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Date
MINUTES OF THE HOUSE ECONOMIC DEVELOPMENT COMMITTEE

The meeting was called to order by Chairperson Lana Gordon at 3:30 P.M. on February 2, 2006 in Room
526-S of the Capitol.

All members were present except:
Tom Burroughs- Absent
Carl Krehbiel- excused
Annie Kuether- excused
Judy Loganbill- Absent

Committee staff present:
Kathie Sparks, Kansas Legislative Research Department
Renae Jefferies, Revisor of Statutes
Helen Pedigo, Revisor of Statutes
Carlene Maag, Committee Secretary

Conferees appearing before the committee:
Howard Fricke, Secretary, Kansas Department of Commerce
Dr. Art Hall, Kansas University
Joan Wagnon, Secretary, Kansas Department of Revenue

Others attending:
See attached list.

Chairperson Gordon recognized Secretary Joan Wagnon, Kansas Department of Revenue who introduced a
bill that would change the date on the IMPACT Aid Bill to July 1, 2008. (Attachment 1

A motion was made by Representative Carlin and seconded by Representative Huntington to introduce this
legislation. A vote was taken. motion passed.

Secretary Howard Fricke presented an overview of the Kansas Department of Commerce. The Mission
Statement of the Kansas Department of Commerce is “To empower individuals, businesses and communities
to realize prosperity in Kansas. The Department is comprised of five programmatic divisions:

. Ag Marketing

. Business Development

. Community Development
. Trade

. Travel & Tourism

The Kansas 1% initiative is imbedded within the Business Development Division in order to ensure that
employer needs drive the workforce development system.

One of the primary functions of Commerce is to continue to expand the economic base by promoting Kansas
companies and products overseas and by attracting businesses and investment to the State.

In January 2004, the state launched a new image campaign - Kansas...as big as you think. In March 2006, a
video promoting all that Kansas has to offer in business and travel will appear on United Airlines Flights,
reaching an estimated three million people. (Attachment 2)

Kansas is one of a few states to develop a statewide campaign that uses one consistent message for tourism,
economic development and other state organizations.

Committee members were given documentation of the five year budget for Travel and Tourism which
included monies allocated for Film Services. (Attachment 3)

Secretary Joan Wagnon, Kansas Department of Revenue, gave an overview of the Kansas Tax Credit
Programs.

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




CONTINUATION SHEET

MINUTES OF THE House Economic Development Committee at 3:30 P.M. on February 2, 2006 in
Room 526-S of the Capitol.

The High Performance Incentive Program is a program where a qualified firm making a cash investment in
the training and education of its employees can receive a credit equal to the portion of the investment in the
training and education that exceeds 2% of the businesses total payroll costs.

The Business Machinery and Equipment Credit tax credit is the most utilized of the programs. (Attachment
4).

The Tax year 2003 data sample shows the retail sector is now the most dominant portion of the corporate
income tax base, generating the largest amount of Kansas taxable income and contributing the largest portion
of the corporate income tax receipts. (Attachment 5)

The Committee was also provided the “Analysis of Corporate Income Tax 2000-2002 Executive Summary
report dated October 15, 2004". (Attachment 6)

Chairperson Gordon commended Secretary Wagnon on the work that has been done in reporting tax credits.
It was noted this report could show if some credits needed to be eliminated.

Secretary Wagnon introduced Dr. Art Hall who gave a presentation pertaining to the High Performance
Incentive Program (HPIP) and Business and Job Development Credit Program (BJDC).

Policy makers in Kansas want to know if the policy programs they implement have a positive payoff from the
perspective of the State. Tax credits represent a set of policy programs enacted to promote specific economic
activities; business investment, job creation, and worker training.

Evaluating the effectiveness of the tax credit programs is to calculate a return on investment from the
perspective of the State of Kansas. Data limitations prevent the calculation of an authentic return on
investments on Kansas’ tax credit programs. Even though important date is limited, one can gain insight into
the value of tax credit programs from the perspective of the State by observing the value of the credits from
the perspective of the taxpayer.

HPIP was enacted in 1993, and has two components; training and education tax credit and an investment tax
credit.

The BIDC was enacted in 1976, has an investment component and an employment component. Taxpayer
eligibility for the credit carries several stipulations. (Attachment 7)

Representative Gordon thanked Dr. Hall for his presentation. The meeting was adjourned at 5:05 p.m. The
next meeting is scheduled for Tuesday, February 7, 2006.

Unless specifically noted, the individual remarks recorded herein have not been transeribed verbatim. Individual remarks as reported herein have not been submitted to

the individuals appearing before the committee for editing or corrections. Page 2
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Sec. 10. K.S5.A. 2004 Supp. 74-50,107 1s
hereby amended 1o read as follows: 74-50,107.
(a2) The secretary shall determine and from
time to time shall redetermine the rate at which
moneys shall be credited to the IMPACT
program repayment fund in order to satsfy all
bond repayment obligations which have been
incurred to finance program costs for IMPACT
programs (which shall be referred to as the
debt service rate) and the rate at which moneys
shall be credited to the IMPACT program
services fund in order to finance program costs
that are not financed by bonds (which shall be
referred to as the direct funding rate). The total
of the debt service rate and the direct funding
rate shall be the combined rate. Each rate so
determined shall be certified to the secretary of
revenue. The combined rate determined under
this subsection shall not exceed 1.5%. On and
after July 1, 2005, the combined rate
determined under this subsection shall not
exceed 2%.

(b) Upon receipt of the rates determined
and certified under subsection (a), the secretary
of revenue shall apply daily the combined rate
to that portion of the moneys withheld from the
wages of individuals and collected under the
Kansas withholding and declaration of
estimated tax act K.S.A. 79-3294 ef seq., and
amendments thereto. The amount so
determined shall be credited as follows:

(1) The portion attributable to the debt
service rate shall be credited to the IMPACT
program repayment fund, and (2) the
remaining portion shall be credited to the
IMPACT program services fund. The
aggregate of all amounts credited to the
IMPACT program repayment fund under this
section during any fiscal year to pay bond
repayment obligations on bonds to finance
major project investments shall not exceed

the wages of individuals and received under
the Kansas withholding and declaration of
| estimated tax act. On and after Julv 1, 2005

20% of the amount which results when the rate |
of 1.5% is applied to all moneys withheld from |

|
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2006, the aggregate of all amounts credited to

the IMPACT program repayment fund under
this section during any fiscal year to pay bend
repayment obligations on bonds to finance
major project investments shall not exceed
20% of the amount which results when the rate
of 2% 1s applied to all meney withheld from
the wages of individuals and received under
the Kansas withholding and declaration of
estimated tax acl




Presentation to House Committee on Economic Development
By Secretary Howard Fricke
February 2, 2006

p
KANSAS

Department of Commerce
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Agency Overview

Presented to
the House Committee on Economic Development
February 2, 2006

Thank you for the opportunity to appear before you today. I am pleased to be able to say that Kansas
has experienced 22 straight months of job growth. More Kansans are working today than at any other
point in our history. I am proud that the Department of Commerce has an opportunity to be a part of
projects that make a meaningful impact on the Kansas economy. In the past year, we have been involved
with projects such as Capital One which is bringing 750 new jobs to Kansas; Farmers Insurance Group is
expanding its 280-person facility and adding 480 new jobs; InfoNxx is bringing 940 new jobs and making
a capital investment of $16 million in Wichita. We have also participated in retention projects such as
Applebee’s and Spirit Aerosystems to ensure that Kansas companies remain in Kansas and employing

Kansans.

House Economic Development
1 Attachment 2
2-02-06
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Mission Statement

To empower individuals, businesses and
communities to realize prosperity in Kansas




KANSAS DEPARTMENT OF COMMERCE

SECRETARY OF COMMERCE

LEGAL
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| DEPUTY SECRETARY
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KANSAS COMMISSION ON
DISABILITY CONCERNS

AGRICULTURE MARKETING
DEVELOPMENT

MISSION: To enhance the value of
agricultural products through marketing
and new uses to provide a greater
returns to Kansas producers, processors,
and rural communities.

