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Date

MINUTES OF THE HOUSE COMMITTEE ON TAXATION.
The meeting was called to order by Chairperson Phill Kline at 9:00 a.m. on February 20, 1995 in Room

519-S of the Capitol.

All members were present except: Rep. Nancy Kirk - excused

Committee staff present: Chris Courtwright, Legislative Research Department
Tom Severn, Legislative Research Department
Don Hayward, Revisor of Statutes
Ann McMorris, Committee Secretary

Conferees appearing before the committee: Mike Miller, Kansas Independent Auto Dealers Assn.
John Schmid, Auto Dealers, Coffeyville,
Legislative Chair, Kansas Auto Dealers Assn.
Chris McKenzie, League of Kansas Municipalities
Anne Spiess, Kansas Assn. of Counties
Ernie Mosher, City of Topeka

Others attending: See attached list

Chairperson Kline announced (1) SB 150 will be worked on Wednesday, February 22; (2) The
Subcommittee studying HB 2108 and HB 2167 will meet on Tuesday, February 21 at Noon in Room
521S. Subcommittee consists of Chairman Graeber, Members Edmonds, Wempe and McKinney.

Chair opened hearings on car tax bills:
HB 2093 - Motor vehicle tax assessment rate reduction

HB 2106 - Motor vehicle property tax assessment rate reduced
HB 2121 - Taxation of motor vehicles

HB 2156 - Rate of taxation of motor vehicles

HB 2210 - Motor vehicle tax levy rate reduced

SB 50 - Motor vehicle property tax assessment rate reduced

SB 150 - Motor vehicle tax reduction; assessment and tax rates

Chris Courtwight of Legislative Research briefed the committee on vehicles subject to motor vehicle tax;
comparison of various motor vehicle tax reduction plans; model year of passenger vehicles as of July 1, 1991

and July 1, 1993. (Attachment 1)

Charles Warren of Kansas, Inc. presented an explanation of the Study of Motor Vehicle Personal Property
Taxes as prepared by Glenn W. Fisher of the Hugo Wall School of Urban and Public Affairs, Wichita State

University. (Attachment 2)

Proponents: Mike Miller, Kansas Independent Automobile Dealers Assocation (Attachment 3)
John Schmid, KADA Legislative Chair (Attachment 4)
Chris McKenzie, Exec. Dir., League of Kansas Municipalities (Attachment 5)

Anne Spiess, Kansas Association of Counties (Attachment 6)
Ernie Mosher, City of Topeka

Mosher indicated the City of Topeka supported SB 150 and urged attention be given to the minimum tax.
Questions and comments by committee to all conferees. Chair closed hearing on car tax bills.

Adjournment.

The next meeting is scheduled for February 21, 1995.

Unless specifically noted, the individual remarks recorded herein have not been transcribed
verbatim. Individual remarks as reported herein have not been submitted to the individuals 1
appearing before the committee for editing or corrections.
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TO:

| MEMORANDUM |

House Taxation Committee

FROM: Chris W. Courtwright, Principal Analyst

1/31/1995

L-1 WwLwWyoey

RE: Comparison of Various Motor Vehicle Tax Reduction Plans

Current Bradley H Dems H Tax Donovan Snowbarger League Governor's

Law H 2093 H 2106 ; H2156 H 21 21 H 221 0 S 60 Plan

Effective Jan 1, 96 Jan 1,96 Jan 1,96 Jan 1, 96 Jan 1,96 Jan 1, 96 Jan 1, 96
96 Assessment Rate 30% 20% 27% 30% eliminated 30% 29% 28.5% & 30%
Final Assessment Rate 30% 20% 15% 30% eliminated 30% 20% 156% & 30%
96 Mill Levies coavg94 coavg 94 coavg 94 -18.25mills eliminated -—10mills coavg94 —9.125mills
Final Mill Levies co avg cap at 1994 cap at 1998 -36.5state eliminated -36.5state coavg —18.25 mills
Rep! $$$ for All Taxing Units - Yes Yes USDs only* No* USDs only* No* No*
Est 96 Taxes ($ in millions) $300.0 $202.0 $270.6 $257.9 $263.3 $276.9 $290.2 $268.8
Caledar Year 1996 Fiscal Note - ($98.0) ($29.4) ($42.1) ($36.7) ($23.1) (%9.8) ($31.2)
Long—Run Growth in Taxes 6—-8%7 reduced reduced nochange# reduced nochange# reduced reduced

* Replacement Revenues would be required through general state aid to the extent that the Legislature would continue to fund

S6-02-¢
WOIIeXE | OSNOH

fully the base state aid per pupil component of the school finance formula.

HB 2156 and HB 2210 were designed to eliminate the state portion of the levy and NOT to impact local taxing subdivisions.




{ MEMORANDUM 2/16/1995 ]
| TO: House Taxation Committee
FROM: Chris W. Courtwright, Principal Analyst
RE: Age of Vehicles Subject to Motor Vehicle Tax
Vehicles Subject to Motor Vehicle Tax
(Registrations as of December 20, 1994) Total as
Pct of All
Model Year  Autos Motorcycles Light Trucks Total Vehicles
1995 8,629 181 1,949 10,759 0.54%
1994 60,520 987 23,937 85,444 4.32%
1993 83,545 1,271 23,889 108,705 5.50%
1992 87,590 1,029 24,332 112,951 5.72%
1991 94,199 902 24,887 119,988 6.07%
1990 93,143 1,042 23,233 117,418 5.94%
1989 99,892 1,108 27,032 128,032 6.48%
1988 102,296 1,077 29,286 132,659 6.71%
1987 91,314 1,298 22,182 114,794 5.81%
1986 94,514 2,345 27,991 124,850 6.32%
1985 90,899 2,461 25,699 119,059 6.02%
1984 81,197 1,963 25,477 108,637 5.50%
1983 54,719 2,913 19,872 77,504 3.92%
1982 44,222 4,811 18,480 67,513 3.42%
1981 40,819 4,386 16,910 62,115 3.14%
1980 36,842 3,761 16,378 56,981 2.88%
1979 & older 241,825 15,818 171,324 428,967 21.70%
Total 1,406,165 47,353 522,858 1,976,376 100.00%
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1992

1991

1990

1989
1988
1987
1986
1985
1984
1983
1982
1981
1980
1979
1978
1977
76 & older

¢ -l

Model Year of Passenger Vehicles as of July 1, 1991

Kansas | Pct of Okla Pct of Colo Pct of Mo Pct of Neb Pct of

Total Total Total Total Total
424 | 0.03% 844| 0.06% 234| 0.01% 938| 0.04% 284 | 0.03%
33,145 2.70% 51,261 | 3.59% 75,238| 4.66% 107,509 | 4.32% 22713 | 2.77%
66,535| 5.42% 97,792| 6.84% 101,759 | 6.30% 176,814 | 7.11% 45,391 | 5.53%
78,879 | 6.42% 100,638 | 7.04% 103,110| 6.38% 195,042 | 7.84% 52,311| 6.37%
73,230| 5.96% 96,113| 6.73% 110,409 | 6.83% 203,234 | 8.17% 52,764 | 6.42%
79,260| 6.45% 86,941| 6.09% 107,129| 6.63% 190,779 | 7.67% 52,171| 6.35%
89,565 7.29% 100,333 | 7.02% 114,168 | 7.07% 203,903 | 8.20% 57,571 7.01%
91,945| 7.48% 102,834 | 7.20% 112,565| 6.97% 198,504 | 7.98% 55,032| 6.70%
89,162| 7.26% 98,599 | 6.90% 109,945| 6.81% 184,819 | 7.43% 56,164 | 6.84%
65,224| 5.31% 72,193 | 5.05% 81,794| 5.06% 129,307 | 5.20% 42,419| 5.16%
60,995| 4.96% 82,065 5.74% 77,547 4.80% 107,868 | 4.34% 39,040 4.75%
64,288| 5.23% 79,906 | 5.59% 80,836| 5.00% 110,228 | 4.43% 42,496 | 5.17%
61,928 5.04% 67,780 | 4.74% 78,639| 4.87% 102,062| 4.10% 41,412| 5.04%
70,905| 5.77% 76,709| 5.37% 78,679| 4.87% 124,226 | 4.99% 51,253| 6.24%
60,337 | 4.91% 68,119| 4.77% 69,095| 4.28% 106,358 | 4.28% 42,509 5.17%
48,430 | 3.94% 52,484 | 3.67% 54,146| 3.35% 82,339| 3.31% 37,160 | 4.52%
194,439 | 15.82% 194,104 | 13.59% 260,281 16.11% 263,203 | 10.58% 130,746 | 15.92%
1,228,691 100% 1,428,715 100% 1,615,574 100% 2,487,133 100% 821,436 100%
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1994
1993
1992

