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MINUTES OF THE HOUSE COMMITTEE ON TAXATION.
The meeting was called to order by Chairperson Phill Kline at 12:30 p.m. on March 22, 1995 in Room 519-S

of the Capitol.

All members were present except: Meeting at 12:30 p.m.
Rep. Clyde Graeber - excused
Rep. Greta Goodwin - excused

Meeting at 5:30 p.m.
Rep. Clyde Graeber - excused
Rep. Bruce Larkin - excused

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

Conferees appearing before the committee: James Maag, Kansas Bankers Association
Jeff Sonnich, League of Savings Institutions

Others attending: See attached list

Chair opened hearing on:
SB 354 - Excluding privilege tax from additions to adjusted gross income

Proponents:
James Maag, SVP, Kansas Bankers Association (Attachment 1)
Jeff Sonnich, VP, Kansas, Nebraska, Oklahoma League of Savings Institutions (Attachment 2)

Chair closed hearing on SB 354.
Chair called for action on

HCR 5023 - Constitutional amendment imposing aggregate limitations upon
expenditures by the state and its taxing subdivisions

Moved by Edmonds, seconded by Pugh, amend HCR 5023 to strike the word “average” whereever it
appears and insert the words “arithmetic mean”. Motion withdrawn.

Moved by McKinney, seconded by Larkin, amend HCR 5023. Motion carried. (Attachment 3)

Substitute motion by Edmonds, seconded by Pugh, to change the wording on page 6 line 7 from “three-
fourths” to “two thirds” in the proposed amendment to HCR 5023. Motion failed - Yes 8. No.9

(Attachment 3)

Moved by Larkin, seconded by Pettey, amend HCR 5023 on page 3, line 19 and 20 to delete the term
“federal”. and to delete the term “federal” in any_of the other sections of the bill. Motion carried. Yes 10, No

7.

Moved by Larkin, seconded by Pettey, amend HCR 5023 to include an exemption for unfunded federal
mandates as it applies to the state. Motion failed. Yes 8, No 9.

Moved by McKinney, seconded by Mays, amend HCR 5023 Motion carried. ( Attachment 4)

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.



CONTINUATION SHEET

MINUTES OF THE HOUSE COMMITTEE ON TAXATION, Room 519-S Statehouse. at 9:00 a.m. on
March 22. 1995.

Moved by Edmonds, seconded by Vickery, to amend HCR 5023 on page 6. line 6 by chaneing “three-
fifths™ to “two-thirds”. Motion carried.

Moved by McKinney, seconded by Larkin, amend HCR 5023. Motion carried. (Attachment 5)

Moved by Edmonds, seconded by Larkin, amend HCR 5023 from primary to general election on page 6,
line 31. Motion carried.

Moved by Mavs, seconded by Edmonds, amend HCR 5023, page 4 lines 17-19 to 10% of number of
electors and strike “who voted at the last preceding seneral election” Motion carried.

Moved by Wempe, seconded by Edmonds, amend HCR 50623 by adding to ((3) language recarding
proceeds of any bond issues. Motion carried.

Recessed at 2:00 p.m. and reconvened after adjournment of the House at 5:30 p.m.

Moved by Rep. Kirk, seconded by Rep. Wempe, amend HCR 5023 on page 3, after line 25, by inserting
the followine: “(G) moneys received by a city or county pursuant to an interlocal agreement which provides
for the transfer or consolidation of governmental functions for the purpose of financing such transfer or
consolidation: and”. Motion failed. Yes 7, No 9

Moved by Donovan, seconded by Aurand, HCR 5023 be passed favorably as amended. Motion carried.
Yes 12. No 5

Chair called for action on:
SB 301 - income tax credit for education and training of qualified firm’s employees.

Moved by Wilson, seconded by Hayzlett, SB 301 be passed favorably, Motion carried. Yes 12, No 7.
Recording of “no” votes for Reps. McKinney, Edmonds, Pugh, Goodwin and Aurand.

Chair called for action on:
SB 354 - Excluding privilege tax from additions to adjusted gross income.

Moved by Powell, seconded by Edmonds, SB 354 be amended to insert new language on page 1. line 36

after period “for privilege tax vear 1995, and for all such vears thereafter”. Motion carried.

Moved by Edmonds, seconded by Powell, SB 354 be passed favorably as amended. Motion carried.

Chair called for action on:
SB 197 - Land devoted to agricultural use inclusive of land designdated as controlled
shooting area.

Moved by Empson, seconded by Wilson, SB 197 be passed favorably. Motion carried.

Substitute motion by Powell, seconded by Vickery, amend SB 197 to provide for the computation and
publishing of preliminary property tax levy rates. Motion failed. (Attachment 6)

The next meeting is scheduled for March 23, 1995.

Adjournment.
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The KANSAS BANKERS ASSOCIATION
A Full Service Banking Association

March 22, 1995

TO: The House Taxation Committee
RE:  SB 354 - Kansas privilege tax

Mr. Chairman and Members of the Committee:

Thank you for the opportunity to appear before the committee in support of SB
354 which is a bill involving significant economic impact to the banking industry
in Kansas. The bill would clarify that financial institutions are not required to
"add back" the previous year's privilege tax when calculating net income for the
current year's privilege tax. The bill has been approved by the Senate on March
17 on a 40-0 vote.

The Kansas Department of Revenue issued in August of 1994 a Revenue Notice
(94-08) which stated that financial institutions must add back the previous year's
privilege tax when calculating net income for the current year's privilege tax.
From 1980 to 1994 the Department had not required such an add back. The
Notice was issued without any attempt by the Department to discuss the issue
with either the industry or the Legislature.

The impact of the Notice on the banking industry is very significant. It means
that Kansas banks will have an increase in their privilege tax liability this year
which ranges from 5% to 20% with the statewide average probably in the range
of 7.5%. We are estimating that the total dollar impact will be at least $3 million
annually.