MAJOR ACTIVITIES:

» Agricultural Value Added Center
—Food & Feeds
—Non-food/Industrial Uses
~Cooperative Development

Program

e Market Development
— Domestic
- International

e From the Land of Kansas
Trademark Program
—Trade Show Assistance Grant
—Business Enhancement Grant
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BUSINESS DEVELOPMENT

Certified Development Companies

* First Stop Clearinghouse

Kansas Board of Tax Appeals Liaison
Kansas BREES

Kansas Cavalry

Kansas Match

Minority & Women-Owned Business
Private Activitv Bonds

Business Recruitment

Contract OfTices

MISSION: To maximize posilive impacts on the Kansas cconomy through the creation/
retention of jobs and increased capital investment,

MAJOR ACTIVITIES:
Business Assistance

s Regional Field Offices
~Pittsburg ~Overland Park ~Wichita
—Hays —Topeka —Manhattan
~Garden City

s Kansas Statewide Cerlification Program

s Small Business Development Center

~Scotia, NY -Chicago, IL ~Los Angeles, CA

Film Commission

Foreign Labor Certification
Migrant Farm Workers

Veterans Program
Apprenticeship Program

Enterprise Zone
Federal Bonding Program

Kansas 1" Assessment & Labor Exchange Services

¢ Neighborhood Improvement and Youth Employment Act (NIYEA)

Kansas 1" Workforce Training & Education Services
Kansas 1" Direct Services

Kansas Economic Opportunity Initiatives Fund (KEOIF)

Kansas Industrial Training (KIT)/Kansas Industrial Retraining (KIR)
Kansas JobLink (www kansasjoblink.com)

High Performance Incentive Program ([PIP)

Investments in Major Projects and Comprehensive Training (IMPACT)

Partnership Fund
Wheat Harvest

Work Opportunity Tax Credit (WOTC)

Workforce Centers

Kansas 1" Skill Enhancement Services

Older Kansans Employment Program (OKEP)
Senior Communily Service Employment Program (SCSEP)

Workforce Investment Act (WIA)

—Adult and Youth —Dislocated Worker —National Emergency Grant

COMMUNITY DEVELOPMENT

MISSION: To partner with Kansag
communities to help enhance their
livability by providing financial,
technical, and business assistance.

MAJOR ACTIVITIES:
Small Cities Community
Devclopment Block Grant
+ Community Improvement
e Comprehensive Development
« Economic Development Business
Finance
¢ Housing Grants
¢ KAN STEP Program
« Kansas Interagency Advisory
Committee
* Micro-Loan Program
o Urgent Need Grants
Community Assistance Services
« Community Service Tax Credit
Program
* Center for Entrepreneurship
* Kansas Downtown
Redevelopment Act
= Enterprise Facilitation
» Main Street Program
« PRIDE Program
e Rural Business Tax Credits

TRADE DEVELOPMENT

MISSION: To provide business
leadership through increasing
international sales of Kansas goods and
services and increasing international
investment and jobs in Kansas.

MAJOR ACTIVITIES:
® Export Counscling
» International Investment
Recruitment
s International Market Research
and Agent/Distributor Scarches
* International Missions and Trade
Shows
Kansas Aerospace Directory
Kansas International Offices
Kansas International Trade
Resource Directory
« Kansas International Trade Show
Assistance Program (KITSAP)

OPERATIONS

MISSTON: To provide quality support
services for internal and external
customers.

MAJOR ACTIVITIES:
* Building Services
+ Fiscal Management
* Human Resources
« [Informalion Technology
Management
* Communications & Marketing

TRAVEL & TOURISM

MISSION: To promote the State of
Kansas to travelers and lo generate and
facilitate tourism and travel-related
spending throughout the state.

MAJOR ACTIVITIES:
*  Advertising Campaign
« Attraction Development Grant
Program
Group Tour Marketing
International Marketing
Kansas Visitor's Guide
KANSAS! Magazine
Tourism Attraction Signage
Program
e Tourism Marketing Grant
Program
o Tourism Web Site:
www.travelKS.com
* Travel Information Cenlers
¢ Travel Media Relations

® e o 8 @
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Slhide 3 — Commerce’s Structure

The Department is comprised of five programmatic divisions, the Kansas Commission on Disability

Concerns and operational support.

Programmatic Divisions from left to right are:
Ag Marketing which fosters agriculture and rural development through the promotion and support of
new technologies, new products and new markets. Programs such as the Agriculture Value Added center

and the From the Land of Kansas trademark are administered by the Division.

Business Development is charged with helping existing businesses grow and expand, and bringing new
business to the state. These goals are pursued through the use of aggressive recruitment, retention and
expansion, all combined with a wide array of economic development programs and incentives. The
Division is very good at what it does, but the task is more complicated than it sounds—Kansas is vying
for new business and working to grow existing businesses every day—in competition with neighboring

states and international forces.

The Kansas 1* initiative is imbedded within the Business Development Division in order to ensure that
employer needs drive the workforce development system. Kansas 1% is part of the Department of
Commerce because workforce development is economic development. Business retention and expansion

cannot happen without skilled employees.

Business Development is also home to the Kansas Film Commission which markets the state as an

attractive location for film production.

Community Development provides funding, and technical assistance, to partner with cities and counties
in carrying out local agendas. Communities must plan for their future, assess their strengths and
weaknesses, and develop and implement strategies to capitalize on their strengths and correct their

weaknesses. The programs of the Division, working in concert with one another, move toward the goal of
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increasing local capacity. These actions, when coupled with technical and financial assistance, allow

communities to achieve their objectives.

The Community Development Division accomplishes this mission through the use of low-interest loans
that increase local capacity through jobs and new investment; through grants to cities and counties to
increase their infrastructure capacity; through technical assistance to cities, counties, and organizations;

and through tax credits that increase livability and local nonprofit capacities.

The Trade Division provides business leadership through increasing international sales of Kansas goods
and services and increasing international investment and jobs in Kansas. This is accomplished through

export counseling, market research and international investment recruitment.

The Travel & Tourism Division promotes the state of Kansas to travelers and facilitates tourism and
travel-related spending throughout the state. This is done through a comprehensive marketing and
advertising program, promotion of group tours, operation of two Travel Information Centers, publication
of promotional materials including Travel Guide and Kansas! Magazine. The Division works closely
with community and regional attractions and destination marketing organizations by providing
cooperative marketing opportunities, attraction development and marketing grants, research and

educational programming.

The Kansas Commission on Disability Concerns is attached to the Department. KCDC promotes a
higher quality of life for people with disabilities. They recommend policy changes to state laws and
programs; provide technical assistance services, referral to appropriate entities; and conduct training about

legislative advocacy, disability awareness, civil rights laws and accessibility.
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Commerce has locations across the state.
Workforce Centers are in 25 different locations.
We also have Business Development Field Representatives in six locations; two Trade field offices; one

remote Community Development representative; and Travel Information Centers located in Goodland and

Belle Plaine.
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Kansas National and
International Offices

*

*.

* *
*

West Coast Office — Los Angeles Mexico Office — Mexico City
Great Lakes Office —:Chicago Japan Office — Tokyo
East Coast Office’— New York Taiwan,Office — Taipei
Europe Office — London China Office — Beijing

One of the primary functions of Commerce is to continue to expand our economic base by promoting
Kansas companies and products overseas and by attracting businesses and investment to the State. To

that end, we have established contract offices in three domestic and five international locations as shown.

21
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Slide 6

FY 2006
Revenue Sources

The Department of Commerce is 50% federally funded. The federal funding streams are for our
workforce development programs, mainly WIA and Wagner-Peyser, and the Community Development

Block Grant program.

The Economic Development Initiatives Fund comprises about 15% of our total budget, but is 30% of

Commerce’s state dollars.

Commerce has minimal State General Fund Financing — less than % a percent. This supports the
operations of the KCDC. In FY 2007, the Governor does recommend some additional SGF for special

initiatives — not for operational support of the Department.
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Slide 7

FY 2006
Expenditures by Category

Commarca
Programmatic
Support
33% Pass-Through
67%

The vast majority of Commerce expenditures are passed through to communities and businesses in the
form of loans or grants; or to other agencies such as the Center for Entrepreneurship, the Small Business

Development Centers or Certified Development Companies.

One-third of our is budget dedicated for programmatic support such as marketing efforts on behalf of the
state and local governments, operation of field offices, business recruitment and retention activities and

the broad range of technical support we offer our customers.
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Total budgeted expenditures in fiscal year 2006 exceed $107 million. As you can see, our largest division

is the Business Development Division which includes the Kansas 1% workforce development initiative’s

$63 million.

Business Development
KCDC

Ag Marketing

Trade

Travel & Tourism
Community Dev

Operations/Legal

Presentation to House Committee on Economic Development
By Secretary Howard Fricke
February 2, 2006

FY 2006
Expenditures by Division

Agriculture Marketing
1.5%

Total Expenditures: $107.5 million

$68.6 million 63.7%
$230,000 0.2%
$1.7 million 1.5%

$1.3 million 1.2%

$4.8 million 4.5%

$26.2 million 24.4%

$6.2 million 5.8%

9
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FY 2007 Governor’s Budget
Recommendation

Total Recommended Expenditures of $110.4 million,
including $5.2 million SGF and $15.9 million EDIF
Generally maintains current program levels
Major changes:
— Energy Grants and Loans

* 4 million administered by the Kansas [Housing Resources
Corporation

$225.000 for continuation of BRAC ctforts

=ufile2smillion for after school grants

Commerce generally maintains current levels of funding:

The Governor has recommended a few enhancements from the Economic Development Initiatives Fund (EDIF) in
FY 2007 for the Kansas Economic Opportunity Initiatives Fund ($160,000) and the Center for Entrepreneurship
($40,000). This additional funding is to maintain current levels or replace funds lost in prior years.

In both FY 2006 and FY 2007, the Governor added $5000 from the State General Fund (SGF) as requested by the

Commission on Disability Concerns for the Youth Leadership Forum.

