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MINUTES OF THE HOUSE TAXATION COMMITTEE.

The meeting was called to order by Chairperson John Edmonds at 9:00 a.m. on January 28, 2003 in Room
519-S of the Capitol.

All members were present except: Rep. David Huff
Rep. Tom Sawyer

Committee staff present: Chris Courtwright, Legislative Research Dept.
April Holman, Legislative Research Dept.
Gordon Self, Office of the Revisor
Carol Doel, Committee Secretary

Conferees appearing before the committee: David Darling, Kansas State University
David Buress, Professor Kansas University

Others attending: See Attached List

Chairman Edmonds recognized Representative James Miller who introduced Brian Shepard, who is a senior
at Kansas State working towards a law degree. Mr. Shepard gets six hours of credit for working as an intern
with the Legislature.

Bill introductions were the next order of business with Representative Larkin requesting a bill introduction
that would exempt not-for-profit, charitable, benevolent and fraternal organizations from property tax.
There were no objections from the committee. The bill will be introduced.

Representative Siegfried was recognized with a further bill introduction, however, his bill was of duplicate
nature.

There were no further bill introductions.

Chairman Edmonds introduced Professor David Darling, community development economist from Kansas
State University. Professor Darling began his presentation describing his mission and his job. Also included
in his presentation was the economic development pyramid, economic development strategies and resources,
2000-2001 strength index, wealth index 2002, strength index 2002, analysis of gains and losses of customer
base from 1980-2000 estimated sales tax for farm expenses as well as Dr. Darling’s professional opinions and
recommendations. (Attachment 1)

Following his presentation Dr. Darling stood for question from the committee.

Next to appear before the committee was Doctor David Buress of the Center for Economic and Business
Analysis Policy Research Institute University of Kansas. Dr. Buress also studies economic development and
taxes. Professor Buress’ presentation was entitled [s Kansas Cost-Competitive? This presentation included
the key tax rates and costs in six surrounding states; Kansas business tax incentives, cost of business
comparisons, in six surrounding states as well as conclusions and recommendations. (Attachment 2)

Following Dr. Buress’ report to the committee, Chairman Edmonds appointed a subcommittee of
Representative Tafanelli, Representative O’Malley and Representative Tom Sawyer to study the Family
Development Account Program as recommended by the interim committee on Assessment and Taxation.
(See Attachment 4 January 16. 2003)

With no further business, the committee was adjourned at 10:40 a.m.

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 appearing before the committee for editing or corrections. Page 1
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Testimony

By Professor David L. Darling

Community Development Economist at Kansas State University

To the Kansas House Committee on Taxation
Chaired by
Representative John Edmonds

January 28, 2003

House Taxation
Attachment /
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Opening remarks: Let me introduce my self and tell my mission
and job description.

“My mission is to help groups make good decisions as
they focus on the future and work to resolve community
and economic development issues.”

“My job description is to provide leadership to K-State
Research and Extension and through it, to educate and
assist all who are focused on building better Kansas
communities and economies.”

Testimony of Dr. David L. Darling. These are his professional
opinions and do not reflect the views of the K-State and
College of Agriculture’s administration.

Handouts, Pyramid and matrix, wealth index and
trends on retail TAC.
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ECONOMIC DEVELOPMENT PYRAMID

Improve buy/sell relationships locally.

START AT THE BOTTOM.
BUILD A FIRM FOUNDATION THAT WILL SUPPORT A SUCESSFUL ECONOMY.

Kansas State University Agricultural Experiment Station and Cooperative Extension Service.
All educational programs and materials available without discrimination on the basis of race, color, religion, national origin,

sex, age or disability.

David L. Darling,Ph.D.

K-State Research and Extension

Dept. of Ag.Economics

216 Waters Hall

Manhattan, KS 665064026

Present/ New Triangle (785) 532-1512 Office  (785) 532-6925 FAX
July 2002 Web Site: www.agecon.ksu.edwddarling
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Economic Development Strategies and Resources

Table 1

Strategies

Resources
Human Environmental
Human Financial Social Ensi d and Natural
Capital Capital Capital nemeere Resources
Capital ;
Capital

Retention &
Expansion

Firm Creation

Local Linkages

Capture Dollars

Attraction

Strategies: KSU’s five basic strategies are ordered from top to bottom. Retention and
expansion of existing business, industry and other employers is ranked first.

Resources: Five basic resources are the types of capital used by the private, public, and not-for-

profit sectors as inputs in the production process.



