansas Inc. study found that Kansas tended to rank higher in the
corporation income tax and the sales tax than for other taxcs. As shown bclow, with
some exceptions, the Kansas rank for sales and corporation incomc tax was generally
fifth highest among the six states analyzed.  This is generally consistent across all
industry groups.

Ranking of Kansas by Industry and by Tax
Tax Liability of Hypothetical New and Expanding Firms

Industry Income Unemp. Ppty. Franch. Sales Total
Mecat Products 5 2 1 4 5 3
Grain Mill Products 5 4 1 4 5 4
Misc. Plastic Products 3 6 1 4 5 2
Fabricated Structured Metal 5 3 1 4 5 3
Construction and Rel. Machinery 3 3 1 4 5 2
Electronic Components and Acc. 5 3 1 4 5 3
Motor Vchicles and Acc. 5 3 1 4 S 2
Telecommunications 2 3 5 4 1 5
Data Proccssing and Computer Scr. 4 4 5 4 2 4
Avcrage 4.11 3.44 1.89 4.00 4,22  3.11
SOURCE: Darwin Daicolf and Patricia Oslund, Tax Structure of Kansas and

Nearby States, Part 2, Hypothetical Firm Study. Final Rcport to Kansas, Inc., Report
No. 131, October, 1987, Institutc for Public Policy and Business Research, Universitly
of Kansas, Lawrence, KS.

RECOMMENDATIONS

Manufacturing Machinery and Equipment. The purchase of certain
machinery and equipment should be exempted from the state and local rctail sales
and compensating use taxes. The cxemption would be limited to purchases of

productive machinery and cquipment wused directly in the manufacturing and
distribution processes in primary job creation industrics with a significant value-
added or export component to them, The estimated fiscal impact is $16 million
annually. The cxemption is to become cffective January 1, 1989.

The rccommended excemption  will reduce directly the cost of capital
investment in productive asscts in  Kansas. It will also improve our competitive
posture among all states, most of which alrcady provide such an cxemption.  The
primary bencflits of the cxemption will flow to existing f[irms which are cngaged in
normal rcplacement activity or cxpansion of productive capacity. Such firms arc
responsible for the creation of 80 percent of new jobs and the cxemption should
prove valuable in rctaining existing jobs.

Alternative Minimum Tax. A statc alternative minimum tax [or corporations
should be enacted. The tax will conform (o and "piggy-back” on the federal
alternative minimum tax with the apportionment to Kangsas for multistate firms
being based on the formula uscd to apportion regular taxable income (o Kansas. The
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statec alternative minimum tax rate is (o bc cqual to 20 percent of the federal
alternative minimum tax (i.c., 4 percent of state alternative minimum taxable
income.) The estimated fiscal impact is $6 million. The tax would become effective for
tax ycar 1988.

As a result of the federal Tax Reform Act of 1986, the current federal corporate
AMT is an income tax that is parallel to the regular corporatc tax, rather than a
surtax, as it had been. The starting point for the corporate AMT is regular taxable
income, to which a sct of adjustments are made, followed by the addition of a a sct of
tax prefcerence items:

Adjustments:  (* indicates new in 1987)

Accelerated dcpreciation on ncw  property*®

Mining exploration and dcvclopment costs

Long-term contracts*

Pollution control facilities

Installment sales*

Circulation expenses (personal holding companics only)
Merchant marine fund*

Book income adjustment*

Net opcerating losses®

- moac o

Tax Preferences: (* indicates new in 1987)

a. Accelerated depreciation on depreciable real property and depreciable
leased personal property placed in scrvice beforc 1987 (pre-ACRS and
pre-MACRS property)

Dcpletion

Intangible drilling costs

Tax-cxempt intercst on certain activity bonds*
Appreciated property charitable  deduction*

Reserves for losses on bad debts of financial institutions

-0 a0 o

An alternative minimum tax will improve the fairncss of the Kansas tax system
by climinating possible avoidance of state taxcs through the excessive use of tax
preferences. It will also improve the stability of the corporation income tax and
enhance the ability of state government to forecast and plan revenues and
expenditures. By basing the state AMT directly on the federal tax, Kansas will gain
the cquity bencfits of the federal AMT, but will not incrcase significantly the
compliance costs of corporations. All statc calculations will be based on figures
derived for federal or other slaic income tax purposes.