The Department's Notice was not based on any legislative action or directive.
We strongly believe that such a significant change in how financial institutions
are required to calculate their privilege tax liability is a legislative matter and
should be addressed as such. The Department has been before legislative
committees at least seven times in the past 14 years requesting amendments to
the statute in question, but not once did they ever ask for a clarification of this
issue.

In addition, it was the Department which requested the specific language of
K.S.A. 79-32,117(b) in 1980 and from the very first year of its implementation and
for the next 13 years they mterpreted that subsection to mean that banks did not
have to add back the previous year's privilege tax. We believe that given the
length of time involved the only logical manner in which to contemplate a
change was to come to the Legislature with suggested statutory language.

. . House Taxation
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More importantly, we believe that if the Department insists on their present
interpretation of the privilege tax statute they have turned the privilege tax into
a corporate income tax thus creating serious constitutional problems. We know
from the long history of how national banks can be taxed that there is a very fine
line between what is an acceptable method for states to tax national banks if they
want to be able to impose a tax on all of the U. S. Treasury obligations and other
federal government securities held by a national bank. By requiring banks to
add back their prior year's privilege tax it means that they would be taxed in the
same manner as corporations thus turning the privilege tax, which is now an
allowable franchise tax for national banks, into an income tax.

Another key point is that insurance companies which also pay a Kansas privilege
tax are not required to add back in calculating their present year privilege tax
liability (see pp. 5-6 of attachment). This creates an additional problem as it
relates to the taxation of national banks as federal law requires that national
banks cannot be taxed in a manner which is significantly different than the way
other "moneyed interests" are taxed by the states.

To understand the proposed amendment in SB 354 it is necessary to look at four
different statutes in this sequence:

1 Note that K.S.A. 79-1107 on page one of the attachments says the
bank privilege tax shall be based on "net income" and shall be a tax
levied "in lieu of ad valorem taxes which might otherwise be
imposed . ..." [emphasis added]

2) Also on p. 1 K.S.A. 79-1109 defines what is to be included in "net
income" . It states that it shall be the same as the definition for
taxable income for a corporation as defined in K.S.A. 79-32, 138.

3) On p. 2in K.S.A. 79-32,138(b) it states that certain items must be
added to the federal taxable income of the corporation as set forth
in the income tax statute for residents.

4) On p. 3is K.S.A. 79-32,117(b) indicates what items an individual
must add to his or her adjusted gross income. Subsection (ii) states
that taxes measured by income or fees in lieu of income taxes must
be included, but there is no reference to any tax which is levied in
lieu of an ad valorem tax such as the privilege tax.

So if you tie the requirements of K.S.A. 79-32,117(b) back to the requirements of
K.S.A. 79-32,138(b) and then tie those requirements back to the requirements of
K.S.A. 79-1109 and then tie those requirements back to K.S.A. 79-1107 you have
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the department's rationale for including the previous year's privilege tax in the
calculation of this year's privilege tax.

For all of the reasons stated above, we do not believe that Revenue Notice 94-08
was an appropriate action and that is why we are requesting the passage of SB
354. We would also request that the bill be amended by adding in Section 1,
line 36, the following language after the word "thereto™: "for privilege tax
year 1995, and all such years thereafter." We believe this clarifies that the ruling
should not apply to privilege taxes paid for this or any subsequent tax year.

It is definitely the Legislature's right and responsibility to establish tax policy for
this state and the Department's reinterpretation of a law which has been in effect
for 14 years is an infringement upon that legislative prerogative. The Kansas
banking industry stands ready to pay its rightful share of state taxes, but we
strongly believe the requirement of such taxes should be the result of careful
legislative deliberation and not due to administrative interpretation. Therefore,
we believe the passage of SB 354 is necessary to maintain a fair and equitable as
well as a constitutional privilege tax in Kansas.

James S. Maag
Senior Vice President
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79-1107. National banking associations
and slate banks; tax imposed; rate. Every na-
tional banking associution and state bank lo-
cated or doing business within the state shall
pay lo the state for the privilepe of doing Dusi-

ness within the stale a tux according Lo or

measurcd by its net meome tor the next pre-

‘ceding Txable year to bhe computed as pro-
vided mthis acl Such tax shall consist of a
normal tx and a surtax and shall be computed
as follows:

(1) The normal tax shal] be an amount cqual
to 44% of such nct income: wnd

(b)  the surtax shall be an amount cqual lo
2Ys% ol such net income in excess of $25,000.

The tax Tevied shall be in licu ol ad valorem
twes which might otherwise be imposed by
the state or political subdivisions thereof upon
shares of capital stock or the intangible assets
of national banking associalions and state
banks. The state of Kansas hercby adopts the
method numbered (4) authorized by the act of
March 25, 1926, amending section 3219 of the
revised statutes of the United States (12
U.S.C.A. 548), relating to the manner and
place of taxing national banking associations lo-
cated within its limits.

History: L. 1963. . 463, § 2 L. 1968,

l
I

ch. 142, § 1. L. 1970, ch. 382, § I. L. 1979.
ch. 359, § 1; L. 1979, ch. 314, § 1 1. 1987,
ch. 374, § I; July L.

[ION

Rcséarch and Practice Aids:

Taxation e Y80, 10G].

C.J.8. Taxation $§ 1096, 1101.

79-1108a. )

History: L. 1968, ch. 142, § 3; L. 1972,
ch. 342, § 89 Repealed, 1. 1987, ch. 374, §
4; July 1.