2000-2001 STRENGTH INDEX:

A MEASURE OF THE

PROSPERITY OF KANSANS

CD STUDY REPORT # 208

MS. SANDHYARANI PATLOLLA
AND

DR. DAVID L. DARLING

K- STATE RESEARCH AND EXTENSION
DEPARTMENT OF AGRICULTURAL ECONOMICS

APRIL 2002
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An Analysis of Gains and Losses of Customer Base from 1980-2000

(Longitud'mal‘Stu'dy of Retail Trade Over 21 Years for Kansas Counties)

David L. Darling
April 2001
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Source: Kansas Farm Management Association, Kansas State University Preliminary Estimate

|[Estimated Sales Tax for Farm Expenses

Cash Operating Expenses Est. Sales Tax
1997-2001 Sales Tax* 1997-2001
1997 1998 1999 2000 2001 Average 6.34% 2001  Average
Feed Purchased 29,970 22,841 23,497 22,721 24,204 24,647 6.34% 1,534 1,562
Fertilizer-Lime 18,440 16,807 16,856 18,590 21,849 18,508 6.34% 1,385 1,173
Machinery Repairs 17,866 17,201 17,827 16,739 18,149 17,556 6.34% 1,150 1,113
Herbicide-Insecticide 13,374 13,297 13,115 13,752 14,661 13,640 6.34% 929 864
Seed-Other Crop Expense 10,471 10,988 12,098 13,034 14,525 12,223 6.34% 921 775
Gas-Fuel-Oil 8,821 7,196 7,765 10,316 10,622 8,944 6.34% 673 567
Machine Hire 9,671 9,381 10,020 9,962 10,470 9,901 6.34% 664 627
Utilities 3,469 3,399 3,449 3,678 4,066 3,612 6.34% 258 229
Irrigation Energy 1,781 1,925 1,680 3,744 3,466 2,519 6.34% 220 160
Vet-Med-Drugs 3,158 2,770 3,202 3,187 3,282 3,120 6.34% 208 198
Livestock Marketing-Breeding 2,561 2,202 2,616 2,635 2,827 2,568 6.34% 179 163
Organization Fees, Publications 2,303 2323 2522 2,341 2,428 2,383 6.34% 154 151
Building Repairs 1,620 1,492 1,373 1,576 1,606 1,533 6.34% 102 97
Irrigation Repairs 954 981 863 1,013 1,055 973 6.34% 67 62
Dairy Expense 927 797 836 870 838 854 6.34% 53 54
Auto Expense 764 779 726 782 812 773 6.34% 51 49
Conservation 386 343 420 427 426 400 6.34% 27 25
Interest Paid 15,573 16,217 16,905 17,202 18,056 16,791 - -
Cash Farm Rent 11,944 12,161 12,999 13,427 13,868 12,880 - -
Hired Labor 9,486 9,191 10,106 10,018 10,305 9,821 - -
General Farm Insurance 2,973 3,171 3,446 3,595 3,809 3,399 - -
Crop Insurance 3,386 3,128 2,909 3,248 3,603 3,255 - -
Real Estate Taxes 2,733 2,638 2,743 3,088 3,236 2,888 - -
Crop Storage-Marketing 900 1,175 932 1,153 1,202 1,072 - -
Personal Property Tax 679 694 738 760 943 763 - -
Total 174,210 163,097 169,643 177,858 190,308 175,023 8,574 7,868

Capital Expenses

Farm Machinery & Equipment 30,428 26,124 22,197 24173 25,077 25,600 6.34% 1,589 1,622
Buildings 3,138 3,663 2,598 3,382 2,499 3,056 6.34% 158 194
Total 33,566 29,787 24,795 27,5655 27,576 28,656 1,748 1,816

1/27/2003, 9:27 AM * Simple average of 644 incorporated city sales tax rates Sales Tax.xls

[~/



Dr. Darling's professional opinions and recommendations:

> As a general rule, tax revenues should be raised from a tax on wealth,
income, and consumption in equal proportions.

> As a general rule, tax policy should be used to fund priority
programs that are designated as important by the citizens of
Kansas and their representatives such as education, public safety,
infrastructure, regulatory activities, and social programs for the
needy.

> An important use of State funds is to enhance the business
environment but not to enrich favored business enterprises by
providing special tax treatment such as tax holidays on real and
personal property.

> Corporations, cooperatives, and other forms of businesses are
citizens of Kansas with designated rights and responsibilities and
should pay their fair share of taxes.