The Governor’s budget also includes funding for a few special initiatives funded through Commerce:

e $1.25 million is added for grants for after school programs for 6th through 9th graders. This program is
placed in Commerce to ensure it includes a workforce development component.

o This includes $750,000 SGF $500,000 Tobacco Settlement Funds (Children’s Initiatives Fund)

e $4 million is added for energy program grants and loans. This money will flow through Commerce to the
Kansas Housing Resources Corporation within KDFA (which is a quasi-governmental entity not a part of
the State’s budget) to administer loans and grants to Kansas homeowners who are at or below 60 percent of
Kansas median income for weatherization.

e $225,000 is added to support ongoing efforts of the Governor’s Military Affairs Coordinating Council to
prevent the closure or downsizing of the state’s military bases. This appropriation will be combined with
funds from local governments to monitor recommendations of the U.S. Department of Defense Base
Realignment and Closure Commission (BRAC) and explore new opportunities to expand the military’s

presence in Kansas.

10
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Slide 10

Agency Initiatives

v'Business Development

v'Kansas 1st

v'Biofuels

v'China Mission — new Beijing Office
v Flint Hills

v Agritourism

v’ 2005 Prosperity Summit

vilansas...as big as you think

Business development is a major activity of all of our divisions. Working together, we were directly
involved in 27 successful business locations, expansions, and retentions, encompassing more than $358
million in capital investment and 5,533 jobs over the past year. Commerce also continued its
commitment to entreprencurs in Kansas, moving forward on plans for the Center for Entrepreneurship

which is now up and running.

We worked closely with other organizations to modernize Workforce Development through Kansas 1%,
The Kansas 1" initiative has restructured training programs for the creation of a fully integrated, demand
driven system. The Kansas 1* Workforce Solutions fund was created by the 2004 Kansas Economic
Growth Act and is already helping our educational institutions build more training capacity and deliver

more training services for employers than ever before.
Example: $1.5 million from the workforce solutions fund over three years to JCCC to train

individuals for the growing biosciences industry in Kansas.

As we’ve visited with Legislators, we have heard a great deal of interest in what Kansas 1% is doing to
assist older workers. The Kansas Department of Commerce administers two programs for older workers
— the Senior Community Service Employment Program and the Older Kansans Employment Program
(OKEP). SCSEP targets low income seniors 55 and over and is federally funded. OKEP is a state funded

program designed to provide older Kansans, 55 and over, an employment placement service. The

11
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common mission of these programs is to strengthen families and communities by providing disadvantaged

and older individuals opportunities to learn, work, and serve others.

Biofuels: The agency has provided significant financial support to the emerging biofuels industry from
the Ag, Community Development and Business Development Divisions including loans for feasibility
studies, business plans, equity drives, infrastructure improvements and job training. The priority has been
to secure local investment to help finance the projects so the return on that investment can be recirculated

within our rural Kansas communities.

We continue to recognize international business and trade as a vital component of the Kansas
economy. During FY 2005, an estimated 122,770 Kansans were employed as a result of exports and

direct foreign investments in Kansas.

We enlisted Fermata Inc. to create a strategy for economic development of the Flint Hills Region.
Commerce Travel and Tourism Division will utilize this strategy to create a blueprint realizing the

limitless potential of the Flint Hills region for tourism.

Commerce has worked to promote agritourism within the state, and there are now 173 registered
operators in Kansas. One of the results of this effort has been a resurgence of the wine and grape
industry. Kansas now boasts 13 native wineries producing more than 50,000 gallons of wine, totaling

nearly $1.2 million in sales.

The Prosperity Summit process included legislative interviews, business leader surveys, regional focus
groups, and a forum of university economists. Several important themes emerged. These include:

« Continuing cooperation between state agencies that provide greater efficiencies and better
service to Kansans in every part of the state.

« Increased local government control, with the state acting to facilitate local collaborations.

« Examining taxes and incentives for economic development. Specifically, Governor Sebelius
announced that she will ask the Legislature for an exemption on all commercial and industrial machinery

and equipment purchased after January 1, 2007.

12
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Slide 11

Kansas... as big as you think

Consistent Statewide Campaign
v Tourism

v Economic Development

v Other State Organizations
v'Promoting Events in Kansas

v On-line Tool Kit for Communities

In January 2004, the state launched a new image campaign — Kansas...as big as you think. This was a
direct result of the 2003 Prosperity Summit process. The campaign included television and radio ads
featuring Dwight D. Eisenhower and Amelia Earhart, as well print placements that not only focused on

Eisenhower and Earhart, but highlighted Kansas businesses like Cobalt Boats and Garmin International.

13
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Slide 12

Cobalt Boats

Text of Ad: Why would a guy who wants to build world-class luxury boats come to a landlocked state?

“I didn’t go looking for farmers and ranchers, but I found out they were the ones who worked the
hardest,” says Pack St. Clair, founder of Cobalt Boats. St. Clair started his luxury boat company in
Neodesha, Kansas population 2,800. What he found there was a rich Kansas resource — a core of workers

with an unstinting, self-reliant work ethic. People who find smarter ways to do everything. And then just

get it done.

In Kansas, Pack St. Clair didn’t see barriers. He found opportunity.

14
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Slide 13

Garmin International

A . , -
s

Text of Ad: 1s it any wonder that the leading GPS devises are invented in a place with an unobstructed

view of the sky?
Before the invention of global positioning systems, people used the stars for navigation. In 1989, Garmin
International positioned itself among Kansas’ own stars — a workforce of smart, dedicated individuals

who blaze their own innovative trails. And these stars have grown Garmin from 10 associates to nearly

1,000 today.

13
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Slide 14

Garden of Eden
.

Other ad placements focused on Travel and Tourism. Kansas is one of only a few states to develop a
statewide campaign that uses one consistent message for tourism, economic development, and other state
organizations. An online toolkit was also developed as a resource for communities statewide wishing to
utilize the brand image. To date, over 500 individuals have signed up and are using the brand image

campaign to help us promote Kansas.

Text of Ad: Well, now you know where it is.

In 1905, Samuel Dinsmoor of Lucas, Kansas created his own Garden of Eden, a political statement
fashioned from 113 tons of concrete sculpture. The freedom of expression inspired by Kansas’ open

spaces has bred some of the most unique and quirky attractions you’ll find anywhere.

So if you think you’ve seen it all, you haven’t.

16
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Slide 15

Covered Wagon

Text of Ad: In a place with this much sky, it’s no wonder you leave feeling star-struck.

Only on a covered wagon journey across the Kansas prairie will you hear campfire stories as big as the

star-sprinkled sky and find company as warm as the cowboy coffee. Forge your own path in Kansas,

where the wide open spaces allow you to create your own big adventure.

17
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Slide 16

United Airlines Video

v'"March 2006

v'Reaching 3 million passengers
v’ State owns all footage

v ' Will be widely available

v Hemispheres Magazine

During the recent 2005 Prosperity Summit process, Kansas businesses, economic development
professionals, and local units of government expressed their excitement for the campaign. There is much
more to come...the possibilities are endless. In March, a 90 second video promoting all that Kansas has
to offer in business and travel will appear on United Airlines flights, reaching an estimated 3 million
people. After the video runs on United, the State will retain the rights to use it as we need to — Commerce
will make it widely available to other state agencies, Kansas communities and businesses. In addition, an
ad has been placed in United’s on-flight magazine for that same period of time. We’d like to take this

opportunity to share the clip with you today.

18
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Slide 17 — video
Slide 18

KANSAS

DEPARTMENT OF COMMERCE

FISCAL YEAR

2005 repor

www. kansascommerce.com

The Department’s annual report is available on our website — www.kansascommerce.com

19

29V



Kansas Department of Commerce

Actual Actual Actual GBR GBR
FY 2003 FY 2004 FY 2005 FY 2006 FY 2007
Travel & Tourism Division 4,267,432 3,801,459 4,238,927 4,792,331 4,226,565

Film Services | 278,602 266,167 264,672 217,639 218,033

House Economic Development
Attachment 3
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Kansas Tax Credits
Tax Year 2003

Program Name

Statutory
Reference

Description

Number of]
Filers

Tax
Expenditure

Projected
Jobs
Created

Actual Jobs
Created

Projected
Jobs
Retained

Actual
Jobs
Retained

Projected
Capital
Investment
Generated

Actual Capital
Investment
Generated

Projected
Revenue/Sales
Generated

Actual
Revenue/Sales
Generated

Projected
Payroll
Generated

Actual
Payroll
Generated

High Performance Incentive
Program

K.S.A. 74-
50,132

A qualified firm making a cash investment in
the wraining and education of its employees can
receive a credit equal to the portion of the
investment in the training and education that
exceeds 2% of the businesses total payroll
COSis,

K.8.A. 79-
32,160a(e)

A credit is available for those qualified firms
that make an investment in a qualified busincss|
facility. The investment credit is 10% of the
qualified business facilty investment which
exceeds $50,000.