Five other states -- Alaska, California, YTowa, Mainc, and Pecnnsylvania -- have
adopted similar alternative minimum taxcs. Minnesota also has an alternative
minimum tax based on the property, payroll and sales factors of companies doing
business in that state.

Income Apportionment Formula. The statutory formula for apportioning the
income of multistatc businesses to Kansas should be amended to allow a taxpayer
whose payroll factor is 200 percent of its average property and sales factor to clect an
apportionment formula utilizing only property and sales factors on an equally
weighted basis. The change will reduce receipts by less than $1 million annually
and is effective for tax yecar 1988.
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Constitutional taxation of multistatc businesses rcquires that the portion of
income taxed by a statc bc rcasonably rclated to the activitics ol the business in the
state and that the factors on which the apportionment is made be rcasonably related
to the mannecr in which income is gencrated.  Kansas currently apportions income
on the basis of the standard three factor formula uscd by most states. It gives cqual
weight to the property, payroll and sales factors of the business and is expressed in
the following formula.

Kansas Property + Kansas Payroll + Kansas Salcs divided = Apportionment
All Property All Payroll All Sales by 3 Percentage

The cffcet of the formula is to say that if a multistate busincss has 10 percent cach of
its property, payroll and sales in Kansas, then 10 percent of its income is taxable to
Kansas. If it has 10 percent of its property, 20 percent of its payroll and 30 percent of
its sales in Kansas, 20 percent of its income (60 percent divided by 3) would be taxable
to Kansas.

The Governor's reccommendation  will make Kansas a  more attractive
environment for the location of company hcadquarters or other large, payroll-
intensive installations by eliminating the influence of the payroll factor in a
selected instances. This is felt to be a preferable situation to the pattern used in
some other states of placing greater weight on the sales factor. In other states such
changes have gencrally served to broaden the tax basc and export the income tax. In
Kansas, however, incrcasing the weight on the sales factor would reduce the tax base
and could affect revenues significantly. The Governor also was concerned with the
cffect of such changes on the uniformity of tax practices among the states.  The
targeted approach rccommended is dirccted at a  highly desirable type of activity and
is not disruptive of cither rcvenucs or uniformity.

Net Operating Loss Carrybacks. Current law allowing the carryback of net
opcrating losses for threc ycars should be repealed and replaced with an extension of
the carryforward period from scven ycars to ten years. The estimated [iscal impact
is a onc-time $15 million revenue increcasc.  The repeal would be cffective for tax
yecar 1988.

Current law allows nect operating losscs to be carried back and used to obtain a
refund of taxes for the prior three ycars. Unused losses may be carricd forward for a
seven-year period. In the 18-month pecriod from January 1986 - Junc 1987, the
Department of Revenue processed 4,208 nct operating loss applications and refunded
approximately $21 million in tax and interest.  The average rcfund was $4,975.  The
Department currently devotes about 2.0 FTE positions to processing loss carrybacks.
Each return is subjected to office audit and rccomputation.  Significant difficulty is
cxperienced when a year to which a loss is carried is later adjusted by a subsequent
state or federal audit.

