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MINUTES OF THE _House  COMMITTEE ON Taxation
The meeting was called to order by Joan Wagnon s g
_9:10 am/mm on —Tuesday, Fehruary 27 1993 in room 5198 of the Capito

All members were present except:

Committee staff present:

Tom Severn and Chris Courtwright, Legislative Research,
Don Hayward and Bill Edds, Revisors, Linda Frey, Committee
Secretary, Douglas Johnston, aide

Conferees appearing before the committee:

Chairman Wagnon called the committee to order at 9:10 a.m. for
hearings on HB 2112 and HB 2113.

Tom R. Docking, of Ayesh, Docking, Herd & Theis Lawyers,
testified in favor of HB 2113 (attachment 1).

Harley Duncan, Executive Director of Federation of Tax
Administrators, discussed information on the degree of taxation
of services in other states, activities in consideration of
services in other states, and issues that have been addressed in
the area by other states (attachment 2).

Duncan replied to a question regarding the state of Florida
repeal of sales tax on services that had been used as an example
of why not to tax services. He said Florida’s attempts were the
most recent action to broaden the tax base and that the attempt
was made during an election year and that the Governor of
Florida changed his position on the issue, leading to the
repeal. Duncan state it was repealed for a variety of reasons
including a perception of what the new taxes were doing to the
state even though Florida had "reasonable success" in the six
months it was implemented. As an alternative they raised the
already existing sales tax. In reply to a similar question
regarding Massachusetts, Duncan said Mass. had excepted a large
number of personal services and that Mass. had one of the most
narrow service tax bases.

Duncan stated in reply to a question that there were two ways
that a sales tax on services could be collected: If a out of
state firm performed a service in Kansas they would have the
responsibility to collect the state tax; if the business did not

Unless specifically noted, the individual remarks recorded herein have not
Deen transcribed verbatim. Individual remarks as reported herein have not
been submitted to the individuals appearing before the committee for

editing or corrections. Page 1 Of s
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have the responsibility to collect the tax then it would be the
responsibility of the purchaser to report to the Dept. of
Revenue. Duncan stated that if the law was drafted carefully,
businesses would not be forced into moving out of Kansas.

Duncan answered two hypothetical questions regarding enforcement
py saying that if the entire transaction took place out of state
then no Kansas sales tax could apply. He said three elements
were necessary for implementation of additional service taxes:
policy guidance as to which services would be taxable, education
component, and enforcement and compliance.

The following people submitted written testimony, but were
unable to testify due to time constraints.

Larry Fischer, Kansans for Fair Taxation (attachment 3}

Mary Ella Simon, League of Women Voters of Kansas (attachment
4)

Pete McGill & Assoc., Securities Industry AssocC. (attachment
5)

Tuck Duncan, Medevac Medical Services, Inc. (attachment 6)
Laura Kelly, Kansas Recreation & Parks Assn. (attachment 7)

The following conferees testified against HB 2113.

Jim Gordon, President of the public Accountants Assoc. of
Kansas (attachment 8)

Harriet Lange, Executive Director of the Kansas Assoc. of
Broadcasters (attachment 9)

Penny Tuckel, President and owner of Mark I Travel
(attachment 10)

Elwaine Pomeroy, representing the Kansas Collectors AssocC.,
(attachment 11)

Bill Robinson, representing Beech Aircraft Corp., The Boeing
Company, Cessna Alircraft Company and Learjet Inc. (attachment
12)

Don Schnacke, representing the Kansas Independent Oil & Gas
Assn. (attachment 13)

sarah Corless, representing the Greater Kansas City
Homebuilders Assn. (attachment 14)

Fred L. Hasler of Topeka

George Barbee, Executive Director of the Kansas Consulting
Engineers (attachment 15)

Dan Sevart, Secretary-Treasurer of the Wichita Bar Assn.,
(attachment 16)
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Trudy Aron, representing the American Institute of Architects

(attachment 17)
David Hanson, representing Kansas Life Assoc. (attachment 18)

The following people submitted written testimony against HB
2113.

Bill Henry, Executive Vice President of the Kansas
Engineering Society (attachment 19)

Ron Smith, representing the Kansas Bar Assn.

Larry Magill, Jr., Executive Vice President of Independent
Insurance Agents of Kansas (attachment 20)

John C. Eisele, attorney (attachment 21)

Hearinqs on HB 2113 were closed.

The committee adjourned at 11:01 a.m.
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AYESH, DOCKING, HERD & THEIS
LAWYERS

Tallgrass Executive Park
8100 E. 22nd Street North

Mark G. Ayesh Building #2300 Suite 2

Thomas R. Docking Mail: P.O. Box 781750

Michael D. Herd Wichita, Kansas 67226 Wichita, Kansas 67278-1750
Roger M. Theis Telephone (316) 682-7381 Telecopier (316) 682-1729
TO: The Honorable Joan Wagnon, Chairwoman

House Taxation Committee

FROM: Thomas R. Docking
DATE: February 27, 1991
RE: House Bill 2113
I. Introduction

House Bill 2113 would significantly expand the Kansas tax
base by eliminating numerous sales tax exemptions and causing the
taxation of many services currently not subject to the Kansas sales
tax. If enacted, the proposal would result in a dramatic reduction
in our dependence upon the property tax as a percentage of total
state and local revenues, and would bolster the long-term stability
of our state revenue base. These twin objectives directly address
two real and pressing issues facing the Kansas populace and our
government: public turmoil over property taxes in the wake of the
adoption and implementation of reappraisal and classification, and
on-going state budget difficulties in 1light of available tax

revenues and perceived program needs.

HOUSE TAXATION
Attachment #1
02/27/91



ITI. Reduction of our Dependence upon Ad valorem Property Taxes.

Previous testimony before this Committee has documented
Kansas' relatively heavy reliance upon the property tax as a
percent of our state and loczl tax revenues. This has been
documented by prior independent studies as well. Although the long
term trend for Kansas in this regard has been declining, Kansas
still relies heavily upon the property tax in the overall revenue
mix. This factor alone has lixely been a principal cause of the
general unpopularity of the croperty tax; the pre-reappraisal
disparities in valuation and taxation of similar properties only
served to compound the notion that the property tax has been viewed
as too large and unfairly administered.

While the adoption and implementation of reappraisal and
classification has addressed r—any of the legitimate complaints
about the property tax, the very impact of those two measures has
1it a firestorm of public contrcversy of its own, resulting in any
number of legislative proposals, from the relatively innocuous
(extending payment and protest deadlines), to the dramatic
(freezing pre-existing values pending submission of new
constitutional amendments). One of the fundamental objectives of
House Bill 2113 is to take meaningful steps to reduce our relative
dependence on the property tax in recognition that the concerns and
even anger which have been expressed stem not Jjust from "tax
protester" groups, but from typical homeowners, mainstreet

businesses and other concerned taxpayers

Attachment 1-2



III. Broadening the Revenue Base.

Without regard to concerns already expressed about the
property tax, the state of Kansas faces short term budget
difficulties arising from slow growth in tax revenue, reductions in
federal revenues to the state, and increasing demands for expendi-
tures in social and human services and other program areas. It is
respectfully submitted that, given the existing revenue base for
the state of Kansas, these short term difficulties can accurately
be described as long term, structural impediments to meeting the
program needs which most Kansans believe are wcrthy and important
for our future. The notion of broadening the tax base through the
elimination of exemptions is certainly not new; the extension of
this notion to include the taxation of many services may seem
relatively new to Kansas, although similar reasures are being
considered and debated elsewhere in the United States. This is in
part due to similar concerns about the long term stability of our
state revenue base.

House Bill 2113 addresses these concerns by significantly
expanding the revenue base in ways which are likely to constitute
a continuing and growing percentage of the tctaZ economic activity

in Kansas.

IV. Regressivity: Jurisdictional Problems; Corpliance.

Legitimate concerns which have been raised regarding the
general regressivity of the sales tax, the —axation of services,
especially in counties near the borders of our neighboring states,

and compliance problems, have all been addressed by Secretary

Attachment 1-3



Beshears in previous testimony and will not be repeated here. What
is submitted in addition to what has been offered previously is
that House Bill 2113 does comport with many of the recommendations
of the Revenue Transition Team, such as the very important
recommendation that wholesale and other non-retail transactions
continue to remain exempt from taxation; that many isolated or de
minimus transactions continue to remain exempt, and that there do
exist methods contained within this proposal which will lessen the
regressivity of the overall package.

V. Alternatives and Conclusions.

House Bill 2113 does. not represent a '"pretty" or
"painless" means by which the goals of property tax reduction and
broadening the tax base can be achieved. Many taxpayers would be
asked to share in the burden of achieving these goals, and this
committee is no doubt hearing from each and every one of them.
Nevertheless, if government accepts that reduction in property
taxes and stability in our revenue base must be accomplished, then
House Bill 2113 forms a reasonable basis upon which these

objectives can be met.

Attachment 1-4
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Federation of Tax Administrators

The Sales Taxation of Services:

Activities in the States
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February 27, 1891

. Introduction

- Do not appear as a propenent or opponent of the proposed blll. Instead | appear to
provide information that may be helpful to the committee on the degree of taxation of
services In other states, activities in the conslderation of services In other siates, and
issuas that have been addressed in this area by other states.

«  Federation of Tax Administrators Is a non-profit corporation that is an association of
the tax and revenue collecting agencles In the 50 states, District of Columbia, New

York City, and the Province of Ontario.

It. Current Taxation

- FTA prepared survey in Summer 1980 on state taxation of some 160 different
categories of transactions under the ganeral retail sales/gross recelpts tax or under a
special excise levy imposed by the state. Work was performed by FTA Associate Laird
Graeser, Director of Tax Research for the New Mexico Department of Taxation and
Revenuse, and Included a review of the Issues Involved in taxing services, a policy
analysis of service taxation, and an axtensive bibliography on the subject. (These
papers, along with the complete survey rosults, have been compiled Into & single
repont, Sales Taxtion of Services, Research Report No. 135, which is available from

FTA.)) .
. General results of the survey are presented In the attached map and Table I

« If one construss the term “service™ broadly to Include such non-tangible items as
utilities, admigsions/amusements, lodging and labor services, states currently tax
sarvices to a considerable extent. All states and the District of Columbia tax hotel and
motal lodging in some fashion, and most states with a retall saleg tax impose the same
on a varlety of admissions, amusements and rentals.

» Beyond these general categories, however, the states exhiblt great diversity in the
axtent to which they tax the full range of services covered in the survey. Hawall, New
Mexico and South Dakota have general sales tax systems with broadly defined bases
which tax a great number of services. Of the 160 different services covered In the
survey, Hawail and New Mexico tax 154, while South Dakota taxes 131 different
services. West Virginia Is the only other state to tax over 100 services with its
general sales tax. However, while Its sales tax base Is broader than most, it still
leaves professional services largely untaxed (taxing only land surveying.)

. In two other states exhibiting a high degree of service taxation in the chart, the
ranking Is attributable In large part to a broad-based, low rate gross receipts or
occupational tax applied to most businesses. Delaware, which imposes no general sales
tax, assesses a 0.4 percent gross recalpts tax on most businesses. All but 25 of the
services taxed in Delaware are at the 0.4 percent rate. Simllarly, Washington taxes
many services through its occupation tax with 96 services taxed at a rate below the
general sales tax rate. While these taxes are intended lo be imposed on business
activities, the incidence of the tax generally falls on the: consumer as it does with a

' Attachment 2-2
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genaral sales tax. lndeed, there s little difference in the sconomic effect of a business
occupational tax and a sales tax. Thus they are Included In the survey.

«  The survey was conducted before passage of fegistation extending the Massachusells
sales tax to certain services sold 10 medium and large businesses. Effective September
1, 1990, Massachusetts began applying its 5 percent sales taxes 10
telecommunications and utifity services. The new legislation also imposes the sales fax
many legal, accounting, engineering, architectural, repair, building mainienance, and
miscellaneous services purchased by businesses. The measure exempis nearly all
personal purchases of services as well ag purchases by firms with five or fawer
employees. There Is also an exemption for the first $20,000 in annual purchases of
each legal, accounting, enginesring and architectural services. The tax will also be
imposed on a variety of admlsslons and amussments where the cost exceeds $30 per

avent.

At the request of the Incoming governor, the leglslature extended the effective date
from Dacember 1, 1990 to March 6, 1891. The govemor has proposed a budget which
calls for the repeal of the tax on business services. The tax was also extended to
telecommunications and utility services effective September 1, 1990. Of the 160
examined In this survey, the new law will expand the number of services taxed from 4

to 64.

. The survey also does not capture 19890 lagislative changes. Certain services were
taxed pursuant to 1990 legisiation in New Jersey and New York.

« While only three states have a broad-based services tax, several other states tax a
large numbaer of selected services. These includa: Connecticut, lowa, Minnesota,
Mississippl, Tennessee, Kansas, Wisconsin, and Texas. These slates widely tax
utilities, admissions/amusements, and labor repair services, but leave professional
services largely untaxed. Within this group, three states--Connecticut, lowa and
Texas--sot themselves apart by taxing personal and business services more
extensively, and in the case of Connecticut and Texas, more computer services than Is
the norm for most states. In total, these states tax somewhere between 60-85 of the

160 services in the survey.

- Al the other end of the spectrum, there are some states which make comparatively
littla use of services in thelr sales tax base, including even the more commonly taxed
sorvicas of utilities and amussments. There are 15 states with a general retall sales
tax which tax 25 or fewer of the enumerated services. These come from all areas of
the country Including 4 from the Northeast, 3 from the Southeast, 5 from the Midwest,

and 3 from the West.

. There are 23 sales tax states which tax fewar than 10 of the 19 enumerated labor and
repalr services. Again, these are from all parle of the country with somewhat greater
reprasantation from the Midwest and Southeast. These labor services seem a “natural®
for taxation bacause of their relationship to tangible personal property, the traditional
focus of sales laxes. On the other hand, many state sales taxes have thelr origin in the
“Groat Depression,” which likely accounts for a reluctance to tax the repairg and labor
of the "common man.” :

. As slates examina expansion of the sales tax base, they generally direct their attention
to personal services, business services, computer gervices and professional services.
For varlous reasons, prafesslonal services tend to be the last area examined.
h : Attachment 2-3
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Teble 1
NUMBER OF SERVICES TAXED BY CATEGORY AND STATE
FPabrication,
Personsl  Business Computer Admiss. & Professionsl - Repair &

Utilities  Services Services Services Amusements Services  Installation Other Total
WORTHEASTERN STATES
cr 7 7 21 6 10 1 14 10 76
o3 8 20 34 6 10 8 19 42 147
DC 10 5 4 6 5 0 13 9 52
ME 7 1 3 3 2 0 4 3 23
MD 3 2 4 1 10 (4] 3 2 25
MA ¢ 0 0 0 1 1] 0 0 2 2
MA# 7 7 20 0 i1 4 8 4 61
NH 8 0 0 0 0 0 1] 3 13
NI 0 1 4 0 6 0 14 10 s
NY 7 2 6 3 7 0 17 16 58
PA 4 2 S 0 1 0 16 9 37
RI 8 1 5 3 2 0 3 2 24
T 3 0 3 i 10 0 0 2 i2
SCUTHEASTERN STATES :
AL 9 2 4 1 10 0 i 4 31
AR 12 L} 4 1 12 ¢ 11 7 47
FL 5 3 3 3 10 ] 16 13 53
GA 8 2 2 1 10 0 2 6 31
KY 8 i 3 0 7 ¢ 3 1 23
LA 8 7 4 1 7 0 13 8 48
MS 6 4 8 3 10 0 13 3 67
NC 8 3 4 1 8 o 1 1 26
sC 2 3 3 4 2 0 0 2 16
™ 9 i1 [ 3 12 0 13 12 66
YA 1 2 2 0 1 0 4 5 15
wv 10 17 27 4 13 1 13 26 111
MIDWESTERN STATES
I 10 0 i 1 0 ¢ i 2 15
N 6 2 1 2 2 0 0 4 17
1A 10 14 15 0 1 0 13 0 83
Ks 6 i1 7 2 13 -0 16 9 64
MI 8 3 3 1 i 0 1 ] 18
MN 13 7 10 2 13 0 4 11 60
MO 6 L] 1 1 10 0 0 é 24
NE 12 2 5 3 11 0 3 4 40
ND 4 1 1 0 10 0 2 1 19
CH 6 4 4 2 1 0 12 5 34
(074 7 1 4 2 13 0 ] 6 33
sD 9 19 29 6 13 4 18 33 131
Wl 9 10 4 1 13 0 15 14 66
WESTERN STATES
AK 0 0 0 0 0 0 (1] 2 2
AZ 10 1 4 3 11 0 2 23 54
CA 4 i 3 0 1 ¢ 2 4 15
0 2 0 2 1 2 0 2 3 12
H 12 p:{ 34 6 13 g 18 43 154
i) 0 4 3 2 12 0 7 S 33
MT 8 0 0 0 2 1] 0 4 14
NV 0 1 5 0 1 ] 2 3 12
NM 14 20 33 6 13 8 18 42 154
OR 12 0 ] ¢} 0 0 1] 3 15
™ 8 12 13 6 10 1 11 15 76
ur 5 6 5 2 8 0 13 8 47
WA 14 20 34 6 10 4 16 43 151
WY 9 4 i 3 9 0 15 15 56
Total in
Category 14 20 34 6 14 8 19 46 161

* In sddition to state and local sales taxes, the survey includes special gross receipts (oxcisc) taxes, and business
occupation/gross income taxes that ere similer to sales taxes.
*#5ervices taxed effective July 1, 1990. Docs not include recent legistation passed in Massachuscits. Revised December

1990, _ N _
# Services taxed under current legislation effective March 6, 1991. Attachment 2-4
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111. Recent State Actlvity In the Taxation of Services

« In recent years, about 20 states have considered the taxation of services in one forum
or another and to one degrse or ancther. Thesge efforts are summarized in Attachment

A

. States where a reasonably significant expansion of the tax to services has been enacted
in the last 5 years Include Connecticut, Minnesota, New York, Florida (subsequently
repealed), Texas, District of Columbia and Massachusetts. Of these, Florida and
Massachusetts are the most far-reaching.

« Tax study commissions have recommended such expanslons in Alabama, Arizona,
Maryland, Florida, and Texas in recent years.

IV. Tax Policy lssues Involved with the Taxation of Services

- Purpose of Tax. Proponents argue that extension of the sales tax is conslistent with
the genaral purpose and Intent of retall sales tax as a consumption tax, i.e., Impose a
tax on the final consumption of all goods and services. Limiting the tax to the
consumption (purchase) of tangible goods causas the tax to fall short of its goal and to
ighore a significant component of economic activity and personal consumption
expenditures. To achieve any given level of revenus, the taxes on productive activities
or income must be relatively higher.

+ Revenue Rellabliity and Stabliity. The primary rationale offered for extending
the tax to service transactions revolves generally around the shift in economic activity
from the production and consumption of tangible goods to the production and
consumption of services. This long-term trend reached the point in October 1986
whare, for tha first time, services constituted a greater proportion of U.S. gross
national product than did the tangible goods sector. During the 1980's, purchases of
sarvices has grown from 47 percent of total personal consumplion expenditures to
more than 53 percent.