Income and Privilege Taxpayers

Sector 31-33-Manufacturing

$8,833,173

228

$113,800,755

$160,696,492

Sector 42-Wholesale and Sector 44-
45-Retail Trade

~J

$1,113,187

119

$6,592,753

$8,474,338

Sector 51-Information

$296,968

$29,973,000

$14,816,731

Sector 52-Finance and Insurance,
Sector 53-Real Estate and Rental and
Leasing, Sector 55-Management of
Companies and Enterprises, and
Sector 56-Administrative and
Support and Waste Management

$150,611

28

$5,374,628

$4,452,649

Sector 54-Professional, Scientific,
and Technical Services

$1,637,191

23

$1,898,848

$1,646,961

Total High Performance
Incentive Program Credits

$12,031,130

398

$157,639,984

$190,087,171

House Economic Development

Attachment o
2-02-06



Kansas Tax Credits

Tax Year 2003
: Projected
Projected Projected | Actual Capital Actual Capital Projected Actual Projected Actual
Statutory Number of] Tax Jobs Actual Jobs|  Jobs Jobs Investment Investment Revenue/Sales Revenue/Sales Payroll Payroll
Program Name Relerence Description Filers Expenditure | Created Created | Retained | Retained Generated Generated Generated Generated Generated | Generated
Any taxpayer that invests in a qualified
business facility and hires at least two
employees as a result of that investment may b
cligible for an investment tax credit of $100 rmrl
) every $100,000 of investment made and a job
Business and Job Development |K.S.A. 79- creation tax credit of $100 for every qualified
Credit 32,153 business lacility employee.
Any laxpayer that meets the definition of
business in K.8.A. 74-50,114(b), that invests
in a qualified business [acility and hires a
minimum number of employees as a result of
that investment may be eligible for an
investment tax credit of $1,000 for every
£100,000 of investment made and a job
K.5.A.79- creation tax credit of at least $1,500 for every
— 32,160a qualified business facility employce.
Sector 11-Agriculture, Forestry,
Fishing and Hunting and Sector 21-
Income Taxpayers Mining 16 $56,016 89 $15,812,349
Sector 23-Construction 36 $317,436 190 $7,367,506
Sector 31-33-Manufacturing 163 $2,081,386 1,390 $52,889,544
i Sector 42-Wholesale Trade 20 $255,624 174 $13,545,331
- Sector 44-45-Retail Trade 105 $1,665,832 10,258 $746,153,936
P Sector 48-49-Transportation and
Warehousing 10 $462,952 135 $24,385,434
3§ Sector 52-Finance and Insurance 7 $37,306 101 $7,771,651
Sector 54-Professional, Scientific,
and Technical Services 78 $997,362 730 $81,639,937
?rivilcge Taxpayers Sector 52-Finance and Insurance 49 $118,034 651 570,963,648
Total Business and Joh
Development Credits 484)  $5,991,948 13,718 $1,020,529,336




Kansas Tax Credits
Tax Year 2003

Program Name

Statutory
Reference

Description

| Number of
Filers

Tax
Expenditure

Research and Development

Credit

K.5.A.79-32,182b

A taxpayer with qualifying expenditures in
research and development activities
conducted within Kansas may be eligible to
receive a credit of 6 1/2% of the amount
expended for research.

Income Taxpayers

Sector 31-33-Manufacturing and
Sector 48-49-Transportation and
Warehousing

$187,086

Sector 42-Wholesale Trade

$175,382

Sector 44-45-Retail Trade

$11,357

Sector 51-Information

$36,808

Sector 52-Finance and Insurance,
Sector 54-Professional, Scientific,
and Technical Services, and Sector
55-Management of Companies and
Enterprises

$17,954

Sector 61-Educational Services and
Other

$37,474

Total Research and
Development Credit

77

$466,061

Business Machinery and
Equipment Credit

K.S.A. 79-32,206

A credit may be allowed based on a
percentage of the personal property tax levied
and paid on commercial and industrial
machinery and equipment classified for
property taxation purposes pursuant to section
1 of article 11 of the Kansas Constitution in
subclass (5) or (6) of class 2, and machinery
and equipment classified for such purposes in
subclass (2) of class 2.

Income Taxpayers

14,715

$18,450,047

Privilege Taxpayers

343

$519,765

Total Business Machinery and

Equipment Credit

15,058

$18,969,812

\




Kansas Tax Credits

General Adoption Credit

Residents of Kansas who adopt a child can
receive a credit of 23% of the adoption credit
allowed against the federal income tax
liability on the federal return.

Special Needs/SRS Custody Adoption
Credit

A $1,500 credit is available for those Kansas
residents that adopt a special needs child or a
child in the custody of the secretary of Social
and Rehabilitation Services.

Tax Year 2003
Statutory Number of Tax ‘
Program Name Reference Description Filers Expenditure |
Abandoned Well Plugging K.S.A.79-32,207 A taxpayer that makes ependitures to plug an
Credit abandoned oil or gas well on their land may
be eligible for a credit of 50% of the amount
expended.
|
!
Income Taxpayers *CONFIDENTIAL
Total Abandoned Well
Plugging Credit *CONFIDENTIAL
Adoption Credit K.5.A.79-32,202 !

Income Taxpayers

374]  $301,187 |

Total Adoption Credit

374 $391,187

Agricultural Loan Interest
Reduction Credit

K.S.A.79-32,181a

K.5.A.79-1126a

A taxpayer which extends or renews an
agricultural production loan at least one whole
percentage point less than the prime interest
rate on loans with equivalent collateral can
receive a credit against their tax liability.

Interest Reduction Credit

Income Taxpayers 0 $0
Privilege Taxpayers *CONFIDENTIAL
Total Agricultural Loan

0 $0




Kansas Tax Credits

Tax Year 2003
Statutory Number of Tax
Program Name Reference Description Filers Expenditure

Alternative Fuel Tax Credit K.5.A.79-32,201

A credit is allowed for any individual,

association, partnership, limited liability

company, limited partnership, or corporation

that makes expenditures for a qualified

alternative-fueled motor vehicle licensed in

the state of Kansas or that makes expenditures

for a qualified alternative-fuel fueling station.
Income Taxpayers 16 $12,666
Total Alternative Fuel Tax
Credit 16 $12.666
Child Day Care Assistance K.5.A.79-32,190 A taxpayer may be eligible for a credit if they
Credit pay for child day care services for its

employees children, locate child day care

services for the employees children, or

provide facilities and necessary equipment for

child day care services for its employees

children.
Tncome Taxpayers 20 $47,799
Privilege Taxpayers 0 $0
Total Child Day Care
Assistance Credit 20 $47,799
Community Service K.S.A. 79-32,197 Any business firm which contributes to
Contribution Credit an approved community service

organization engaged in providing

community services may be eligible to

receive a tax credit of at least 50% of the

total contribution made.
Income Taxpayers 1,298 $2,671,448
Privilege Taxpayers 35 $480,040
Total Community Service
Contribution Credit 1,333 $3,151,488




Kansas Tax Credits

Tax Year 2003
Statutory Number of Tax
Program Name Reference Description Filers Expenditure
Disabled Access Credit K.8.A.79-32,175 | Individual and business taxpayers that incur
certain expenditures to make their property
K.S.A.79-1117 accessible to the disabled may be eligible to
receive a credit.
Income Taxpayers 130 $159,868
Privilege Taxpayers *CONFIDENTIAL
|
Total Disabled Access Credit 130 $159,868
Habitat Management Credit K.5.A.79-32,203 An income tax credit is allowed for a property
owner that pays property taxes and
assessments on property designated as a
critical habitat.
Income Taxpayers *CONFIDENTIAL
Total Habitat Management
Credit *CONFIDENTIAL
Historic Preservation Credit K.5.A.79-32,211
An income tax credit is allowed for
expenditures incurred in the restoration and
preservation of a qualified historic structure.
Income Taxpayers 77|  $1,547,705
Privilege Taxpayers 8 $891,000
Total Historic Preservation
Credit 85 $2,438,705
Single City Port Authority K.8.A.79-32,212 An income tax credit is allowed equal to
Credit 100% of the amount attributable to the
retirement of indebtedness authorized by a
single city port authority established before
January 1, 2002.
Income Taxpayers *CONFIDENTIAL
Total Single City Port
Authority Credit *CONFIDENTIAL




Kansas Tax Credits

Tax Year 2003
Statutory { Number of Tax
Program Name Reference Description Filers Expenditure
Small Employer Health Benefit |K.S.A.40-2246
Plan Credit An income tax credit is allowed for any small
| employer establishing a small employer health|
benefit plan for the purpose of providing a
health benefit plan.
Income Taxpayers 87 $130,491
Total Small Employer Health
Benefit Plan Credit 87| $130,491
|
Swine Facility Improvement |K.S.A. 75-32,204 An income tax credit of 50% of the cost
Credit incurred is allowed for a taxpayer making
required improvements to a qualified swine
facility.
Income Taxpayers 0 $0
Total Swine Facility
Improvement Credit 0 $0
|
Telecommunications Credit K.§.A.79-32,210
A credit for property tax paid by
telecommunications companies is allowed on
property initially acquired and first placed in
service after January 1, 2001 that has an
assessment rate of 33%. The credit is equal to
the amount of property taxes timely paid for
the difference between an assessment level of
25% and the actual assessment of 33%.
Income Taxpayers 146 $444.837
Total Telecommunications
Credit 146 $444,837
Temporary Assistance to K.5.A.79-32,200
Families Contribution Credit
K.5.A.39-7,132 Any individual, corporation, partnership,
trust, estate and other legal entity who enters
into an agreement with the Secretary of Social
and Rehabilitation Services to provide
financial support to a person who receives
Temporary Assistance for Families (TAF) is
allowed a credit of 70% of the amount of
financial assistance given.
Income Taxpayers 0 $0
Total Temporary Assistance
to Families Contribution
Credit 0 $0