The recommendation will reduce the volalility of the corporation income tax
and improve the ability of the State to plan its revenue and cxpenditure needs. It will
also reduce administrative burdens cxperiecnced by the Decepartment of Revenue.
Seventeen  states  currently allow only the carryforward ol operating losscs.
Nincteen states allow a carryback/carryforward as docs Kansas, but the trend among
the states is toward carryforwards only.
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Summary of Social Security Tax Payments
and Deductidility of Federal Income Taxes by State

Comparison of The Top Tax Rate and Top Taxable
Income Bracket by State

Tax Year 1987

Social
Federal Scceurity Top Taxable
Tax Deduction Decduction  Top Rate  Income Bracket
Alabama Yes Yes 5.0% $3,000 *
Arizona Yes Yes 8.0% $7,100 *
Arkansas No No 7.0% $25,000
California No No 9.3% $23,800 *
Colorado No No 5.0% IFlalt Rate
Delawarc No No 8.8% $40,000
Georgia No No 6.0% $7,000 *
Hawaii No No 10.0% $20,000 *
Idaho No No 8.2% $20,000
IHlinois No No 2.5% Flat Rate
Indiana No No 3.4% Flat Rate
Towa Yes No 13.0% $76,725
Kansas Yes Y es 9.0 % $25,000 *
Kentucky Yes No 6.0% $8,000
Louisiana Yes No 6.0% $50,000
Maine No No 10.0% $25,000 *
Maryland No No 5.0% $3,000
Massachusetts No Limited 5.0% FFlat Rate
Michigan No No 4.6% Flat Rate
Minnesota No No 9.0% $16,000 *
Mississippi No No 5.0% $10,000
Missouri Yes Yes 6.0% $9,000
Montana Yes/Item. Only No 11.0% $48,100
Nebraska No No 5.9% $45,000 *
New Jersey No No 3.5% $50,000
New Mexico No No 8.5% $41,600 *
New York No No 8.8% $14,000 *
North Carolina No No 7.0% $10,000
North Dakota Yes No 12.0% $50,000
Ohio No No 6.9% $100,000
Oklahoma Yes No 60.0% $7,500 *
Orcgon Yes/Limited-$7,000 No 9.0% $5,000 *
Pennsylvania No No 2.1% IFlat Rate
Rhode Island No No 23.5% % of TFederal
South Carolina No No 7.0% $10,000
Utah Yes No 7T.8% $3,750
Vermont No No 25.8% % of Federal
Virgina No No 5.8% $14,000
West Virginia No No 6.5% $60,000 *
Wisconsin No No 6.9% $15.000 *
* = PBrackets arc for single taxpayers, brackets are generally doubled for married

filing joint taxpayers.
Source:  Advisory Commission on Intergovernmental Relations:



SIMULATION TAX YEAR 1988
Kansas Department of Revenue
Governor's Proposal
Individual Income Tax In Tax Year 1988
Resident Taxpayers

Single Rates $0-$25,000 4.80%
$25,000-Over 6.20% Governor's Tax Reform Proposal
Married Rates $0-$37,500 4.15%
$37,500-Over 5.40% Liability Dollars are in Millions
Married Single Total Residents
Dollar Dollar Dollar Dollar Dollar Dollar
Change Change Change Change Change Change
K.AGIL No. Of Percent In Per Effective No. Of Percent In Per  Effective No. Of Percent In Per Effective
Bracket Returns Increase Liability Return  Rate Returns Increase Liability Return  Rate Returns Increase Liability Return  Rate
No K.A.G.L 9,684 0.0% $0.00 $0.00 0.0% 4526 0.0% $0.00 $0.00 0.0% 14,211 0.0% $0.00 $0.00 0.0%
SC - $5 16,947 -95.8% (80.02) ($1.42) 0.0% 110,421 -95.9% ($1.16) (810.49) 0.0% 127,368 -95.9% (51.18) (8§9.29) 0.0%
$5 - 815 72,105 -55.7% (84.40) ($61.00) 0.5% 168,316 -4.5%  (51.45) (88.59) 1.9% 240,421 -14.7% (85.84) ($24.31) 1.4%
$15 - 825 93,368 -6.4%  ($2.13) (822.85) 1.7% 95,474  -1.3% ($0.74) (87.75) 3.0% 188,842 -3.29%  ($2.87) ($15.21) 2.3%
$25 - 35 97,474 -1.8% ($1.22) (812.53) 2.3% 37,789  -1.6% ($0.62) (816.53) 32.4% 135,263 -1.7% (81.85) ($13.65) 2.6%
$35 - 850 112,211 -1.8%  ($2.28) (820.31) 2.6% 19,684 0.4% $0.12 $6.10 3.7% 131,895 -1.49%  ($2.16) ($16.37) 2.8%
S50 - S100 93,263 -1.8%  ($3.11) ($33.33) 2.9% 7,368 3.3% $0.67 $90.66 4.4% 100,632 -1.2%  (52.44) ($24.25) 3.0%
$100 - Over 13,895 -0.2%  (50.25) ($18.12) 4.9% 1,158 0.3% $0.04 $34.73 5.3% 15,053 -0.2%  ($0.21) (S14.06) 5.0%
Total 508,947 -2.5% (813.42) (S26.36) 2.8% 444737 -1.7% (83.14) (87.06) 2.9% 953,684 -2.3% ($16.56) (817.36) 2.8%
Fiscal Impact: ($13.42) ($3.14) ($16.56)
All Taxpayers: ($21.29) Non-Resident: ($4.74)