1991
1990
1989
1988
1987
1986
1985
1984
1983

1982

1981

1980

1979
78 & older

Model Year of Passenger Vehicles as of July 1, 1993

Kansas | Pct of Okla Pct of Colo Pct of Mo Pct of Neb Pct of

Total Total Total Total Total
54| 0.00% 78| 0.01% 45| 0.00% 210 0.01% 53| 0.01%
33,383| 2.56% 44,459| 3.17% 62,470| 3.82% 97,093| 4.02% 19,149 | 2.44%
68,763 | 5.27% 90,883 | 6.49% 88,897 | 5.44% 157,249 | 6.51% 39,735| 5.06%
79,001 | 6.05% 100,047 | 7.14% 101,196 6.19% 173,138| 7.17% 44,795| 5.70%
78,025| 5.98% 96,135 6.86% 103,639 6.34% 172,334 | 7.14% 47,644| 6.06%
85,017| 6.51% 97,448 | 6.96% 106,450 | 6.51% 187,908 | 7.78% 54,190| 6.89%
89,815| 6.88% 95,124 6.79% 113,479 | 6.94% 192,418 | 7.97% 55,912 7.11%
83,444 | 6.39% 82,345| 5.88% 109,192 6.68% 177,592 | 7.36% 52,737 | 6.71%
90,382| 6.92% 92,732 6.62% 114,051 | 6.98% 186,217 | 7.71% 55,401| 7.05%
89,755| 6.88% 92,231| 6.58% 109,048 6.67% 176,546 | 7.31% 51,287 | 6.53%
85,068| 6.52% 86,559 6.18% 102,894 | 6.29% 157,817 | 6.54% 50,270| 6.40%
60,621 | 4.64% 61,702| 4.40% 74,399 4.55% 107,336 | 4.45% 36,651 | 4.66%
54,423 | 4.17% 65,537 | 4.68% 66,665 4.08% 83,429 | 3.46% 31,725| 4.04%
54,474 4.17% 60,325| 4.31% 66,160 4.05% 80,920| 3.35% 32813| 4.17%
50,457 | 3.87% 48,763 | 3.48% 61,116| 3.74% 71,139| 2.95% 30,245| 3.85%
59,581 | 4.56% 55,738 3.98% 61,057| 3.73% 88,001 | 3.65% 37,603| 4.78%
243,061 | 18.62% 230,643 | 16.47% 294,024 | 17.99% 304,858 | 12.63% 145,774 | 18.55%
1,305,324| 100% 1,400,749| 100% 1,634,782 100% 2414,205| 100% 785,984| 100%
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K ansas, Inc.

Charles R. Warren, President 632 S.W. Van Buren, Suite 100, Topeka, Kansas 66603
(913) 296-1460  fax (913) 296-1463

February 15, 1995

MEMORANDUM
TO: Members, House Committee on Assessments and Taxation
FROM: Charles R. Warren, President, Kansas, Inc.

SUBJECT:  Study of Motor Vehicle Personal Property Taxes

I am pleased to provide you a copy of the final report of a Kansas, Inc. study on automobile
personal property taxes. The attached report, "The Property Tax On Motor Vehicles in
Kansas: A Description and An Analysis," was prepared by Dr. Glenn Fisher, Professor
Emeritus, Hugo Wall School of Urban and Public Affairs, Wichita State University.

I will be presenting an explanation of this study to the House Tax Committee at 9:00 a.m.,
Monday, February 20. I hope that you have the time to review the report prior to the
meeting.

The study is in response to a legislative request for information on the impact of reductions in
personal property taxes on motor vehicles, and the desire for comparative data on Kansas
taxation. It has been financed with private funds. The study design was developed by
Kansas, Inc., and the conclusions and findings are those of the author. An executive
summary at the front of the report provides the key findings of this analysis.

House Taxation
2-20-95
Attachment 2-1



The Property Tax On Motor Vehicles In Kansas:

A Description and An Analysis

Prepared for

Kansas, Inc.

by
The Hugo Wall School of Urban and Public Affairs

Wichita State University

February, 1995
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Executive Summary

Historically motor vehicles were taxed the same way as all other property in Kansas. Motor
vehicles were assessed by the local assessor on assessment day, the tax was computed, billed and
collected in the same way as was the tax on real estate and other kinds of personal property.

A 1974 constitutional amendment was implemented by the passage in 1979 of the "tax and tag"
law. The law provided that property taxes were to be paid when vehicles were registered, for
proration of the property tax, and for the refund of the tax when the vehicle was disposed of or
was moved out of the state.

Under the "tax and tag" law, vehicles are now assessed at values related to the depreciated value
of a vehicle when new. The tax rate applied to that value is the average county property tax rate
levied two years earlier.

The combined burden of registration fees, personal property taxation and related taxes in Kansas
are among the highest in the United States and are rising more rapidly than are other property
taxes. Reductions in the mill levy resulting from reappraisal reduced taxes on motor vehicles
in 1992, but growth is expected to resume. If the trends exemplified in Table 2 (Page 15)
resume, motor vehicle taxes will continue to rise substantially faster than taxes on other

property.

The property tax is a major source of revenue for local governments. In 1993 total collections
of motor vehicle revenues were $291.6 million and were equal to 17.2 percent of collections
from other property taxes. In 1993, 57.5 percent of motor vehicle revenues went to school
districts, 20.1 percent to counties and 17.6 percent to cities. Under current law, elimination
of the tax would result in increased state expenditure for school finance and would reduce the
local revenue available to other units of local government.

Analysis of the economic impact of the tax, based on data for Kansas counties, shows that the
number of vehicles owned are impacted most strongly by income and demographic factors. The
level of taxation has a measurable, but modest impact.

In contrast, taxation strongly impacts the percentage of newer cars registered in a county.
Lower tax rates are associated with a higher percentage of new cars. Substitutions in the
regression equations suggest that a 10 percent reduction in the tax rate would result in a
reduction of tax collections of only 5.7 percent. In other words almost half of the rate reduction

Hugo Wall School Of
Urban and Public Affairs Page 1



would be offset by an increased base. In addition there would be increases in sales tax
collections as car owners trade up to newer cars.

Analysis of data from the fifty states uncovered no significant correlation between level of
taxation and number of vehicles registered, but confirmed the finding that taxation affects the

percentage of new cars registered.

Hugo Wall School Of
Urban and Public Affairs Page 2
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The Motor Vehicle Property Tax In Kansas

Introduction

This study was undertaken by the Hugo Wall School of Urban and Public Affairs of Wichita
State University, under contract with Kansas, Inc.. The purpose of the study is to inform the
1995 legislature of possible implications of the reduction in the personal property tax on motor
vehicles in Kansas. The study report includes a brief description of the history of motor vehicle
taxation in Kansas, a description of the current system of motor vehicle taxation, comparisons
with the systems of motor vehicle taxation in other states and a preliminary analysis of the
impact of reducing the personal property tax upon motor vehicle registrations and tax collections.

While time and resource limitations prevent an exhaustive study of these questions, the results
of the study do provide solid evidence of the direction and general magnitude of the impact of
personal property tax reductions on motor vehicles. More detailed analysis involving further
disaggregation of the data and more complicated economic models could provide more exact
estimates, including numerical estimates of the increase in sales tax revenue that would result
from such tax reductions.