Kansas Tax Credits
Tax Year 2003

Statutory | Number of | Tax
Program Name Reference Description Filers Expenditure
Venture Capital Credits and K.S.A. 74-8205
Local Seed Capital Credits A 25% tax credit shall be allowed for those
K.5.A. 74-8304 taxpayers that invest in stock issued by
Kansas Venture Capital, Inc., certified Kansas
K.5.A.74-8401 venture capital companies, certified local seed
capital pools, or Sunflower Technology
K.S.A. 74-8316 Genbure 15, ;
I
Income Taxpayers 3 $26,863
Privilege Taxpayers 0 30 |
Total Venture Capital Credits
and Local Seed Capital
Credits 5 $26,863

I
f

H

|

*CONFIDENTIAL - This information is confidential as there are less than 5 filers. This information is not included in the total.
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NAICS Titles and Descriptions of Industries

_ Sector Title ) Description
Sector 11 Agriculture, Forestry, Fishing and Hunting Establishments primarily engaged in growing crops, raising animals, harvesting timber, and
_____ harvesting fish and other animals from a farm, ranch or their natural habitats.

Sector 21 Mining Establishments that extract naturally occurring mineral solids, such as coal and ores; liquid minerals,
such as crude petroleum; and gases, such as natural gas. The term mining is used in the broad sense
to include quarrying, well operations, beneficiating (e.g., crushing, screening, washing, and
flotation), and other preparation customarily performed at the mine site, or as a part of mining

) activity, :

Sector 22 Utilities Establishments engaged in the provision of the following utility services: electric power, natural

N gas, steam supply, water supply, and sewage removal,

Sector 23 Construction Establishments primarily engaged in the construction of buildings or engineering projects (e.g.,
highways and utility systems). Establishments primarily engaged in the preparation of sites for new
construction and establishments primarily engaged in subdividing land for sale as building sites also

i are included in this sector. '

Sector 31-33 | Manufacturing Establishments engaged in the mechanical, physical, or chemical transformation of materials,

‘ substances, or components into new products.

Sector 42 Wholesale Trade Establishments engaged in wholesaling merchandise, generally without transformation, and
rendering services incidental to the sale of merchandise.

Sector 44-45 Retail Trade

Establishments engaged in retailing merchandise, generally without transformation, and rendering
services incidental to the sale of merchandise.

Sector 48-49

Transportation and Warehousing

Industries providing transportation of passengers and cargo, warehousing and storage for goods,
scenic and sightseeing transportation, and support activities related to modes of transportation.

Sector 51 Information Establishments engaged in the following processes: (a) producing and distributing information and

cultural products, (b) providing the means to transmit or distribute these products as well as data or
) _|communications, and (¢) processing data.

Sector 52 Finance and Insurance Establishments primarily engaged in financial transactions (transactions involving the creation,
liquidation, or change in ownership of financial assets) and/or in facilitating financial transactions.

Sector 53 Real Estate and Rental and Leasing Establishments primarily engaged in renting, leasing, or otherwise allowing the use of tangible or

: intangible assets, and establishments providing related services.

Sector 54 Professional, Scientific, and Technical Services

Establishments that specialize in performing professional, scientific, and technical activities for
others. Activities performed include: legal advice and representation; accounting, bookkeeping,
and payroll services; architectural, engineering, and specialized design services; computer services;
consulting services; research services; advertising services; photographic services, translation and
interpretation services; veterinary services; and other professional, scientific, and technical services.

S~



NAICS Titles and Descriptions of Industries

Sector

Title

Description

Sector 55

Management of Companies and Enterprises

Comprises (1) establishments that hold the securities of (or other equity interests in) companies and
enterprises for the purpose of owning a controlling interest or influencing management decisions or
(2) establishments (except government establishments) that administer, oversee, and manage
establishments of the company or enterprise and that normally undertake the strategic or
organizational planning and decisionmaking role of the company or enterprise.

_E‘;éctor 56

| Administrative and Support and Waste

Management and Remediation Services

Establishments performing routine support activities for the day-to-day operations of other
organizations. Activities performed include: office administration, hiring and placing of personnel,
document preparation and similar clerical services, solicitation, collection, security and surveillance
services, cleaning, and waste disposal services.

Sector 61

Educational Services

Establishments that provide instruction and training in a wide variety of subjects.

Sector 62

Health Care and Social Assistance

Establishments providing health care and social assistance for individuals.

Sector 71

Arts, Entertainment, and Recreation

Establishments that operate facilities or provide services to meet varied cultural, entertainment, and
recreational interests of their patrons. This sector comprises (1) establishments that are involved in
producing, promoting, or participating in live performances, events, or exhibits intended for public
viewing; (2) establishments that preserve and exhibit objects and sites of historical, cultural, or
educational interest; and (3) establishments that operate facilities or provide services that enable

patrons to participate in recreational activities or pursue amusement, hobby, and leisure time
interests

Sector 72

Accommodation and Food Services

Establishments providing customers with lodging and/or preparing meals, snacks, and beverages for
immediate consumption.

Sector 81

Other Services (except Public Administration)

Establishments engaged in providing services not specifically provided for elsewhere in the
classification system. Establishments in this sector are primarily engaged in activities, such as
equipment and machinery repairing, promoting or administering religious activities, grantmaking,
advocacy, and providing dry-cleaning and laundry services, personal care services, death care
services, pet care services, photofinishing services, temporary parking services, and dating services.

?e-ctor 92

Public Administration

Establishments of federal, state, and local government agencies that administer, oversee, and
manage public programs and have executive, legislative, or judicial authority over other institutions
within a given area.

o0



JOAN WAGNON. SECRETARY - KATHLEEN SEBELIUS. GOVERNOR

DEPARTMENT OF REVENUE
POLICY AND RESEARCH

February 2, 2006

Update to Analysis of Kansas Corporate Income Tax Dated October 14, 2004
To Reflect Tax Year 2003

The Analysis dated October 14, 2004 focused on the Kansas corporate income tax during
tax years 2000, 2001 and 2002 and the impact of the 4 largest business income tax credit
incentive programs on corporate income tax receipts, in an effort to determine how the corporate
income tax burden falls within various industry sectors. Provided below are updates to Tables 2
and 3 of the Analysis, to reflect the addition of tax year 2003 data. Also, the discussion of the
Top 20 claimants of the Business and Job Development income tax credit is updated for tax year

2003 data.

Corporate Income Tax Burden
In updating the Analysis dated October 14, 2004, tax returns from a sample of the largest

244 corporate taxpayers for tax year 2003 were reviewed in order to determine how much impact
the business tax credit programs (Business & Job Development, High Performance Incentive
Program, Research & Development, Business Machinery & Equipment) have on the corporate
income tax burden. These corporations accounted for approximately 82% of the corporate
income tax base for tax year 2003. The North American Industry Classification System (NAICS)
code, Kansas taxable income, Kansas corporate income tax liability before credits, credits
claimed, and the net tax receipts after credits for tax year 2003 for each of these corporations
were captured in the database.

The update to Table 2 (attached) summarizes the results by NAICS code categories
(using the first 2 digits of the NAICS code) for tax year 2003. The number of corporations
included in each NAICS code category is shown in parenthesis in the first column.

Consistent with the Table 2 in the prior Analysis, the Update to Table 2 continues to
show wide disparity between the various industry sectors in the proportion of tax liability that is
reduced or eliminated by tax credits from participation in business incentive tax credit programs.
The “payment percentage” column shown on the attached Update to Table 2 reflects the percent
of tax liability (measured before credits are taken) actually paid after credits were applied to
reduce tax liability. Manufacturers continue to experience a low tax payment percentage rate,
54.35% for tax year 2003, although higher than the 45.60% tax payment percentage rate for tax
years 2000 through 2002. The retail trade sector, now by far the largest in generating total tax
liability before credits, as well as in the amount of net taxes paid (tax paid after credits are taken),
had a much higher tax payment percentage rate of 87.21% for tax year 2003, and the wholesale
trade sector an even higher percentage, 94.61%.

DOCKING STATE OFFICE BUILDING, 915 SW HARRISON ST., TOPEKA, K
Voice 785-296-3081 Fax 785-296-7928 http://www.ksreve House Economic Development
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W..  uie Analysis dated October 14, 2004 (see Charts 2 and 3 of that document)
indicated that manufacturers represented the largest portion of Kansas tax liability before credits |
(and Kansas taxable income) in the sample during tax years 2000 through 2002, the tax year
2003 data shows that retail trade represents the largest portion of Kansas taxable income, Kansas
income tax liability generated before credits are taken, and net taxes paid after credits are taken.

Within the sample of 244 corporations, the group of top 20 corporations that claimed the
most B&J credits during tax year 2003 were identified. Corporations in this group were divided
into 2 broad categories by NAICS code: manufacturing/transportation/warehousing and
retail/wholesale/other. The effective tax rate for each corporation was computed, as well as the
average effective tax rate for each of the two categories. The results are shown below.