q +erril
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Kansas Department of Revenuc
Governor's Proposal
Simulation 7177

Compared to Current Law
Taxpayers by Bracket with Liabilities
Increasing, Decreasing, or Staying the Same

No Change Increase Decrease Total

No K.A.G.IL 15,053 0 0 15,053
$0 - $5,000 83,053 737 50,421 134,211
$5,000 - $15,000 42,737 77,789 145,368 265,895
$15,000 - $25,000 14,000 70,632 132,000 216,632
$25,000 - $35,000 4,421 75,263 80,421 160,105
$35,000 - $50,000 5,895 81,368 . 70,421 157,684
$50,000 - $100,000 6,526 61,895 60,316 128,737
$100,000 - Over 2,000 6,105 © 13,474 21,579
Total 173,684 373,789 552,421 1,099,895

Simulation 7177

Compared to Current Law
Taxpayers by Bracket with Liabilities
Increasing, Decreasing, or Staying the Same

No Change Increase Decrease Total

No K.A.G.L 100.00% 0.00% 0.00% 100.00% .
$0 - $5,000 61.88% 0.55% 37.57% 100.00%
$5,000 - $15,000 16.07% 29.26% 54.67% 100.00%
$15,000 - $25,000 6.46% 32.60% 60.93% 100.00%
$25,000 - $35,000 2.76% 47.01% 50.23% 100.00%
$35,000 - $50,000 3.74% 51.60% 44.66% 100.00%
$50,000 - $100,000 5.07% 48.08% 46.85% 100.00%
$100,000 - Over 9.27% 28.29% 62.44% 100.00%

Total 15.79% 33.98% 50.22% 100.00%
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KANSAS RESIDENT SHORT FU 1988