This continuing shift raises concerns about the long term vitallty of traditional retall
saleg taxes which are levied primarlly on tangible personal properly. Without rate
increases or some form of base broadening, sales taxes will reach a declining portion
of total consumer purchases. For example, in 1960, a 1 percent sales tax In the 46
sales tax states generaled revenue equal to $6.90 per $1,000 personal income. In
1988, this figure had declined to $5.60 per $1,000 of personal income.' While some
of this erosion Is aftributable to statutory exemptions, a significant portion must also
be assigned to the growling role of untaxed services In household consumption patierns.
Continuation of thig trend, over time, will limit the ability of traditional sales taxes o
mest the increasing service demands placed on state government. In {ax policy terms,
extanding the sales tax 10 services will improve its abllity to mest governmental needs

1 Steven D. Gold, The State Fiscal Agenda for the 1990¢National Conference of State Leglsiatures,

July 1990, p. 118. Based on work by John Mikesell, Univerelty of indiana.
Attachment 2-6
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(adequacy) and Its elasticlty, l.e., lis responsiveness (o changes In Income. This should
also improve the stabllity of the sales tax as a revenue sourcs.?

. Economic Distortlons. Another widely cited argument for extending the sales tax
1o service Industries deals with the economic distortions introduced through their
axemption. Taxing sales of tangible property raises the after tax price of the good
relative 1o the price of a competing setvice that Is not taxed. By digtorting the
decislons made by individuals and business, the exemption of services from the sales
tax base leads to a less than optimal (inefficient) allocation of resources. For
axample, If labor services o repair a commeadity are not taxed, but a new purchase 1o
replace the commodity s taxed, the after tax price of repalr is lower, relative to the
prica 10 replace the commodity, thus causing individuals and business to demand more

repalr services than would be economically efficient.

Aing

Howaver, it should also be noted thal gxlending 0s 0§ _ta Lo
Taxation of business services can introduce a
potential distortion by encouraging more vertical Integration In corporations. Since
services provided by employeegs (and In some cases, employees of related
corporationg) are not taxable, there ig an incentive for firms to provide many
sarvices in house that may be betier performed by others. Smaller businesses which
must, of necessity, procure thelr services from other providers may be at a
competitive disadvantage as thelr purchases of these services would be taxable.

+ Tax Pyramliding. Taxing business servicas introduces a similar tax policy concern
glven the nature of business operations. Many business purchases of both goods and
services are direclly or Indirsctly incorporated into the final products as factors of
production. Since the final good Is taxed when sold, taxation of these intermadlate goods
and services will lead to tax pyramiding or cascading. This Issue is not unique fo the
taxation of servicas. It occurs in the taxation of tangible goods to the extent that
business inputs are taxed. Most states attempt to minimize pyramiding with respect o
tangible personal properly by exempting goods consumed in the production of or
incorporated dirsctly Into a product subsequently sold at retail. They elso exempt
wholesale transactions or "sales for resale.” Application of the sales tax to business
services reintroduces the Issue of pyramiding and raises the question of whether the
traditional exemptlon method of reducing pyramiding can work with service

industriasg.

Using utility services as an example, the survey polnts out how some states get around
this problem, While 38 states tax business use of fuels, 15 of these states exempt fuel
used In productlon If separately metered or measured. Still, some business purchases
glther are not Incorporated In the final good or are of the sort where the buginess is
the ultimate consumer. These could reasonably be taxed without undue concem about
tax pyramiding. The survey results point to @ rather lengthy list of business servicas

of this type.

2 Empirical evidence that sarvica taxation increases the Income elasticity of the sales tax ls mixed.
Friedlaender, Swanson and Dus, "Estimating Sales Tax Revenue Changes In Response fo Changes In
Personal Income and Sales Tax Rates,” National Tax sournal. March 1973, p. 103-110, found no
increase In the elasticity for stales heavily taxing services. Bohm and Cralg, *Recent Sales Tax
Trerids: Services as a Point of Departure,” National Tax Association,

Confarance, 1987, p. 54-82, on the other hand, found & higher income elasticily In states which tax

many services. < Attachment 2-7
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«  Tax Equity. Proponents of imposing the tax on services generally argue that it wilt
improve the horizontal {treatment of similarly situated taxpayers) and vertical
(treatment of laxpayer at different Income levels) equlty of the tax system. It
improves horizontal equlty because the repair of an ltem and purchase of a new item
are treated simllarly (l.e., distortions are minimized) and consumption is laxed more
broadly so that differences in consumption patterns do net result In differences in tax
burdens. It improves vertical equity bacause higher income individuals tend to
purchase more selrvices, particulary professional services.

Others argue that the tax equity argument Is & mixed bag. Because It is an excise levy,
the sales tax Is regressive across income levels and that certain services which may be
taxed (l.e., labor and repalr services, utllities etc.) have a disproportionate burden on
lower income houssholds. Thus taxing certaln services can exacerbate the Inherent

regressivity of the sales tax.®

Three staies which tax services widely--Hawall, New Mexico and South Dakota--have
some form of credit or rebate to provide sales tax relief fo lower Income households.

- Interstate Tax Competition. Another Issue raised with respact lo the taxation of
sarvices concerns Interstate tax competition. This is commonly characterized as can &
state afford to be different from Its nelghbors? Since sales taxes are traditionally
levied on the consumer, they should not affect business competitiveness. However,
axpanding sales taxes to include business servicas could ralse the cost of doing business
in one state relative to another, having an impact on & state's competitiveness.

« Labor Services. Finally, an Important issue in some states may be the manner in
which policy makers view labor services. Since many states enacted thelr sales fax
during the Great Depression, slected officials were generally reluctant to Impose the
tax on labor services. Thig pattern s still present in many siates today. While all 46
jurisdictions with a retail sales tax apply the tax lo materials used in general repair,
only 23 states also apply sales taxes to labor repairs generally. Of the remalning,
twenty states exempt labor services If It is separately stated on the Invoice. This
pattern Is also present In cases where states will exempt certain services If labor is
included, while they would tax the same service without the labor. For example, 33
states tax auto rentals while only 24 tax limousine services with & driver. Similarly,
41 states tax slrcraft rentals while only 10 tax aircraft rentals with a pliot Included

(chartered flights).

3 For a more complete discussion of this lssue, see William Fox and Mathew Murray, "Economic
Aspacts of Taxing Bervices,” Natlona] Tax Journal March 1988, p. 19-36.

4 Empirical studies provide only limited evidence that sales taxes affect business activities. Fox,
"Tax Structure and the Location of Economic Activity Along State Borders,” National Tax .Journal,
Decsmbar 1986, p. 387-401, provides evidence that different sales tax rates along a stale's border
can causs & significant effect on employment. Bartik, “Small Buslnese Stan-Ups in the U.S.: Estimates
of the Effects of Characterlstice of States,® Working Paper No. 87-W15, Nashville: Department of
Ecoromics and Business Adminlstration, Vanderbiit University, 1987, finds that only the differsntial
sales tax rates on machinery and equipment was a significant varlable in his equations determining
business location. : Attachment 2-8



OF TAX ADMIMISTR
FEE-2E—"91 14:47 [D:FED OF TAX ADMINISTR TEL NO:zZ@2e247388 H389 F14

Kansas House Committee on Taxation Page 7

VI. Adminigstrative and Compllance (ssues
A. Use Tax on Services

« Level Playlng Fleld. The primary issue here Iz that by Imposing a sales tax on
garvice transactions, the state does not want o disadvaniage In-state providers In
competing for out-of-state buslness. Nelther do they want to create an Incentive fo
purchase services out-of-state.

« Not unlike the need to Impose a compensating use tax on the intersiate purchase of
tangible personal property. Somewhat more complex because of intangible nature of
service, L.e., do not have actual property to follow for slius rules. Makes it difficuit 1o
smploy “destination” principle conslstently as is done with tangible property.

« Must develop a blend of situs rules which recognize where service Is performed
(origin rules) and where setvice is used or “benaefit is enjoyed” (destination rules.)

« Need to avold over-emphasizing the Issue In that It is relevant only to & handful of
professional services (e.g., legal and accounting/financial consulting). In nearly
avery other case, the situs of the performance or the use of the service can be traced
because they tend to be related to personal or real property. Do not wani the “tall to

wag the dog.”

« Baslc Approaches. Distinction tends to be between relative rellance on point of
performance (i.e., where did service take place or where was it performed) vs.
enjoyment of the benefit of the service (l.e., where was service used.) South Dakota,
New Mexico and Hawall have tended to rely more extensively on the point of
performance. Florida relied more extensively on beneficlal use, and draft
Massachusetts rules have Incorporated certain of the concapts from Florida.

- To some congidarable degree, this cholce has been stralghtiorward because of the
relatively “closed” nature of the economy In SD, NM, Hi, i.e., they are relatively self-
contained and do not have large border metropolitan areas.

- Florida had a more open, Interstate economy and was more concerned with theoretical
conglgtency and avoiding an “unievel playing fleld.” Lead fo apportionmeant of certain
professional services. Also led to charges of overreaching by some. Massachusetts has
the same open economy situation and has adopled some of the same principles as

Florida.

. Polnt of Performance. Situg i where service Is performed or where majorily of
performance (as determined by proportionale cost) occurs. Where sarvice s to real
astate or o tangible parsonal property, performance or situs is where the property is
located. For non-property services, sltus is &t point of performance

« Hawall, New Mexico and South Dakota allow exemption for "services delivered out of
state.”

. 8D also has a use tax on services purchased out-of-state, but used in the state. Trying
to freat It like tangible personal property. Have also gotten into some apportionment
whare "mixed" use occurs. NM and HI not have use tax (other than for Research and
Development in New Maxico) on services performed out of state, but first or beneficial
use enjoyed In state. Is rough justice which may favor out-of-state purchases, but

Attachment 2-9
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relatively closed economy allows it. Some special rules for certain types of services,
e.g., Interstate telephone services.

- Beneficial Use Concept. Greater reliance on enjoyment or use of the service and
the concept of apportionment where the service may be used of provided In more than

ong state.

« In Elorlda. for the majority of services (property (real or personal) related) sltus
was essentlally same as outlined above. Only with respect to that category of
profgssional gervices not related to real of personal property were the rules
significantly different.

. Qeneral rules for business purchases: (a) If service related directly fo realty,
personal property or a local market of the purchasar, then sltus was in the state
where the realty, personal property or local market was; (b} If service did not relate
to a pariicular location, situs was determined 10 be where the purchaser was doing
business; (c) for a multi-state business, Florida required the apportionment of the
cost of the sarvices purchased by the standard three-factor corporate apportionment
formula. The effect is to say that non-geographic specific services are enjoyed in
Florida to the extent that the company is doing business in Florida as defined by
corporate Income tax formula. Gets away from the difficulty of trying to identify the

locatlon of use.

- Thig apportionment rule was also applied o all *overhead”, non—géographic services
purchased by a multistate business doing business In Florida, regardless of whether
the particular service had a direct “connection” to Florida.

« A concern of mullistate businesses with the apportionment was the record-keeping.
Florida allowed & multistate business to apportion all service purchases, but this was
also not satisfactory because it made it impossible to qualify for ceriain exemptions.

+ Special rules governed transportation - 50/50 between state of origin and state of
destination; advertising - in proportion to market or audience in the state; and
services to estates of decedents - where person last resided. For Individual purchases
of services, sltus was where property was located, where any tangible personal
property resulting from service (e.g., legal documents) was delivered or If no tangible
personal property (6.¢., haircut) where service was performed.

« Massachusatls has followed similar concepts in Its draft rules to implement the
services tax In March 1991.5. Service Is presumed to be used In Mass. if

+ relates to tanglble personal properly dslivered into Mass., regardless of where
service Is performed;

. relates to real property located In Mass., regardiess of whers service is
performed;

- s performed for an individual located in Mass., for a business thal Is engaged in
business primarily in Mass. (l.e., apporiionment percentage excoeeds 50 percent),

5 Massachusetts Department of Revenue, Draft Regulations 830 CMR 84H.6.8, Allocation and
Apportionment of the Usa of Ssrvicas, dated November 8, 1880. Attachment 2-10
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or for a business whose princlpal place of business Is in Mass., regardliess of
location of performance of gervice.

« If gervice cannot be allocated 1o a gaparate ic iable lina of businass In Mass.. the
apportionment rules come Into play. Separate identifigble line of business in Mass.
includes: services ralated to a local market; amusements, entertalnment taking place
In Mass., trangcription/court reporting of evenis taking place In Mass., credit
reporting for a loan applled for In Mass. or If loan sacured by tangible or real
property In Mass. Legal servicas allocated to Mass. If includes litigation, at least one
cause of action ls deemad to have accrued In Mass. because of an event taking place in
Mass. or activity of the taxpayer In Mass., and the attorney files papers, etc. with the
judiclal or administrative system of Mass.

« If not allocated into or outside of Massachusetts under above rules, a business must
apportion 1o Mass. the use of other taxable servicas.
RpDQrIONADIg gahn & NG exiaen 0 S 1JUS ==

O )
busingss activity may be determined by any reasonable app

ha atale, Extent of
ortionment maethod.

Aportionment percentage from three-factor formula used for franchise tax purposes
(modified for financials and insurance) s deemed reasonable. Apportionment
percentage lg to be determinad annually by Jan. 1, based on prior tax year activities.
There are special rules for services involving trangporlation, motor vehicles,

aircraft, etc.

MODIE

choose 1o be treated as a single entity even though
business activity.

« A business or affiliated group may choose {0 apportion all purchases of legal and
accounting services, rather than using the combination of allocation and apportionment
rulss outlined above. Use apportioned use certificates and direct pay permits to ease
compliance, recordkeeping, and vandor involement.

B. Sale for Resale

. Needs to be a “sale for resale” provigion to reduce pyramiding and 10 parallel the tax on
tangible personal property.

. Stil needs 1o recognize that businesses In many cases will be the final consumer of
many services In order to provide theli service to their customers. Must be carefully
and narrowly drawn or considerable administrative and compliance difficulty for the
taxpayers (service providers) and the fax administration agency will occur.

. Most states have looked to such clrcumstances as whether the procurement of a
particular service is separaisly stated in the final blll to a client (with tax computed),
whather the provider simply acted as a broker for the purchaser and what was the
objact of the final purchaser in procuring the servics.

. Florlda provided five rules for determining sale for resale Attachment 2-11
° Purchaser does not consuma or use sefvice, but acts as a broker;
. Purchase s pursuant o a written contract with the seller;
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. Value of service Is separately stated on final invoice;
. Searvice will be taxed on final invoics;
o Rasale certificale sxecuted.

« Massachussetts outlines simlilar tests:

Purchased only to provide a specific faxable service to an identiflable consumer;
Price plus tax ig separately stated on the final billing;

Ssrvice Is essentlal, recognizable ingredient of the final service;

Not & customary/usual expense of maintaining/operating the vendors’ buslness,
Cannot Involve telecommunications, amusements, printing, meals, or

transportation.

2 a L] @ [ 3

C. Definition of Certain Services

« States have encountered some difficulty In defining the transactions or types of
particular services which are subject fo fax. This is true when the legislature chooses
fo fist particular services which are subject to tax, rather than lo make ali services
subject to tax unless specifically exempted.

+ This has especially risen with respect in cerlain technological argas wherg rather
generic terms are often used interchangably or where a particular taxable service is
often performed by enterprises which also perform a number of nontaxable services
and the taxable and nontaxable are closely related and often provided together.

. Some of the more common examples in the first category include telecommunications,
data processing, informatlon services. These issues have been present In Texas,
Connacticut and the District of Columbla. The most prominent example of the 2nd
category Is Massachuseits where accounting services are taxable, but consulting,

computer programming, 8ic. are not.®

. The solution to this issue has been 1o draft rather extensive regulations to defined the
services and transactions subject to tax. Doing so requires the cooperation of the
affected business/industry group. Tax agency must become intimately familiar with
how the indusiry operates.

D. Information and Education

« Sufficient lead ime and stafiing must be allowed. The task of implementing a tax on
services Is not Impossible or Inordinately complex. It Is, however, a major
undertaking that wlil require many new aclivities by the tax agency and involve many
new taxpayers nol now Iinvolved extensively in the administration of the sales tax.

« Activities required include registration of the taxpayers, Increased return processing
(minimal), drafting guidance 1o taxpayers on how to handle various fransactions, and

sducating taxpayers on their obligations.

« Particularly If it s decided to impose the tax on a selected set of services, considerable
time must be allowed for devsloping rules 1o define the types of transactions subjact 10

8 See Massachusatte Depantment of Revenue, Draft Regulations 830 CMR 64H.6.10, Profsssional
Services, dated November 8, 1990. : Attachment 2-12
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tax. This will require close consultation with the affecled to Industry to understand
how [t operates. WiIll require cooperative atiitude on the part of all.

- Some lead time necessary to adjust to additional complexity which will be present at
the outset. ;

Vi, Conclugion

. Several trends make it likely that the sales taxation of service transactions will be a
major stateflocal tax lssue in the 1990s. Those Include:

Continued demands placed on state governments;

Inexorable shift to services in the U.S. economy;

Sensitivity/lack of flexibliity In Income taxes and income tax rates;

Need to replace property taxes in elementary and secondary education financs;
Ceiling on sales tax rates.

®? ® 68 a8 6

- There are significant opportunities for sales tax base expansion in many states,
Inlcuding labor services, personal services and business servicas.

. Professional services do preseni certaln special problems when thay involve
interstate transactions and muitistate businesses. States have, however, developed
approaches to these issues. Requires cooperation of all involved. Need to achieve some
"rough justice” In certain Instances.

Attachment 2-13
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Recent Activity in the
Sales Taxation of Services

Alabama January 1991 report of a “blue ribbon® commission study of the tax structure
recommends expanding the sales tax to most buslness, professional and personal services.
Cellutar telephone sarvices made taxable in 1990.

Arizong The recently published (1988) "Arizona 2000° repori, among many other
recommendations, strongly advocates that the state sales tax be expanded to services.

Arkansas Consldered broadening ssles tax bage to Inciude profassional services (e.g.
attorneys, accountants, and advertising), but tax them at the rate of 2%, which is lower
than the 4% state general sales tax rate. The final bill which passed the legislature in
1987, taxes only cable TV, Interstate telephone and lease and rental services at the rate

of 4%.

California Governor has In 1991 proposed adding selacted services (rentals primarily) to
the sales tax base. Certain legislators are looking at a somewhat broader list. Senate
fiscal agency has ciled substantial base expansion as possible partial remedy fo estimated
$92 blllion shortfall,

Connectlcut From 1987-1989, Connecticut added a number of services to its sales tax base.
Public relations, fabrication, archltectural services, landscape and engineering services,
repairs 1o tanglble property, property sales agents, janitorial, custom computer pro-
gramming, carpentry and painting, detective services, lobbyling, janitorlal services,
health clubs and refuse disposal (among others) are now taxable. In 1891, the Governor
has proposed expanding the tax lo cover additional services, but also repealing the tax on
architectural, landscaping and englneering services.

District of Columbia in 1989, the mayor proposed taxing numerous services, Including
business sarvices. In wo months from introduction 1o passage, the councll approved
taxes on landscaping, Janltorlal and maintenance services, information and data base
servicas. The taxes went Into effect July 1, 1988. Further expanslons of the base have
been proposed, and a recent commission reviewing the fiscal affairs of the city noted that
sales tax base expansion was & possible ravenue source.

Florida in 1987, enacted a sales and use tax on a wide array of services, including many
business services. On December 10, 1987 the Florida legislature rejected the law
effective January 1, 1888. The sales lax rate increased from 5% lo 6% on February 1,
1988. Assoclated Industries of Florida has prepared a revised bill extending the tax fo
most personal, business and professional services for consideration by the 1991
Legislature. Extended tax to health clubs and pay television in 1980.

lilinole Upon his election in 1986, the Governor of lllinols proposed the broad taxation of
servicas, and a reduction in the sales tax rate. The proposal was withdrawn after it met

siiff Opposlﬂon. Attachment 2-14
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indiana In 1987, the Governor proposed major base expansion, but the proposal was

Immediately digmissed by the legislature.