The focus of this report is the personal property tax as applied to those automobiles and light
trucks taxed under what is commonly known as the "tax and tag" act. There is no analysis of
the property tax as applied to vehicles of more than 12,000 pounds gross weight, vehicles taxed
as part of a motor carrier’s fleet, vehicles assessed as part of state utility property, motor
vehicles owned by dealers or manufacturers, mobile homes or recreational vehicles.

The research and analysis was carried out by Glenn W. Fisher, Regents’ Professor Emeritus and
Robin Salem Clements, Research and Policy Analyst, Hugo Wall School of Urban and Public

Affairs.

Hugo Wall School Of
Urban and Public Affairs Page 3
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The History Of Motor Vehicle Property Taxation In Kansas
Motor vehicles were originally taxed as part of the general property tax. In theory, the tax was
applied to all of the classes of property recognized in property law. Table I gives examples
of the kinds of property that were taxable as general property.

Table 1: Types of Real and Personal Property

Table 1

Types of Real and Personal Property

Real Property Personal Property
® Jand ® Tangible Property such as:
® Buildings - Machinery and equipment
® Fixtures—personal property - Inventory

attached to real estate - Household goods

and becomes a part of it - Automobiles and trucks

- Artwork and jewelry
® Intangibles, such as:

- Going-concern values

- Goodwill, franchises

- Stocks, bonds, notes

- Banks accounts

- Currency and coins

All classes of property were assessed by the assessor at their value on assessment day and the
taxpayer received a bill for taxes on all real and personal property owned. Experience over time
and the increasing complexity of the economy proved that it was impossible to uniformly
administer the tax on some kinds of property. Intangible property was especially difficult to tax
and many states exempted intangible property or taxed it at a lower rate and imposed income
or inheritance taxes to reach wealth and income not related to ownership of property.

Taxing tangible personal property also proved difficult. Tangible personal property is often
difficult to locate and most kinds are more difficult to assess than is real estate. The mapping

Hugo Wall School Of
Urban and Public Affairs Page 4
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and land registration system that eases administration of real estate taxation does not exist for
most kinds of personal property. To effectively administer the personal property tax the assessor
must actively seek and list the various kinds of property. Lists of businesses can be obtained
through the phone book or other business lists. Industry standards can be used to determine the
probable presence of certain kinds of machinery or equipment. Used equipment price guides
or public records of sales are useful in determining the value of property. Unfortunately
however, these methods are often expensive, yield uneven results, and beget an immense amount
of taxpayer resentment.

These problems and the concern about the effects of personal property taxation upon a state or
local economy led many states to exempt or classify tangible personal property. Today, nine
states exempt all tangible personal property. Most of the others exempt certain kinds of tangible
personal property. Only sixteen states tax business inventories, but even in these states certain
kinds of inventories may be exempted by local authorities. Most of the states that tax personal
property have some kind of exemption for goods-in-transit or free port arrangements that permit
companies to store and, perhaps, repackage goods within the state without paying personal
property taxes. Several states, including Kansas, have exempted inventories but continue to tax
depreciable business assets such as machinery.

The History of the Kansas Tax and Tag Act

The taxation of motor vehicles differs from the taxation of other property in three ways: (1)
motor vehicles are easier to locate than are many kinds of personal property because they must
be registered, (2) they are easy to value because there is a well organized, well-reported market
for used vehicles, and (3) the tax may be difficult to collect because vehicles are mobile. There
are always some owners who move, sell their automobiles or are hard for the tax collector to

find.

These circumstances often put vehicle tax administration in the spotlight. Administrators can
administer the tax more effectively than they can the taxes on many other kinds of personal
property, but critics have the means to measure their failures through registration and assessment
records—ironically the same means which make assessment measurement operate so well. As
a result, the vehicle tax may be severely criticized even when it is better administered than are

the taxes on other kinds of personal property.

Concern about motor vehicles that may escape taxation in Kansas goes at least as far back as
1940. In that year a Kansas Legislative Council study estimated that between ten and fifteen

Hugo Wall School Of
Urban and Public Affairs Page 5
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percent of the licensed motor vehicles in Kansas were not assessed for property taxation and that
the tax was not paid on ten percent of those that were assessed.

In 1954 the Legislative Council studied the advisability of requiring owners of motor vehicles
to pay personal property taxes at the time of registration. The Council’s committee on
assessment and taxation found that twenty-one states, including Kansas, taxed motor vehicles on
the same basis as other personal property. Seven of these states had provisions designed to
insure that personal property taxes were paid either when vehicles were registered or when real
property taxes were due. The Council concluded that a system requiring payment of the taxes
at the time of registration would be most satisfactory in Kansas, but believed a constitutional
amendment would be necessary. The Council proposed that such an amendment be submitted
to the voters and that, after its passage, the state enact an annual excise tax substantially equal
to the existing property tax. The tax was to be collected in connection with the registration of
vehicles and distributed to the taxing districts by a formula that would give each district an
amount essentially proportional to the property tax revenue lost. A question to amend the
constitution was submitted to the people and on November 6, 1955, was defeated on the general
election ballot by a vote of 284,327 to 474,310.

In 1957 the legislature enacted a law which prohibited a county treasurer from accepting an
application for the registration of a motor vehicle unless the applicant presented a receipt for the
payment of all personal property taxes owed. In 1960 the Legislative Council studied the
possible avoidance of vehicle taxes by individuals who sold their vehicles to a dealer late in
December and did not take delivery of a new car until after the January 1 assessment day. The
committee concluded that this was tax avoidance, not tax evasion, and that no statutory change
could bring about taxation of a person who did not want to own a car on January 1. The
Council report added that both cars would be in the dealers inventory on January 1 and would
be reported as part of a dealer’s average inventory.! In 1968 a study committee attempted to
deal with the problem by providing for the proration of the tax on cars purchased between
January 1 and November 1. The law was passed and the November date was later changed to

September 1.

LAt that time dealers’ inventories were taxed on a monthly average basis. On January 1,
1979 this method of taxation was replaced by a stamp tax. Dealers purchased stamps which
were attached to statements of origin (new vehicles) or title assignments (used vehicles). The
stamp tax was repealed as of January 1, 1989 when the constitutional amendment exempting
all merchants and manufacturers inventories was effective.

Hugo Wall School Of
Urban and Public Affairs Page 6
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County treasurers complained about the problem of delinquencies in the payment of the second
half of personal property taxes and proposed a bill coupling motor vehicle taxation with vehicle
registration. The tax would have been computed on the basis of the average statewide mill levy
for the prior year. The bill was amended to use the average county levy and passed the Kansas
Senate in 1972. Revenue was to be distributed to local units using a formula similar to that used
in distributing revenue to the local ad valorem tax reduction fund.

A 1972 special interim committee on assessment and taxation studied the bill and the county
treasurers submitted a proposal to the committee to distribute the funds on the basis of the
vehicle’s "tax unit" situs.? The Kansas Motor Car Dealers Association questioned the
constitutionality of the proposal and suggested a constitutional amendment to permit separate
treatment of motor vehicles.

The interim committee recognized the administrative and delinquency problems created by the
attempt to tax some kinds of personal property under the general property tax and suggested a
constitutional amendment permitting separate classification of motor vehicles, mobile homes,
inventories, livestock and grain. It also recommended that land used for agricultural purposes
be valued on the basis of income rather than market value.

The 1972 bill was not reintroduced in the 1973 legislature, but a number of bills dealing with
the administration of the property tax on vehicles were considered. A 1973 interim committee
concluded that these half-way measures would not be sufficient and again recommended a
constitutional amendment. They pointed out that the amendment rejected in 1956 had been
opposed by many local officials, but the county assessors and treasurers were now favored such
changes. In 1974 the legislature again submitted to the voters a question to amend Section 1,
Article 11 of the Kansas Constitution, but this time on a primary election ballot.