» Reform the laws that allow too much money to be packaged into state
and local incentive programs to attract outside investors.

> I recommend that a review of the cost and effectiveness of tax
incentives be undertaken. This study should test the hypothesis
that the current system has an internal rate of return of 15
percent. Venture capitalists expect a 20 percent return.

> Sales tax is a tax on the consumption of a product by the final
consumer and should never be levied on business purchases used in
the production process. *See impact on farmers.

> Review tax policy from the perspective of low density areas of the
State that do not have dominant trade and job centers. Does the
local sales tax option work for non-metropolitan counties? What
has been the trend for the last 20 plus years? Do property taxes (a
tax on wealth) work well for non-metropolitan counties? What
has been the trend?

» Finally, disconnect the Kansas tax policy and structure from the
federal one.

i dse

Kansas State University Agricultural Experiment Station

%IGSM and Cooperative Extension Service.

L b ansas o niversiy | Dedicated to a safe, sustainable, competitive food and fiber system
E;::ekr:::;i:sdeg:;::oiwaq= and to strong, healthy communities, families and youth through integrated
Doperinent o Aicuurl Econorc research, analysis and education.

Marhaiian, KS 86506.4026 / ot ¥ §

785.532.1512 e . 3 5 . @
K-Stale, County Exlension Councils, Exlension Districts, and U.S. Depariment of Agriculture Cooperaling.

Fax: 785-532.6925

E-mail: '{d"’""gﬁﬂgﬂmn.k:u_gdu All educalional programs and materials available withoul discrimination on the basis of race, coler, religion, national origin, sex, age, or disability.



Is Kansas Cost-
Competitive?

Taxes and Costs of Doing
Business

T

1/28/03 Kansas Asscmbly Taxation [
Committee - PRI, KU

presented to the

Kansas Assembly

Committee on Taxation
January 28, 2003

presented by
David Burress
Center for Economic and Business Analysis

Policy Research Institute
University of Kansas

1/28/03 Kansas Assembly Taxation

Committee - PRI, KU

House Taxation

The business tax and cost study

« Researchers:
David Burress
Pat Oslund
Luke Middleton
+ Funding: Kansas, Inc.
» Report: Business Taxes and Costs in Kansas and
Nearby States: 2001 Update, Policy Research
Institute Report No. 265, November 2001

1/28/03 Kansas Assembly Taxation 3
Committee - PRI KU

TOPICS

Key tax rates and costs, 6 states
Kansas business tax incentives

Cost of business comparisons, 6 states
Conclusions and recommendations

1/28/03 Kansas Asscmbly Taxation

Committee - PRI, KU

2

4 =t

Attachment
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Where do firms locate and
invest?

+ Some firms are attached to a location by
owner’s preferences.

+ “Footloose” firms invest where they can
maximize profits.

« Other things held equal, maximizing profits
means minimizing total costs.
— No one tax or cost matters, only the total.

1/28/03 Kansas Assembly Taxation
Commitice - PRI, KU

Major state-level business taxes

» corporate income taxes
* property taxes
— commercial real estate
— business equipment and machinery
= labor taxes
- unemployment insurance
— workers comp.
» sales taxes
— capital expenditures
— business inputs
Federal offset

1/28/03 Kansas Assembly Taxation
Committee - PRI, KU

Tax burden factors

+ Tax liability = (tax rate) x (tax base) - incentives
+ Tax base = quantity x local price - exemptions

 Kansas is generally in the middle of nearby states
— Most Kansas tax rates are in the middle
— Kansas property tax rates are high

— Property taxes on new investment arc offset by
aggressive local tax abatements

Kansas tax base definitions are competitive
Kansas tax base market prices are typical
— Kansas incentives are competitive

|

1/28/03 Kansas Assembly Taxation
Commitiee - PRI, KU

Tax base 1ssues

+ Proration formulas for multi-state corporate
income

« Exempting machinery and equipment
— Property tax
— Sales tax

« Sales tax on intermediate products

* Depreciation of machinery and equipment

1/28/03 Kansas Assembly Taxation
Committee - PRI, KU




Tax rates (%)

State Corp.  Sales Sales Work. Un-
income  (state) (local, comp employ.
(max) metro (ratio Ins.

av.) to US)

Year 2002 2002 2000 2001 2001
Colorado 4.63 29 29 124  0.20
Towa 12.0/ 50 04 76 0.70