Kansas A 1987 interim legislative committee considered sales and use tax reform,
including the taxatlon of services, broadly defined. Legislation was Introduced in both
houses In 1990. Some bills would tax a few mixed services. Other bllis proposed broad
ranging taxation. Some further conslderation of the concept was given in the 1990
Legislature, and for 1991, the Governor has proposed taxing most business, persocnal and
professional services as a means of providing property tax relief.

Kentucky In 1985, Kenlucky extended the sales tax to equipment leases and rentals. In
1890, 1o address a court declsion declaring unconstitutional the school finance arrange-
ments, the legislature enacted $1.4 billion in new revenues. Originally, the governor
proposed expanding the tax to encompass most services, but the proposal died virtually on
Introduction. The sales tax rate will increase from 5% to 6%.

Loulsiang Extended the tax to telecommunications services in 1980.

Maine In 1986, Malne broadened the base to Include telephone access charges, auto
rentals and other selecled servicas.

Maryland Gubernatorial tax study commission proposed increasing the state sales tax and
extending It to personal, business and professional services as part of its comprehensive
tax and fiscal reform recommendations. The Governor has recommended that the

legislature enact the plan.

Magsachusetils To soiva serlous revenue problems, the legislature extended the sales tax
to most businass purchases of services effective December 1, 1990. An exemption for
firms with fewer than 5 employees and $25,000 each in annual purchases of legal,
accounting, architectural and enginesring services is provided. Personal purchases of
services are largely exempt. The effective date has been extended to March 6, 1991, and
the newly elected governor has proposed repeal of the business services lax. Effective
September 1, 1880, the sales tax was imposed on utilitles and telecommunications.

Minnesota The House, Senate and Governor all considered proposals for sales/use tax reform
In 1987. The Governor's proposal would have included taxing non-profit groups and
sales 1o state and local governments. The final compromise extended the base to include
activities such as security services, lawn care, non-prescription drugs, pet grooming
and laundry and dry cleaning.

Nebraska A base broadening proposal was considered, in 1985, that was as comprehensive
as the original Florida proposal. The blll was eventuglly withdrawn due to opposition.
Some minor services are now taxed, including cable TV and some utilities. A fax study
prepared by Syracuse Univarsity in 1990 proposed extending the tax to services.

New Jarsey In March 1980, the Governor Introduced a proposal to extend the sales taxes fo
telecommuniciations, cable TV and commerclal building malntenance services. The
packags passed the legislature all except for cable TV. Implementation date Is July 1,

1980.

New York Over the past several years, New York has added services fo its tax base on a
piecomeal basls. Services added in 1980 Included parking, cleaning and janitorial,
protective and detective services and certain Information services. Governor has
proposed some base expansions and a special 2 percent tax on interstale and international
telecommunications in 1991, Attachment 2-15

North Dakota in 1987, the cable TV lobby used a referendum procedure fo block & tax
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Okiahoma A 1987 proposal to broaden the sales tax base and capture $200 million In addi-
tional revenues was not passed by the legislature. A scaled down verslon was also
rejected. The sales tax rate was finally raised from 3.25% o 4%.

Texae A $2 billlon base broadening proposal was I[ntroduced into the legislature In
1887 to meet the deflcit crisis inducad by the decline In the oll and gas industry. The bill
did not pass the leglslature, and the sales tax rate was Increased from 5.25% 10 6%
sffactive Oct. 1, 1987. Some solect services were added to the bass, Including credit
reporting services, debt collection services, Insurance services and real property
sarvices. Effective Jan. 1, 1988, the base will Include data processing, real property
repair and remodeling services. Finally, a two-year professional occupations tax of
$110 was Imposed on doctorg, architects, engineers and some other professionals. The
Texas Sefect Commitiee on Tax Equity recommended expanslon of the fax to other services
as a means of raiglng revenue,

Washington A proposal fo extend the sales tax base to Include most services (except medical
and financlal), and reduce the sales tax rate from 6.5% to 6% was considered In 1887..

Wisconsin Leglslation faxing most personal and business services as a way fo replace a real
estate tax was introduced In 1987.

Attachment 2-16

5 ID:FED OF TEAX ADMINISTR  TEL NO: 2826247852 H382 F1. emmamacsses



KANSANS FOR FRIR TAXATION, INC.
PO Box 3820
Topeka, Hansas 66604
273-0401
Desiprnated Speaker——Larry Fischer
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I am speaking for & Topeka—-based group of citizens, Kansans For

Fair Taxaticon, Inc. (KFFT), concerrned about hiph praperty taxes. We

starmd ir favor of House Eill 2112 as a temporary remedial approach to

reduce the trend towards confiscatory property taxatiorn. Today KFFT
will deocument that the taxatiorn of services will occowr on a national
basis by the end of the year Z000.
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REFERENCES:

() "THE UNFINISHED AGENDA OF STATE TAX REFORM", EDITED BY STEVEN D.
GOLD, NATIONAL CONFERENCE OF STATE LEGISLATORS, NOVEMEER
i388.

C) "SALES TAXATION OF SERVICES”. FEDERATION OF TAX ADMINISTRATORS,
WASHINGTON, D.C., RESEARCH REPORT NGO. 130, OCTORER 13350.
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"Taxationm of service transactions by the states is widesopread on

a selective basis and irnevitably will become more perneral. As states

and loccalities face mounmting fiscal pressures, the ineguity and

economic distortion inherent in exempting the majority of service
transactions while taxinmg most goods tramsactioms will becaome

imcreasingly uwacceptable.” pp. 129

"There is no legitimate ecormamic reascon for service tramsactions
to be broadly excluded from a sales tax base. To effectively build
support of the tax, lepgislators must capitalize an the ivherent
unfairmess of a tax system that discourages the conmsumpticon of
marmfactured goods and encourages the comsumption of services.

Similarly, the most favorable charnpe that inclusion of services can

create in the overall irnciderice o economic burden of a sales tax

will cccour omly with the inclusicon of professiornal services in the
tax base. Apart from political timidity, there is little to jgustify
the taxatiorn of barber and pest comtrol services today while paying
corily lio service to the possibility of taxing lenal and accounting

services in same Tuture year.” po. 133

Marmy will immediately point to Florida’s failure ta tax
services. However, Florida’s “concept and executiconm of the tax were
hasically scund. OF the three key mistakes that led to the downfall
of the tax, wome had to do with the working of the tax itself., " po.

130 ...The tax fell because of three lcpistical failures:

2k The Governor!s campaipn rhetocric pave apponents an antitax
message that was sellable to the electorates

= The media, aggravated by inclusion of advertising services
withinm the tax base, were only too happy to bombard Florida’s
households with that message, and

Fs Ill-conceived respornses by leaders within both parties
dissclved the cocaliticon suppoarting the tax before anm effective
counterattack could be mounted. pg. 14 () The whole scernaric has
beerr termed arn incidernt "of snatching defeat from the jaws of HOUSE TAXATION

Attachment #3
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victory.” pp. 144 1 "Those interests that resist the taxationm of
service transaction have cited and likely will conmtirme to cite
Florida’s experience in attempting to convirce state lepgislatuwre to
take mivimal oo rnaive approcaches in expandirng their sales tax bases.
Orily by mischaracterizing the events that shaped Florida’s experiernce
can such cases be made” po. =9

{Irnciderntly, Florida has no income tax! And Florida is going to
propose ancther hill on sales taxation of services.)

Accerding to Research Report Noo 135, "the United States economy
is becoming more service oriented. Locking only at persoral
consumption data, services were 40.5% of total comsumptian
expenditure iw 1365...0y the first guarter of 13390, 354.4%..bhy Z005,
services will take 64% of the total U.S. consumer sperndirng. PO.

ool
el it

The same source also says that "States that do not tax the
consumption of services may find irncreasing difficulty raising the
reverme necessary to provide the level of goverrment services
demanded by the electorate. OF couwrse, state governments carn fund the
cast of goverrmmernt through other taxes and fees but the sales tax
remains the most productive tax for state gaverrmernts.® po. 23.

And, "While rate increases are familiar and scmewhat popular, base
broaderiing may be the preferable method of increasing the yield from

the sales tax.” DQ. =3«

BCeom an economic stamdpoinmt the distinctior between a service and a
commadity is not very siprmificant ore, since both satisfy personal
warts. .. " pg. S2. C)

Research Repcot No.o 135 has a word of cauticon iw that "States
ternd to be incremental in their aporocach to taxation...However,
because the incremental approach is generated by political
expediency, it is alsoc fraupght with the potential for idicsyrneratic
exemptiocn and deductiorns for certain powerful taxpayer proups.”  po.
57. C} "The alternative to the incremental or "laundry list”
approach is the general taxation of all services with minimal
exemptions to avoid double taxaticon, opyramidivng or to achieve sccial
policy goals.” pn. S7.

"Oye tellivg oriticism of the taxationm of busiress services is the
potential of larper companies to "vertically integrate.” For
instarnce, a large comparny can afford to hire an ivn—hcouse lepal
staff...Critics point to the fact that small businesses carmot afford
to hire lawyers and accourntarnts on staff and must purchase these
services subject to tax...There are a number of urnproved assumptions
in these arpumernts...a small increase in the price of a
price—inelastic service will have very small impact on the quantity
of the service provided. Seconmdly, large companies purchase about the
same relative amocunt of cutside professional services as do small
companies. . the arguments themselves seem to be primarily emotional.”
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"R tax that carmcot be administered is a tax that has poor compliance.
To the extent that a sales tax orn services remaves distinctionms among
taxable activities, admimnistration is improved. Forcing taxpayers and
tax agerncies to comply with illopical distinction guarantees
litigaticr, cast, and disgruntled citizens. Fortunately, extending
the reach of sales taxes to include many services removes many
iliogical and arbitrary distivnctions betweern poods and services.
pg. &7.

"Taxes on services will be a freguent theme. Some states will aim to
tax a wide rarnpe of services....And reducing exemptions from current
taxes on sales and income."” HKiplivger Washington Letter, Feb 22,
189931,

S L s e T X S s R R Ry e e e S S S S s s

HFFT feels HE-Z113 can gererate encugh money to temporarily pive
relief to those businesses and homeowners orn the borderline of
catasrophe. Az you can see, the ability to owrn property in Kansas is
a major concern to our group. So is the vyumber of available jobs. In
the past two yvears we have seern the uremployment climb by about 1.5%
This represernts a S0% increase from the previous 3% ranpe. We
attribute this to two scernarios: .

1. The large businesses in Karnsas that received the most
bernefit from reappraisall\classificaticrn have done nothing to alter
the increase iv uremployment.

R The small busivnesses in Karnsas that received the preatest
tax increase have beern forced to lay of F their employvees, some even
aguitting business.

If this problem is mot corrected, we perceive the uremployment
will increase in the near future.

I conclusicorn, HEFT

1. CHARLLENGES the lepislatocrs to really look at what bip
busiress is saying. They leveraped millions of dollars from the
classification amendment arnd threaten tao leave the state if
legislaticrm takes anmy of that back. Kansas? populaticon hasrn't ogrown
irn the last 10 vears; where are the promised of jobs they flaurmt to
aobtain favored tax treatment? Why did Sarnta Fe Railroad ory foul
last vear whern their rolling stock exemption was threaterned. Yet RATSF

laid of f wearly 600 emplovees after their case was safe? We submit
this is & big pame of poker, the stakes are very high, arnd the
ardivary citizen is playinp apainst a stacked deck! The peocple are

askirng the lepnislatwre for help-—they are hurting!

2. CHALLENGES the legislators to invite Mr. Jim Framcis of
Florida Departmernt of Reverue (304-488-Z200) and Mr. Laird Graeser of
New Mexico (S05-827-0720) to testify before the House and Sernate. As
mertioned earlier, Flooida is going to tax services again——New Mexicoo
has beern doing it extensively for 60 years.

3. ENCOURAGES lepislators to consider going all the way to
eliminate all exemptions amd tax all services. The people will go
fer it if there is rce faveoritism by allowing exempticons. Our owr
small survey shows a 30% preference for elimination of property tax
by such a method.

4. CHALLENGES the lepislatocrs to apply ALL MONEY GENERATED RY
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HB-2113 DOLL AR-FOR-DOLLAR TOWARDS PROPERTY TAX REDUCTION. 0Otherwise
the electorate, anory at increased goverrnment spending, will rightly
perceive this as a tax increase.

5. CHALLENGES the legislators to look at HE 2113 as arn academic
appraach to an emotional prablem. As previcously merntioned, there are
many people reelivg from excess property taxatior. This is why
governor Firmmey derailed incumbernt Mike Haydern. KFFT stronply desires
& reduced depewndence on property taxes to be funded by eliminaticm of
sales tax exempticons amd the sales taxaticorm of services. A do rnoxthing
scernaric will do little to endear sernators and representatives to the
electorate. Please help us acbtain meaningful property tax relief.

\\FﬂIR AND EGUAL \\
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LEAGUE O\V\V/OM\E/F\/V\T!% OF KANSAS
AW AWANNN

Feb, 27, 1991

To:- House Assessment and Taxation Committee
Rep, Joan Wagnon, Chair

I am Mary Ella Simon speaking for the League of Women Voters of
Kansas, '

State Finance has been of continuing interest and study for the
League since 1936, In 1976, the lLeague adorted standards of equity,
adequacy, ease of administration, and consistency with state econmic
goals as standards for a state tax system.

We are not sure that HB 2112 and 2113 meet those standards.

The League does support a btroad based tax system that includes
sales tax, property tax, income tax, and user fees, and under those
ground rules, a tax on services could be included,

However, we are concerned about the effect of HB 2113 on those
small businesses that have to contract for services, those same
businesses that were hard hit by reappraisal,

It my be true that as incomes rise so do payments for services
such as house cleaning and lawn mowing, but we do not believe this
will make up the amount of revenue needed to provide adequate funding
for social programs affecting women and children, low income families,
and medicaid recipients,

Therefor, the League as a proponent for social programs that
can have: a positive effect on the lives of those in need advocates:

l. an increase in state income tax, as the most progressive
tax,
2, elimination of the sales tax on food which would bring
instant tax relief to every one,

_ 3. 2 1% increase in the sales tax base to make up for
that lost revenue

Thank you for the opportunity to appear before your

- HOUSE TAXATION
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s SECURITIES INDUSTRY ASSCOCIATION
120 Broadway, New York, N.Y. 10271 - (212) 608-1500 - Facsimile: (212) 608-1804

TAXATION OF BUSINESS SERVICES

SIA Position

The Securities Industry Association represents over 600 securities firms headquartered throughout the
United States and Canada. Its members include securities organizations of virtually all types which are
active in all markets. Collectively, they provide investors with a full spectrum of investment services and
account for approximately 90 percent of the securities business being done in North America. Four SIA
member firms are headquartered in Kansas. Nearly 100 member branch offices are located in the state.

While any proposed sales tax on business services may raise revenue in the short run,
such a tax:

1. would be detrimental in the long run to the health of the entire economic base
of the State of Kansas.

2. would place in-state investment firms at a competitive disadvantage.

The Securities Industry. Association urges Kansas policymakers not to extend the sales
tax to investment services.

THE SECURITIES INDUSTRY

The securities industry, on the so called "retail” level, i.e., dealing with individual
investors, is a high volume, low profit margin industry. As such, it would be seriously
hurt by a sales tax on brokerage commissions and other investment services.

The severe contraction in retail business since October 1987 is evidence that individual
investors have avoided the securities markets for over three years. The tax would
reduce demand even further and would be counterproductive to the long-term growth
of this sector and of the State’s economy.

A Savings Disincentive

The securities industry provides a vital service by channeling the savings of individual
and institutional investors to the capital markets where it is invested in the securities of
corporations and governments. A sales tax on the services leading to such investment
would inhibit the use of markets and could have a detrimental impact on capital
formation, market liquidity and the ability of municipal governments, for one thing, to
raise funds for infrastructural needs.

ttachment 5-2
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A sales tax on investment services would in effect be a tax on savings. Savers would
be taxed both on the purchases and sales and, of course, on any capital gain they
realized. In addition, under the current system, investors are limited in their ability to
offset losses against ordinary income. A tax on business services would exacerbate
this problem and would diminish the incentive to invest. This is contrary to sound
public policy.

A Disadvantage for In-State Firms

Securities firms generally have clients from a multitude of states and transactions are
carried out over the phone or through other telecommunications devices. Since most
firms have "800" telephone numbers, these clients would not be lost if the firms
changed locations.

If the service sales tax were imposed on the commission an investor pays for buying
or selling stock, mutual funds, municipal bonds, etc., a Kansas investor could simply
open an account with an out-of-state broker to avoid the tax. Use taxes on services,
moreover, are generally unenforceable.

As for out-of-state investors with Kansas brokers, there certainly would be nothing
stopping customers from switching to a different broker in another state without a sales

tax on business services.

Because the securities industry is a nationwide business with firms able to locate
anywhere without being placed at a significant disadvantage, the sales tax on
brokerage and investment services could be avoided as long as there was one state
without the tax.

THE SECURITIES INDUSTRY IN ITS FOURTH YEAR OF RECESSION

Shrinking Employment

While most economists are forecasting the national recession will last no more than a
year, it is clear that the recession faced by the securities industry is entering its fourth

year.

Over 50,000 jobs have been lost by New York Stock Exchange firms dealing with the
public since the fourth quarter of 1987 -- a 20 percent retrenchment! Up to 10,000
more layoffs are likely, given continued parebacks and recent announcements in the
financial press of further downsizing by major securities firms.

Multiplier Effect

The ramifications of cutbacks in the securities industry extend well beyond its
borders.The multiplier effect becomes clearer when the myriad of services used by the
securities industry is contemplated. Attorneys, accountants, printers, messengers, and
restaurants are just a few service providers affected by trends in the securities

industry.
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Profitability Problems

The deteriorating conditions in the securities industry are easily reflected in profitability
numbers. Pre-tax returns on equity average 7 percent from 1987 to 1989, down from
50 percent in 1980. Profit margins averaged under 4 percent from 1987 to 1989;
preliminary indications for 1990, on the other hand, show a net loss of $500 million, the
first yearly loss since 1973.

SIA believes Kansas policymakers should consider the current state of the securities
industry. As James W. Wetzler, New York State’s Commissioner of Taxation & Finance
recently cautioned, "In looking at the tax system, it's important to be mindful that, just
as manufacturing firms have the option of leaving, it's just possible that service firms
might leave." (See New York Times, 1/30/91, B2) Higher taxes may actually result in
lower revenues for the state as firms decide to relocate to lower cost sites.

CONCLUSION

Most states have rejected the notion of a broad sales tax on business services. Unlike
the tax on goods, which can be applied to all finished products with a few exceptions,
those services which would be affected by a sales tax would have to be specifically
enumerated. A broad application would bring into the tax arena many services
deemed inappropriate for taxation. The reluctance of policymakers to tax services thus
far shows how difficult it would be to decide which services to tax and which not to tax.
It is unlikely that a consistent and sound policy of exclusion could be enacted.

Furthermore, because the tax runs the risk of being uneven and arbitrarily applied,
economic efficiency would be lost as firms began to provide for themselves the
services previously performed by other independent firms. The result would be an
unplanned structural change within the business community. Smaller securities firms
would be doubly damaged since it is generally uneconomical for them to set up in-
house business services.

The taxation of services would represent an unfriendly message from Kansas
policymakers to business in the state and would further jeopardize its competitive
position and fragile economy.

We urge Kansas not to extend the sales tax to investment services.