Top 20 B & J Credit Claimants

Tax Year 2003
6 in Manufacturing/Transportation/Warehousing 14 in Retail/Wholesale/Other

Total Taxable Income: $40.96 million Total Taxable Income: $247.77 million
Total Net Tax: $1.742 million Total Net Tax: $15.69 million

Ave. Effective Tax Rate: 4.2% . Ave. Effective Tax Rate: 6.3%

Range: -.58% to 7.78% Range: 3.51% to 6.59%

The results continue to show a significant disparity between the average effective tax rate
paid by the manufacturing/transportation/warehousing category vs. the retail/wholesale/other
category. There is also wide disparity in effective tax rates paid by individual corporations
within the manufacturing/transportation/warehousing category. For example, in tax year 2003,
the 6 corporations in the manufacturing/transportation/warehousing category had an average
effective tax rate of 4.2% (compared to a lower effective tax rate of 2.1% for tax years 2000
through 2002), although within that category, the effective tax rate ranged from —58% to 7.78%.
Of the corporations in the retail/wholesale/other category in tax year 2003, the average effective
tax rate was 6.3%, although within that category, the effective tax rate ranged from 3.51% to

6.59%, a much smaller variance.

The Update to Table 3 (attached) compares the manufacturing firms and retail firms
within the group of corporations included in the “top 20” in B & J credit claimants during tax
years 2000 through 2003 (a sample size of 78 corporations). The amount of tax liability
(measured before credits are taken), credits and net receipts (tax paid after credits were taken) for
all four tax years for manufacturing and retail firms in the group are listed. Of the 78
corporations in the group, 17 were manufacturing corporations and 18 were retail trade
corporations. The “total” row at the bottom sums the information not only for these 17
manufacturers and 18 retailers, but also the rest of the 78 corporations in the group.

The Update toTable 3 shows that manufacturing firms continue to succeed in offsetting
much of their tax liability with credits, owing only 24% of the amount of their tax liability
measured before credits were applied, while retailers offset a much smaller portion of their tax
liability, still owing about 81% of the amount their tax liability measured before credits. The
average payment percentage for all 78 corporations in this group of largest B&J credit claimants

is about 57%.



Updated « = .usions '
Many of the conclusions in the Analysis dated October 14, 2004 remain valid for the tax

year 2003 corporate income tax data sample: manufacturers continue to utilize the business tax
credit incentive programs heavily and have claimed the largest amounts of the credits. Because
tax credits are used to lower tax burden, the effective tax rates continue to vary greatly within
industry groups of all types. Generally, the manufacturing sector bears a smaller share of the
corporate income tax burden than other sectors of the economy, compared to the taxable income

generated by those sectors.

The tax year 2003 data sample reveals one important change: the retail sector has now
become the most dominant portion of the corporate income tax base, generating the largest
amount of Kansas taxable income and contributing the largest portion of the corporate income
tax receipts. In tax years 2000, 2001 and 2002, the manufacturing sector generated the largest
amount of Kansas taxable income (but not corporate income tax receipts). The retail sector has
benefited less than the manufacturing sector from the tax credit programs. The retail sector
typically bears a higher share of the corporate income tax burden, and pays higher effective tax

rates.



Update to Table 2: Tax and Credits Statistics by Industry from a sample of 244 Corporations for Tax year 2003.

Total Tax Total NR CIME Total Ref.|Net Payment

Industry (# of corporations) Liability Credits B&J R&D HPIP Credit Credits |Receipts |Percentage
Agriculture, Mining and Utilities (10) $12,487,012 $544,410 50 50 $544,410 $219,237 $0[$11,723,364 93.88%
Construction (6) $666,750 $0 $0 $0 $0 $15,329 $16,256 $635,165 95.26%
Manufacturing (39) $20,412,158 $7,804,827 $613,466| $283,740( $6,897,871| $1,378,092 $46,100]$11,093,139 54.35%
Wholesale Trade (51) $16,840,931 $135,443 $96,000| $39,443 $0 $771,757 $0]$15,933,731 94.61%
Retail Trade (44) $30,064,738 $3,170,582| $2,493,213| $12,165 $665,204 $673,794 $0]%26,220,362 87.21%
Information (12) $7,102,178 $243,117 $900 50 30 $390,130 $19,952| $6,448,979 90.80%
Finance and Insurance (24) $6,874,239 30 50 $0 30 $17,780 $0| $6,856,459 99.74%
Real Estate and Rental and Leasing (5) $979,887 $0 $0 $0 $0 $1,194 $0| $978,693 99.88%
Professional and Technical Services (17) $4,715,392 $124,700 $99,700 $0 30 $59,258 $0| $4,531,434 96.10%
Management of Companies

and Enterprises (11) $6,246,353 30 $0 50 $0 $234,429 $0] $6,011,924 96.25%
Health Care and Social Assistance (6) $1,372,700 $0 $0 $0 $0 $19,756 $0| $1,352,944 98.56%
Accommodation and Food Services (7) $2,086,084 $295,116 $222,956 $0 30 $67,261 $0| $1,723,707 82.63%
Other Services (12) $6,099,645 $590,426 $379,484 $0 $188,946 $287,194 $0| $5,222,025 85.61%
Total All Industries (244) $115,948,066| $12,998,621 $3,905,719| $335,348| $8,296,431 $4,135,211 $82,308|$98,731,927 85.15%

Other services includes: Administrative and Waste Service, Educational Services, Arts, Entertainment and Recreation, Transportation and Warehousing,
and other service sectors not specified by the current codes
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Update to Table 3. Summary information for the corporations that claimed most B&J Credits from TY 2000 to 2003

Total Tax Total NR Total Ref. |Net Payment
Sector (# of sample) |Liability Credits B&J R&D HPIP BM&E Credits |Receipts Percentage
Manufacturing (17) $45,169,004| $30,137,026| $15,507,797| $6,140,317 $8,400,818| $3,830,802| $298,675|$10,902,501 24.14%
retail Trade (18) $41,5617,023| $7,125,540| $7,125,540 $0 $0[ $605,059 $0[ $33,786,424 81.38%
Total (78) $125,095,156| $46,969,073

$30,689,223| $6,694,224

$9,387,536| $5,917,080

$359,019| $71,242,175

56.95%
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JOAN WAGNON. SECRETARY KATHLEEN SEBELIUS. GOVERNOR
DEPARTMENT OF REVENUE

OFFICE OF POLICY AND RESEARCH

Analysis of Corporate Income Tax 2000-2002
Executive Summary

October 15, 2004

Purpose of Study

The Kansas Department of Revenue recently completed an “Analysis of Corporate
Income Tax 2000-2002.” The purpose of the study was to provide historical information
concerning the corporate income tax and the 4 largest business incentive tax credit programs
(business and job development, high performance incentive program, research and development,
and business machinery and equipment property tax credit). The study also examined where the
corporate income tax burden falls by industry sector, and made limited comparisons of the
employment performance of corporations claiming the largest amounts of tax credits to the

employment performance of similar sectors of the Kansas economy as a whole in recent years.

The analysis focused specifically on tax years 2000, 2001 and 2002, which included the
2001 recession and the aftermath of 9/11. Unfortunately, these were the only years where data
was readily available. The downturn in the economy following the events of 9/11 is clearly
evident. This study should provide tax policy makers information for future decision-making.
However, its scope did not encompass other taxes, such as individual income, sales, or property
tax, nor did the scope include other business tax incentive programs, such as the enterprise zone
sales tax exemption, STAR bonds, or local property tax exemptions. KDOR will update this
document on an annual basis and continue to expand the study as more tax years are included,

making it more useful to policy makers to see longer term trends.
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Recent History of Corporate Income Tax Receipts

Despite a recent upturn, the long-term trend for corporate income tax receipts reflects
significant shrinkage. Receipts for FY 2004 ($141 million) are below receipts for FY 1981
($162 million) and half of the receipts for the peak year, FY 1998 ($281 million).
Corporate income tax receipts are a smaller portion of total state taxes collected by the
department and deposited in the state general fund than they were a decade ago. For FY 1991,
corporate income tax receipts accounted for 8.4% of the total state taxes collected by the
department and deposited in the state general fund. For FY 2003, corporate Income tax receipts
accounted for only 2.6% of total state taxes collected by the department and deposited in the

state general fund. (Pages 1-2)

Distribution of Corporate Income Taxpayers

The largest 200 corporations account for almost three-fourths of the corporate income tax

revenue. Most of the 25,000 to 30,000 corporate income tax returns received reflect zero tax

liability. (Page 3)

Corporate Income Tax Credits

Rapidly expanding tax credit programs have decreased corporate income tax receipts.
The most significant business income tax credit incentive programs in size are the business and
job development (B&]J) credit, high performance incentive program (HPIP) credit, research and
development (R&D) credit, and business machinery and equipment property ta).I (B M&E)
credit. 7