79-L109. “Net income” defined; deduc-
tions. As uscd in this act “net income” s
mean_the Kansas tyx i
tions as de) _inTKISTA 79
amendments thereto, plus income received
Irom obligations or sccurities of the United
States or any authority, commission or instru-
mentality of the United States and its posses-
sions Lo the extent not included in Kansas
taxable income of a corporation and income
reccived [rom obligations of this state or a po-
itical subdivision thercol which is exempt from
mncome tax under the laws of this state; less
dividends received from stock issued by Kansas
Venture Capital, Inc. to the extent such div-
idends arc included in the Kansas taxable in-
come of a corporation, interest pm'd on time
deposits or borrowed moncy and dividends
paid on withdrawable shares of savings and
loan associations to the extent not deducted in
arriving at Kansas taxable income of a
corporation.

Savings and lean associations shall be al-
lowed as a deduction from net income, as her-
cinbefore defined, a reserve established for the
sole purposc of meeting or absorbing losscs,
in the amount of 5% of such net income de-
lermined without benefit of such deduction,
bul no further deduction shall be allowed for
losses when actually sustained and charged
against such reserve, unless such reserve shall
lave been fully absorbed thereby; or, in the
alternative, a reasonable addition to a reserve
for losses bascd on past experience, under such
rules and regulations as’ the sceretary of rey-
cnuc may prescribe.

History: L. 1963, ch. 463, § 4; L. 1967,
ch. 488, § 1; L. 1972, ch. 359, § 3. L. 1979,
ch. 314, § 2; L. 1986, ch. 332, § 7; L. 1\987,
ch. 374, § 3; July 1.

Cross References to Related Sections:

Investinent in Kansas Venture Capital, Inc., sce 74-
8203,
Research and Practice Aids:.

Taxation e= 980, 1031, 1047.

C.J.S. Taxation §§ 1096, 1098, 1099

79-110%a.  Application of 79-1107 and 79-
1109. The provisions of K.S.A. 79-1107 and
79-1109 shall be applicable to all taxable ycars
commencing after December 31, 1979.
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79-32,138

the share of each beneficiary (including, solely
for the purpose of this allocation, resident ber,.. -
etermined un-
of this section,
€ in proportion to his or her share of
the estate or trust income for such year, under

eficiaries) in the net amount, d
er subsections (a)(i) and (a)(ii)

shall b

local law or the governing instrument, which
Is required to
other amounts of such income distributed in
such year. Any balance of such net amount
to the estate or trust.

(i) The director may, by regulation, estab.-
lish such other method or methods of deter-
mining the respective shares of the
beneficiaries and of the estate or trust in its
income derived from sources within Kansas
and in the modifications related thereto as may
be appropriate and equitable. Such method
may be used by the fiduciary in his or her
discretion whenever the allocation of such re-
spective shares under subsections (a) or (b))
of this section would result in an inequity
which is substantia] both in amount and in
relation to the tota] amount of the amount of
the modifications referred to in subsection
(a)(ii) of this section.

(¢) The fiduciary of a resident estate or
trust shall withhold ‘and deduct from amounts
distributed or distributable to each nonresident
beneficiary an amount equal to two and ope-
half percent (2Y2%) of that portion of the. Kan-
sas nonresident adjusted Bross income of such
nonresident beneficiary which is derived from
such estate or tryst. Such fiduciary sha] pay
to the director the amounts so withheld and
deducted concurrently with the filing of the
Kansas income tax return of the estate or trust
and shall furnish or mail to the last known
address of each such nonresident beneficiary
two copies of a statement on g form prescribed
by the director showing the amount so with-
held and deducted from the amounts distrib-
uted or distributable
beneficiary and such other information as may
be prescribed by the director. The amount

withheld and deducted shall be allowed as 5
credit against the income tax otherwise im-
posed on such nonresident beneficiary under
this act, and if the amount withheld and de-
ducted exceeds the income tax liability of such
nonresident beneficiary, any excess shall be ap-
plied to any other tax owed the state of Kansas
by such nonresident beneficiary (including
fines, penalties and interest, if any) and the
balance of such excess, if any, refunded to such

296

be distributed currently and any

come tax liability
same ratio to the

bility for such year as the Kansas taxable in-

nonres,..._
79-32,105(c).

History: 1. 1967,
ch. 407, ¢ 14. July 1.

Source or prior law:
79-3214.

79.32.133. Kansas taxable income of
corporations. (a) Kansas taxable income of 5
corporation taxable under this act shall be the

able year with the modifications specified in
this section.

(b) There shall be added to federa] taxable
income: (i) The same modifications as are set
forth in subsection (b) of K.S.A.

individuals.

(i) The amount of all depreciation deduc-
tions claimed for any real or tangible personal

property upon which the deduction is allowed

by K.S.A. 79-32,161, and amendments thereto,
(i) The amount of all depreciation deduc.

taxable income: (i)
are set forth in subsection (c) of K.S.A. 79.
32,117, and amendments thereto,
to resident individuals.

(i) The federa] income tax
taxable year commencing prior to December
31, 1971,
after reduction for all credits thereon, except
credits for payments on estimates of federa)
for gasoline and lubricating

paid in such prior year, rather than as accrued.
Notwithstanding the foregoing, the deduction
for federal income tax liability for any year shall
not exceed that portion of the total federal in-
for such year which bears the

total federal income tax Jja.

ciary as provided in K.SA
ch. 497, § 30; L. 197,

corporation’s federal taxable income for the tar. §

79-32,117, and § )
amendments thereto, with respect to resident 8

come, as computed
federal income taxe:
- subsections (d) and (¢
" for such year, bears
- come for the same
~ (iii) An amount {
. ortizable costs of a
- process as computec
" and amendments th:
: (iv) An :;mountfc
. ton for a solar energ
" g)K.S.A. 79-32,168,
i (v) For all taxabl
" December 31, }987
3 federal taxable inco:
:=" gions of section 78
8 e.
m((lvi) For all taxalz
" December 31, 1953)4
orations incorp )
: gotnr?es or the Distri
" included in federal
(d) If any corpor
come from sources w
' year commencing afi
Kansas taxable inco
sulting after appli:
through (c) hereof.
" Hon's Kansas taxabl-_
" able year, after exclc
income tax and befo
" Income taxes provide