William Jordan Celia Curtis
Director of Regulatory State and Local Tax Manager

and State Affairs
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JHO)S HOUSE COMMITTEE ON TAXATION

EROM IR G E T TEUCK Y "DUNCAN
MEDEVAC MEDICAL SERVICES, INC.

RE: SALES TAXES ON AMBULANCE SERVICES (HB 2113)

DAIRE S ISR 25, 1LYl

On behalf of Medevac Medical Services, Inc. we wish to bring
to the Committee's attention that if the Committee decides, as a
matter fof s pubitiicipolliic i S EoNappilly | isalles Staxes ‘to'services, the
languadgeiior "HEN2 11 sSiiwoulidilcurrent iy ol solt apply) 'such ‘taxes to
ambulance services.

While emergency medical services are generally considered
hieailithiscrvilicesET nKianisals, I t hiel reife rence M in S HBE 20 8 (page 11,
Lines 25-3¢; KSA 79-3606(s)) ddepiingMEEhcMNEIMIBRNS Eandard
Industrial Classification Manual, 1987, does not include (and
thereby exempt) ambulance services.

We believe that in as much as the Governor has proposed that
the public policy be that health services remain exempt, an
amendment to exempt ambulance services, which are not now subject
to sales taxes, should also be adopted.

Thank you for yeour: attentien to . and consideration ' of this

HOUSE TAXATION
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KANSAS RECREATION AND PARK ASSOCIATION

700 JACKSON, SUITE 705 (913) 235-6533
TOPEKA, KANSAS 66603 Laura J. Kelly, Executive Director

To: Honorable Joan Wagnon, Chair, and Members
House Taxation Committee

From: Laura Kelly, Executive Director
Kansas Recreation and Park Association

Re: HB 2113 SECTION 2 PAGE 5 LINES 13-20

If passed in its current form, HB 2113 would remove the
sales tax exemption from fees and charges levied on participation
in tax-supported public recreation programs.

The Kansas Recreation and Park Association, on behalf of the
citizens in the 175 Kansas communities with tax-supported
recreation services, urges you to amend HB 2113 to reinstate this
exemption.

Organized, public recreation hag its roots in social welfare
having originated in 1885 in urban areas to ease some of the
social problems created by the harsh living conditions. The role
of public recreation has expanded over the years to meet the
increasing needs of families and individuals, young and old, wvell
and dismabled, urban, suburban and rural, for affordable and
accessible opportunities for productive, wvholesome leisure
involvement. Today, comprehensive public recreation services
include programs that are educational, promote physical and
mental health, provide opportunities for social interaction and
respite, enhance self-esteem through achievement as well as those
designed for amusement and entertainment.

All Kansans residing in a community with a municipal
recreation department or a recreation commission are contributing
to its functions through taxes. "Further, nominal participation
fees are added to those programs that appeal to special interests
(eg. full day summer and latchkey programs for working parents,
basketball programs for youth, golf greens and tennis court fees,
wellness programs for the sedentary adult, senior center
programs, special recreation programs for persons with
digabilities). To tax these fees vould be to put the participant
in double Jjeopary.

No doubt there are Kansans for vhom thisz double taxation
would be little more than a nuisance. But public recreation
serves ALL Kansans. To cause the cost of participation in public
recreation programs to rise beyond +he reach of fixed and lover
income citizens defeats one of the fundamental reasons for the
development of public recreation.

In a survey of surrounding states, none vas found to levy
sales tax on public recreation program participation fees. All
reported collecting and paying =ales tax on concession sales
(food and supplies) as do public recreation departments in
Kangas.

Again, the Kansas Recreation and Park Association asks you
to maintain the exemption on public recreation program fees.

Thank you for your consideration.

HOUSE TAXATION
#7

Attachment
02/27/91



THE PUBLIC ACCOUNTANTS ASSOCIATION OF KANSAS

TESTIMONY BEFORE THE
KANSAS HOUSE OF REPRESENTATIVES
TAXATION COMMITTIEE

by
James L. Gordon, CPA
President

HOUSE TAXATION
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Madam Chairman and the distinguished members of the House Taxation Committee:

Thank you for the opportunity to address this group today on the issue
of expanding the Kansas sales tax base. My name is Jim Gordon, I am
the President of the Public Accountants Association of Kansas, and I
am here to express our members opposition to this method for raising

state revenues.
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After reviewing the proposed sales tax expansion, we have concluded that
for reasons, which we will discuss shortly, the enactment of this measure
would severely hurt the business community situated in the state and
would encourage new and emerging businesses to begin their operations

in jurisdictions more hospitable to them.

As is typical elsewhere, the entrepreneurs in the State of Kansas are
so-called "small business" people. Most of the clients served by our
members are not large enough to maintain the internal professional staff
and specialists that a large organization would employ. Because of their
size, their purchases of consulting and other professional services are
mandatory business needs -- not discretionary -- and are disproportionately

high as compared with larger organizatioms.

We are aware that state government must address existing budgetary and
related fiscal problems. While we in no way minimize the importance
of those concerns, our comments today will focus on other potentially
negative consequences of the proposed tax for businesses, employees and
residents of the State of Kansas. We will also address its potential
injurious impact on the vitality of the State's economy. Our comments
are organized along the following areas:

. The State's economy.

. Nature of the business base.

. Need for competitive pricing and pool of purchases.

. Small and emerging-growth businesses and businesses with

special needs for services of professional advisers.
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. Sales and use tax issues.

. Collection problems - non-Kansas clients.

. The competitive environment and the mobility of business.
. Effect on the service industry.

. Compliance costs to small business.

. Compliance costs, impact on government.

. Double taxation.

THE STATE'S ECONOMY

The State is faced with difficult choices in structuring taxes that do

not destroy its tax base. Its nongovernmental economy is based upon

small to medium sized businesses. Kansas is surrounded by states which
can structure their taxes to provide their commercial residents with

a competitive advantage vis-a-vis a business located in Kansas. Kansas
should consider, before enacting a tax, whether it would serve to increase

the competitive advantage of Missouri, Nebraska, Oklahoma or Colorado.

THE NATURE OF THE BUSINESS BASE

Our experience tells us that the majority of businesses in Kansas are
small: farmers, restaurants, printing companies, food stores, clothing
stores, etc. Larger companies have more flexibility in choosing their
service providers. These purchasers may go outside the State by using
either in-house staffs at corporate headquarters or non-Kansas professional

service providers located close to corporate headquarters.
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NEED FOR COMPETITIVE PRICING AND POOL OF PURCHASERS

Small business enterprises succeed primarily because of price and convenience.
They have access to a limited pool of potential customers. Those potential
customers will shop in Kansas for the convenience of doing so provided

the cost for that convenience is not excessive.

SMALL AND EMERGING GROWTH BUSINESSES AND BUSINESSES WITH SPECIAL NEEDS

FOR ADVISORS

If an entrepreneur's cost of doing business increases because he or she
must pay more for professional services, then that entrepreneur can accept
a lower gain from the business or raise prices. The former option limits
the potential for growth, and the latter increases vulnerability to price
competition. In either event, the cost of doing business rises. As
experienced business advisors, we are aware that when costs rise and
profits fall, a business must retrench to rémain profitable. One option
is to reduce expenditures =-- payroll, advertising, etc. -- expenditures

that enrich the State's economy.

Many of those whom we serve come to us simply because they are not large
enough to maintain an internal professional staff of accountants and
specialists that a large organization would employ. A small business

that turns to us for professional services does so because it is neither
large enough nor possesses the financial resources to maintain internal
departments for such services. As a result, the small business would

be taxed under this proposal merely because it is "small." A small business

simply does not have any alternative. Attachment 8-5



Thus, a professional services tax that increases the cost of accounting
and other services for a small business places that business at a competitive

disadvantage to a larger business that conducts these functions in-house.

Our clients would pay in proportion to their problems, not in proportion
to their ability to pay. The professional services tax proposed by the
State would fall disproportionately on certain types of business, such
as start-up businesses, or businesses in financial difficulty, which
traditionally are heavy users of professional services. When a business
first begins operations it generally needs considerable accounting, tax,
and legal advise. Contracts, bookkeeping, and management systems need
to be negotiated and implemented. If start-up ventures are considering
where to do business, they will take into account the cost of these professional
services. If the cost from a Kansas service provider is not competitive,
the business will simply go elsewhere. Similarly, the tax would serve

as a deterrent to businesses considering relocation to the State of Kansas.

SALES AND USE ISSUES

An underlying goal of a use tax is to equalize the treatment between
residents who purchase locally and residents who purchase in another
state. The difficulty in establishing where the use of a professional

service (such as tax advice) led, in part, to the quick repeal of
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Florida's efforts to tax these services. The use tax component died,

in part, under the weight of its compliance burden. However, if a use
tax is not imposed the state would encourage Kansas residents to purchase
their professional services from professionals who are not subject to

the tax (i.e., accountants, attorneys, etc. in other states)

COLLECTION PROBLEMS - NON-KANSAS CLIENTS

The proposal is labeled as a sales and use tax on professional services.
However, in reality, it is a tax on Kansas professionals to the extent

of service purchasers located outside the State. The State may not be
able to enforce collection against an out-of-state purchaser from a Kansas
service provider. Thus, the legal incidence of the tax falls on the
shoulders of the service provider. The result is a direct tax on the
provider. In effect, Kansas professionals and others subject to the
proposed tax are being asked to assume a position that goes far beyond
merely collecting the tax as an agent for the State; they are being asked

to assume the economic burden of the tax.

THE COMPETITIVE ENVIRONMENT AND THE MOBILITY OF BUSINESS

The State of Kansas does not exist in a vacuum. Economically the State's
survival is inextricably linked to that of its neighboring States. A

fair assessment of the State economy does not view it in isolation.
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Perhaps at one time a state could have gotten away with the exercise
of its governmental powers in a manner that might inhibit the competitive
position of businesses within its borders. However, that day is long
gone. Technology thru fax machines and on-line computer networks continue

to make it easier to service clients from almost unlimited distances.

EFFECT ON THE SERVICE INDUSTRY

The service industry as a whole has enjoyed a reasonable degree of growth
and success in Kansas, and nationwide. We suggest extreme caution when
enacting legislation which would cause the service industry to regress

in economies stability, causing economic problems for the state.

COMPLIANCE COSTS TO SMALL BUSINESS

Small businesses will bear a proportiomately higher cost of the service
tax because of the additional compliance burdens associated with such

a tax. Compliance costs run two to three times higher for small businesses
than for department stores or chain supermarkets which use automated
systems. Higher collection and compliance costs further erode the ability

of small businesses to effectively compete against large competitors.
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COMPLIANCE COSTS IMPACT ON GOVERNMENT

The cost to the state of administering and enforcing a tax on services
is more expensive than the collection costs involved in the taxation
of tangible personal property. Numerous additional state tax personnel
would be necessary to ensure compliance by newly affected businesses.

State bureaucracies would expand resulting in a larger government.

Although a larger state, Florida appropriated 240 new positions for collection
and enforcement of the services tax. Included in governors proposed

Department of Revenue budget are six new positions. These six people

will be charged with the enormous responsibility of educating, registering,
recording monthly reports, collecting and enforcing this proposed tax

on tens of thousands of businesses, most of whom have never collected

sales tax in the past. I seriously question if the tax plan can be effectively
implemented by June 30, 1991 as proposed. If implemented, more than

six state employees will be required.

DOUBLE TAXATION

Several of the proposals would impose a sales tax on other taxes. Including
imposing a tax on services which are provided to comply with other laws.

An example is the taxation of fees for tax preparation services to meet

the requirement of paying income tax. Our laws have become so complicated
that many people have to pay for assistance in order to comply with them.

It is inequitable to impose a tax on services that are necessary to comply

with legal, regulatory and social issues.
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SUMMARY

The Public Accountants Association of Kansas believes the proposed tax

on professional services would be injurious to the State's economy and
specifically, would have an especially adverse impact on small business
owners. These small business owners were hardest hit by reappraisal

and classification. This proposed tax would impose a disproportiomnately
large portion of the burden on the very group you are trying to help.

In our view you should not try to collect a huge new tax for broad property
tax relief. If you proceed with this proposal those taxpayers who received

a tax windfall from reappraisal and classification would receive even

more tax cuts.

We would support a targeted real estate tax reduction plan.

We realize that some tax reform is likely this year. Before any tax
bill is passed by this body I would hope that the governor's promise

of budget cuts will be provided and acted upon. These policy decisions

are needed prior to a tax increase.

We encourage the legislature to consider our assessment of why enactment

of the proposed tax would be a mistake.
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ABOUT PAAK

The Public Accountants Association of Kamsas (PAAK) is a statewide organization
dedicated to the promotion of public accounting within the State of Kansas.
As professional accountants serving the small business community we also

speak as advocates for our clients.

PAAK is comprised of more than 400 members which include large and small
accounting firms. Both certified public accountants (CPA's) and public
accountants (PA's) are members of PAAK. PAAK receives no government

funding.
The PAAK Board of Directors establishes policies through the work of

its committees. These policies are the guiding principles of the organiza-

tion and translate into the views expressed here.
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TESTIMONY
Before the House Taxation Committee
February 27, 1991
By
Harriet J. Lange, Executive Director
Kansas Association of Broadcasters
| RE: HB 2113

Madam Chair, Members of the Committee, I am Harriet Lange, executive director of the Kansas
Association of Broadcasters (KAB). The KAB represents a membership of 120 radio stations and 21
television stations in Kansas.

We appreciate the opportunity to appear before you concerning HB 2113.

The KAB supports the position of Kansans for Tax-Free Services. .Our membership adopted the
attached resolution opposing a services tax, at our annual meeting in October of 1990.

Although the sale of advertising time is not targeted for taxation in this proposal, we have
concerns with the impact that a tax on professional and other business-to-business services would
have on the economy of this state and on small business in particular.

The vast majority of our member stations are small businesses. In fact, 80 percent of our member
commercial properties have annual sales of under $1 million.

Some of the services which radio and television stations purchase that would be taxed in HB 2113
include: news services, programming, music fees, legal and accounting, engineering, audience
research, consulting, satellite services, art and graphic design, and membership dues, to name just a
few.

A few weeks ago, we surveyed Kansas radio and television stations in order to determine the net
effect on their businesses of a broad-based services tax and a 35 percent rollback in their property

taxes.

All of the surveys that have been returned to date indicate a net negative impact, with stations

paying more in services taxes than they would get back in property tax relief. The net impact ranges

from $200 to $29,140 more in taxes, with a station average of $8,250 more in taxes.__This does not
"HOUSE TAXATION
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include the increase in income taxes that would occur due to the non-deductibility of sales taxes.

This proposal clearly would negatively impact the expense side of our ledger, and we fear also, the
income side. Advertising is the only source of revenue for radio and television stations; and a
majority of that ad revenue comes from small local businesses. We believe this proposal would tend
to erode our revenue base, because of the negative impact it would have on small businesses who
are our advertisers.

In these difficult economic times, stations all across Kansas are struggling to survive. In fact
broadcast employment in Kansas decreased by nine percent from 1985 to 1989. The loss of revenue
AND the increased costk of doing business, inherent in this proposal, would necessitate cutbacks in
community services (local programming, hometown news, public affairs, and public service) which
broadcast stations provide and on which your constituents depend.

To summarize, broadcasters are concerned with the health of the state’s economy - a critical factor
in a station’s success or failure, and in their ability to provide the community services which they are
licensed to provide. A services tax will hurt small and emerging firms which provide the majority of
jobs in this state; it will place existing Kansas businesses at a disadvantage with their competitors in
other states; and it will increase the cost of doing business in Kansas, placing us at a competitive
disadvantage with other states in the region, in seeking new and expanding businesses. We urge you
not to support a tax increase through the imposition of a tax on services.

Thank you for your consideration.
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RESOLUTION

WHEREAS, a new sales tax on the services which small businesses purchase would place those small
businesses at a competitive disadvantage with their larger competitors; and

WHEREAS, a tax on services would place many service businesses in Kansas at a competitive
disadvantage with their competitors in other states which do not collect a services tax; and

WHEREAS, a tax on services places a multiple tax on products violating the tenet of a single tax; and

WHEREAS, the fair administration and enforcement of a services tax would be a burden on
government as well as business; and

WHEREAS, very few states assess a services tax, placing Kansas’ economic development efforts at a
competitive disadvantage, if a services tax in Kansas was to be implemented; and

WHEREAS, placing a tax on services would not "expand" the tax base, but rather would increase the
cost of doing business and the tax load of all Kansas taxpayers; and

WHEREAS, a tax on advertising and advertising services would result in a net loss of tax revenue
because advertising increases sales; and

WHEREAS, a tax on advertising would do harm especially to small and emerging firms, many of
whom operate with a marginal profit or at a loss;

THEREFORE, BE IT RESOLVED, that the Kénsas Association of Broadcasters, representing 120

radio stations and 21 television stations, strongly opposes the imposition of a new sales tax on services,

due to the detrimental effect such a tax would have on the Kansas economy, Kansas businesses, and
Kansas taxpayers.

BE IT FURTHER RESOLVED, that a copy of this resolution be sent to all Kansas broadcast stations
and provided to each member of the Kansas Legislature and to the Governor of Kansas.

Adopted by the KAB Board of Directors, September 25, 1990, Hutchinson

Adopted by the KAB General Membership, October 11, 1990, Lawrence

S Dt L

Stuart Melchert, KSCB AM/FM
President
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February 27, 1991

TO: Members of the House Taxation Committee

RE: Sales Tax on Travel Agencies

Thank you Madam Chairman and members of the Committee for
inviting me to appear before the Committee to express concern
about the prospects of extending the Kansas sales tax to the
travel industry of Kansas.

I am Penny Tuckel, CTC, President and owner of Mark I Travel
of Topeka. I have twenty vears experience in the travel
business in Kansas. I wish to express my opposition to any
plan that would apply the Kansas sales tax to commissions of
travel agents in Kanszas.

I feel if a sales tax is applied to sales made by travel
agents, it will have a very detrimental effect on our future
business in Kansas. No other state surrounding Kansas has such
a tax, and if it was enacted, our customer base would simply
call a travel agent in Kansas City, Missouri to book their
travel. Many travel agents have a "1-800" free telephone
number and can be easily contacted to avoid the tax.

Even worse, a travel customer can deal directly with airlines
or cruise lines by calling direct - normally free of charge,
by-pass a Kansas travel agent and work their own arrangements
- just to avcoid the tax. The following airlines have listings
in the Topeka phone directory with naticnal "1-800" out of
state telephone numbers: american Airlines, Delta, Japan
Airlines; KLM, Royal Dutch Airlines:; air New Zealand: Midway:s
Midwest; Northwest; Philippine aAirlines; SAS, Southwest
Airlines; United and USAir. Eighty percent of most all travel
agents’ income arises from airline bookings.

applying the sales tax in Kansas will tilt the consumer away
from the Kansas travel agents and severely cripple this
segment of the Kansas economy. The travel Agency industry is
comprised mainly of female constituents and employees, many of
whom rely upon this industry for their sole means of support.
These Jjobs are seriously at risk.
HOUSE TAXATION
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I am a member of the American Society of Travel égents, Inc.
(ASTA) which has as its purpose to promote and advance the
travel agent industry. ASTA has furnished me the attached
material that they have prepared and have authorized me to
share with you their views. 1I’ll not read their wvery
informative statement, all of which contains very convincing
arguments and points that support not imposing a tax on
commisgions received by a travel agent.

The most impelling and convincing argument, it appears to me,
is the fact that the Federal Aviation Act prohibits a state
from imposing a tax on transportation. I am attaching a copy
of Section 1113 of the Federal Aviation Act that says that no
state is allowed to levy or collect a tax, directly or
indirectly, on persons traveling in air commerce as on the
sale of air transportation or the gross receipts derived
therefore. & discussion of this federal law is contained in
the ASTA position paper.