These credit programs favor capital-intensive, higher wage-paying businesses, such as
manufacturers, as they were designed to do. The total credits allowed under these programs
increased from $18.5 million in process year 1997 to $54.1 million in process year 2002, while
corporate income tax receipts have declined. A relatively small number of corporations claim
most of these credits. The B M&E credit, the only refundable credit of the 4 credit programs,
had 4,450 corporate claimanté in process year 2002, and $18.8 million in B M&E credits
allowed. Of the 4 credit programs, HPIP, the largest in terms of fiscal impact, was claimed by the
smallest number of corporate taxpayers. In process year 2002, $20.3 million in HPIP credits
were allowed to 39 corporations. The B&J credit was claimed by 329 corporations, and the R&D
credit was claimed by 59 corporations in process year 2002. (Table 1, Page 5)
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Corporate Income Tax Burden

The study sample of 250 corporations included the largest 100 companies with Kansas
corporate income tax liability in each of the three sample years (before credits) and the largest
100 Kansas employers in tax years 2000, 2001 and 2002. In this sample the manufacturing
sector, as expected, reduced its income tax liability the most with tax credits. The whole sample
averaged 27% reduction of Kansas income tax liability with tax credits. Manufacturers in the
sample averaged 54% reduction of Kansas income tax liability with tax credits. (Table 2, Page 6)

Manufacturers also accounted for the largest portion (29%) of Kansas corporate income
tax liability (and Kansas taxable income) during tax years 2000, 2001, and 2002 (liability
measured before credits were taken) of any industry sector. The retail trade sector accounted for
the largest portion (21%) of income tax receipts (measured after credits are taken). (Attached
Charts 2 and 3)

Based on a group of 58 corporatrons inclﬁded in the top 20 corporations claiming the
most B&J credits during tax years 2000, 2001 and 2002, wide disparity exists between the
average effective tax rate paid by those in the manufacturing/transportation/warehousing
category vs. the retail/wholesale/other category. Wide disparity also exists in effective tax rates
paid by individual corporations within each category. In tax year 2002, the 9 corporations in the
manufacturing/transportation/warehousing category had an average effective tax rate of 2.59%,
although within that category, the effective tax rates ranged from —1.8% to 6.34%, with 4 either
receiving refunds or with zero net tax liability. Of the 11 corporations in the
retail/wholesale/other category in tax year 2002, the average effective tax rate was 4.14%,
although within that category, the effective tax rates ranged from .02% to 6.13%. (Page 7)

The study compared the manufacturing firms (13) and retail firms (9) within the group of
58 corporations included in the “top 20” in B & J credit claimants for tax years 2000, 2001 and
2002. Manufacturing firms offset 76% of their Kansas income tax liability with credits, while
retailers in this group offset only 20% of their income tax liability with credits. The
manufacturing corporations in the group also claimed the largest amounts of refundable and non-

refundable credits from the other tax credit programs. (Table 3, Page 8)

The Kansas Economy—Retail Sector Compared to Manufacturing Sector
Since 1998 and in particular since the 2001 recession and $/11, Kansas manufacturing
sector employment has significantly declined. Retail sector employment experienced only

modest decline during 2001 to 2003. The gap between retail sector employment and



manufacturing sector employment has narrowed: manufacturing sector employment exceeded

retail sector employment by only 20,000 jobs in 2003. (Chart 5, Page 9)

Employment Data on Top 20 Business and Job Development Credit Claimants

Comparison of the percentage rate of change in the employment Jevels of manufacturers
among the top 20 B&J tax credit claimants during tax years 2000, 2001 and 2002 to similar data
for the entire Kansas manufacturing sector from 2000 through 2003 shows that employment
levels of manufacturers claiming the largest B&J credits performed worse than employment
levels of the Kansas manufacturing sector as a whole during much of this time period. No
correlation could be found between the tax credit programs and improved employment
performance for manufacturers claiming the largest amounts of those credits when compared to
the employment performance for the Kansas manufacturing sector as a whole. (Chart 7, Page 11)
Caution in drawing conclusions must be exercised because of the severe dislocation in the
aircraft industry in the aftermath of the 2001 recession and the 9/11 attacks, which dominated
the sample period.

Employment performance of retailers claiming the largest B&J credits in tax years 2000,
2001 and 2002 was somewhat better than employment performance of the Kansas retail sector as
a whole during much of this time period, although retailers claimed a much smaller portion of
the credits than manufacturers. (Chart 8, Page 11)

The aggregate employment level of corporations included in the group of top 20 B&J

credit claimants in tax years 2000, 2001 and 2002 performed worse than the aggregate

employment level in the private sector as a whole in Kansas during most of this time period.

(Chart 9, Page 12)

Conclusions

Manufacturers have utilized the business tax credit incentive programs and have claimed

the largest amounts of the credits. This result is consistent with state economic development
policy that has been in effect for 10 years. Some larger claimants have used the credits to
eliminate their corporate income tax liability entirely—even obtaining refunds.

Because tax credits are used to lower tax burden, the effective tax rate varies greatly
within industry groups of all types.

Generally, the manufacturing sector bears a smaller share of the corporate income tax
burden than other sectors of the economy, compared to the taxable income generated by those

sectors. The tax credit programs do not appear to have shielded manufacturers claiming the

(-



largest amounts of B&J credits from the economic downturn experienced by the Kansas
economy in the 2001 recession, and in the aftermath of 9/11.

The retail sector contributes the largest portion of the corporate income tax receipts,
although the manufacturing sector generated the largest amount of Kansas taxable income in tax
years 2000, 2001 and 2002. The retail sector is less able than the manufacturing sector to benefit
from the tax credit programs, typically bears a higher share of the corporate income tax burden,
and pays higher effective tax rates. Retailers in the group of top 20 B&J credit claimants
showed stronger employment performance in the aftermath of the 2001 recession and 9/11 than
the Kansas retail sector as a whole.

In general, corporations claiming the most tax credits did not show employment
performance matching that of the Kansas private sector economy during most of the 2000-2003
time period. This result should Be tracked and measured over a longer period of time before

conclusions are reached because of the recession during the sample years. -
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Analysis of Kansas Corporate Income Tax 2000-2002

This Analysis focused on the Kansas corporate income tax during tax years 2000, 2001
and 2002 and the impact of the 4 largest business income tax credit incentive programs on
corporate income tax receipts, in an effort to determine how the corporate income tax burden
falls within various industry sectors. It also examined employment data concerning the largest
tax credit claimants, in order to determine whether any correlation exists between improved
employment performance and tax credits, in comparison to employment data for the Kansas
economy as a whole during 2000 to 2003. The 2001 recession and aftermath of 9/11 dominated
this time period. The Analysis did not consider other taxes, such as individual income, sales or
property tax, or other business tax incentive programs, such as STAR bonds, local property tax

exemptions, or the enterprise zone sales tax exemption.

Historical Background

The Kansas corporate income tax has been in place since 1933, initially at a rate of 2% of
Kansas taxable income. The rate has been increased several times over the years, and was last
raised in 1992, when the current rate structure was adopted: the 4% rate on Kansas taxable
income, with a surtax of 3.35% on Kansas taxable income above $50,000. This 7.35% marginal
rate on Kansas taxable income above $50,000 is typical of rates in many states, but higher than
the corporate income tax rates in three neighboring states, including: Colorado (4.63%);

Missouri (6.25%); and Oklahoma (6%). It is lower than the corporate income tax rate in
Nebraska (5.58% on first $50,000; 7.81% marginal on income above $50,000).

Most states impose some type of corporate income tax. Only Nevada, South Dakota,
Washington, and Wyoming do not (although Washington imposes a “business and occupations”

tax).
Recent History of Corporate Income Tax Receipts
Annual Kansas corporate income tax receipts (by fiscal year) since 1981 are shown

below:
Fiscal Amount Percent
Year Collected Change
1981 $161,967,709
1982 $146,823,052 -9.4%
1983 $122,831,287 -16.3%
1984 $120,993,044 -1.5%

DOCKING STATE OFFICE BUILDING, 915 SW HARRISON ST., TOPEKA, KS 66612-1588
Voice 785-296-3081 Fax 785-296-7928 http://www.ksrevenue.org/
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1985 $141,957,298 17.3%

1986 $135,818,461 -4.3%
1987 $104,632,665 -23.0%
1988 $171,437,706 63.8%
1989 $172,927,488 0.9%
1950 $167,600,876 -3.1%
1991 $185,319,680 10.6%
1992 $169,118,247 -8.7%
1993 $169,118,153 0.0%
1994 - $211,953,103 25.3%
1995 $229,421,376 8.2%
1955 $218,586,552 -4.7%
1997 $263,573,332 20.6%
1998 $281,651,300 6.9%
19599 $227,369,923 -19.3%
2000 $250,122,826 10.0%
2001 $211,906,919 -15.3%
2002 $93,958,484 -55.7%
2003 $105,222,316 12.0%
2004 $141,173,000 34.2%

Although the bottom fell out of corporate income tax receipts in FY 2002, the recent trend is
encouraging. FY 2004 corporate income tax receipts exceeded the April 2004 Consensus
Revenue Estimate ($125 million) by 12.9% and were 34.2% above the prior year’s receipts.
Thus far in FY 2005, corporate income tax receipts of $52.9 million through the end of
September are 62.8% above the April 2004 Consensus Revenue Estimate and 45.9% above
actual corporate income tax receipts for this same time period last year. :

Despite the recent upturn, the long term trend for corporate income tax receipts reflects
significant shrinkage of the tax base—even though tax rates have remained unchanged since
1992. Receipts for FY 2004 are below receipts for FY 1981 and are barely half of the receipts
for the peak year, FY 1998. ; .