K.S.A. 79-3293, in
thereto, plus any re
as determined und(:
tion (b) of K.S.A. 7t
thereto, and minus
income taxes as pr¢
shall be such corj
income. )
(e) A corporatic
with respect to it
mencing after Dec
no -addition n'{(‘)dlﬁ(
subsection (b)(ii) qf
traction modificatio’
section (c)(iii).of K
subsections existe
by this act, shall b
such taxable year.
History: L. 196
ch. 374, § 1; L. 1%
ch. 433, § 5; L. 1¢
ch. 408, § 2; L. l%
ch. 386, § 1; L. 1¢
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aount equal
sme of such

by imposed
“estates and
wgraph (2) of

3; L. 1969,
1; L. 1977,
2; L. 1979,
2; L. 1989,
55; July 1.

-nefit plan con-

: tax return by
sitating consoli-
1k of Manhattan
706, 711, 719

2: L. 1984,
., ch. 247, §

INCOME Tax

79.32,117

& <P

B oagnio S iy
Ak 510

CASE ANNOTATIONS
1. Net operating loss sustained by bank in vear bank
ceased operation may be carried back to redetermine priv-
ilege tax liability for prior vears. In re Tax Appeal of
Federal Deposit Ins. Corp., 249 K. 752, 758, 765, 822
P.2d 627 (1991).

79-32,115.

Research and Practice Aids:
Taxation e= 1014.
C.J.S. Taxation § 1092.

79.32,116.

CASE ANNOTATIONS
3. Constitutionality of the taxing of federal military re-
lirement benefits examined and upheld. Barker v. State,
249 K. 186, 190, 815 P.2d 46 (1991); Rev'd, 112 S.Ct 1619
{1992).

79:32,117. Kansas adjusted gross in-
come of an individual. (2) The Kansas adjusted
gross income of an individual means such in-
dividual’s federal adjusted gross income for the
taxable year, with the modifications specified
in this section.

gross income:

1} Interest income less any related ex-
penses directly incurred in the purchase of
state or political subdivision obligations, to the
extent that the same is not included in federal
adjusted gross income, on obligations of any
state or political subdivision thereof, but to the
extent that interest income on obligations of
this state or a political subdivision thereof is-
sued prior to January 1, 1988, is specifically
cxempt from income tax under the laws of this
state authorizing the issuance of such obliga-
tions, it shall be excluded from computation of
Kansas adjusted gross income whether or not
included in federal adjusted gross income. In-
lerest income on obligations of this state or a
political subdivision thereof issued after De-

(b) There shall be added to federal adjustea

vear. Such refunds shall be included in income
in the year actually received regardless of the
method of accounting used by the taxpayer.
For purposes hereof, a tax benefit shall be
deemed to have resulted if the amount of the
tax had been deducted in determining income
subject to a Kansas income tax for a prior year
regardless of the rate of taxation applied in
such prior year to the Kansas taxable income,
but only that portion of the refund shall be
included as bears the same proportion to the
total refund received as the federal taxes de-
ducted in the year to which such refund is
attributable bears to the total federal income
taxes paid for such year. For purposes of the
foregoing sentence, federal taxes shall be con-
sidered to have been deducted only to the
extent such deduction does not reduce Kansas
taxable income below zero.

(v) The amount of any depreciation deduc-
tion or business expense deduction claimed on
the taxpayer’s federal income tax return for any
capital expenditure in making any building or
facility accessible to the handicapped, for
which expenditure the taxpayer claimed the
credit allowed by K.S.A. 79-32,177, and
amendments thereto.

(vi) Any amount of designated emplovee
contributions picked up by an employer pur-
suant to K.S.A. 12-5005, 20-2603, 74-4919 and
74-4965, and amendments to such sections.

() There shall be subtracted from federal
adjusted gross income:

(i) Interest or dividend income on obliga-
tions or securities of any authority, commission
or instrumentality of the United States and its
possessions less any related expenses directly
incurred in the purchase of such obligations or
securities, to the extent included in federal
adjusted gross income but exempt from state

2ral military re-
3arker v. State,
av'd, 112 S.CtL.

cember 31, 1987, shall be excluded from com- income taxes under thé laws of the United

putation of Kansas adjusted gross income States.

shether or not included in federal adjusted (ii)
gross income.

i) Taxes on or measured by income or fees
AVINCNIS 1 licu of Income taxes. i

Any amounts received which are in-
cluded in federal adjusted gross income but
which are specifically exempt from Kansas in-
come taxation under the laws of the state of
Kansas.

(iii) The portion of any gain or loss from
the sale or other disposition of property having
a higher adjusted basis for Kansas income tax
net operating loss deduc- purposes than for federal income tax purposes
tion. on the date such property was sold or disposed

{iv) Federal income tax refunds received by of in a transaction in which gain or loss was
the taxpaver if the deduction of the taxes being  recognized for purposes of federal income tax
refunded resulted in a tax benefit for Kansas that does not exceed such difference in basis,
§ income tax purposes during a prior taxable but if a gain is considered a long-term capital

-6

@

‘.Snndrn Cralg:
.L.R. 961, 978.
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PLEASE PRINT OR TYPE