In conclusion, I wish to convey to you that we are working in
a very competitive and fragile economic atmosphere. I urge
you to not tax the Kansas Travel industry.

Penny J. Tuckel, CTC
President

Encl.
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POSITION OF THE AMERICAN SOCIETY OF TRAVEL AGENTS, INC.
(ASTA)

The American Society of Travel Agents, Inc. {asTA), the
world’s largest trade association of professional travel
agents, has 13,000 travel agent members throughout the
United States, and a total worldwide membershir of agents
and industry suppliers totalling 23,000. ASTA’s purpose is
the promotion and advancement of the Interests of the travel
agency industry and the safeguarding of the traveling nublic
against fraud, misrepresentation and other unethical
mractices.

ASTA opposes the imposition of a state sales tax on the
consideration received by a travel agent for performing a
service.

A travel agent represents his supplier/principal by selling
tickets for transportation and by making reservations for
hotel accommodation, rental cars, and other services in
behalf of third-marty travelers. A travel agent generally
does not charge the traveler a fee; an agent recelives a
commission from the principal who provides the
transportation, hotel room or rental car to the traveler.
Therefore, the supplier is the purchaser of the travel
agent’s services. For the most part, the supplier/purchaser
has its princimal place of business outside the state where
the transaction takes place.

THE FEDERAL AVIATION ACT PROHIBITS 4 STATE FROM IMPOSING A
TaX ON TRANSPORTATION. 49 U.S.C. 1513 prohibits the
imposition by a state of any tax on transportation by an air
carrier. Because an airline ticket costs the same to a
traveler whether purchased from a travel agent or directly
from an air carrier, a sales tax on the agent’s commission
(included in the price of a ticket when sold through an
agent to a traveler) is, in fact, a tax on transportation in
violation of the federal statute. The same argument obtains
when applied to a cruise ship operating in forelgn commerce
or to any supplier whose principal place of business 1is
located ocutside the State. 80% of a travel agent’s sales
are air sales.

A TAX ON TRAVEL AGENT SERVICES CANNOT BE COLLECTED FROM THE
PURCHASERS OF THOSE SERVICES. A travel agent is unable tc
simply "bill" an air carrier for reimbursement of the tax.
although there is nothing specific to prohibit non-airline
suppliers from reimbursing a travel agent for a tax by
augmenting the commission payment, it is unrealistic to
believe a supplier would undertake the expense voluntarily.
Individual suppliers unilaterally establish their commission
rates. The travel agent has only two options: to sell the
service of the supplier and receive the commission offered
by that supplier, or not to sell that service at all.
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ASTA - P2

In addition, a travel agent must remit the money received
for air sales every seven days. These payments are made
through an organization called the Area Settlement Plan
(asP). The agent deposits cash in a bank account
representing seven days’ worth of airline ticket sales and
makes a report of this deposit to the ASP. The ASP then
drafts the agent’s bank account for the amount of ticket
sales reported. Should the agent begin, on July 1, 1991,
depositing less in the ASP account to recover a sales tax,
he is in breach of the agent’s agreement and subject to
sanctions by his principal. These sanctions include
"mulling plates" so that the agent cannot issue airline
tickets.

A TRAVEL AGENT IS ALSO UNABLE TO COLLECT THE TAX FROM A
TRAVELER BY RAISING PRICES. Fares for interstate and
foreign air travel are governed by federal law. Alrlines
control the discounting of their fares, and an agent may
charge only the fare specified by the carrier; to charge a
different fare is a breach of the agent’s agreement with the
carrier.

THERE ARE PRACTICAL IMPEDIMENTS TO COLLECTING ANY TaX FROM
TRAVELERS WHO USE A& TRAVEL AGENT. The price of hotel
accommodations or car rentals (basis of both the agent’s
commission and any tax) is calculated when the customer’s
bill is paid at the termination of the hotel stay or when
the car is returned. After the traveler has used these
services, the travel agent is paid a commission based on the
amount of the final bill. This final information can arrive
weeks or even months after the day that the travel agent’s
client comes in to request the arrangements. There is no
mractical way for the travel agent to collect the tax from
the client after the fact.

ANY ATTEMPT BY & TRAVEL AGENT TO COLLECT & TAX FROM A CLIENT
WOULD RE MORE THAN SELF-DEFEATING. Most airlines, car
rental companies and hcotels sell their services through a
dual distribution system: through travel agents and
directly to the public. A client can easily deal directly
with the most travel service suppliers by means of numerous
"800" tollfree or direct access telephone numbers or by
mail. The nuisance to the client of paying an additional
rax for the agent’s services would likely cause the client
to deal directly with the supplier in the future.
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A& SERVICE BUSINESS TaxX APPLIED TO TRAVEL AGENTS WOULD al.so
RESULT IN MULTIPLE TAXATION IN VIOLATION OF THE COMMERCE
CLAUSE OF THE UNITED STATES CONSTITUTION. A federal
trangportation tax is presently levied on the price of air
tickets, including the portion retained as a commission by
the travel agent. Many Jurisdictions impose a tax on the
total rental price of a hotel room, which is the basis of
the agent’s commission. Suppliers who pay commission to
travel agents in many states would be exposed to multiple
state taxation 1if each agent charged back a local tax to the
supplier. A Kansas tax on the commission portion of airline
tickets and other supplier services would constitute a form
of double taxation.

BECAUSE A TAX ON TRAVEL AGENT SERVICES COULD NOT BE
COLLECTED FROM EITHER SUPPLIERS OR TRAVELERS, THE TaX WOULD
HAVE TO BE ABSORBED BY THE TRAVEL AGENTS THEMSELVES. Travel
agents exist on extremely narrow profit margins (somewhere
between (1.5% and 3%) while performing an integral role in
maintaining the transportation system serving Kansas and its
citizens. This tax vields a small amount of revenue but
imposes an enormous and unreasconable burden on interstate
travel by restricting already limited travel agency
Ffacilities.

Attachment 10-5



Federal Aviation Act of 1958
Section 122.49

STATE TAXATION OF AIR COMMERCE

SEC. 1118. [Added by 87 Stat, 90, 49 U.S.C. 1513] (a) No State
(or political subdivision thereof, in¢luding the Commonwealth
of Puerto Rico, the Virgin Isiands, Guam, the District of Co-
lumbia, the terrilories or possessions of the United States or
political agencies of two or more States) shall levy or collect a,
‘tax; fee, head charge, or other charge, dircetly or indircetly,
on persons. traveling in air commerce or on the carriage of
persons traveling in air commerce or on the sale of air trans-
portation or on-the gross receipis derived thercfrom; except
that any State (or political subdivision thereof, including the
Commonwealth of Puerto Rico, the Virgin Islands, Guam, the
Distriet of Columbia, the territories or possessions of the
United States or political agencies of two or more States)
which levied a tax, fee, head charge, or other charge, directly
or indircetly, on persons traveling in air commerce or on the
carriage of persons traveling in air commeree or on the sale
of air transportation or on the gross receipts derived there-
from prior to May 21, 1970, shall be exempt from the provi-
sions of this subsection until December 31, 1973.

(b) Nothing in this section shall prohibit a State (or political
subdivision thereof, including the Commonwealth of Puerto
Rico, the Virgin Islands, Guam, the District of Columbia, the
territories or possessions of the United States or political

122.50 AERONAUTICAY, STATUTES T-3 (3-79)
(¥ 1114}

agencies of two or more States) from the levy or collection of
taxes other than those enumerated in subsection (a) of this
section, including property taxes, net income taxes, franchise
taxes, and sales or use taxes on the sale of goods or scrvices;
and nothing in this section shall prohibit a State (or political
subdivision thereof, including the Commonwealth or Puerto
Rico, the Virgin Islands, Guam, the District of Columbia, the
territories or possessions of the United States or political
agencies of two or more States) owning or operating an air-
port frem levying ‘or collecting reasonable rental charges,
landing fecs, and other service charges from aircraft opera-
tors for the use of airport facilities.

(c¢) In the case of any airport operating authority which—

(1) has an outstanding obligation to repay a loan or
loans of amounts borrowed and expended for airporl im.
provements;

(2) is collecting without air carrier assistance, a head
tax on passengers in air transportation for the use of its
facilities; and

(3) has no authorily to collect any other type of tax to
repay such loan or loans, . i

the provisions of subsection (a) shall not apply to such author-

ity until December 31, 1973,
- Attachment 10-6



Febraury 27, 1991

COMMENTS CONCERNING HOUSE BILL 2113
PRESENTED TO HOUSE TAXATION COMMITTEE
I am Elwaine F. Pomeroy, appearing on behalf of the Kansas Collectors Association,
Inc. The collection industry feels that this tax proposal would create numerous
problems not only for the industry but, more importantly, for the general public

as well. I will briefly highlight some of those problems.

First, the tax will result in increased costs to the consumer. I don't think
there is any doubt in anyone's mind that any tax on services that's levied against
businesses will inevitably be passed on to the consumer, either directly or

indirectly. That's a foregome conclusion.

Second, there's the problem of the indirect taxation of exempted items. For
example, a tax on collection services would indirectly increase the cost of many
items exempt from sales tax--items such as medical services. Medical accounts
are collectors' top market. Thus, while medical services are exempt from taxation,
the collection of accounts relating to the provision of these services would be

taxed under this proposal.

Third, where the collections are for items that were not exempt from sales tax,
there is the problem of double taxation. A retail account has already been taxed
at the time of sale: for example, if a retailer sells a piece of furniture, that
sale is subject to the sales tax already. But if the consumer fails to pay the
retailer and the retailer then turms that account ovér for collection, the

collection of the account is taxed again under this proposal.

Fourth, this tax would put an increased burden on small business. Many of the

businesses who will be responsible for paying the proposed tax on services are
HOUSE TAXATION
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small businesses, as are many of the clients of those service businesses to
which the tax will be passed on. The business climate of Kansas would be
worsened by this tax. Adding a tax on business services would put additional
pressure on many of those surviving businesses that are barely keeping their
heads above water. For one type of small business, collection agencies, the
profit margins average in the neighborhood of 4 to 6 percent, and you can

easily see what a 4.25 percent tax would do to those margins.

Fifth, this tax would discriminate against local collection agencies in favor
of large, out of state agencies, perhaps putting many small agencies out of

business.

We would urge the full committee to accept the recommendation of the sub-committee

that collection services not be subject to sales taxes.

/ -
égc S AR e 7/ ;/%/( /,/

Elwaine F. Pomeroy, for
Kansas Collectors Association, Inc.
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TESTIMONY

Presented to the Taxation Committee
of the Kansas House of Representatives

On Behalf of
Beech Aircraft Corporaticn
The Boeing Company
Cessna Aircraft Company
Learjet Inc.

February 27, 1991
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I am John Moore, Senior Vice President for the Cessna Aircraft Company.
With me this morning are these representatives from other Kansas aircraft

manufacturers -- Beech Aircraft Corporation, The Boeing Company, and Learjet, Inc.

I am pleased to be here this morning and provide our industry's perspective
on the importance of sales tax exemptions which apply to most aircraft sales, some

service and modification work, and the parts businesses which we all have.

The aviation industry in Kansas currently employs approximately 37,000
individuals and collectively has a Kansas payroll of $1.246 billion. We also buy

more than $575 million worth of supplies from other Kansas companies each year.

1990 was a very good year for many of us as increased sales and profits were
reported by Beech, Cessna, and Boeing. However, our companies have always been
cyclical as the legislature knows very well. The general aviation companies here,
despite solid performance in 1990, are already feeling the results of a domestic
recession and uncertainty in our marketplace due to the international situation.

Indeed, Beech and Learjet have announced layoffs in the past three months.

Kansas is clearly the strongest general aviation center in the country and the
presence of Boeing in Wichita greatly strengthens our position in the entire
aviation industry. However, for this to continue to be the case, the business
environment which state government has created must remain consistent and
conducive to first stability and then growth in the aviation industry. Current sales
tax exemptions which this committee is reviewing are extremely important to the
aircraft industry and, to a very real extent, reflect the state's attitude toward the
industry. Our manufacturers are concerned that this discussion is even taking place

and is impacting the business decisions being made today.
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The sale of our aircraft is currently exempt from sales tax under a number of
statutes. Two of the most important are K.S.A. 79-3606(g) which exempts sales to
foreign customers and K.S.A. 79-3606(k) which exempts sales, domestic and foreign,
if the aircraft is flown out of Kansas within ten (10) days. This latter exemption is
known as the 10-day fly-away exemption. Sales to the military or foreign

governments cannot be taxed because of the U. S. Constitution.

Any possible perception that the repeal of these tax exemptions would have
no impact upon our industry is erroneous. To begin with, 22 states have lower use
tax rates than 5.25 percent (if the statewide 4.25 percent tax applies, local taxes at 1
percent would also be applicable) which would be applicable in Kansas. Four states

give no credit for sales tax paid in Kansas, and four states have no use tax at all.

More importantly, there is no applicable use tax for aircraft sold to foreign
customers. Currently, 40 percent to 60 percent of all Cessna aircraft sales are made to

foreign customers.

The 10-day fly-away rule exempts 97 percent of our sales because it includes
sales at Cessna to foreign and domestic customers. Whenever sales tax would be
imposed and a use tax of less than 5.25 percent is not applicable in the customer’s
state, the cost of aircraft is increased or our financial results will be negatively
impacted. This would always be the result with sales to foreign customers. This
change clearly does one of two things - increases the price of our products or hurts
financial performance. It would also occur at a time when pricing increases already
do not fully pass along cost increases. Indeed, many models today are policy priced

to stimulate sales as history clearly shows all of our products are price sensitive.

There is another result this would have and that would be to provide a

competitive advantage to non-Kansas manufacturers.
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The Kansas general aviation manufacturers have product competitors
outside the State of Kansas who do not have this tax issue and a competitive
disadvantage against them would exist as you can most clearly see with respect to
foreign sales. These competitors include Piper in Florida, British Aerospace and
Falcon Jet in Arkansas, Gulfstream in Georgia, and Fairchild in Texas. Furthermore,
the State of Nebraska has just granted Piaggio a sales tax exemption as a part of the
economic inducements package to have Piaggio locate its final assembly and

delivery operations there.

But the environment which exists in this state is equally important to Boeing.
Competition in the commercial aircraft marketplace in which Boeing competes is
more fierce today than it has ever been. More than 200 modification and
maintenance facilities compete worldwide for market share. Historically, U.S.
aircraft manufacturers have maintained a dominant share of the new commercial
jet transport market, led by Boeing. Today, that market position is being seriously

challenged by Airbus Industrie, a European consortium.

Airbus, formed just 20 years ago, is almost completely subsidized by its
respective European governments. Richard Evans of British Airospace, an Airbus
Industrie partner, recently stated: "Airbus is going to attack the Americans,
including Boeing, until they bleed and scream. And we are going to make a lot of
money in the process." Airbus has captured 35 percent of the new jet transport
market since 1970, eliminating Lockheed and slicing McDonnell Douglas jet aircraft

sales in half.

If these exemptions were repealed, there could very well be a major
dislocation among Kansas manufacturers. Learjet has a facility in Arizona from
which it can deliver airplanes without sales tax. Beech also has a facility in Alabama
which specifically passed a sales tax exemption for Beech. In addition to being at a
competitive disadvantage with Piaggio, British Aerospace, Falcon Jet, Fairchild, and
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Gulfstream, Cessna would, in all probability, have to eventually relocate its delivery
operations and related work to be on equal footing with these present Kansas
manufacturers. It is estimated that approxim;tel'y 350 jobs would be lost if they were

to have to take these steps. Other manufacturers could have similar impacts.

Other exemptions are also very important. Aircraft sales for resale and trade-
ins are also exempt from sales tax through other statutory exemptions. Parts sales to
out-of-state customers are exempt due to a ruling by the Kansas Department of
Revenue based upon the commerce clause. Service and parts used in the

modification or repair of aircraft are taxed in Kansas for domestic customers but tax

exempt for foreign customers.

These exemptions for parts and services are extremely important as they
represent major business segments for Kansas Manufacturers which are growing.
Equally as important, parts and service business have historically reduced the
impact of depressed aircraft sales during recessions as these business activities

increase in those times.

Finally, a good example of how changing tax policy drives business decisions
is the question of Cessna resuming its piston manufacturing. At one time we
produced 8,000 single engine piston aircraft and employed 5,000 in doing so. Product
liability costs caused us to cease production of those airplanes, but we have said
publicly we would resume production immediately if that issue would be resolved.
While resuming production in Kansas is not assured, if we do begin producing
piston aircraft again in Kansas the availability of these exemptions would be a major

factor in that business decision.

Thank you for the opportunity to appear before your committee and to

present this testimony.
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KANSAS INDEPENDENT OIL & GAS ASSOCIATION

105 SOUTH BROADWAY ¢ SUITE 500 » WICHITA, KANSAS 67202
(316) 263-7297 ¢ FAX (316) 263-3021
1400 MERCHANTS NATIONAL BANK BLDG. ¢ TOPEKA, KANSAS 66612
(913) 232-7772 e FAX (913) 232-0917

February 27, 1991

TO: House Committee on Taxation
RE: HB 2113 — Sales Tax

Thank you for permitting me to appear today on both exemptions and services
subject to the Kansas sales tax. I've been in Washington, D.C. earlier this
week on matters concerning our industry in Kansas.

We have estimated that our industry pays annually in excess of $100 million in
sales tax. We also benefit directly from several exemptions that are
considered under HB 2113.

The first, and a very important one Lo our industry, is under KSA 79-3603 (p)
relating to original construction. That begins on page 6, line 42, of HB 2113.
Eliminating this exemption would have a serious impact on the the future
drilling program for oil and gas wells in Kansas.

There was some discussion in your subcommittee about the merit of exempting
services relating to new contruction. This has been the subject of prior leg—
islatures and the message is clear that KSA 79-3603 (p) is there to stimulate
short term contruction in Kansas' infrastructure. After it's built, services
are taxed regularly — for many years to come. We urge you to keep that
section exempt.

We also fall into the category of exemptions from the sales tax for materials
consumed in the process of drilling and servicing 0il and gas wells. We
believe HB 2113 continues this exemption on page 12, line 16, and we urge you
not to remove the exemption from sales tax on consumables.

We believe natural gas, propane, and electricity used in the process of pump-
ing our oil wells are provided for in HB 2113 when used as counsumables and are

exempt. We urge you to continue that policy.

The legislature, two years ago, added drill bits and explosives to KSA 79-3606
(rr) instead of having the Department class them as consumables. We think
they should remain exempt. HB 2113 would tax these consumables. To be
consistent, we believe they should remain exempt.

Additionally, our industry uses professional services extensively, such as
geological, engineering, accounting, and legal services which are not now
taxed. We feel professional services should not be taxed, as recommended by
your subcommittee. HOUSE TAXATION
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House Committee on Taxation
February 27, 1991

RE: HB 2113

Page —2-

It's very important for you to distinguish the Kansas oil and gas industry
from other business and industry in the state. O0il and gas producers must
bear the brunt of any new tax because they are unable to pass the tax along to
the consumer. The pricing mechanics of selling 0il and gas parallel that of
an independent farmer who is at the mercy of the market price and cannot pass
the tax along.

The net result is that as taxes increase on the Kansas 0il and gas industry,
profitability decreases and the industry is encouraged to invest its money in
other producing states — those with a more favorable tax climate and where
prospects for finding and producing 0il and gas are much better. Less
activity equates to less production and the waste of a valuable natural
resource.