On August 6, 1974 the voters approved the amendment by a vote of 183,759 to 94,002. After
this vote, Section I of Article 11 read in part:
"The legislature shall provide for a uniform and equal rate of assessment and
taxation, except that the legislature may provide for the classification and the
taxation uniformly as to class of motor vehicles, mineral products, money,
mortgages, note and other evidences of debt or may exempt any of such classes
of property from property taxation and impose taxes upon another basis in lieu
thereof. . . ."

24 "tax unit" or a "tax levying unit" is an area subject to a common set of tax levies by
all the overlying taxing units (governments).

Hugo Wall School Of
Urban and Public Affairs Page 7
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In December 1974 an interim committee recommended that motorcycles, passenger cars and
trucks with a gross weight under 12,000 should be taxed at the time of registration. The tax was
to have been based on factory delivered price and age. Revenues were to be distributed among
taxing subdivisions in proportion to their share of the total levy within a "tax levy unit." Local
units were to show estimated vehicle tax collections as an estimated revenue in their budgets.
The amount that could be raised under the tax lid was reduced by the estimated amount of

collections.

The authority to classify motor vehicles provided in the 1974 constitutional amendment was used
to classify motor vehicle dealers’ inventories in 1978. The ad valorem (according to value) tax
was replaced by a stamp tax to be affixed to the manufacturer’s certificate of origin or bill of
sale of each vehicle sold.

In 1979 the legislature passed the "tax and tag" act which took effect on January 1, 1981. The
new law implemented the 1974 constitutional amendment by providing that most vehicles having
a gross weight of less than 12,000 pounds were to pay property taxes at the time of registration.
Exceptions included vehicles assessed to motor carrier, assessed as part of state assessed utility
property, motor vehicles owned by dealers or manufacturers, mobile homes and recreational
vehicles. Vehicles were to be classified into 20 classes based on their value when new. The
midpoint of each class, depreciated from the model year at the rate of 16 percent annually, was
to be the assessed value. The rate of taxation was to be the average county rate for the preceding
year. The proceeds of the tax were to be allocated to the tax levying unit, and distributed in the
same proportion that the levies of a taxing subdivision were to the total taxes levied in the tax

levy unit.>

Since the enactment of the "tax and tag" law there have been a number of amendments dealing
with technical or administrative problems, but the basic provisions of the law are still in effect.

Motor Vehicle Taxation In Kansas

Motor vehicles and motor vehicle use in Kansas are subject to several different taxes or fees.
These include the personal property tax, the registration fee, the retail sales or use tax, and the

motor fuels tax.

3This much simplified description omits the transition provisions, including the provisions
for taxing vehicles already registered in the state.
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The Sales Tax and Use Tax

Kansas levies a tax on retail sales of tangible personal property and certain services. The rate
is generally 4.9 percent. A compensating use tax is imposed at the same rate on property
purchased within or without Kansas if the property is subsequently stored or consumed within
Kansas, and if the transaction would have been subject to the sales tax had the transaction been
wholly within Kansas. If a sales tax has been paid to another state only the difference between
that tax and the Kansas tax (if higher) is due to Kansas. The purpose of the compensating use
tax is to prevent avoidance of the tax on property purchased from non-registered, out-of-state
retailers.

Cities and counties may impose retail sales up to a maximum of 2 percent subject to several
restrictions and exceptions. The local use tax applies solely to motor vehicles and watercraft,
and only if purchased outside of the state and used in the taxing subdivision.

Both state and local sales taxes are collected by the Kansas Department of Revenue. Of all state
sales taxes collected for motor vehicles, 94.898 percent is earmarked to the State General Fund
and 5.102 percent to the State Highway Fund. Of the amount deposited in the State General
Fund, 7.628 percent is subsequently transferred to the State Highway Fund, 3.630 percent to the
Local Ad Valorem Tax Reduction Fund (LAVTRF) and 2.823 percent to the City and County
Revenue Sharing Fund. The distribution of the state compensating use tax is the same except
that there is no subsequent transfer of funds from the State General Fund to the State Highway
Fund. The formula for distribution of LAVTRF funds to counties is calculated as 65 percent
based on the population of the county and 35 percent based on the assessed valuation of the
county. Within counties the distribution is made to each levying entity, except unified school
districts, proportionately by the entity’s prior year tax levy rate.

County sales and compensating use tax receipts, not earmarked for health care, are apportioned
among the county and the cities. Fifty percent is generally apportioned according to urban and
non-urban population and 50 percent in proportion to property tax levies, but there are several
exceptions which go to locally earmarked funds. '

The sales tax on motor vehicles is collected by the dealer at the time of sale or, in the case of
occasional sales, by the county treasurer when the vehicle is registered.

Motor Fuels Tax

Gasoline and gasohol are subject to a tax of 18 cents per gallon. Special fuels, such as diesel
fuels are taxed at 20 cents per gallon.
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The tax is collected from distributors, manufacturers or importers who are allowed a 2.5 percent
handling allowance. Refunds are given for the tax paid on fuel used off the highway. Certain
operators of commercial motor vehicles pay a tax based on taxable gallons computed by applying
their nationwide-miles-per-gallon consumption to the mileage traveled in Kansas.

Motor fuel taxes are credited to the Motor and Special Fuels and LP-Gas Taxes Fund. Except
for a $625,000 per quarter gasohol subsidy in effect until 1997, 59.5 percent is transferred to
the State Highway Fund and 40.5 percent is transferred to the Special City and County Highway
Fund. Of the Special City and County Highway Fund distributions to cities and counties are
made quarterly. Cities directly receive 43 percent on the basis of city population. Counties each
receive a flat $5,000 plus the balance of revenues produced by tax rates distributed on the basis
of motor vehicle registration fees, average daily vehicle miles traveled in the county, and total
road miles in the county*. The amount allocated to counties is shared with internal cities in
amounts ranging from 10 percent to 90 percent in thirteen of Kansas’ counties, and with
townships in any counties which have not adopted the county-unit road system.

Registration Fees

Registration fees (license tag fees) are paid annually at the following rates:
Passenger Vehicles:

- 4,500 pounds or less $25.00
- Over 4,500 $35.00
Motorcycles: $15.00
Motorized Bicycles: $10.00

The rates for trucks, trailers, mobile homes, and motor homes vary by weight and use.

Passenger cars, trucks with a gross weight of less than 12,000 pounds and motorcycles are
registered under a staggered registration schedule based on the owner’s last name.

*The balance of revenues produced by tax rates in effect prior to July 1, 1989, is
distributed as one-half on the basis of motor vehicle registration fees collected in the county
and one-half on the basis of average daily vehicle miles traveled in each county (excluding
interstate miles). For revenue rates which took effect after the 1989 date the apportionment to
counties is one-third based on registration fees, one-third based on average daily vehicle
miles, and one-third on the basis of total road miles in the county.
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County treasurers collect the motor vehicle registration tax and retain a small portion of the fees
to pay administrative costs. The remainder is remitted to the state and goes directly to the State
Highway Fund. In 1993 state receipts from the tax collected were $108.4 million.

Personal Property Tax

Under the "tax and tag" law motor vehicle owners pay the personal property tax at the same
time they register their motor vehicles. The tax is based upon an assessed value of 30 percent
of the depreciated value of the car. The tax rate is the county average rate as applied two years
earlier. The allocation of the tax to local governments is determined by the taxing unit in which
the car is registered.

Since 1979, the tax imposed on motor vehicle property has been identified as a tax in lieu of the
general property tax, and as a locally imposed tax. The general public is often uncertain about
whether the state or their county government imposes the tax. Some of the confusion lies with
the definition of state imposed taxes versus locally imposed ones. The definition of a state
imposed tax is one for which the legislature establishes the rate, the base, and the methods of
collection and distribution, but which are not authorized to be levied by local officials at their
discretion or with voter approval. While motor vehicle tax rates, base and methods of collection
and distribution are set by the legislature, local government officials do exercise some discretion
when they set annual local mill levies.