S e KANSAS 198. @

: ’I"k 1 3‘9 PRIVILEGE TAX
For the year beginning 1988, ending 19 Do not ;;.:; n s soace Sxcert to wnie
Name A, Federal Idenincanon Numper
L R F s
Numper ana Street of Pnmcaigal Otfice 8. State ana Date of Ircorporation - File Number
" KANSAS S
City State Zip Coaer C. Stale ot Commerciat Domicile
W Ks - ] KANSAS
0. Type of Retum Fied E. Business Code Number F. Date Business Began G. Cheex it: Vaudauon Number
Kansas Federal in Kansas .
[V RS XSepamc { ) Separate _E - 1 1) Inial Kansas cewm
1.2 3 4 2. { ) Final Kansas retum
(2) { ) Consolidated (30 Cor .
H. Did the corporation file a Kansas privilege tax return under the same name for the preceding year? ¥__YES __ NO.
If *NO™, name previously filed under .
l.  Has your federal taxable income been redetermined this year for any prior years? _YES _X_NO. lf “YES", Kansas amended returns must be
submitted under separate cover and copy of the RAR and/or 1120X attached to same. Date submitted to Kansas:
1A. Federal taxable income per federal 1120 (Mo pro formas)
{If box D(1) is checked under “Federal”, enter amount from line 1A on line 1C) 1A 161,646
1B. Less corporations included in 1A, not subject to privilege tax, (gain) or loss 18 { 27,000)
1C. Federal taxable income for Kansas purposes (Subtract line 1B from line 1A) 1C 188,646
2. Total state and municipal interest income 2 203 297 : LR
3. Federal net cperating loss deduction 3 i
4. Savings and Loan Assn. bad debt deduction included in federal deductions 4
5. Other additions to federal taxable income (Schedule required) 5
6. Total additions to federal taxable income (Add lines 2, 3, 4, & 5) 6 203,822
7. Total (Add lines 1C & 6) 7 392.468
8. Other subtractions from federal taxable income {Schedule required)[ 291 (E )AD 718 12,941
9. Kansas net operating loss deduction (Schedule required) 9
10. Total subtractions from federal taxable income before Savings and Loan Assn. bad debt (Add lines 8 & 9) 10 12.941
11. Net income (Subtract line 10 from line 7) A 11 379,527
12. Savings and Loan Assn. bad debt deduction {Schedule required) 12
13. Kansas taxable income (Subtract line 12 from line 11) [B] |13 379.527
14. Normal Tax: A. Banks (4%a% of line 13) 14A 16,130
B. Savings and loans and trust companies (42% of line 13) 148
15. Surtax: A. Banks (2% of amount on line 13 in excess of $25,000) 15A 7.534
B. Savings and loans and trust companies (2%.% of amount on line 13
in excess of $25,000) 158 i R :
16. Tctal Tax (Line 14A plus 15A or line 148 plus line 158) " | 16| 23,664 - |
17. Venture capital credit (Attach schedule K-55) H} [ 17 :
18. Interest reduction credit (Attach schedule K-51's and K-52) [ {18
19. Handicapped accessibility credit (Attach schedule K-37) URRER
20. Total nonrefundable credits (Add lines 17, 18, & 19) 20 |
21. Balance (Subtract line 20 from line 16) (Cannot be less than zero) 21 ] 23,6h4
22. Other tax payments (Attach schedule) |22 23, (_’“0
23. Balance due (Subtract line 22 from line 21) . o . _— 23 664
24. Interest (If applicable) ’ M] |24 | ‘
25. Penalty (If applicable) : [N] {25 :
26. Total tax, interest. & penalty due (Acd lines 23, 24, & 25) [0 l2s| b4
27. Refund (Subtract line 21 from line 22) P 27 . | b L
Do not wrile i Uus space q
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TAXATION OF COMPANIES

40-2303

(2) Promptly upon the filing of the forcign
decree and the affidavit, the clerk of such court
shall mail notice of the filing of the foreign
decree to the defendant at the address stated
therein and to the commissioner of insurance
of this state, and shall make a note of the
mailing in the docket. In addition, the attorney
general may mail a notice of the filing of the
forcign decree to the defendant and to the
commissioner of insurance of this state and may
file proof of mailing with the clerk. Lack of
mailing notice of filing by the clerk shall not
affect the enforcement proceedings if proof of
mailing by the attorney general has been filed.

{3) No exccution or other process for en-
forcement of a foreign decree filed hereunder
shall issue until thirty (30) days after the date
the deeree is filed.

{e) (1) If the defendant shows the court
that an appeal from the forcign decree is pend-
ing or will be taken, or that a stay of exccution
has been granted, the court shall stay enforce-
ment of the foreign decree until the appeal is
concluded, the time for appeal expires or the
stay of cxecution expires or is vacated, upon
proof that the defendant has furnished the se-
curity for the satisfaction of the decrec re-
quircd by the state in which it was rendered.

(2) If the defendant shows the court any
ground upon which enforcement of a deccree
of any court of competent jurisdiction in this
state would be stayed, the court shall stay en-
forcement of the foreign decree for an appro-

riate period, upon requiring the same security
or satisfaction of the decree which is required
in this state.

() Any person filing a foreign decree shall
pay the required fee to the clerk of the court
where said decree is filed. Fees for docketing,
transcription or other enforcement proceedings
shall be as provided for decrees of such court.

History: L. 1969, ch. 240, § 6; April 19.

- 40-2707. Penalties. Anv unauthorized in-

. surer who transacts anv unauthorized act of

Insurance business as set forth in this act may,

- upon conviction thereof, be fined not more

than ten thousand dollars ($10,000). -
History: L. 1969, ch. 240, § 7; April 19.

40.2708. Title of act. This act shall be

. known and may be cited as the uniform unau-
- thorized insurers act.
S H?story: L. 1969, ch. 240, § 8; April 19.

. 40.2709.  Invalidity of part. If any pro-

vision of this act or the application thereof to

any person or circumstances is held invalid,
such invalidity shall not affect other provisions
or applications of the act which can be given
effect without the invalid provision, and to this
end the provisions of this act are declared to
be severable.

History: L. 1969, ch. 240, § 9; April 19.

Article 28.—TAXATION OF COMPANIES

Cross References to Related Sections:

Annual fees and taxes, see 40-252.

Exemption of insurance companies from income tax law,
see 79-32,113.

Tax credit for investment in stock of Kansas Venture
Capital, Inc., sce 74-8205.