We believe the Kansas oil and gas industry has far exceeded its capacity to
bear further taxation. We particularly feel since an added sales tax burden
cannot be passed along and must be borme by individual operators attempting to
produce a raw product to be sold, this tax policy will be a disincentive to
this important Kansas industry.

Our comments relating to taxation have been confirmed by Kansas, Inc. which
has been making recommendations to the legislature to lower oil and gas
industry taxes — not raise them. -

Donald P. Schnacke
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HOUSE COMMITTEE ON TAXATION

HB 2113

February 27, 1991

Chairman Wagnon and Members of the Committee:

My name is Sara Corless, Governmental Affaires Director for
the Home Builders Associlation of Greater Kansas City.

I wish to address the proposed tax on labor in new
residential construction.

Recognizing the need to alleviate an overly-burdened
property tax in Kansas, the Home Builders Association is
concerned about the proposal under discussion that would add
at least $1300 in taxes to the new homebuyer's bill on a
$150,000 home. And, if other services such as attorney's
fees, engineering fees, etc. are taken into account, the new
home buyer could easily see an increase of $1500-1800.

These taxes would come on the heels of quickly escalating
fees that local governments with their budget shortfalls
have begun imposing for everything from roads, parks,
sewers, and bike trails--fees that are ultimately passed on
to the new home buyer.

A $1500-1800 tax on the cost of a new home may not seem
unreasonable since it is passed on to the buyer and can be
financed over a 30 year mortgage, but it becomes thousands
of dollars over the life of a mortgage and can add enough to
the monthly payment to make the home unaffordable.

As we look at what this tax does to the cost of a new home,
we tend to forget that new home prices have a direct impact
on existing home values, driving them up more quickly. As
existing home values go up, so do their assessed valuations-
-and finally--soc do property taxes, creating the same effect
the legislature is working to alleviate.

I appreciate the opportunity to appear before you today.
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810 MERCHANTS NATIONAL BANK

KANSAS
8TH & JACKSON

CONSULTING
TOPEKA, KANSAS 66612
E ENGINEERS
PHONE (913) 357-1824
STATEMENT
Date: February 26, 1991
To: House Committee on Taxation
From: George Barbee, CAE

Executive Director
Re: HB-2113 (Sales Tax on Professional Services)

The proposed amendments of HB-2113 would have the effect of

taxing all services under the sales tax provisions of the state
statutes. Engineering services have not been taxed in the past
because they were not listed as a taxable service and for good

reason.

As I reviewed the sales tax statutes it became evident that the
entire retailers sales tax statutes were clearly intended for the
retailer to collect from the consumer a tax on the final retail
transaction. The providing of a professional service such as
engineering is not a retail transaction.

The design of a project is a necessary step toward providing the

builder the necessary contract documents and plans from which the
builder can determine ways, means, materials and methods to build
according to the design and specifications.

Sales taxes are paid by the engineer, architect, contractor and
subcontractors as they individually make final retail
transactions for materials that are incorporated as components of
the final constructed project.

The engineering firm pays sales tax on paper, pencils, computers,
automobiles, trucks and equipment. The contractor pays tax on
construction materials and the sophisticated construction
equipment of the 90’s. It is not as if taxes are not being paid.
They are being paid at the proper time when the final retail
transaction is conducted on component parts of the project. To
do otherwise than at the final retail transaction would be an

administrative nightmare.

First let me share with you what a consulting engineer does.

Consulting engineering services vary in scope from short-term
consultations to the development and design of large and complex
projects. These professional engineering services, commonly
summarized into four basic classifications, are provided directly

to owner-clients or in association with architects.
HOUSE TAXATION
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The services included are widely diversified. Typical examples
are:

. Collecting and interpreting data
. Engineering studies and reports
. Cost studies

: Economic comparisons

: Long-range facility planning

. Conducting public hearings

. Appraisals and evaluations

. Feasibility studies

: Investigations

: Government agency liaison

: Applications for government grants or advances

To provide any of those often requires a coalition of
professionals working together through sub-contracts.

Imagine that we are finally going to get a new major convention
hotel in downtown Topeka. The owner of this new imaginary high-
rise is located in Chicago. The owner has options on property,
knows how many units, restaurants and meeting rooms are needed
and it is time to hire an architect to coordinate with a team of

design firms to design the project.

The architect will eventually hire an electrical engineering firm
to design the electrical distribution system; a structural
engineering firm to design the skeletal support frame; a
mechanical engineering firm to design the air conditioning,
heating and ventillation system, and water and fire sprinkling
system; a geo-technical engineering firm to perform site
investigation and many other specialists to develop the
construction documents, plans and specifications.

Will the owner hire a team of Kansas designers on this project
and pay a sales tax at every sub-contracting level of
engineering, or will the owner simply hire a non-Kansas team to
save the sales tax? What would you do?

Remember the service of design is not performed on the site of
construction. It is performed in the locatiaon or locations
where the design team members have their offices. That very
likely will not be Kansas if this bill passes without exemptions.

We have heard a lot about how the taxing of services will be the
norm by the end of the century and that services are being taxed
in Iowa, Massachusetts, Connecticut, Florida, South Dakota, New
Mexico and Hawaii. Professional services are presently only
taxed in South Dakota, New Mexico and Hawaii. All three of these
states are either economic or geographical islands and not
affected by a neighboring state separated only by a street as is
the case in Kansas and Missouri.

Attachment 15-2
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To tax engineering services would cause a competitive
disadvantage at both interstate, intrastate and international
levels which will cause a loss of jobs in Kansas. We are
fortunate to have very large engineering firms located in Kansas
that perform services world-wide. They cannot possibly compete
in an environment that taxes them while their competitors go

untaxed.

The result would be a loss of jobs as the firms realign their
particular design facilities to be performed in other branch

offices.

Finally, revenue projections for a tax on engineering and
architectural services have been estimated by the Department of
Revenue to be at $10 million. Attached to this statement you
will find some information that projects a different revenue
picture. This information was compiled by a nationally known
publication, Professional Services Management Journal (PSMJ).
This publication was active in compiling information in
Massachusetts, Connecticut and Florida as these states considered

a tax on services.

These figures show that revenue projections for Kansas were based
on 1987 U.S. Census Bureau statistics and that they include areas
known as Metropolitan Statistic Areas or MSA’s. The MSA in

" Kansas includes 6 counties in Missouri. These counties are Cass,
clay, Jackson, Lafayette, Platte, and Ray. These 6 counties make

up a major portion of one of the two economic trade centers in
the state of Missouri.

Madam Chairperson, there are other problems with the concept of
taxing prior to the final retail transactions, but the very fact
that these services are only component parts of a project leads
me to request that this committee delete the provisions of taxing

engineering services.

Thank you for the opportunity to speak to this issue and I would
be glad to respond to questions.
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February 15, 1991

Mr. George Barbee
Executive Director

Kansas Consulting Engineers
810 Merchants National Bank
Topeka, Kansas 66612

REF: Draft Services Sales Tax Proposal

Dear Mr. Barbee:

We have reviewed both the draft sales tax legislation (House Bill No. 2113) and the Secre-
tary of Revenue’s estimate of taxes (January 10, 1990) and we find the revenue estimates
are grossly overstated due to errors in the assumed value of taxable sales..

Our analysis and data show the proper estimates of revenues and costs are as follows:

Revenue Estimates for Sales Taxes

Secretary of
Revenue PSMJ
Estimate Estimate Difference
A/E Services $10 million  $874 million d

Additional Cost to Govern-
ment of Higher A/E Costs

Revised Estimate of Sales
Tax on A/E Services

not estimated

$60 million
$3.0 million

Construction (New)

Construction (Renovation)

Revised Estimate of Sales
Tax on Construction

Quite obviously, our estimates vary significantly from the Secretary of Revenue. Our rea-
sons for these changes are as follows:
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Page 2

First, the revenue estimate relative to architectural and engineering services and construc-
tion, is wrong for the following reasons:

A. The Census Bureau includes in the Kansas data the Kansas City Metropolitan
Area, which includes Cass, Clay, Jackson, Lafayette, Platte and Ray counties in
Missouri. Attached is a page from the census guide which shows this.

B. The value of A/E services reported is the revenue generated by A/E firms
located in Kansas, not the value of A/E services performed on projects located in

Kansas.

C. The Census Bureau data used for A/E revenues that would be subject to the tax is
for gross revenues, including subconsultants. Thus, subconsultant revenues are
double counted. This was an error by the Census Bureau.

To illustrate this, you have, in the Kansas City MSA, several large A/E firms, including
Black & Veatch, HNTB and Burns and McDonnell. These firms perform engineering ser-
vices on projects located all over the world in their local offices. The sales value of engi-
neering services these firms perform for projects outside of Kansas, or for government
users, both of which would not be taxable under the proposed law is included in the Census
Bureau A/E revenue data. Thus you should not use Census Bureau data to develop a tax

revenue estimate.

The key point which is not reflected in either the A/E or the construction revenue estimate
figures is that government is the biggest user of both A/E and construction services. Since
the present proposal continues the exemption for government services, the portion of these
estimates reflecting government use is in error.

The revenue estimates also do not contain any factor for increased costs for government
due to higher costs of their suppliers.

The current draft legislation contains the three most expensive provisions of sales tax laws:

A. Local Option Taxes - Since A/E services would be "used" at the project site, a
single office firm would be forced to track and report sales by each local jurisdic-
tion that imposes a local option tax, greatly expanding filing requirements and
costs.

B. Individual Project Sale for Resale Exemption Certificate - Since each A/E proj-
ect would be a separate sale and subcontracting is prevalent in the profession, this
adds a considerable volume of paperwork.
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C. Compensating Use Tax - This is a full time employment for accountants provision
in any firm that purchases services out-of-state and has sales out-of-state. It often
requires a complete re-building of a firms’ accounting system.

Beside these administrative costs, firms also incur higher costs due to the tax on their pur-
chases.

Our surveys of firms in Florida while their services sales tax was in effect showed the tax
increased their cost of doing business by 4%.

As the largest user of A/E services, government would pay this increased cost of doing
business in higher A/E fees. Firms could not absorb this cost as the median profit margin
for A/E firms is 3.3% and no firm can have costs in excess of revenues and continue to stay
in business.

Finally, I would add, it would be impractical to delete A/E services from the tax without
also deleting construction, accounting, legal and business consulting services. These firms
have become very similar in the services they offer (contractors have design build, A/Es
and accounting consulting firms do planning and environmental consulting, accounting and
legal do financial consulting, etc.) thus imposing a sales tax should not be done on the type
of business.

Attached is the basis for our revised estimates on this tax. We will be happy to discuss
these with you, at your convenience.

Sincerely;

A

William F. Fanning
Director of Research
WFF/cp

Enclosure
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Revised Revenue Estimate - Construction

Original Secretary of State Estimate - Construction

Construction Services - New $60.0 million
Construction Services - Renovation illion
Total $63.0 million

Adjust for 60% (1) of construction that is included in reve-
nue estimate but is for government users (roads, water,

sewer, schools, etc.) ($37.8 million)
Net New Sales Tax Revenue from Construction (2) $25.2 million

Revised Revenue Estimate - Architectural and Engineering Services

Comment: The Secretary of Revenue’s estimate of $10 million was based on the 1987 Cen-
sus Bureau data on revenues of Architectural, Engineering and Surveying Services per-
formed in Kansas. This is not an appropriate base, since this value includes services
performed in Kansas for projects outside of Kansas, plus revenues on government projects.

The correct base to use is the value of taxable construction in Kansas, which can be deter-
mined by extrapolating the tax revenues to be generated from construction.

Gross Value of Taxable Construction - $25.2 million divided

by 4.25% tax rate ‘ $592 million
Eliminations:

Value of Housing not using A/E services (20%) (3) ] $118.0 million

Value of Construction performed by Design/Build where

A/E services are not performed by A/Es (10%) (3) $59.2 million

Value of Construction performed by owners in-house

design and not performed by A/Es (15%) (4) $85.9 million
Net Value of Construction Designed by A/Es (2) $328.9 million
Average Fees for A/E Services (4) 9%
Value of A/E Services for Sales Tax $29.6 million
Estimated Sales Tax Revenues (4.25%) $1.26 million
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Additional Costs of A/E Services to Government

Value of Government Engineering Services (5) $53 million
Additional Costs of A/E firms (6) 4%
Additional Costs of A/Es to be paid by Government (7) $2.12 million
Notes:

(1) Allocation of Government/Private sector division of revenues based on histori-
cal average of construction use. Figures may vary from year to year, but over
longer time frame, most likely will approximate these factors as sub-categories of

construction expand and contract.

(2) May be overstated due to inclusion of Missouri counties in Kansas City Metro-
politan Statistical Area.

(3) A/E services are typically not used for low and mid price single family housing.
A/E services are typically limited to very high end single family housing and
multi family housing projects.

Some construction performed is by design/build where the contractor performs
the design as part of the construction price, and no A/E services are used.

Many large property owners maintain in-house design staffs who perform the
design services for projects without the use of A/E firms services.

All deductive estimates in the value of taxable construction are based on typical
long term average values for the specific types of construction.

(4) Based on PSMJ Design Services Fee Structure Surveys 1983 to 1990 as overall
average A/E fee as a % of construction costs for private sector construction.

(5) Based on % of government fees reported in PSMJ Financial Statistics Surveys
1984 to 1990. Note this does include federal, state and local government reve-
nues, so cost estimate is not limited to state government only.

(6) Based on studies of Florida firms during the term of their services sales tax,
which included the same provisions on local option, detailed project by project
exemption certificate, and compensating use tax as the proposal for Kansas.

(7) All government contracts are based on payment of costs incurred, thus increased
costs of doing business will be passed on to government users of A/E services.

Comment: No estimates are included for additional government costs associated with col-
lection and enforcement of this tax, or for loss of other revenues due to loss of jobs as firms
relocate people and operations out of Kansas. Both of these factors have also contributed
to declines in state revenues in Florida and South Dakota where similar taxes have been
repealed, and in Connecticut where this type of tax remains in force.
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Huntington-Ashland, WV-KY-OH MSA
Boyd County, KY
Carter County, KY
Greenup County, KY
Lawrence County, OH
Cabell Gounty, WV
Wayne County, WV

Huntsville, AL MSA
Madison County, AL

Indianapolis, IN MSA
Boone County, IN
Hamilton County, IN
Hancock County, IN
Hendricks County, IN
Johnson County, IN
Marion County, IN
Morgan County, IN
Shelby County, IN

lowa City, |IA MSA
Johnson County, 1A

Jackson, Ml MSA
Jackson County, Ml

Jackson, MS MSA
Hinds County, MS
Madison County, MS
Rankin County, MS

Jackson, TN MSA

" Madison County, TN

Jacksonville, FL MSA
Clay County, FL
Duval County, FL
Nassau County, FL
St. Johns County, FL

Jacksonville, NC MSA
Onslow County, NC

Janesville-Beloit, Wl MSA
Rock County, Wi

JerseyCity,NJ PMSA—seeNewYork-Northern

New Jersey-Long Island, NY-NJ-CT CMSA

Johnson City-Kingsport-Bristol, TN-VA MSA
Carter County, TN
Hawkins County, TN
Sullivan County, TN~
Unicoi County, TN _
Washington County, TN
Scott County, VA
Washington County, VA
Bristol city, VA

Johnstown, PA MSA
Cambria County, PA
Somerset County, PA

Joliet, IL PMSA—see Chicago-Gary-Lake

County, IL-IN-W] CMSA

Joplin, MO MSA
Jasper County, MO
Newton County, MO

Kalamazoo, Ml MSA
Kalamazoo County, Ml

Kankakee, IL MSA
Kankakee County, 1L

Kansas City, MO-KS MSA
Johnson County, KS
Leavenworth County, KS
Miami County, KS
Wyandotte County, KS
Cass County, MO
Clay County, MO
Jackson County, MO
L afayette County, MO
Platte County, MO
Ray County, MO

Kenosha, WI PMSA—see Chicago-Gary-Lake
County, IL-IN-WI CMSA
Killeen-Temple, TX MSA
Bell County, TX
Coryell County, TX
Knoxville, TN MSA
Anderson County, TN
Blount County, TN
Grainger County, TN
Jefferson County, TN
Knox County, TN
Sevier County, TN
Union County, TN
Kokomo, IN MSA .
Howard County, IN -
Tipton County, IN
La Crosse, Wi MSA
La Crosse County, Wi
Lafayette, LA MSA
Lafayette Parish, LA
St. Martin Parish, LA
Lafayette-West Lafayette, IN MSA
Tippecanoe County, IN
Lake Charles, LA MSA
Calcasieu Parish, LA
Lake County, IL PMSA—see Chicago-Gary-
Lake County, IL-IN-WI CMSA
Lakeland-Winter Haven, FL MSA
Polk County, FL
Lancaster, PA MSA
Lancaster County, PA
Lansing-East Lansing, MI MSA
Clinton County, M!
Eaton County, Ml
Ingham County, Ml
Laredo, TX MSA
Webb County, TX
Las Cruces, NM MSA
Dona Ana County, NM
Las Vegas, NV MSA
Clark County, NV
Lawrence, KS MSA
Douglas County, KS
Lawrence-Haverhill, MA-NH PMSA—see Boston-
Lawrence-Salem, MA-NH CMSA
Lawton, OK MSA
Comanche County, OK
Lewiston-Auburn, ME MSA
Androscoggin County, ME (part)
Auburn city, ME
Greene town, ME
Lewiston city, ME
Lisbon town, ME
Mechanic Falls town, ME
Poland town, ME
Sabattus town, ME
Lexington-Fayette, KY MSA
Bourbon County, KY
Clark County, KY
Fayette County, KY
Jessamine County, KY
Scott County, KY
Woodford County, KY
Lima, OH MSA
Alien County, OH
Auglaize County, OH
Lincoln, NE MSA
Lancaster County, NE
Little Rock-North Little Rock, AR MSA
Faulkner County, AR
Lonoke County, AR
Pulaski County, AR
Saline County, AR

SERVICE INDUSTRIES—GEOGRAPHIC AREA SERIES

Longview-Marshall, TX MSA
Gregg County, TX
Harrison County, TX

Lorain-Elyria, OH PMSA—see Cleveland-

Akron-Lorain, OH CMSA

Los Angeles-Anaheim-Riverside, CA CMSA §

Anaheim-Santa Ana, CA PMSA
Orange County, CA

Los Angeles-Long Beach, CA PMSA e

Los Angeles County, CA
Oxnard-Ventura, CA PMSA
Ventura County, CA
Riverside-San Bernardino, CA PMSA
Riverside County, CA
San Bernardino County, CA k
Los Angeles-Long Beach, CA PMSA—-see f
Los Angeles-Anaheim-Riverside, CACMSA
Louisville, KY-IN MSA
Clark County, IN
Floyd County, IN i
Harrison County, N ]
Bullitt County, KY
Jefferson County, KY
Oldham County, KY
Shelby County, KY
Lowell, MA-NH PMSA-—see Boston—Lawrence-

Salem, MA-NH CMSA | P |

Lubbock, TX MSA

Lubbock County, TX S %

Lynchburg, VA MSA
Amherst County, VA
Campbell County, VA
Lynchburg city, VA -

Macon-Warner Robins, GA MSA )
Bibb County, GA

Houston County, GA i '

Jones County, GA
Peach County, GA

Madison, Wi MSA 1 3

Dane County, Wi
Manchester, NH MSA

Hillsborough County, NH (part)
Bedford town, NH
Goffstown town, NH
Manchester city, NH .

Merrimack County, NH (part) 3
Allenstown town, NH _

Hooksett town, NH ~{f.