For the yoar January 1-December 31, 1989

Lasl Namao . First Namo(s) and Initinl(s) Your Soclat Securily Number For Office Use Omy
o
a
] : —— l é 7
we Spouso’s Soctal Secunly Numbor ,‘,7 o
% 2 A‘ } 3 £.¢. W Pl i
c R
n C-l.‘: o -
,Z, 3 Clly. Town or Post Olficu, and Slale o 21p Codo __vt?’_c,hvo?‘l‘f?fjiié.‘ﬁ i A__i\hl()::ot:\‘rri‘;{lon \,h‘.
i 1..‘.)
w g :
4y 3 TELEPHONE NUMBER-—The number For Offico Use Only
30 |YOUR TELEPHONE ou furnish will be confidential and should -
e the one at which you can be reached
NUMBER .. . during our office hours.
Filing Status (Check ONE)
(S) L] Single
(F) [] Married filing joint return (Even if only one had income)
(M) [ Married liling separately. Give spouse's name and social
security number
1. Federa) taxable inoome (Kansas taxable inoome) 1
I
]
O 2.Tax 2
o
2
b
s Z. Credit for ohild & dependent care expenses 3z
;4. Balance (Subtract line 3 from line 2) 4
ot
' 5.Kansas income tax withheld (Attach Kansas oopies, form ¥-2) S
)
1
6. BALANCE DUE (If Yine 4 is greater than line 5)
Interest Penaity
Penalty-Estimated Tax oo 6
Write your Soofal Seourity Number on oheok or money
order and make payable to Kansas Income Tax
Y
8]
< 7.OVERPAYMENT (If Tine 5 is greater than Tine 4) 7
A
3
o 8 CHICK ADEE CHECKOFF (Kansas nongame wildlife improvement program):
2 ‘?;‘B/ If you wish to donate to this program enter the amount you want to be
3 A5 donated. This donation will reduce your refund or inorease the amount you owe. 8
3
2
'2 9, REFUND (Enter the amount of line 7 you wish to be refunded to you) 9
§ 1 declare under the penalties of perjury that to the best of my knowledge and belief this is a true, correct, and complete return.
3 .
”'—!L/ el i Signat i her thar t
B Loy S B ol aver' Dat ignature of prepaser other than taxpayer
sign o Sl o :
here WU N — —
11 joint roturn, BOTH husband and- wife must sign even if iny one had incomo. Date Address

DO YOU WISH TO RECEIVE AN INCOME TAX BOOKLET NEXT YEAR? (SEE INSTRUCTIONS) [] Yes (] No
MAIl THIS RETURN TO: KANSAS INCOME TAX, TOPEKA, KANSAS 66699 -
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Kansas Department of Revenue

All States' 1987 Corporate Rates il

|

Carry Back and

Federal Carry Forwards
Income Income Tax Forward

State Top Rate Level Deductable None Both Only
Alabama 5.00% All YES X
Alaska 9.40% $90,000 NO X
Arizona 10.50% $6,000 YES X
Arkansas 6.00% $25,000 NO X
California 9.60% All NO X
Colorado 6.00% $50,000 NO X
Connecticut 11.50% All NO X
Delaware 8.70% All NO X
D.C. 15.00% All NO X
Florida 7.70% All NO X
Georgia 6.00% All NO X
Hawaii 6.40% $100,000 NO X
Idaho 8.00% All NO X
Illinois 6.50% All NO X
Indiana 9.70% All NO X
Towa 12.00% $250,000 YES X
Kansas 6.75% $25,000 NO X
Kentucky 7.25% $250,000 NO X
Louisiana 8.00% $200,000 YES X
Maine 8.93% $250,000 NO X
Maryland 7.00% All NO X
Massachusetts 9.50% All NO X
Michigan 2.35% All NO X
Minnesota 9.50% All NO X
Mississippi 5.00% $10,000 NO X
Missouri 5.00% All YES X
Montana 6.75% All NO X
Nebraska 6.65% $50,000 NO X
New Hampshire 8.25% All NO X
New Jersey 9.00% All NO X
New Mexico 7.60% $1,000,000 NO X
New York 9.00% All NO X
North Carolina 7.00% All NO X
North Dakota 10.50% $50,000 YES X
Ohio 9.20% $25,000 NO X
Oklahoma 5.00% All NO X
Oregon 6.60% All NO X
Pennsylvania 8.50% All NO X
Rhode Island 8.00% All NO X
South Carolina 6.00% All NO X
Tennessee 6.00% All NO X
Utah 5.00% All NO X
Vermont 9.00% $250,000 NO X
Virginia 6.00% All NO X
West Virginia 9.75% All NO X
Wisconsin 7.90% All NO X
Total with Tax 46 YES =6 2 25 19

NO = 40

States with rates above Kansas 28
States with rates below Kansas 16
States with same rate as Kansas 1

Total Other States 45

SOURCE: CCH, State Tax Review, Vol 48, No 50, pps 2, 8-19, December 15, 1987.