Another way to answer the "whose tax is it?" question is to review the distribution of revenues.
In 1993 net collections of motor vehicle personal property tax receipts in Kansas were $291,761
million. Of that amount $288.4 million or 98.8 percent was retained with local units of
government, while state receipts were $3.3 million or 1.2 percent. The local portion of the
revenues was distributed to local property tax levying entities in proportion to the number of
mills each entity levied in 1993. The 1993 distribution of motor vehicle collections broken out
by type of levying unit in the state was:

Counties $ 58.6 million
Cities $ 51.2 million
Schools® $167.8 million
Townships $ 2.8 million
Special Districts $ 7.8 million

SThe category includes unified school districts, community colleges and municipal
universities.
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Further discussion of distribution follows at the section entitled Revenue and Revenue
Distribution on Page 14.

Administration of Motor Vehicle Property Taxes in Kansas

Collection and Calculation Procedures

As "tax and tag" suggests, the administration of the vehicle property tax is combined with the
registration of vehicles. Procedures are standardized and the state plays an important role in the
process. Registration periods are on a staggered monthly schedule correlating with the
alphabetical order of owners’ last names. Owners with last names beginning with "A" renew
in February. Those whose names begin with "U," "X," "Y," or "Z" renew in December.
Both the registration fee and the property tax are prorated from the time of purchase to the end
of the registration period. If a vehicle is sold or traded in on a new vehicle the tax is credited
or refunded.

For purposes of computing the tax, by statute vehicles are classified in twenty classes® based
upon the trade-in value of the motor vehicle when new. The value at the mid-point of each class
is depreciated by 16 percent per year of the value when new. This depreciated value is the
"appraised value" which is then multiplied by 30 percent to determine the assessed value. The
assessed value is multiplied by the average property tax rate in the county. Because of the time
needed to compute the rate and the operation of the staggered registrations system, this average
county rate used is the rate of the second year preceding the assessment year. There is a
minimum tax of $12.00 on each automobile or truck.

The Kansas Department of Revenue, using information from vehicle manufacturers, classifies
each vehicle and maintains a computer program for calculating both the refund or credit due on
sold vehicles, and the tax due on newly acquired vehicles. Via their local hookups with the state
computer, county treasurers can both: obtain tax calculation information, and transmit vehicle
registration information to the state.

SActually there are now more than 20 classes since the midpoint of class 20 ($20,000 and
over) is defined as $21,000 plus $2,000 for each $2,000 by which the trade in value of the
vehicle exceeds $22,000.
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County treasurers are provided with manuals to be used to make calculations when the state
computer is down. Because of the many possible combinations resulting from the number of
vehicle classes and the staggered registration system, the manual is lengthy and the process of
making manual calculations is slow.

The car owner is given a numbered license plate to be affixed to the rear of the vehicle. Thé
plate is replaced periodically. In intermediate years the owner is given a decal to be affixed to
the corner of the plate. The decal is numbered, but the numbers do not correspond to the plate
number.

Computing The Tax In Each County

Because the average mill levies vary from county to county, the tax paid on an identical motor
vehicle varies from county to county. The 1991 average county levies used to compute 1993
vehicle taxes ranged from a low of 39.9 mills in one Kansas county to a high of 180.3 mills in
another. The state average of county average levies was 125.3 mills.

The imposition of the uniform statewide mill levy for schools in the 1992 change in school
finance resulted in most Kansas counties experiencing reduced mill levies. The change tightened
the disparity, as is reflected in the mill levies for 1993 which are used to compute 1995 vehicle
taxes, and range from a low of 59.2 mills to a high of 170.7 mills with a state average of 114.1

mills.

Although the revenues are credited to local governments based upon the number of mills each
entity levies, the mill rate used to compute the tax is based upon an average for the county and
is the same for all local governments in the county. The average county tax rate is determined
by the collective actions of the governments within the county and levies imposed or mandated

by the state.

Because of the county-to-county variations in levels of taxation, and a level of taxation in Kansas
that is higher than in most states, it is commonly believe that there is considerable evasion of
the tax. While the current research does not quantitatively address the dilemma, a fair amount
of anecdotal evidence suggests that tax evasion occurs when Kansas motor vehicle owners: fail
to register a vehicle in Kansas; register a vehicle in a county in which they do not reside—but
that has a lower mill rate; or, when they use a plate or decal from an older non-operating vehicle
on a newer vehicle in road use. And, there is good reason to believe that law enforcement
agencies do not or cannot give vehicle registration and tax law enforcement high priority. A

Hugo Wall School Of
Urban and Public Affairs Page 13

2-17



future study could attempt to develop quantitative evidence of the extent of motor vehicle tax
evasion.

Revenue and Revenue Distribution

Along with ad valorem taxes and the sales tax, the property tax on motor vehicles is one of the
three most important revenue sources for local governments in Kansas. For state and local
government combined the tax produced nearly $292 million dollars in 1993, or nearly five
percent of all state and local tax revenues produced that year.

Table 2 on Page 15 illustrates a history of motor vehicle tax collections for the past decade and
compares those with the collections from other property taxes. Column 1 shows that collections
from the motor vehicle property tax have more than doubled in the eleven year period. Column
2 shows that there have been substantial annual increases in collections except in 1991 when
there was a 21.4 percent decrease as a result of reappraisal which went into effect in 1989.
Because the assessed value of locally assessed property rose substantially, mill rates applied to
other property declined substantially in 1989. The decline is reflected in 1991 vehicle tax
collections because the 1989 average county rates were applied in that year.

Column 3 shows total dollar amounts levied (not in collections) through other property taxes,
which include the tax on locally assessed real and personal property and the tax on state-assessed
utility property. Column 4 shows that taxes on motor vehicles have been increasing at a
substantially faster rate than have taxes on other property. The 12.3 percent decline in other
property taxes in 1992 reflects the state-wide reduction in the property tax mill levy for schools
in the new school finance act. The 1992 change will be reflected in 1994 motor vehicle tax

collections.
Column 5 shows vehicle property taxes as a percent of other property taxes and confirms that

there has been more rapid growth in vehicle collections, except for the interruption caused by
- reappraisal and the delayed application of county mill levies to motor vehicle taxes.
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Table 2: Kansas Property Taxes - Motor Vehicle and Other Property Compared

Table 2

Kansas Property Taxes’: Motor Vehicle and Other Property

1983 to 1993

Motor Vehicle
As Percent Of

Motor Vehicle Other Property Other Property
Year Amount Increase Amount Increase

(1000s) (Percent) (1000s) (Percent) (Percent)

1) 2) 3 C)) %)
1983 $140,451 $1,113,945 12.6
1984 $151,984 8.2 $1,170,077 5.0 13.0
1985 $178,990 17.8 $1,250,560 6.9 14.3
1986 $199,371 11.4 $1,291,393 3.3 15.4
1987 $216,654 8.7 $1,392,368 7.8 15.6
1988 $242.916 12.1 $1,480,259 6.3 16.4
1989 $275,459 13.4 $1,570,610 6.1 17.5
1990 $306,451 11.3 $1,654,682 5.4 18.5
1991 $241,010 -21.4 $1,832,660 10.8 13.2
1992 $259,116 7.5 $1,607,728 -12.3 16.1
1993 $291,643 12.6 $1,696,368 5.5 17.2

Table 3, following on Page 16, shows motor vehicle taxes collected in 1993, by unit of
government. Fifty-seven and one half percent of the total revenue collected went to school
districts. Counties received 20.1 percent of the total and cities received 17.6 percent. Any
reduction in the motor vehicle taxes would have an immediate and somewhat complex impact
upon the finances of local government. Under the present school finance formula the reduction
in motor vehicle taxes going to schools would result in an almost proportionate increase in state

"Does not include state collected taxes on motor carrier vehicles.
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general fund payments to school districts. If the formula remains unchanged and the state
appropriates the necessary money, the financial position of the school districts would be lightly
affected. There would be some reduction in monies for bond and interest funds and the local
option budgets that would have to be made up by increasing the tax levy.

The reduction or elimination of the motor vehicle taxes for cities and counties would require a
reduction in expenditure or an increase in the tax on other property.