Auburn town, NH
Candia town, NH
Mansfield, OH MSA
Richland County, OH
Mcalten-Edinburg-Mission, TX MSA
Hidalgo County, TX
Medford, OR MSA
Jackson County, OR
Melbourne-Titusville-Paim Bay, FL. MSA’
Brevard County, FL
Memphis, TN-AR-MS MSA
Crittenden County, AR o
De Soto County, MS ]
Shelby County, TN
Tipton County, TN
Merced, CA MSA
Merced County, CA
Miami-Fort Lauderdale, FL CMSA
Fort Lauderdale-Hollywood-Pompano
Beach, FL PMSA i
Broward County, FL
Miami-Hialeah, FL PMSA
Dade County, FL

b
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House Committee on Taxation
H. B. 2113
February 27, 1891

Outline of Testimony of Daniel J. Sevart
SEVART & SEVART
Suite 810 Century Plaza
111 West Douglas
Wichita, Kansas 67202
(316) 269-4215
Secretary-Treasurer of the Wichita Bar Association

The Bill proposes to assess sales tax on "the gross
receipts received from the rendering or furnishing of

services at retail within this state. . ." Sec. 2.
Obviously, as how written, legal services would be
included. We believe that this Bill would create a

number of nightmares to those of us 1in private practice,
as well as our clients.

The approximately 1260 member Wichita Bar Association has
asked me to testify in opposition, and to point out to this
Committee those difficulties which in our opinion would be
virtually insurmountable.

Perceived difficulties.

1"

A. No definition of "services at retail.

i. Double taxation problems - my service-providing
client 1is taxed upon my fees for legal advice,
which he then passes on to his clients, who are
alsc taxed.

ii. "In-house" counsel - surely an amount for the
expense of in-house counsel is passed on to the
customers of such businesses, yet the bill does
not provide that a sales tax will be assessed
for the reasonablie value of in-house counsel.

a. Penalizes the small business, which canncot
afford in-house counsel, or other service
providing prefessionals.

B. Interstate representation - many attorneys provide
services to clients which involve work performed out of
state, but for use in this state, or services performed
in this state, but for use out of state.

i. Depositions, tax audits, OSHA proceedings,
general legal advice, for example.
HOUSE TAXATION
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ii. Cases pending in other states - part of work
performed in Kansas, part performed in
another state or states.

iii. Out of state clients, telephone advice, personal
conferences out of state.

iv. Sec. 2{(b) provides for the taxation of services
rendered or furnished within this state. If an
attorney takes a deposition in Kansas for use in
a case pending in another state, is that charge
taxable? Or, if an attorney takes a deposition in
another state for use in a Kansas case, is that
charge taxable?

Confidentiality problems on audit.

i. The mere fact that we have consulted with someone
may be confidential.

ii. Doctors and other health care providers would
share this problem.

-

Collection problems.

1. We frequently have clients who can only pay $20 or
$25 per month. How do we assess the tax?
ii. What if client pays only a part of our bill, or

refuses to pay the tax?

a. We are prohibited from paying by ourselves
K.S.A. 79-3605.

b. K.S.A. 79-3604a requires the consumer to pay
the tax, but we in the legal profession, at
least, do not have the advantage of requiring
the service to be paid for, with the tax,
before the customer leaves the store.

Contingency fee contracts.

i. A lawyer under a contingency fee contract may
provide 500 hours 1in prosecuting an unsuccessful
case, while a defense lawyer spends perhaps the
same in defense, at perhaps $100 an hour. The
plaintiff would pay no tax, while the defendant
would pay tax on $50,000, while they both received
presumably equal services.

ii. Services performed in more than one state, as

discussed above. We might have, and frequently
do, a case pending in Kansas which requires

.. Attachment 16-2
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depositions, or even ancillary court proceedings,
in another, or several other, states.

iii. Pro bono services - those provided free to those
who cannot afford to pay as we are encouraged
ethically to do - would pose special difficulties
under K.A.R. 92-19-16, which says that "Each
person who gives away or donates tangible personal
property or who renders or furnishes without
charge services taxable under the sales tax act is
deemed for tax purposes to be the final user or
consumer."” (Emphasis added.)

a. Does this mean that if we provide free
services to the poor we will pay the tax?
In the February issue of the Bar-o-Meter, our
Wichita Bar magazine, there were 51 attorneys
listed who had handlied pro bono cases 1in
1880, with free representation provided to

over 500 clients. A simple domestic case,
whether pro bono or not, can easily take over
10 hours. If the customary charge of the

lawyer 1is $100 per hour, does that mean the
lawyer would also have to pay the state
$42.50 for the privilege of serving the poor?

b. What 1if the case is a contingency fee case
and is lost, and thus the services provided
for free? Does the lawyer cough up the sales
tax?

Particular cases.
1. Criminal appointments - fees paid by city, county,

State Board for Indigents’'Defense Services or
federal government.

a. Presumably exempt, but less than clear. (See
Sec. 3(a) - "purchased directlv by the state
of Kansas . . ." (Emphasis added.)
9. Civil rights claims - can have claims involving

only injunctive relief, with no monetary recovery,
but the defendant required to pay the plaintiff's
attorney fees. Freguently, such cases are against
some branch of government. Who pays the sales
tax? The plaintiff, who received no monetary
recovery, but merely an injunction against
discrimination, might have to pay sales tax on a
$100,000 or more fee.

iid. Other statutes requiring a losing party to pay the
other party's fees.
Attachment 16-3
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G. Advanced expenses - subject to tax?

i. Sec. 2(b) assesses the tax on '"gross receipts
received . " The cost of a deposition, upon
which we would pay tax to the court reporter,
would be included in our final bill, and when that
bill was paid would thus be included in "gross
receipts.” Would it not be taxed again? Since we
would pass the sales tax on fto our client, would
there not be a tax on a tax?

V. The consumer 1is the real victim.

A, Kansas law reguires that we all pass on sales tax to
the consumer. [K.S.A. 79-3604(a) and 79-3605.]

B. The net effect is to increase the cost of all services
subject to tax, by 4.25% under present law, or more as
the tax increases. (5.25% in Wichita, assuming that

the city and county follow the state's lead, a virtual
certainty.)

i. The one who can least afford it is the needy
person who can barely afford an attorney or other
professional in the first place. Many of our
clients, especially in criminal cases, are poor,
and can barely afford to pay now, even at
reduced rates.

i1. Elderly persons are 1in general more prone to
require certain services.

ii1. This Bill represents a "trouble” tax - it would
tax a person whenever he or she was in trouble,
or in time of personal grief and hardship.

iv. This Bi11 would hurt the "l1ittle guy,"” whether
business or otherwise, and the only person to
benefit from supposed real property tax relief
by this kind of bill is the owner of a big
business or a $700,000 house.

C. Probability that all who must collect this tax will
have to increase their fees across the board to make
up for the productive time they lose from
administrative activities.

1. "Domino” effect, since our business clients will
have the same problem, plus our increased fees.

V. The concept 1is unworkable, and will surely be as unpopular
with the consuming public as the current property tax
situation.

Attachment 16-4
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This bill doesn't hurt the lawyer, doctor, or other
professional, other that perhaps to increase his
headaches, and does not tax those with especially high
incomes. It taxes the consumer.

Envision, if you will, the survivors of a worker killed
in a work-related accident. The law limits recovery
from the employer to $2C0,000, and provides for an
attorney fee of not to exceed 25%, or $50,000. Do
those survivors also pay $2,125 in sales tax? Under
this Bill they would.

This bill, or any other like 1it, should not be allowed
to become law.
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1991 Executive Committee

Eugene Kremer, FAIA
President e Manhattan
KSU Liaison

Peter Gierer, AIA
President-Elect © Topeka

Steven A. Scannell, AIA
Secretary ° Topeka

John H. Brewer, AIA
Treasurer © Wichita

Vincent Mancini, AIA
Director e Garden City

Donnie D. Marrs, AlA
Director © Salina

Gerald R. Carter, AIA
Director © Topeka

Shannon Ferguson-Bohm, AIA
Director ° Wichita

Richard A. Backes, AIA
Director  Wichita

K. Vance Kelley, AIA
Director ° Topeka

Ronald E. Frey, AIA
Director ® Manhattan

Edward M. Koser, AIA
Past-President  Wichita

Rene Diaz, AlA
KU Liaison © Lawrence

Trudy Aron
Executive Director

AIA Kansas

A Chapter of The American Institute of Architects

February 27, 1991

TO: Chairwoman Wagnon and Members of the House Taxation
Committee

FROM: Trudy Aron

RE: Opposition to House Bill 2113

Thank you for this opportunity to address you today. The American Institute
of Architects in Kansas is opposed to House Bill 2113 which would tax
professional services including those of architects.

SALES TAX ON ARCHITECTURAL SERVICES PLACES KANSAS
ARCHITECTURAL FIRMS AT A COMPETITIVE DISADVANTAGE

Architecture is a highly competitive business. The addition of sales tax on an
architect’s fee will cause many Kansas clients to seek services from firms
outside our state to avoid paying this added cost. In addition, it won’t make
economic sense for clients outside our State to hire Kansas firms if those firms
must charge sales tax on their services.

SMALL, SINGLE DISCIPLINE FIRMS WILL SUFFER MOST

When designing a building, architects are the team leaders of a variety of
consultants - architecture, structural, mechanical and electrical engineering,
interior design, landscape architecture and other consultants as needed. Over
80% of all Kansas architectural firms have fewer than five (5) employees.
Less than 5% of these firms will have the necessary consultants in-house to
provide the services needed to design a project. Therefore, these firms must

hire their consultants.

If the architectural firm must pay sales tax on the services they receive from
their consultants, it will place small firms at an even greater disadvantage to
large multi-discipline firms who can provide these services in-house by their
employees.

SALES TAX ON SERVICES DISCOURAGES ECONOMIC
DEVELOPMENT AND EXPANSION

Sales tax on services will impede business expansion and development by
increasing the cost of doing business in Kansas. A sales tax on architectural
and other professional services will increase significantly the front end costs of
any business expansion plan. This will hurt Kansas now and into the future.

HOUSE TAXATION
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ENFORCING THE USE TAX STATUTES WON'T HELP; NEITHER WILL
EXEMPTING SERVICE TO OUT-OF-STATE PURCHASERS

Many have said that enforcing the use tax statutes will make Kansas firms on
a level playing field with those outside of Kansas. This justisn’t so. Firms
outside of Kansas will not have to pay sales tax on the services they buy -
lawyers, accountants, and other business related services, insurance (a big
expense for architects), banking, equipment rental and leasing,
communications, and other overhead items. In fact, 75% of the licensed
architects in Kansas live outside our State. These architects will be able to
market their services for less than the services of resident firms because they
will not have to collect the sales tax or pay for the services their firm
purchases.

SALES TAX ON SERVICES WILL COST ALL BUSINESSES MORE AND
THESE COSTS WILL HAVE TO BE PASSED ON TO ALL KANSANS

Most businesses, large and small, contract with a variety of service businesses.
These include lawyers, accountants, advertising, marketing, insurance, etc.
Each business will have to pay the sales tax on the services they purchase.
These businesses will have to pass the cost of these increased taxes on to the
public or go out of business. Therefore, every Kansan will pay.

SALES TAX ON SERVICES IS A NEW TAX

Kansas service business, like those in most states, have never been taxed.
Imposing sales tax on services will create an administrative burden on all
service business and the state as well.

The American Institute of Architects in Kansas has asked our members to try
to determine the impact the imposition of sales tax on services will have on
their architectural firm. Attached are the preliminary results of this survey.

We urge you to oppose House Bill 2113. In these economic times it is most
urgent that Kansas remains economically competitive with our neighbors.

Attachment 17-2



ATA Kansas

A Chapter of The American institute of Architects

February 20, 1990
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TO: Chairman Larkin and Members of the Tax Roliback Subcommittee
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FROM: Trudy Aron
RE: Survey on Impact of Governor's Plan on Architectural Services

1991 Executive Committee
Eugene Kremer, FAIA IMPACT OF GOVERNOR FINNEY’S TAX PLAN ON ARCHITECTURAL FIRMS IN KANSAS
Presicent « Manhattan

KSU Liai . . _ .
'a_'son Assumptions: In reporting the statistics found here, we assumed that projects currently exempt
B e Sret » Topeka from paying sales taxes on construction services would remain exempt from paying sales tax on
Steven A, Scannell, AlA those construction services, and that the consultant services would be exempt as well as the
' ' services of the architect. Therefore, the figures on exempt and non-exempt projects have been

Secretary * Topeka

John H. Brewer, AiA figured separately.

Treasurer » Wichita

Vincent Mancini, AlA 1. Number of firms sent survey 150.
Director « Garden City
Donnie D. Marrs, AlA 2. Number of firms responding to survey by 2/19/91 27.
Director ® Salina
Gerald B, Caner AlA 3. Percentage of firms responding to survey 18%:
irector = Topeka :
Sh F -Bohm, AlA .
el ivinnall 4. Total number of employees represented in survey results 212.
. £ £ H
Richard A. Backes, AIA Breakdown: # employees # firms reporting
Director » Wichita 1 5
K. Vance Kelley, AlA 23 5
Director * Topeka 4-6 7
Ronald E. Frey, AlA 7-10 6
Director » Manhattan 11-20 2
Edward M. Koser, AlA 21-55 2
Past-President « Wichita
Rene Diaz. A7 5. Total annual billings reported $17.3 Million.

KU Ljaison » Lawrence

Total annual billings for sales tax exempt clients $10.8 Million (62%).

Trucy Aron 6.
Executive Director
7. Total annual billings for non-exempt clients $6.5 Million.
8. Total annual billings for consultant services for non-exempt clients $2.3 Million.
9. Total other services/goods purchased currently not taxed which would be taxed under

the Governor’s plan $2.3 Million.

10. Amount of tax on services/goods (item #9 above) taxed at 5.25% $120,750 or .7% of
total billings.*
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12

13.

14.

15.

Amount of tax on consultant services (items #8) taxed at 5.25% $120.750 or 1.9% of total
non-exempt billings.*

Amount of tax on services/goods and consultant services taxed at 5.25% as related to
the total billings is increased by 1.4%.*

Number of firms who indicate that some of their clients may seek services outside of
Kansas 14 firms or 52%.

Number of firms who indicate they would have a strong incentive to move all or most of
their operation outside Kansas 13 or 48%.

Number of persons employed by firms who may move 149 of 212 or 70%.

* The increased cost of taxing those goods and services purchased by the architectural firm
(#10) and the affects of pyramiding of taxes on consultant services (#11) are compared to total
billings. The increased costs for sales taxes on these services would be added to those of other
overhead including employee compensation. No costs were added to reflect any increased cost
to firms to administer the collection/remission of sales tax. This cost could be substantial. The
profit margin of many architectural firms is already low, the added costs of sales taxes on these
purchased services would significantly erode their profit.

The results of this survey will be updated as additional responses are received.
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Kansas Life Association

cale PROPERTY & CASUALTY
Zd%d/dzd ;4(24 Leow o{/INSURANCE COMPANIES, INC.

MEMBER COMPANIES

Armed Forces Ins. Exchange
Fl. Leavenworth

Bremen Farmers Mutual Ins. Co.
Bremen

Consolidated Farmers Mutual ins. Co., Inc.
Colwich

Farm Bureau Mutual Ins. Co.. inc.
Manhallan

Farmers Alliance Mutual Ins. Co.
McPherson

Farmers Mutual Insurance Co.
Ellinwood

Great Plains Mutual Ins. Co,, Inc.
Salina

Kansas Fire & Casually Co.
Topeka

Kansas Mutual Insurance Co.
Topeka

Marysville Mutual Insurance Co.. Inc.
Marysville

McPherson Hail Insurance Co.
Cimarron

Mutusal Aid Assn. of the Church
of lhe Brethren
Abilene

Swedish American Mutual Insurance Co., Inc.
Lindsborg

Town and Country Fire and Casually ins. Co., Inc.

Hulchinson

Upland Mulual Insurance, Inc.
Chapman

Wheat Growers Mutual Hail Ins. Co.
Cimarron

Patrons Mutual Insurance Co.
Olathe

Cimarron Insurance Co.
Cimarron
Nordia Insurance Co.

Topeka

The American Home Life Insurance Co. Employers Reassurance Corp.

Topeka

American Investors Life Insurance Co. The Great American Life Ins. Co. Kansas Group Life Insurance Co.

Topeka

The Centennial Life Insurance Co.  Great-West Life & Annuity Ins. Co. The Pyramid Life Insurance Co.

Mission

L. M. Cornish

Februa ry 27 ’ 1991 Leglstative Chalrman

Merchants Natlonal Tower
p. 0. Box 1280
Topeka, Kansas 66601

House Taxation Committee
Capitol Building
Topeka, Kansas

Re: House Bill 2113

On behalf of domestic insurance
companies in the Kansas Life Association and the
Kansas Association of Property and Casualty
Insurance Companies, we would offer the
following testimony and additional
considerations in opposition to House Bill
2113.

Insurance companies, including both
domestic and foreign companies authorized to do
business in Kansas, already pay in excess of $70
million in premium taxes and fees to the State
of Kansas and we would oppose any additional tax
burden. Service taxes on insurance would have a
pyramiding effect due to the number of services
involved in providing insurance coverage and
would ultimately have to be passed on to the
insureds in the form of higher premiums. This
would have a regressive impact on lower income
people due to the various mandatory coverages
and minimum limits imposed by law. It would
also unfairly tax small businesses that use
insurance services and are not able to provide
the same services and coverages internally.

Insurance affordability has been a
major concern and the subject of extensive study
by the Legislature. Increasing the cost of
insurance protection with additional taxes will
obviously hurt those who can now barely afford

Overland Park Manhattan Topeka
Hutchinson Topeka Topeka
Wichita Shawnee Mission ~ Attachment #18

02/27/91

e,

Kansas Farm Bureau Insurance Co. Security Benefit Life Insurance Co.
The Victory Life Insurance Co.

HOUSE TAXATION



House Taxation Committee
February 27, 1991
Page 2

insurance protection and will no doubt cause others to either
reduce their coverages or go without insurance protection,
including such basic coverages as life, health, accident,
property and casualty insurance.

We therefore must oppose any additional taxes or fees.

Respectfully

W%m
DAVID A. HANSON
DAH:kls
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FOUNDED
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EXECUTIVE
VICE PRESIDENT

William M. Henry, J.D.

EXECUTIVE COMMITTEE
President

T. Michael Garrison, P.E.
Leawood
President-Elect

Robert J. Johnson, P.E.
Garden City

First Vice President

Jon Callen, P.E.

Wichita

Second Vice President
Wade Culwell, P.E.
Hutchinson
Secretary/Treasurer
William Wilhelm, P.E.
Wichita

Past President

Larry L. Thompson, P.E.
Dodge City

STATE DIRECTORS
Eastern Chapter
Weston Goodnow, P.E.
Overland Park

Golden Belt Chapter
Gail E, Bierly, P.E.
Great Bend
Hutchinson Chapter
Sid Arpin, P.E.
Hutchinson
Northwest Chapter
Don Drickey, P.E.
Norton

Smoky Valley Chapter
John Youll, P.E.
Salina

Southeast Chapter
Gary Plumb, P.E.
Humboldt
Southwest Chapter
Mike Crow, P.E.
Garden City

Topeka Chapter
Mike Dunnaway, P.E.
Topeka

Tri Valley Chapter
Ed Kittner, P.E.

Blue Rapids

Wichita Chapter

Jim Stoliz, P.E.
Wichita

NATIONAL DIRECTOF

William M. Lackey, P.E
Topeka

PRACTICE SECTION
CHAIRMEN

Construction

Robert Van Sickle, EIT
Topeka

Industry

Rex H. Meyer, P.E.
Cverland Park

Private Practice

Mike Dunnaway, P.E.
Topeka

Government

Stephen Lackey, P.E.
Wichita

Education

Anthony Tilmans, P.E.
Salina

Kansas Eh:gineering Society, Inc.