9.9
Kansas 7.35 53*% 1.6 94  0.60
Missouri 6.25/ 4225 21 109 040
5.16

Nebraska 7.81 5.5% 1.1 84  0.20
Oklahoma 6.00 45 32 144 0.10

* increased in 2002

1/28/03 Kansas Assembly Taxation 9

Commitee - PRI, KU

Effective Property Tax Rates (%)

year 2000, prior to abatements

State  Commer. Machinery and Equipment
/Indust. average for asset life:

Real Estate  Year 1 5yr 10 yr

Colorado 2.17 241 2.35 2.61

Iowa 2.76 0.00 0.00 0.00
Kansas 2.67 2.81 2.51 2.21
Missouri 222 2.20 2.01 1.85

Nebraska 1.78 2.04 1.84 1.79
Oklahoma 1.05 1.25 1.22 1.36

1/28/03 Kansas Assembly Taxation i0
Committee - PRI, KU

Job and Investment Credits in
Kansas, 2001

Program Rate Basis Limits/carryover Eligibility

Job and Investment Credits, continued

Income 51,500 Per new

Tax (52500  job

Credits in
nonmetro)
As above 1% Invest-
ment
1/28/03

$50,000 per year

for all credits
50% of tax liability
Unlimited carryforward

il jobs arc maintained

As above

Kansas Assembly Taxation
Comunittee - PRI, KU

Financial institutions and
headquarters, 2 20 new
jobs

Manufacturer, > 2 new jobs

Non manufacturer, > S new
jobs

Retail, 220 new jobs, cities
< 2,500 pop.

As above

Program Rate Basis Limits/carryover Eligibility
Job §100 Pernew  50% of tax liability Most industries qualify
Expansion job No carryforward Firms must add 2 jobs
and per year  Annually for 10 years
Investment Not available with other
Credit investment credits
0.1% Invest-  As above As above
ment
High 10% Invest- 10 year carryforward Industry: manufacturing,
Performance ment less  Not available with other  state-expon-oriented service,
Incentives §$50,000 nvestment credits headquarters or back office
Program of national/multi-national
Above-average wages
10% Training  $50,000 per year As above
expenses 10 year carryover Participation in qualified
less 2% of payroll Iraining program
1/28/03

Kansas Assembly Taxation
Comunittee - PRI, KU




Non-tax costs

« Measured costs:
— Wage rates
— Energy
— Real estate
* Costs assumed constant:
— Cost of capital (except taxes)
— Transport to market
— Materials and intermediate products

1/28/03 Kansas Asscmbly Taxation
Commitice - PRI, KU

Average Annual Wages

Ratio to US, 2000
Adjusted for Industry Mix

Colorado 101.6
Iowa 79.4
Kansas 82.3
Missouri 88.2
Nebraska 80.8
Oklahoma 76.7
U.S. 100.0

Sources: U.S. Bureau of Economic Analysis, State Personal fncome CD ROM, Tables SA07 and SA27

Calculations by PRI

1/28/03 Kansas Assembly Taxation 14
Committee - PRI, KU

Modeling interstate
competitiveness

« Scope: “footloose” firms of two types:

— “new” = new investment; all incentives and
abatements

— “mature” = old investment; few incentives and
abatements

» Goal: measure total cost of doing business

1/28/03 Kansas Assembly Taxation
Commiliee - PRI, KU

Model assumptions

= Firms are corporations

+ Firms sell most of their output outside of Kansas
« Firms operate for 20 years (or more) in Kansas

- Basis for comparison: annual profit per employee

« Use present values for a 20-year period
— 10% discount rate

» “New firms” receive all of the tax incentives for
which they might be eligible

+ “Mature firms” do not receive tax incentives
= Labor-capital mix is constant across states

1/28/03 Kansas Assembly Taxation 16
Comminee - PRI, KU
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“New” firms - full cost of
business

Profits per Employee: Full Mbdd Induding Cost Varatiors
MNew Fims Recelving Tax Cred s and Abatments

Incation LowWng  HighWage  Compur  Adminstmive  Researchand
LowCaplal  HghCrpiad Servines Back (fiass Devdlapnent
Inepsity Inensy

Cobodo 56227 $38160 56338 $5579 S10334
lowa 11079 50108 14270 12135 18871
Kanss 10278 47854 13B81 11501 18922
Missoud 8893 41552 178 95673 16563
Neboska 10874 47755 1508 11989 20256
Okiham a7l 50206 17118 13797 21866
Reg Av.(Co, Ta, Mo. Me. OK) 9.76% 45556 1292 10635 17578
Kanss & Yool Reg Av 1052% 1050% 1073% IB.1% 1076%
NOTE Unde theassunptionsofthe ful nodd, costs such 3 bbor lnd, ad anagy vary by stte
Souce Calcuteed by PRL