40-280X. Taxation of insurance compa-
nies; rate. Every life, fire and casualty, hail
and county mutual fire insurance company or-
ganized under the laws of this state, shall an-

nually pay to the statc mm%dmy_
business within this state, a tax according to

or measured by its net income for the next
preceding calendar year. Such tax shall be an
amount equal to five percent (5%) of such net
income.

History: L. 1970, ch. 184, § 1; Jan. 1,
1971. :

Research and Praclice Aids:
Insurance ¢ 7.
C.J.S. Insurance § 71.

40-28302. Same; tax in lieu of ad valorem
levies. The tax levied under the provisions of
this act shall be in lieu of ad valorem taxes
which might otherwise be imposed by the state
or political subdivisions thereof upon shares of
capital stock and other intangible assets owned
by such company.

History: L. 1970, ch. 184, § 2; Jan. 1,
1971.

40-2803. Same; nct income defined for
computing tax on life insurance companies.
For the purpose of computing the tax imposed
upon life insurance companies under the pro-
visions of this act t “net income” shall

ternal revenue code ot 1954, as heretolore or
iercatter amended. The term “net income”
shall not include dividends received from stock
issued by Kansas Venture Capital, Inc. to the
extent such dividends are included in the Kan-
sas taxable income of a corporation, interest
income on obligations of this state or a political
subdivision thereof which is specifically cxempt

371




40-28304

INSURANCE

from income tax under the laws of this state
authorizing the issuance of such obligations. In
case the entire business of such ‘company is
not transacted within this state, the net income
for the purposes of this act shall be determined
by multiplying such net income by a fraction,
the numerator of which shall be the premiums
received from business transacted within this
state and the denominator of which is the
amount of premiums received by such com-
pany from all its business. Insurance companies
connected through stock ownership, which op-
erate under common control and management
are hereby authorized to make a consolidated
return for the purpose of determining “net in-
come” under the provisions of this section and
intercompany transactions shall not be consid-
ered or included for the purpose of such de-
termination.

History: L. 1970, ch. 184, § 3; L. 1973,
ch. 197, § 1; L. 1986, ch. 332, § 5; May 22.

Cross References to Related Scctions:
Investment in Kansas Venture Capital, Inc., see 74-
8203.

40.2804. Same; net income for purposc
of computing tax on other companies. For the
purpose of computing the tax imposed under
the provisions of this act the term “net income”
as applied to a domestic fire and casualty in-
surance company shall mean the amount re-

quired to be reported as “net income” in the -

annual statement form required to be filed by
such company with the Kansas commissioner
of insurance under the provisions of K.S.A. 40-
295, and amendments therelo; as applied to a
domestic mutual hail insurance company the
term “net income” shall mean the amount re-
quired to be reported as “net income,” annual
increase in reserve fund in section VII of the
annual statement form required to be filed by
such company with the Kansas commissioner
of insurance under the provisions of K.S.A. 40-
225, and amendments thereto; and as applied
to a domestic county mutual fire insurance
company the term “net income” shall mean
the amount required to be reported as “net
income,” annual net gain in its combined re-
serve and general funds in section VII of the
annual statement form required to be filed by
such company with the Kansas commissioner
of insurance under the provisions of K.S.A. 40-
2925, and amendments thereto. If any such do-
mestic fire and casualty insurance company,
domestic mutual hail insurance company, or
domestic county mutual fire insurance com-

pany does business in states other than Kansas
its “net income” shall be determined by the
proportion of net premiums (gross premiums
less cancellations) received from business writ-
ten in Kansas compared to total net premiums

‘received from all its business. Insurance com-

panies connected through stock ownership with
a common parent corporation, which operate
under common control and management arc
hereby authorized to make a consolidated re-
turn for the purpose of determining “net in-
come” under the provisions of this section and
intercompany transactions shall not be consid-
ered or included for the purpose of such de-
termination. If a domestic insurance company
is exempt for any reason from filing an annual
statement with the Kansas insurance depart-
ment, its net income shall be determined in
the same manner as herein provided. For the
purposes of this section, the term “net income”
shall not include dividends received from stock
issued by Kansas Venture Capital, Inc. to the
extent such dividends are included in the Kan-
sas taxable income of a corporation, interest
income on obligations of this state or a political
subdivision thereof which is specifically exempt
from income tax under the laws of this state
authorizing the issuance of such obligations.
History: L. 1970, ch. 184, § 4; L. 1973,
ch. 197, § 2; L. 1986, ch. 332, § 6; May 22.

Cross References to Related Sections:
Investment in Kansas Venture Capital, Inc., see 74-
$203.

40-2805. Samc; returns and payment of
tax; interest for late return. (a) Every insur-
ance company subject to taxation under the
provisions of this act shall pay the tax imposed
and make a return thereof under oath to the
commissioner of insurance under such rules
and regulations and in such form and manner
as the commissioner may by regulation pre-
scribe.

(b) The retum shall be filed and the tax
paid on the same date as the insurance com-
pany’s federal income tax return is filed with
the internal revenue service except that in the
event said federal tax return is filed with the
internal revenue service subsequent to the fif-
teenth day of April, the tax, payable under this
act, shall bear interest at the rate per annum
prescribed by K.S.A. 79-2968(b), calculated
from the fifteenth day of April until date of
payment. If, subscquent to said filing, a change
occurs affecting the amount of any tax previ-
ously imposed thereunder, such change shall

372
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Danin Ur KANSAS

Robort B. Docking Stato Office Building
216 SW Harrivou Streot
Topoka, Kansas 66625-0001

Thone: (913) 206. 0222
Fax: (913) 2961279

Department of Revenue
Division of Taxation

TO: Privilege Taxpayérs
FROM: Kansas Department of Revenue
RE: Privilege Tax

The Kansas privilege tx under K.S.A. 79-1106 e Seq. is a tax for the privilege of doing the business of a
financial institution. This tax is measured by income for the next preceding taxable year. Under K.S.A.
79-1109, K.S.A. 79-32,138(b), and K.S.A. 79-32.117(b)(ii). taxes on or measured by income must be
added back when computing Kansas privilege tax net income. Because the Kansas privilege tax is a tax
measured by income within the meaning of K.S.A. 79-32,117(b)(ii). it must be added back 1o federa)
axable income when computing income for privilege tx purposcs.