627 S. Topeka, P.O. Box 477, Topeka, Kansas 66601  (913) 233-1867

Testimony in Opposition to Sales Tax
on Professional Services before the House Committee on Taxation
February 27, 1991

Members of the committee, I am Bill Henry, the executive vice president
of the Kansas Engineering Society, an organization composed of more than
900 licensed professional engineers who practice their profession in private
practice, government, education, industry and construction in our state.

The members of the Society oppose the imposition of the sales tax on
professional business engineering services because it will deter economic
development in our state and limit expansion in our state. Kansas is not a
geographical island in terms of tax effects on business and the economy.
Much of the state’s economic growth, including professional services, has
come in the northeast area of our state.

A few blocks mark the difference between taxation rates and in the <ase
of professional services a total tax difference. In Missouri, Oklahoma,
Nebraska and Colorado, professional services, including engineering services .
are not subject to state sales taxation. :

In recent years the total membership of the Kansas Engineering Society
has remained fairly stable. In some areas of the state we have lost engineers
who belong to local chapters but in one area there has been a continued
growth during the past ten years and that is in the Kansas Engineering
Society’s Eastern Chapter which is composed of the geographic areas of
Johnson and Wyandotte counties.

A number of large Missouri firms now have Kansas offices in these
counties and provide services to Kansas local units of government and private
individuals through those offices. If those professional engineering companies
had to face the imposition of sales tax on their services it would not be
difficult to sever a lease and move across the state line.

Secondly, the amount of revenue that is estimated to be raised by the
imposition of this tax may be over-estimated. Engineers in private practice
provide most of their services to political subdivisions of the state and the

HOUSE TAXATION
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Sales Tax
February 27, 1991
Page 2

state itself. Engineers design waterworks, sewer treatment systems and roads

for cities and counties. If we’re concerned with property tax relief it would seem ironic
that we would place a tax on our local units of government to solve the tax problems
caused by our property tax burdens. Indeed, in a brief survey of private consulting
firms operating in our state it is estimated that 60-70% of the services that are provided
by professional engineering firms are provided to the state of Kansas, and its political

subdivisions.

For these reasons, the Kansas Engineering Society opposes the imposition of a sales
tax on engineering services and would be most happy to provide further information in

this area upon the committee’s request.

Respectfully Submitted,
William M. Henry
Executive Vice President
Kansas Engineering Society
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Testimony on HB 2113
Presented to the House Taxation Committee
By: Larry W. Magill, Jr., Executive Vice President
Independent Insurance Agents of Kansas
February 27, 1991

Thank you madam chairman and members of the committee for the
opportunity to appear today in opposition to HB 2113, specifically the
provisions on page 20 lines 35 to 38 taxing all services provided in
Kansas at the rate of 4.25%. In the interest of Keeping both my written
and oral testimony as brief as possible, I would like to second the
comments made by T. C. Anderson, Chairman of the Kansans for Tax Free
Services Coalition and Bob Corkins, Director of Taxation, for the Kansas
Chamber of Commerce and Industry.

They have explained many of the general reasons why we do not believe
expansion of the present sales tax base to include services would be good
public policy. I want to focus on the unique reasons why we are opposed
to the concept. I have divided my testimony into the general criteria
considered by the subcommittee on expansion of the sales tax base.

WHAT IS TO BE TAXED?

Since HB 2113 is extremely broad in scope, we must assume that as
drafted, it will place a sales tax on insurance premiums. The history of
the Department of Revenue’ s enforcement of the present sales tax 1is that
they take as broad an interpretation of the law as possible in the
absence of specific statutory language exempting a particular item.

The entire insurance premium is a fee for service. The basic
service is the protection of the individual’'s or business’s assets either
from direct 1loss due to fire, tornado, etc. or indirect loss due to
liability to a third party. The customer is paying for claims adjustment
services, 1loss control services, defense attorney fees, and other similar

HOUSE TAXATION
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services,

The insurance premium includes the agents commission. Commissions
are the agents gross income and from that the agent pays for the services
the agent provides. Attached to my testimony is a list of those services
provided to public entities. The list would vary depending on the client
being served, the services they need and the agents capabilities.

Larger business accounts may "unbundle" the insurance service and
purchase specific services instead. This would be true for large
businesses that self-insure. In addition, agents will occasionally quote
premiums to large commercial accounts without commission. The agent then
bills the account for their services on an hourly basis. Again, these
service fees are in lieu of commissions.

Even more rarely, where commissions are inadequate to reimburse the
agent for the services provided, the agent may charge a fee in addition to
commissions. This requires a special brokers license and a written
contract. According to the Insurance Department there are only a little
over 400 brokers licensed in Kansas out of 35,000 insurance agents so it
is not a widespread practice.

Since it is unclear exactly what is proposed to be taxed, premiums,
commissions or fees, my comments will address all three.

EQUITY CONSIDERATIONS

The first and foremost reason we are opposed to a sales tax on
insurance is that insurance premiums are already taxed. All foreign
insurance compénies, those domiciled outside of Kansas, pay a 2% premium
tax on all insurance premiums collected in the state. Domestic insurance
companies pay a 1% tax. In the fiscal year ending June 30, 1990,

$54,885,713 was paid into the state general fund by the insurance industry
Attachment 20-2



in premium taxes. The premium tax is essentially identical to a sales
tax. Thus, we would argue one is already being imposed. Furthermore, if
you add other fees paid by insurance companies including assessments for
the workers compensation fund (second injury fund), the industry pays a
total of $92,247,365 to the state of Kansas.

Secondly, we would argue that a service tax on insurance premiums or
commissions would place Kansas independent agents at a serious competitive
disadvantage with agents from other states - particularly on large
business insurance accounts. There are presently 8,538 non resident
agents licensed to do business in Kansas. These non resident agents do
not simply operate in the border counties. They travel the entire state of
Kansas. As we understand the sales tax law, they could not be required to
collect a sales tax on insurance. We do not believe that the Department
of Revenue will have the ability or the manpower to enforce collection of
taxes from all the individuals and businesses of varying sizes that
buy their coverage out of state.

Furthermore, the sales tax on insurance or commissions would be
extremely inequitable in its application to independent agents verses
employed agents. The definition of the standard industrial classification
for “insurance agents, brokers and service," industry #6411, states the
following, "Agents primarily representing one or more insurance
carriers or brokers not representing any particular carriers primarily

engaged as independent contractors in the sale and placement of insurance

contracts with carriers, but not employees of the insurance carriers they

represent. " (emphasis added) A tax on independent agents would place our
members at a severe competitive disadvantage to employed agents.

Finally, as with many other services, the large businesses would be

Attachment 20-3
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able to avoid the tax by self-insuring. Self-insurance, in effect, brings
the service in-house. Only the very large firms with relatively
predictable loss experience from year to year and sizeable net worth could
afford to self-insure.

MOBILITY

The purchase of insurance is a highly mobile transaction. Mail order
insurance companies have been quite successful in the personal insurance
area. Companies like USAA, GEICO, and Hartford s AARP program are all
examples of successful mail order insurance operations providing a full
range of personal insurance coverages. Mail order operations are also
common in the life and health area.

Plus, as mentioned above, insurance can easily be purchased from out
of state agents. While the border counties would be most affected, there
isn't a part of the state that would not be‘affected by non-resident agent
sales activity. This would be particularly true when you consider that
they would have anywhere from a 4.25% to a 6.25% price advantage.

In many cases in the personal insurance area, the insurance service
is viewed by the consumer as somewhat of a "commodity”. Because of that,
even a small difference in cost can cause a consumer to change insurance
carriers. In the area of business insurance, the cost difference may be
significant depending on the size of the business and its insurance needs.
Large businesses could pay into the hundreds of thousands or even millions
of dollars per year in insurance premiums, particularly when you add the
cost of group health insurance.

SITUS AND ADMINISTRATIVE COSTS

On a business account with multiple locations, the sales tax would

have to be collected for each location separately taking into
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consideration differences in local sales tax rates. Since the insurance
for multiple location businesses is normally packaged into combined
premiums, this entails significant administrative costs to break the
premiums out by location. This would be a significant administrative
burden for agents who generally bill business insurance accounts. If
commissions are taxed, the administrative costs go up exponentially.
Commission rates vary by line of coverage and by insurance companies.
Agents would have to break out each location, each line of insurance and
each commission level to calculate the sales tax for a given location.
Agents may represent 20 or more different insurance companies with 20 or
more different commission schedules compounding the problemn.

Again, there are a tremendous number of Kansas franchise locations
and branch offices owned by companies located out of state. We doubt that
the sales tax will be collected on these businesses.,

ECONOMIC IMPACT

None of the surrounding states tax insurance premiums, commissions or
fees.

As a result, we feel the economic impact on our members, in relation
to agents 1n surrounding states, would be severe. While independent agents
in large areas of Kansas would not be able to do anything about it, we
anticipate that agents in border counties could very easily move their
operation across the state line.

PYRAMIDING

While the trucking industry estimates that goods are typically
transported seven times before they are finally sold to the end user, we
would estimate that insurance is involved in at least that many different

businesses involved in a complex manufacturing operation. Each supplier
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of component parts purchases insurance. The manufacturer of the final
product purchases insurance. The wholesaler purchases insurance. The
trucker purchases insurance. The retailer purchases insurance and all of
the suppliers of services doing business with these entities in the chain
purchase insurance. The pyramiding impact of placing a sales tax on
insurance would be significant.

IMPACT ON TAX PAYER

In our view, the sales tax on services will be viewed by the consumer
as a new tax - particularly where insurance is involved. While the
proponents may talk in terms of an expansion of the tax base, this will
be perceived by the consumers as a significant new tax. When you add the
typical consumer ‘s purchases of life, health, home and auto insurance they
represent a significant and growing percentage of their total budget. Any
sales tax on these purchases will be felt particularly by the low and
moderate income individuals.

The stateAmandates the purchase of auto insurance, workers
compensation and professional insurance for health care providers. In
addition, lending institutions require borrowers to insure collateral such
as homes and business property. Many low income individuals struggle now
to purchase auto insurance. Any increase in cost due to a sales tax on the
insurance could cause an increase in the number of uninsured drivers.
CONCLUSION

Oour members, as service businesses, were among the hardest hit by
property tax reclassification and reappraisal. We do not believe that any
property tax relief through an expansion of the sales tax base will
benefit our members in proportion to the added administrative cost and

competitive disadvantages such a tax would place on them. For that reason
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we are opposed to HB 2113. We would be happy to answer questions or

provide any additional information.
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Insurance Agents Services
By: Vern R. Pierson, CPCU, CLU CIIA of Arizona, Inc.

Why do business through an indcpendent insurance agent or broker for your property, casualty, workers’
ompcensation and flect coverages? The following are some of the reasons why you should.  Agents perform
many tasks you probably are not aware of. (Please keep in mind that while this list is NOT exhaustive,

: = neither do all agents perform everything listed.) Several itcms are applicable to morc than onc heading group,
i but fer ease of readicg, we have listed them just once.

R Placement and Marketing

"+ * Monitors admitted insurance carricrs, surplus lincs carricrs, and applicable pools to be surc thcy are

; Ginancially strong and capable of delivering contraclcd services.
¥ There arc special and unique coverages available that arc not included in regular markets. Agcnts/brokcrs
» have access to thesc special and umque markets.

. Independent agents/brokers arc not one-company agents. They rcprcscnt scveral insurance compamcs

o allowing a choice of the best markets for a given risk.

- _+* Agents know the various markets available for specially coverages, as well as the reputation of those markets
for service and claims.

* The agent monitors ncw types of coverage av:ul'wlc and presents a bricl analysis to the clieat in order to
: discuss resuiting benefits to the clicnt of a jearket change or additional coverage.:

_ Risk Management

* Actively sccks coverage improvements to cxisting contracts for both cxisting and new risks.

* Reviews Hold Harmless clauses to be surc public entitics are preperly protectcd.
* Recommends deductibles to control insurance costs. o
Recommends scif-insurance where it’s feasible - (This techunique may lower cost to the clicat over a pericd

of time). ‘ :

Rccommends adding coverage in areas that are unprotccted that couid be a financial drais.
Coustantly uses the risk management techaiques of climinating, reducing or transfcrrmg risks.
~Visits all locations periodically for a physical review of cxposurcs.
Provides guidclines for amounts of insurance. (The final decision, however, nust be yours)
Reviews coverage cxclusions to be sure they arc not unrcasonable and suggests alternative solutions.
~Reviews lease agrecmeats for insurance rcquirements. May develop altcrnatxw for i insurance 1[ in on lhc
o negotiation side of the Icase.
...* Review of construction agrecments. Same comments as for lease agreements.
- +* Assists public catities in working out (pre-loss) reciprocal agreements with other facilities that could be used
e to house temporary operations in the cvent of a major loss. (Reduccs need of extra cxpcnsc insurance
S and belps plan for a crisis situation.) : :
. * Requests and participates in special claim reviews with the carricr and public cntity.

* Rr-qucsls the carricr to conduct risk control and/or clairas seminars for a special nccd lhat dcvclops within
a public cntity. :
3 N(,gomtcs with the carrxcr/program adininistrator on b(‘balf of the public cntity on :my lfcms of concern Lhat
2 develop.
* Available (o consult with on ncw projects; to :\ucnd plancing/stralcgy scssions; to advise xc,gaxdmg polcntml
: cxposurcs and offer possible solutions. S

'_Provxdf's basic risk’ mauagcmcnl consulting ~>crvxcc

*o T w

*

. : : Loss. Cortrol . : R

RLVJC\Va losscs for treads :md makes appropriatc recommendations. (Depending on avaxlaUc inf m:xlion.)

~* Reviews risk control recommcendations and assists with implementation us neccssary. :
* Involves the carricr’s loss control unit as nceded to assist with loss reductions, thereby possibly lowering

futu al ‘
ulure insurance costs. Attachment 20-8




Account Servicing

.. -* Assists in developing premium cstimates for budget purposes.

" * Assists with difGicult losses as nceded.
% Requests Certificates of Insurance on behalf of the public entity.
- ¥ Reviews all Certificates of Insurance received from others to be sure they are in compliance with the
. rcquest and arc with valid insurance carriers.
‘ * May provide follow-up for Cecrtificates of Insurance as they cxpire.
.fﬁProvidcs proof of insurance on vchicles to comply with the Statc Statute.
* Supplics information to the public entity for bid specifications when it’s time for rcbidding,
. _Available to answer all questions regarding insurance and to provide a second opinion when it’s needed.
Handles all requests for changes to emstmg msurancc contracts and follows up with the camer to be surc
they are issued promptly
Assists thf: public entity in organizing their portfolxo of policies so that necded information can be obtam*d
S casily.
* If you fail to make a timcly premium payment, thcy arc there to remind you and help coordinatc
L communication with the insurance company.

o Ag,cnts/brokcrs arc professional individuals, expected to perform at a Icvel of high cxpertise. They carry ‘
L errors and omissions insurancc coverage in the event they dont live up to their rcsponsxbxhtxes

L Underwriting
" * Makes use of the carrier’s building cost estimates as nceded in cstablishing proper vaLu,q
14"‘ Dctcrmmc.. and class1f ies building construction types for lowcest possible ratcs.
New and Renewal Application Information Gathering
* Assxsts in developing Statcrcent of Valucs, building construction, information, firc protection class and p!ot
. plan.
- * Completes or assists in complcunv the new or rencwal survey (application) for insurance proposals.

N Pricing Considerations
~.* Reviews losses and outstanding reserves prior to annual expericnce calculations to obtain maximum pncmg
o benefit.
*" * For those carriers who provide prcmmm audit blﬂmgs the agcnt revicws them to bc surc tlxcy are Iusuf cd
and comply with the contracts. .
.Involves the carrier’s loss control representative in new bmldmg plans for rccommecndations involving lowcr
L s insurance costs. :
.7 * Dctermines the correct cxposures for rating purposes and provides input for credits where justiﬁcd.
* Remuncration is gencrally on a comnnssxon or fee basis versus an hourly wage.

. The services provided usually do not increase your cost, thereforc it is in your interest to obtain maxunum
available scrvices from your insurance professmnal. , L

Lk

*

Rxsk Aualysxs

SRR ‘Reviews requests for Certificates of Insurance received by a pubhc cnlity. - ,
¥ Reviews contractual requests involving insurance. ‘

" * Reviews all insurable cxposures and makes recommendations for suitable coverage.

' *.The agent monitors applicable case-law in his statc and is willing to describe to his chcnt Low these ©
) cver-changing complcxucs of casc law can affect the client, and modzﬁcs hxs insurance program -
accordingly. =

- : - Presentation Assistance

vailable to"attend mcctings to assxst lhe ddmmxstrator whcn necessary with prescntahons, answering -

2 qucstious, ctc. . -

* Reviews with the public cntity all insurance quotatlons rcceived. Points out the diffcrences that often Lhc o
: mcxpcrxcnccd eye docs not sce. - S , L

) ) R o Attachment 20-9
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OFF. {913) 642-
FAX. (913) 642-

LAW OFFICE
JOHN C. EISELE, CHARTERED

SUITE 100
9250 GLENWOOD
OVERLAND PARK, KANSAS 66212-1380

27 February 1991
TO THE MEMBERS OF THE TAXATION COMMITTEE:

In 1988 this committee completed a careful and detailed study
of the nature of interest to be taxed as "computer software"
and "computer services". That consideration included the
study of taxing all matters of computer software and computer
programming services. This committee considered the issues
of interstate competition and the effect upon Kansas based
employment, the economic sense, the equities and inequities,
compliance and administration matters, among the many other
aspects.

The result of that deliberation and the subsequent action by
the legislature is shown in K.S.A.79-3602(f), 79-3603(e) &
(g). [References are to paragraphs in HB-2113, not prior
section numbers. ]

The issue of imposition of sales and use tax upon custom
computer software and custom software modifications was
evaluated fully and carefully. The intent of this committee
at that time was to clearly define that which was taxable and
that which was not. Custom computer software and services
related thereto and custom modification services should not
be subject to sales or use taxes, while the prewritten,
canned software was taxable.

In order to clarify that intent of the legislature, and in
light of the changes now being considered in this body, and
to assist the administrative agency personnel in
understanding their responsibility, we submit that the
following language be added to K.S5.A.79-3606 to clarify
legislative intent.

"(_ ) the creation of any custom computer program which is
originally developed for the exclusive use of a single end
user, and those services rendered in the modification of
computer software when the modification is developed or
performed exclusively for a single end user only to the
extent of the modification and only to the extent that the
actual amount charged for the modification is separately
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stated on invoices, statements and other billing documents
provided to the end user."

If you.compare the language with that of K.S.A.79-3603(9),
you will note that it parallels that language. It is needed
here for the reason that its use in K.S.A.79-3603(g) is for
the purpose of clearly defining that which is taxable as
"tangible personal property" or as "services" to tanglble
personal property. Since K.S.A. 79-3603 (b) taxes services
generally under HB-2113, a conflict could arise between the
exemptlon of tangible personal property and taxation as a
service.

We now ask that you make that technical correction by adding
the above suggest language to complete the process.

Respectfully submitted,

C. Eisele, 2
50 Glenwood, Suite # 100
Overland Park, KS. 66212-1380

(913)642-1333

Attorney for:

PDA, INC., Overland Park, KS.,

Professional Software Consultants, Inc., Lenexa, KS.,
Computer Instruments, Inc., Lenexa, KS.,

Computer Programming Services, Inc., Prairie Village, KS.,
and the Computer Services Group
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