1/28/03 Kansas Asscmbly Taxation . 17

Committee - PRI, KU

“Mature” firms - full cost of
business

Profits per Employee: Full Model Including Cost Variations
Established Firms Receiving No Tax Credits or Abatements

Locstion Low Wage High Wage Computer  Adminisirarive  Research and
Low Copital  High Capial Services Back Offices  Developnient
Intensity Intensity
Colorado 56,213 5§37 364 56,221 35,501 10,290
Tows 11,012 48,337 14,302 12,123 18,943
Kansas 9,781 45,395 13,554 11,046 19,185
Missouri 8,308 39,450 11,085 9,057 15,278
Nebraska 10,800 47,436 14,101 11,965 18,900
Oklahona 11,363 49,667 16,214 13,22 21,044
Reg Av. (Co, In, Mo, Ne, OK) 9,561 44,491 12,378 10,392 16,891
Kansns as % of Reg Av. 102.3% 1020% 109 5% 106 3% 107 7%

NOTE: Under the assurrptions of the full mudel, costs such as labor, lnd, and energy vary by staic
Source Calculated by PRI

1/28/03 Kansas Assembly Taxation 18
Conunittee - PRI, KU

“New” firms - taxes only

Profits per Employee: Partial Model with Ne Cost Variations
New Firms Receiving Tax Credits and Abatements

Locatian Law Wage High Wage Computer  Administrative  Research and
Low Capital  High Capital Services Back Offices  Development
Intensity Intensity
Colorado 59,606 514,212 512971 $10,502 517,380
fowa 10,023 18,357 10,572 16,802
Kansas 9,886 46,830 10,782 12,987
Missouri 9,754 42,494 10,762 18,205
Nebraska 3934 45,364 10,788 18,524
Oklaborma 10032 146,502 11,416 18,457
Reg Av. (Co, Ia, Mo, Ne, Ok) 9870 45,794 10,808 17873
Kansas ns % of Reg Av. 100,2% 102.3% S8.1% 99.8% 100 6%

NOTE: Under the assumptions ol the partial model,
Source. Calculated by PRI

ts such as labor, land, and cnergy are held constant across siates

1/28/03 Kansas Asscmbly Taxation 19
Committee - PRI, KU

“Mature” firms- taxes only

Profits per Employee: Partial Model with No Cost Varlatlons
Established Firms Receiving No Tax Credits or Abatements

Lacation Low i¥age High Wage Computer  Administrative  Research and
Low Capital  High Capital Servicer Back Offies Development
Imiensity Intensity
Colorado $9.474 543,606 512,832 510,511 $17,298
lawa 9,972 46,608 1.8 10,659 16,873
Kansas 9,387 44,359 12,625 10,326 17,243
Missouri 9,273 42,448 10,182 16,903
Nebraska 9,867 45,081 10,764 17,204
Oklshoma 2679 43,929 10,659 17,522
Reg Av. (Co, In, Mo, Ne, OK) 9,653 44,734 12,628 10,558 17,160
Kansas as % of Reg Av 97.2% 99 2% 100 0% 97 8% 100.5%

NOTE: Under the nssumptions of the purtial model, costs such as Iabor, kind, and energy are held constant across states.
Source. Calculated by PRI
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Modeling conclusions

« For most firms, Kansas is better than average [or
the region and nation (higher profit, lower cost)

= The most important driver is relatively low wage
rates

« Kansas tax costs are about average for the region,
below average for the nation

» The federal offset dampens the importance of state
and local taxes
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Many factors were not
considered in the model

» Distance to markets
+ Local risk capital
« Entrepreneurialism
« Industnal clusters
{economies of scale and scope)
+ Labor productivity and availability
= Public and private infrastructure
* Quality of life
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Implications

+ Kansas economic development strategy calls for
“neutral” taxes, not tax-led development.

+ We have achieved that goal.
« Low-cost led development is self-defeating:

— Low wages means low income
— Low taxes means low infrastructure and quality of life

+ Colorado has highest costs in the region, yet has
the fastest growth and highest income.

= We need to look harder at non-cost issues.
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Recommendations

» Major business tax changes are not
indicated

« Long-run wish list: uniform and equal
assessment for property tax

» Maintain government services that support
non-cost investment factors
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