Table 3: Kansas Motor Vehicle Taxes Collected By Level of Government, 1993

Table 3

Kansas Motor Vehicle Property Taxes Collected
By Level Of Government

1993
Government Amount Percent.
State 3,244,301 1.1
Counties 58,637,684 20.1
Cities 51,249,236 17.6
Townships 2,851,394 1.0
Schools 167,789,397 57.5
Cemetery 240,135 0.1
Drainage 129,260 *
Fire 2,730,133 0.9
Hospital 487,094 0.1
Improvements 34,709 *
Library 2,526,584 0.9
Lights 1,835 *
Parks & Recreation 795,924 0.3
Sewers 82,844 *
Watershed 190,469 0.1
All Other 652,927 0.2
TOTAL 291,643,926 100.0

*Less than .05 percent
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Kansas Motor Vehicle Taxation As Compared With Other States

All states charge an annual registration fee. In a number of states the fee is a nominal, flat rate
fee. For example Nebraska charges a $17.50 flat fee for motor vehicles. South Carolina
charges $12.00 and Oklahoma $17.75. Other states base the registration fee on weight, age,
horsepower, or some combination. For example Arkansas’ fees vary by weight and range from
$17.00 to $30.00. Colorado’s fees, based on weight, range from $9.00 to $16.10. Missouri’s
fees are based on horsepower and range from $18.00 to $51.00. In addition, most states charge
fees for the issuance of original or duplicate titles.

About twenty states levy a property tax on motor vehicles®. In nine states all personal property,
including motor vehicles, is exempt. Some states specifically exempt motor vehicles from the
property tax, but impose another tax in lieu of property taxation. Some of these are called
excise or privilege taxes. For example Arizona levies an annual license tax at a maximum rate
of four percent of assessed value. Indiana levies an annual vehicle excise tax in addition to an
annual county surtax. Massachusetts levies an annual excise tax in lieu of the property tax.
South Dakota levies a three percent annual excise tax.

Property tax rates vary from locality-to-locality and sometimes excise or ownership taxes are
levied locally or are imposed at varying rates in different communities. These variations make
it difficult to compare motor vehicle taxes from state-to-state. Often the data necessary to
compute state average rates is unavailable and, if available, may hide important variations within

a state.

In an effort to deal with this problem, the Revenue Department of the District of Columbia has
computed the tax that would be imposed in the largest city in each state. The department makes
an annual study of the total state and local tax burden imposed on four hypothetical families at
four different income levels. One of the components of the tax burden is motor vehicle taxes,
including fuel taxes. Sales taxes on motor vehicles are not included in the motor vehicle tax
calculations. Families at the $25,000 and $50,000 income level are assumed to own one car of
specified weight, age and price. Those at the $75,000 and $100,000 level are assumed to own
two cars. Table 4 on Page 18 shows the estimated taxes levied in 1991 in the five cities with
the highest tax for each income group.

S8Authorities disagree about the classification of some "property tax like" excise or
ownership taxes.
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Table 4: Motor Vehicle Taxes on Families In The Five Highest States

Table 4

Motor Vehicle Taxes On Families In The
Five Highest States
19971°

City Family Income

$25,000 $50,000 $75,000 $100,000

Bridgeport, CT $483 $885 $1,791 $2,194
Sioux Fall, SD $409 $858 $1,899 $2,185
Virginia Beach, VA $388 $712 $1,445 $1,776
Wichita, KS $368 $689 $1,973 $2,266
Indianapolis, IN $368 $368 $1,123 $1,221
Median of 51 Cities: $204 $355 $760 $853
Wichita’s Rank 4 (tie) 4 1 1

According to these data, Wichita’s tax burden tied for fourth for $25,000 income families with
one car, was fourth for one car families with an income of $50,000, and had the highest tax
burden on two car families with incomes of $75,000 and $100,000.

Since 1991 the reduction in Kansas property tax rates resulting from reappraisal has temporarily
reduced the property tax burden on vehicles in Kansas. In the meantime, vehicle taxes have
risen in other states. As a result the vehicle tax burden has been reduced relative to that of other

Source: District of Columbia, Department of Finance and Revenue, Tax Rates and Tax
Burdens in the District of Columbia: A Nationwide Comparison. (June, 1992).
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states. Table 5 below shows that Wichita’s burden now ranks tenth and eleventh for the lower
income families and sixth and seventh for the more affluent families. As is shown in ZTable 2 on
Page 15, however, the rise in Kansas vehicle taxes has resumed and it is impossible to predict
how Kansas will rank in the future.

Table 5: Motor Vehicle Taxes On Families In The Ten Highest States, 1993

Table 5

Motor Vehicle Taxes On Families In The
Ten Highest States
19931°

City Family Income

$25,000 $50,000 $75,000 $100,000

Bridgeport, CT $568 $942 $2,051 $2,418
Jackson, MS $503 $873 $1,963 $2,360
Virginia Beach, VA $421 $701 $1,549 $1,830
Sioux Fall, SD $421 $712 $1,527 $1,809
Columbia, SC $375 $652 $1,452 $1,740
Indianapolis, IN $368 $368 $1,112 $1,809
Omaha, NE $359 $587 $1,240 $1,439
Providence, RI $355 $593 $1,230 $1,425
Denver, CO $331 $547 $929 $1,062
Wichita, KS $329 $494 $1,317 $1,539
Seattle, WA $328 $538 $1,131 $1,311
Median of 51 Cities: $213 $330 $755 $863
Wichita’s Rank 10 11 6 7

WSource: District of Columbia, Department of Finance and Revenue, Tax Rates and Tax
Burdens in the District of Columbia: A Nationwide Comparison. (June, 1994).
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Table 6 presents the same data for the largest cities in Kansas and five neighboring states. It
shows that the burden in Nebraska and Colorado would be slightly higher for the lower income
families with only one car. The $75,000 and $100,000 income families with two cars would pay
the highest tax in Kansas.

Table 6: Motor Vehicle Taxes On Families In Kansas and Neighboring States, 1993

Table 6

Motor Vehicle Taxes On Families In Kansas
And Neighboring States
1993

City Family Income

$25,000 $50,000 $75,000 $100,000

Omaha, NE $359 $587 $1,240 $1,439
Denver, CO $331 $547 $929 $1,062
Wichita, KS $329 $494 $1,317 $1,539
Kansas City, MO $273 $457 $962 $1,150
Little Rock, AR $232 $372 $755 $863
Oklahoma City, OK $213 $314 $688 $790
Wichita’s Rank 3 3 1 1

Economic Impact Of Kansas Motor Vehicle Taxes

In considering possible reductions in motor vehicle property taxes, it is important to consider
the impact that such a reduction would have on economic activity in the state. Specifically, it
is important to know whether tax reduction would lead to the increased ownership of more and
newer vehicles. In estimating the revenue impact it is important to know whether or not the

YSource: District of Columbia, Department of Finance and Revenue, Tax Rates and Tax

Burdens in the District of Columbia: A Nationwide Comparison. (June, 1994).
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reduction in rates would result in expansion of the total tax base so as to offset part of the
reduction.

These matters are difficult to study because they involve predicting the behavior of actual and
potential vehicle owners. One would like to know to what degree consumers are aware of the
tax and how the tax affects their decisions to buy a vehicle. These are difficult to determine,
but there are ways of inferring the result of a tax decrease by studying vehicle ownership
patterns in places or times in which tax burdens differ. Two appropriate sets of data were
available to the authors of this report. One set of data is vehicle registration data by model year
and county for Kansas. This information was provided by the Kansas Department of Revenue
and was based on registration data as of December, 1994. R. L. Polk Company compiled
registration of automobiles and light trucks data by model year and state as of July, 1993. Both
data sets were analyzed using multiple regression analysis.

Regression Analysis of Kansas County Data

The purpose of this analysis is to identify and measure the impact of property taxation upon
vehicle ownership and vehicle tax collections. It is recognized that vehicle ownership is affected
by economic and demographic characteristics as well as by taxation and it is necessary to include
variables that reflect these differences.