Privilege taxpayers must add the taxes on or measured by income (which were deducted on the federal
return) in arriving at federal taxable income. The Kansas Department of Revenue will implement the
additon of taxcs for all taxable years beginning after December 31, 1993 (privilege tax years 1995 and
thereafier).

Adjustments may need to be made to any remaining 1995 privilege estimated tax payments to provide for
this addition to federal taxable income.

<

If you have questions regarding this nolice, write to the Taxpayer Assistance Bureau, Kansas Department
of Revenuc, Topeka, Kansas, 666;’.5-0001 or call (913) 296-0222.

Dated: Avgust 1994

[-10
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Session of 1995

SENATE BILL No. 354

By Committee on Ways and Means

2-27

AN ACT relating to income taxation; concerning certain additions to fed-
eral adjusted gross income; excluding privilege taxes; amending K.S.A.
1994 Supp. 79-32,117 and repealing the existing section.

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

Section 1. K.S.A. 1994 Supp. 79-32,117 is hereby amended to read
as follows: 79-32,117. (a) The Kansas adjusted gross income of an indi-
vidual means such individual’s federal adjusted gross income for the tax-
able year, with the modifications specified in this section.

(b) There shall be added to federal adjusted gross income:

(i) Interest income less any related expenses directly incurred in the
purchase of state or political subdivision obligations, to the extent that
the same is not included in federal adjusted gross income, on obligations
of any state or political subdivision thereof, but to the extent that interest
income on obligations of this state or a political subdivision thereof issued
prior to January 1, 1988, is specifically exempt from income tax under the
laws of this state authorizing the issuance of such obligations, it shall be
excluded from computation of Kansas adjusted gross income whether or
not included in federal adjusted gross income. Interest income on obli-
gations of this state or a political subdivision thereof issued after Decem-
ber 31, 1987, shall be excluded from computation of Kansas adjusted
gross income whether or not included in federal adjusted gross income.

(ii) Taxes on or measured by income or fees or payments in lieu of
income taxes imposed by this state or any other taxing jurisdiction to the
extent deductible in determining federal adjusted gross income and not
credited against federal income tax. This paragraph shall not apply to
taxes imposed under the provisions of K S.A. 79-1107 or 79-1108, and

amendments thereto,

(iii) The federal net operating loss deduction.

(iv) Federal income tax refunds received by the taxpayer if the de-
duction of the taxes being refunded resulted in a tax benefit for Kansas
income tax purposes during a prior taxable year. Such refunds shall be
included in income in the year actually received regardless of the method
of accounting used by the taxpayer. For purposes hereof, a tax benefit
shall be deemed to have resulted if the amount of the tax had been de-
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for privilege tax year 1995, and for all such years thereafter.
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SB 354 4

or credit of a partnership shall be determined under K.S.A. 79-32,131,
and amendments thereto, to the extent that such items affect federal
adjusted gross income of the partner.

Sec. 2. K.S.A. 1994 Supp. 79-32,117 is hereby repealed.

Sec. 3. This act shall take effect and be in force from and after its

publication in the statute beele
L——Kansas register.
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] Nebraska-
? Ok]ahoma\i Jeffrey D. Sonnich, Vice-President

| League of J
e 700 S. Kansas Ave., Suite 512

s - ,
 Savings | Topeka, Kansas 66603
Institutions| (913) 232-8215

March 22, 1995

TO: HOUSE COMMITTEE ON TAXATION
FROM: JEFFREY SONNICH
RE: SB 354

Mr. Chairman. Members of the Committee. The Kansas-Nebraska-Oklahoma League
of Savings Institutions appreciates the opportunity to appear before the House Committee on
Taxation in support of Senate bill 354. '

As already stated, Senate bill 354 would reverse the negative tax impact that the De-
partment of Revenue's Notice 94-08 has had on Kansas financial institution privilege tax
payers. Notice 94-08 requires that, subject to K.S.A. 79-32,117(b)(ii), taxes on or measured
by income must be added back when computing Kansas privilege tax net income. Since 1980
the Department of Revenue has interpreted the calculation of net income for privilege tax
payers to not include an addback of the previous year's privilege tax. We cite as an example
that the instructions for previous years' privilege tax forms (K-130) specifically state items to
be added to Federal taxable income and they do not indicate that previous privilege tax paid is
an addition to income.

This Notice raises a number of issues which cause us concern. Specifically we question
whether the "addback" provision required by Notice 94-08 effectively converts the privilege
tax into an income tax in violation of 31 U.S.C. §3124. Further, we are concerned that the
Revenue Department's reasoning for requiring the addback is not being uniformly applied to
all privilege tax payers, since domestic insurance companies are not required to add back

previous taxes paid.

While these issues make for an interesting debate, they also tend to obscure the obvious
and pertinent issue which is: Notice 94-08 has caused a tax increase for Kansas banks and
savings and loans. Attached to our testimony are simplified versions of privilege and federal
tax returns. The resulting impact of Notice 94-08 in this particular scenario would be a 6.41%
increase in Kansas privilege tax liability with an overall percentage increase of .75 % .

We believe it is good public policy for tax issues, and specifically those that involve tax
increases, to be resolved by the legislature. If in fact you concur that is was the legislature's
intent in 1980 to require this "addback” provision, so be it. What we do have a problem with .
is the resulting tax impact this notice has and will have on Kansas financial institutions. Legis-
lative intent takes on a whole new meaning when it is interpreted fourteen years after enact-

ment.