Three dependent variables were analyzed:
1. Cars and light trucks registered per 1,000 population (Owners).
2. Percentage of registered cars and trucks that are five years of age or less
(Percent New).
3. Per capita vehicle property taxes collected, per capita (Tax Per Capita).

Three independent variables were used:

1. County population per square mile. (Population per Square Mile) It is
hypothesized that there will be more cars and trucks, relative to population,
in thinly populated counties than in more populous ones.

2. The 1991 average county tax rate (Tax Rate). This is the rate used for taxing
vehicles in 1993. It is hypothesized that higher property taxes on vehicles will
be associated with the registration of fewer and older cars in the county. It
is hypothesized that lower tax rates will be associated with lower collections
per capita. The regression equations are used to estimate the relative
magnitude of the decrease.
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3. The 1992 county per capita income. (Per Capita Income). It is hypothesized
that car ownership, the percentage of new cars, and tax collections will be
higher in counties with higher personal incomes.

Examination of the data reveals that the car and truck registrations were unusually low in Geary
and Riley Counties, probably due to the large number of military related personnel who are
counted in the population, but who are permitted to register motor vehicles in other states.
Elimination of these counties resulted in slightly higher correlation. Further examination of the
data revealed that four other counties, Douglas, Leavenworth, Lyon and Wyandotte, were
"outliers.” Elimination of these counties produced a slightly lower correlation with the Owners
data and a slightly higher correlation with the Percent New data. The 99 county data are

presented in this report.

Tables 7, 8 and 9 below summarize the results for each of the three dependent variables. Table
7, below, shows the results when the variable Owners (vehicles registered per 1,000 population)
is regressed against the three independent variables.

The R? of .2862 indicates that the three variables explain 28 percent of the variation in the
number of automobiles and trucks owned. The beta coefficients measure the direction and
relative importance of the three variables. The negative sign on the first two variables indicates
that they are inversely related to ownership. That is, counties with a higher population density
and a higher tax rate have fewer automobiles and trucks per 1,000 population, as expected. The
positive value of the Per Capita Income beta indicates that higher income is associated with
higher levels of automobile and truck ownership. The absolute (ignoring signs) value of the beta
coefficients indicates that both Population per Square Mile and Per Capita Income are more
important than Tax Rate in explaining the level of automobile and truck ownership. All
coefficients are highly significant statistically which means they have less than one chance in a
hundred of resulting from chance.

Table 7: Regression With Owners Variable

Table 7

Dependent Variable = Owners
R = .5350 R? = .2862
Mean value of Dependent Variable = 884
Standard Error of Estimate = 69.5

Beta Coefficients:

Population per Square Mile -0.3411
Tax Rate -0.2481
Per Capita Income 0.3107
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Table 8, below, summarizes the results when Per Cent New (Percentage of vehicles 5 years old
or less) is used as the dependent variable. The level of correlation is much higher. The three
independent variables explain almost 63 percent of the variation, a rather high figure for this
kind of analysis.

The positive sign of the Population per Square Mile beta coefficient shows that the percentage
of new vehicles in the more thickly populated counties is higher than in the sparsely populated
ones. Higher income is also associated with a higher percentage of newer cars; but the most
important variable is the Tax Rate. The higher the tax rate, the smaller the percentage of newer
cars. All coefficients are highly significant statistically.

Table 8: Regression With Percentage of New Vehicles Variable

Table 8

Dependent Variable = Percent New
R = .7917 R? = .6268
Mean value of Dependent Variable = 24.2
Standard Error of Estimate = 2.63

Beta Coefficients:

Population per Square Mile 0.4477
Tax Rate -0.5535
Per Capita Income 0.2111

Table 9 on Page 24 shows the results of using Tax Per Capita as the dependent variable. The
R? of .52 indicates that over one-half of the variation is explained by the three independent
variables. The low value of the beta coefficient for Population per Square Mile indicates that
population sparsity is of limited importance. Per Capita Income plays a large role in explaining
taxes per capita, but the Tax Rate is of the greatest importance.

It is important to recognize that the Tax Rate variable affects taxes per capita in two ways.
Higher tax rates directly increase tax collections, but indirectly reduce them because it adversely
affects the number of cars owned and the percentages that are new. Some idea of the magnitude
of these opposing effects can be obtained by using the estimating equations to estimate the
impact of a tax rate reduction on predicted tax collections.
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Table 9: Regression With Tax Per Capita Variable

Table 9

Dependent Variable = Tax Per Capita
= 7215 R? = .5206
Mean value of Dependent Variable = 125.4
Standard Error of Estimate = 10.9362

Beta Coefficients:

Population per Square Mile 0.0776
Tax Rate 0.7012
Per Capita Income 0.4504

The results of the three regressions appear to be reasonable, but, there is a considerable amount
of unexplained variation. The number of cars owned is affected most strongly by Per Capita
Income and Population. The Tax Rate is of less importance and there is a great deal of
unexplained variation. On the other hand, the age of cars owned is strongly affected by the tax
rate. Population sparsity and per capita income are important and the percentage of variation
explained is high.

Per capita motor vehicle property taxes collected is most strongly affected by the tax rate. The
relationship is positive, meaning that higher tax rates result in higher collections. It is important
to note however, that there are opposing forces involved. Higher tax rates directly raise tax
collections by increasing the tax on each vehicle, but indirectly lower the collections by reducing
the number of vehicles registered and increasing the average age of vehicles, (as shown in
Tables 7 and 8).

One way of illustrating the net effect of a change in tax rates is to use the regression (estimating)
equations to calculate the result of a change in tax rate. The equation is of the form:

Y =a + bX; + bX, + b;X;

where Y = the estimated value of the dependent variable

a = a constant generated by the least squares process

bs = regression coefficients

Xs = independent variables.

In order to illustrate the effect of varying tax rates, calculations were made using the state
average value of population per square mile and per capita income. The results, shown in Table
10, below, show that a ten percent decrease in the vehicle tax rate would result in an increase
in the number of cars per 1,000 population; an increase in the percent of cars that are five year
old or less; and, a decrease in vehicle property tax collections per capita.
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In other words tax collections would decrease by a considerably smaller percentage than the
percentage cut in the tax rate because the number of cars and the percentage of newer cars
would rise. There would also be an increase in the sales taxes collected on the sale of motor
vehicles. Unfortunately, constraints on time and resources did not permit estimation of the
impact on sales tax collections, but there would be a positive impact as owners of older cars
trade up. Because used car sales are subject to the sales tax, each trade would generate sales

fax revenue.

Table 10: Effect of Ten Percent Decrease In The Motor Vehicle Property Tax Rate

Table 10

Effect of Ten Percent Decrease in Tax Rate”

Owners Percent New Per Capita Tax
Initial 892 24.6 93.8
After Decrease 903 25.8 88.3
Percent Change +1.23 +4.9 -5.7

Several warnings are in order:
1. Not all the variation is explained by the regression equations and, as a result
the predicted value of the dependent variables for some counties differs
considerably from the actual values. The result for the Percent New are the most
reliable as shown by the values of R? and the standard errors of estimate.

2. The estimates of the changes are based on linear equations. This means that
the predicted changes resulting from a given mill rate change are the same in
dollar amounts in every county but the percentages will be different (and probably
unrealistic) for counties with very high or low tax rates.

3. These calculations are based upon registration data. To the extent that the
county to county variations in registration result in evasion of the tax by

RCalculated from multiple regression equations. Mean values of all variables used for
initial calculations. Tax rate was then reduced by ten percent.
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registering in a low tax county the statewide impact of a change in tax rates will
be less than estimated.

4. The data tells us nothing about the timing of the changes. Undoubtedly it
would take several years for any change in the tax rate to be fully reflected in
vehicle ownership patterns.

Regression Analysis of National Data

This analysis is similar to the analysis of county data in the preceding section. While Kansas
county data were fairly comprehensive, available national data provide little more than numbers
of vehicles owned and tax collections. In the Kansas analysis, the county tax rate was an
accurate measure of the variation in the taxes imposed on vehicles, and tax collections per capita
is an accurate measure of the taxes actually collected in each county. For the national analysis,
the tax data used is the tax burden imposed (minus motor fuel taxes) on a family living in a
major city with a $50,000 income as computed in the Washington, D.C. study.

The validity of these figures as a representation of vehicle taxes imposed in the state probably
varies. Also, the data do not permit the separation of the "tax rate" effect from "tax collections”
as was possible in the Kansas study. The independent variables used are the same, except that
Miles of Road per 1,000 Population was added as an independent variable. It turned out to be
a much more appropriate measure of geographic factors affecting motor vehicle ownership than
Population per Square Mile."

Regressing all four independent variables against the variable, Vehicles Per 1,000 Population
produced an R? of .4538 but only the variable, Miles of Road per 1,000 Population was
statistically significant. It appears from this analysis that geographic factors are the major
determinants of vehicle ownership. Sparsity of population is related to the ownership of
vehicles. Economic factors such as income and level of taxation do not appear to be of great
importance.

Table 11 on Page 27 shows the results when Percent New is the dependent variable. The value
of regression coefficient is very similar, but three variables are statistically significant. Miles
of Roads per 1,000 Population is the most important variable and is negatively related to the
percent of vehicles that are less than five years old. The Tax variable is the next most important

BPreliminary analysis proved this variable to be much more useful. It is more logical
and avoids the distortions caused by large quantities of uninhabited land. For example, the
population per square mile in Alaska is extremely low and far outside the range in other
state. However, the Miles of Road per 1,000 Population is well within the range of values
found in other states.
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and is also negatively related to the percent of newer vehicles. Per Capita Income is positively
related to the ownership of new vehicles.

Table 11: National Data Regression With Percent New Variable

Table 11

Dependent Variable = Percent New
R = .6658 R? = .4433
Mean value of Dependent Variable = 24.094
Standard Error of Estimate = 2.1426

Beta Coefficients:

Tax -0.2870
Per Capita Income 0.2699
Miles of Roads per 1,000 Population -0.3909

These results are weaker than the results obtained from regression analysis of Kansas county
data. This is probably due to the weakness of the Tax variable and probably due to the greater
variations in the factors affecting vehicle ownership that are found in the national arena.
However, the general conclusions are consistent with those from the Kansas county study and
add weight to the conclusions from that study. It seems clear from both analyses that the
number of motor vehicles owned is largely a function of geographic and demographic factors.
Undoubtedly this reflects differences in the need for automobiles in, for example, cities with
public transport, or rural areas with no public transport and a greater need for privately provided
transportation of people and goods. On the other hand, economic factors, here represented by
taxation and per capita income, have a significant effect on the age of vehicles owned. If
incomes are high and tax low, people will own newer vehicles.

Summary

We are not able to measure precisely the effect that reducing the personal property taxation on
motor vehicles in Kansas would have. However, there is support for the idea that reducing the
tax would result, over time, in a small increase in the total number of vehicles owned and a
substantial increase in the number of newer vehicles owned. Vehicle property tax collections
would decline by a substantially smaller percentage than the tax rate is decreased. There would
also be an increase in sales taxes collected on the sale of vehicles as owners traded up to newer

vehicles.
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PREPARED FOR: THE WICHITA STATE UNIVERSITY
Vehicles In Operation as of July 1, 1993 - State Summary
Passenger Car and Light Truck Counts by Year Model

STATE

TYPE

TOTAL

1994

19893 1992 19881 1980 1988 1988 1887 1986 1985 1884 1983 1982 1981 1980 1879 1978 & OLDER UNKNOWN
ALABAMA PC 1,957,593 95 73,888 122,458 122,017 121,206 138,321 147,885 147,632 152,962 145,827 132,860 92,438 73,148 72,243 65,239 80,180 268,986 "
LT 1,064,756 240 56,453 71,118 66,844 60,796 74,202 79,600 72,382 79,954 65,437 57,189 38,296 30,613 27,514 26,058 43,679 214,363 8
ALABAMA Total 3,022,348 336 130,344 193,576 188,861 182,001 212,623 227,485 220,014 232,916 211,364 190,089 130,732 103,761 99,767 91,287 123,888 483,349 119
ALASKA PC 176,689 9 6,910 9,333 11,738 14,916 12,204 12,001 10,309 10,808 12,813 13,009 10,486 9,714 8,737 6,467 5,191 21,862 4
LY 204,255 18 9,353 13,070 15,200 16,434 13,476 10,808 9,472 12,598 14,041 14,497 10,143 7,715 6,767 4,856 7,386 38,424 1
ALASKA Total 380,944 27 16,263 22,403 26,938 31,350 26,679 22,899 19,781 23,401 26,854 27,596 20,629 17,429 16,504 11,323 12,577 60,286 ]
ARIZONA PC 1,639,281 100 113,216 111,194 98,111 98,064 108,408 106,957 107,820 113,172 109,077 95,481 65,083 58,686 56,567 54,594 61,848 279,951 55
LT 994,000 94 57,424 67,275 61,427 55,395 67,058 64,421 61,153 76,017 64,948 53,355 31,269 27,403 25,192 22,833 38,944 219,790 2
ARIZONA Total 2,833,289 184 170,640 178,469 169,638 163,489 175,463 171,378 168,973 189,188 174,025 148,838 97,252 86,089 81,759 77,427 100,792 499,744 57
ARKANSAS PC 951,453 57 31,7814 68,900 76,981 73,599 78,177 76,415 68,372 68,875 65,427 60,561 44,421 36,993 34,246 27,308 31,918 110,335 87
LT 726,937 41 38,579 56,602 55,924 49,578 55,497 53,302 40,836 47,157 42,334 39,042 27,409 24,314 20,839 17,790 28,971 128,721 1
ARKANSAS Total 1,878,380 98 70,360 126,502 132,908 123,177 133,674 129,717 107,208 116,032 107,761 99,803 71,830 80,307 66,085 45,098 60,889 239,056 (1]
CALIFORNIA ESTIMATED  PC 14,422,264 707 552,836 763618 1,084,026 1,000,434 1,066,672 1,132,014 1,071,028 998,393 965,354 864,402 611,415 540233 478,090 436566 468,946 2,406,949 581
LT 6,750,504 1,355 293,591 437,408 494,587 487,072 549,075 509,466 494,193 536,349 419,834 364,816 207,379 178,152 146,716 143375 215333 1,271,170 632
CALIFORNIA ESTIMATED Total 21,172,768 2,062 646,427 1,201,027 1,568,613 1,487,506 1,616,747 1,641,480 1,665,221 1,504,742 1,385,188 1,229,218 818,794 718,386 624,806 679,941 684,279 3,678,118 1,213
COLORADO PC 1,634,891 45 62,470 88,897 101,196 103,639 106,450 113,479 109,182 114,051 109,048 102,894 74,388 66,665 66,160 61,116 61,057 204,024 109
LY 1,054,360 79 51,641 63,499 66,710 61,185 66,720 66,223 58,369 67,228 66,992 63,657 38,389 30,346 29,368 27,546 43,802 253,702 4
COLORADO Totai 2,689,251 124 114,111 152,386 167,906 164,824 172,170 179,702 167,561 181,278 176,040 166,451 112,788 97,011 95,5628 88,662 104,859 547,726 13
CONNECTICUT PC 1,841,528 98 77,881 118,959 111,085 125,295 145,385 160,565 175,316 167,859 146,106 130,422 88,578 64,870 56,896 51,347 49,872 170,546 358
LY 529,576 134 31,823 38,262 33,285 35,268 49,087 68,733 54,300 52,171 38,261 30,252 19,018 11,943 10,275 8,708 16,556 43,503 27
CONNECTICUT Total 2,371,104 232 109,704 185,211 144,330 180,563 194,492 219,298 229,618 220,030 184,367 160,674 107,598 76,813 67,271 60,056 66,428 214,048 5
OELAWARE PC 422,106 39 18,942 28,441 28,814 31,525 36,473 36,369 36,506 36,288 31,354 27674 18,449 14,140 12,675 12,213 12,137 41,919 48
LT 169,897