The Kansas-Nebraska-Oklahoma League of Savings Institutions would urge your favorable
support of this bill.  Absent the passage of S.B. 354 we would respectfully request your
consideration of a corresponding rate reduction in K.S.A 79-1107 and 79-1108, so as to render

the resulting tax increase, "revenue neutral".

Jeffrey D. Sonnich

Vice President House Taxation

3-22-95
Attachment 2-1



L 4PLE INSTITUTION
KANSAS PRIVILEGE TAX
IMPACT OF NOTICE 94-08

Faderal taxable income
Federal had dsbt deduction
Kansas privilage tax addback

KP taxable income bsfors BDD

KPT tazable incoms

Statutory rate

Kansas Privilege Tax

Percantags incraase to Kansas privilege tax lishility

Tax Lomputation Tax Computation
ilnder Hotice 84-08 Prior to Notice 94.08
Kansas Priv Tax Kansas Priv Tax Difference
2,488,385 2,476,535 {10,150)
214,468 215,351 (883}
183,087 0 183,087
2,863,940 2,891,886 172,054
(143,197) (134,594) {8.603)
2,720,743 2,557,292 163,451
B8.750% 6.750% 6.750%
183,850 172,617 11,033
(563) (563) g
183.087 172,054 11,033
6.41%

2-2



En.oiPLE INSTITUTION
FEDERAL INCOME TAX
IMPACT OF NOTICE 94-08

R 1

Percentage incraesa to total tax lishility

Tax Compuatation
Under Hoiice 94-08

Tax Computation
Prior to Notice 84-08

Fedaral Baturn Federal Return Difference

3,000,000 3,000,000 0
{85,560) {88,560) 0
25,000 25,000 0
201,000 201,000 0
{278,500} {275,500) 0
2,863,940 2,863,940 ]
{183,087} {172,054) (11,033)
2,680,853 2,691,886 {11,033)
{214,458} {215,351) 883
2,456,385 2,476,535 {10,150)
34.00% 34.00% 34.00%
838,571 842,022 {3,451)
838,571 842,022 (3,451)
183,087 172,054 11,033
1,021,658 1,014,076 7,682
0.78%

2-3



Rep. McKinney
PAHS5023b7

Proposed Amendment to HCR 5023

On page 2, in line 4, by striking all after "in"; by striking
all in lines 5 through 8; in 1line 9, by striking all before
"over" and inserting "assessed valuation of all property subject
to ad valorem taxation located within the c¢ity or county for
which the 1limitation 1is being determined"; in 1line 12, by
striking all after the period; by striking all in 1lines 13
through 23;

On page 3, in 1line 23, by striking "and"; in line 25, by
striking "and"; after line 25, by inserting the following:

"(G) moneys derived from the operation of any
municipally-owned utility; and

(H) moneys received from special assessments made for the
purpose of financing internal improvements as provided by law;
and";

Also, on page 3, in line 30, by striking "; and"; by striking
all in 1lines 31 and 32; in line 33, by striking all before the
period;

On page 4, in line 9, by striking "unanimous"” and inserting
"a three-fourths";

On page 5, in line 42, by striking "tax rév—"; by striking
all in line 43;

On page 6, by striking all in lines 1 and 2; in 1line 3, by
striking all before the comma and inserting "assessed valuation
of property subject to ad valorem taxation located within a city
or county over three recently completed calendar years"”; in line

7, by striking "unanimous" and inserting "a three-fourths"

House Taxation
3-22-95
Attachment 3



Rep. McKinney
PAH5023b6

Proposed Amendment to HCR 5023

On page 3, in line 39, by striking "upon"; in 1line 40, by
striking all before "upon"; in 1line 41, before "vote" by
inserting "affirmative"; in 1line 42, by striking all after
"legislature"; in line 43, by striking all before the period;
also, in line 43, by striking "declaration of need" and inserting
"action";

On page 4, in line 2, by striking "declaration was issued"
and inserting "action was taken";

On page 6, in line 4, by striking all after "upon"; by
striking all in 1line 5; in line 6, by striking all before the
first "or" and inserting "an affirmative action by three-fifths

of the members of the legislature"

House Taxation
3-22-95
Attachment 4



Rep. McKinney
PAH5023Db5

Proposed Amendment to HCR 5023

On page 3, in line 38, before "The" by inserting "(a)";

On page 4, after line 3, by inserting a new subsection to
read as follows:

"(b) The limitation imposed on the state by subsection (a)
of section 1 of this article may be exceeded for a state fiscal
year for the purpose of distributing state revenues to cities and
counties for the sole purpose of reducing the ad valorem tax
levies of such cities and counties.";

On page 6, in line 6, after "therein" by inserting "and for

the purpose of reducing city and county ad valorem tax levies"

House Taxation
3-22-95
Attachment 5
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HOUSE BILL NO.

By Committee on Taxation
AN ACT relating to property taxation; providing for the
computation and publishing of preliminary property tax levy

rates.

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

Section 1. On or after the date prescribed by K.S.A.
79-1604, and amendments thereto, for the preparation by the
county clerk and submission to the director of property valuation
of the abstract of the assessment rolls of the county, the county
clerk, if such rolls evidence an increase in total assessed
valuation over the total assessed valuation of the next preceding
year, shall compute a tax levy rate for every taxing subdivision
based upon the amount of ad valorem tax certified on or Dbefore
August 25 of the next preceding year by such subdivision to the
county clerk for levy pursuant to K.S.A. 79;1801, and amendments
thereto. Such rates shall be published in a newspaper of general
circulation in the county once each week for two consecutive
weeks prior to August 1 of each year.

Sec. 2. This act shall take effect and be in force from and

after its publication in the statute book.

House Taxation
3-22-95
Attachment 6
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