Corporate income tax receipts account for a much smaller portion of total state taxes
collected by the department and deposited in the state general fund than they did even a decade
ago. For FY 1991, corporate income tax receipts accounted for 8.4% of the total state taxes
collected by the department and deposited in the state general fund. For FY 2003, corporate
income tax receipts accounted for only 2.6% of total state taxes collected by the department and
deposited in the state general fund.

The pie graphs at Chart 1 (attached) (comparing state and local tax revenue by source for
FY 1998 to the same for FY 2003) show that income (individual and corporate) and privilege
taxes have become a smaller portion of total state and local tax base in recent years. For FY
2003, property and vehicle taxes accounted for 34.7 percent of state and local tax revenues; sales
and use taxes, 27.8 percent, and income and privilege taxes, 21.8 percent. As noted in 2003
Supplement to Kansas Tax Facts:

The relative balance in the big three sources of state and local tax
revenue—sales, income, and property—that Kansas had achieved for a number of
years after the 1992 school finance law appears to be eroding. . .. As recently as



FY 1998, the figures were much more closely balanced: 30.9 percent for property
and vehicles; 28.1 percent for sales and use; and 28.0 percent for income and
privilege.

Economists generally believe that with a diversified revenue portfolio not
relying too heavily on a single source, Kansas state and local governments are
better able to withstand economic downturns.

Distribution of Corporate Income Taxpayers
The department receives approximately 25,000 to 30,000 corporate income tax returns

per year. Most of those returns reflect zero tax liability. The largest 200 corporations account
for almost three-fourths of the corporate income tax revenue, as shown below (statistics taken
from the department’s Annual Reports for FY 2001, FY 2002 and 2003). As shown below, this
distribution pattern has remained fairly consistent over many years.

Corporate Income Tax Liability By Taxable Income Bracket

Tax Year 2001 Returns Filed In Calendar Year 2002

Number Percent of Tax Percent of
Taxable Income Brackets Returns Total Returns Liability Total Liability
No Taxable Income . 13,975 60.3% h 0 0.0%
$0 - $75,000 7,834 33.8% $ 6,051,308 8.7%
$75,000.01 - $100,000 371 1.6% $ 1,704,346 2.4%
$100,000.01 - $500,000 743 3.2% $9,917,859 14.3%
$500,000.01 - $1,000,000 112 0.5% $ 5,475,153 7.9%
$1,000,000.01 - Over J25 0.5% $46.438.219 66.7%
Total 23,160 100.0% $69,586,885 100.0%

Tax Year 2000 Returns Filed In Calendar Year 2001

Number Percent of Tax Percent of
Taxable Income Brackets Returns Total Returns Liability Total Liability
No Taxable Income 18,025 60.4% h) 0 0.0% -
$0 - $75,000 9,550 32.0% $ 7,437,981 4.3%
$75,000.01 -3$100,000 466 1.6% 3 2,162361 1.2%
$100,000.01 - $500,000 1,226 4.1% $ 17,989,315 10.3%-
$500,000.01 - $1,000,000 230 0.8% $ 11,676,780 6.7%
$1,000,000.01 - Over 329 1.1% $135,700.416 77.6%
Total 29,826 100.0% $174,700,416 100.0%

Tax Year 1989 Returns Filed in Calendar Year 1990

Number Percent of Tax Percent of
Taxable Income Brackets Returns Total Returns Liability Total Liability
No Taxable Income 20,022 58.3% 3 0 0.0%
$0 - $25,000 8,219 25.2% $ 2,775,067 2.2%
$25,000.01  -3$50,000 2,036 6.3% $ 3,834,025 3.1%
$50,000.01 - $75,000 1,097 3.1% $ 3,880,877 2.9%
$75,000.01 -$100,000 561 1.7% $ 2,929,035 2.4%
$100,000.01 - $500,000 1,178 3.8% $ 16,367,577 13.6%
$500,000.01 - Over 468 1.5% § 03.003.841 75.8%
Total 33,581 100.0% $ 122,790,422 100.0%
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Corporate Income Tax Credits
"Both tax exemptions and tax-deductibility are a form of subsidy that is administered

through the tax system. A tax exemption has much the same effect as a cash grant to the
organization of the amount of tax it would have to pay on its income. Deductible contributions
are similar to cash grants of the amount of a portion of the individual's contributions.” Regan v.
Taxation With Representation of Washington, 461 U.S. 540, 544 (1983). Tax credits, like
exemptions and deductions, are also a form of subsidy. During the 1990°s, several business-
oriented tax credit programs were either expanded or created, the most significant in size being
the business and job development (B&J) credit, high performance incentive program (HPIP)
credit, research and development (R&D) credit, and business machinery and equipment property
tax (B M&E) credit. The first three tax credits listed are non-refundable (i.e., the taxpayer must
have sufficient tax liability to offset the credit claim), and the last, the business machinery and
equipment property tax credit, is refundable—even when there is no tax liability. Non-

refundable credits exceeding the taxpayer’s liability can be carried forward and claimed in future

years, subject to certain constraints and time limits. The tax credit programs are described in
Appendix A.

These credit programs were designed to favor capital-intensive, higher wage-paying
businesses, such as manufacturers. Corporations availing themselves of these credits must make
significant capital investments, hire additional employees, pay higher wages, or all of the above.

Table 1 shows that total corporate credit claims for the largest 4 tax credit programs have -

increased dramatically in recent years. It provides data on the amount of and number of
corporate taxpayers claiming the B&J credit, HPIP credit, R&D credit, and B M&E credit
claimed from process year (calendar year during which the return was processed, which is
generally the calendar year following the tax year of the return) 1994 through process year 2002.
The total credits allowed increased from $18.5 million in process year 1997 to $54.1 million in
process year 2002. Corporate income tax receipts declined significantly during much of this

time period.
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HPIP TAX CREDIT CLAIMED BY
CORPORATE INCOME TAX FILERS

HPIP Filers Credit Allowed
PY 1994 *confidential

PY 1995 5 $163,733
PY 1996 6 $345,755
PY 1997 12 $884,455
PY 1998 13 $2,919,924
PY 1999 20 $4,814,076
PY 2000 29 $11,019,194
PY 2001 33 $10,770,156
PY 2002 39 $20,297,734
Total 157 $51,215,027

BUSINESS MACHINERY &
EQUIPMENT TAX CREDIT CLAIMED
BY CORPORATE INCOME TAX

BUSINESS & JOB DEVELOPMENT TAX
CREDIT CLAIMED BY CORPORATE
INCOME TAX FILERS

B&J Filers Credit Allowed

PY 1994 392 $9,737,422
PY 1995 515 $9,972,355
PY 1996 619 $11,910,471
PY 1997 633 $16,384,465
PY 1998 630 $24,981,586
PY 1999 508 $14,757,102
PY 2000 404 $11,261,171
PY 2001 392 $13,286,971
PY 2002 329 $14,076,006
Total 4,422 $126,368,049

RESEARCH & DEVELOPMENT TAX
CREDIT CLAIMED BY CORPORATE
INCOME TAX FILERS

FILERS
M&E Filers Credit Allowed R&D Filers Credit Allowed
PY 1994 PY 1994 61 $3,199.219
PY 1995 PY 1995 68 $704,701
PY 1996 PY 1996 58 $846,025
PY 1997 PY 1997 57 $1,243,004
PY 1998 PY 1998 58 $2,428,084
PY 1999 2,509 $3,784,307 PY 1999 52 $1,354,640
PY 2000 3,486 $10,453,217 PY 2000 48 $1,061,975
PY 2001 4,156 $14,464,830 PY 2001 47 $3,597,764
PY 2002 4,450 $18,771,538 PY 2002 59 $997,203.
Total 14,601 $47,473,892 Total 508 $15,432,615
TOTAL CREDIT ALLOWED - CORPORATE INCOME TAX FILERS
HPIP B&J M&E R&D Total
PY 1994 *confidential $9,737,422 $3,199,219 12,936,641
PY 1995 $163,733 $9,972,855 $704,701 10,841,289
PY 1996 $345,755 $11,910,471 $846,025 13,102,251
PY 1997 $884,455 $16,384,465 $1,243,004 18,511,924 -
PY 1998 $2,919,924 $24,981,586 $2,428,084 30,329,594
PY 1999 $4,814,076 $14,757,102 $3,784,307 $1,354,640 24,710,125
PY 2000 $11,019,194 $11,261,171 $10,453,217 $1,061,975 33,795,557
PY 2001 $10,770,156 $13,286,971 514,464,830 $3,597,764 42,119,721
PY 2002 $20,297,734 $14,076,006 $18,771,538 $997,203 54,142,481
Total 51,215,027 $126,368,049 47,473,892 $15,432,615 240,489,583
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The B M&E credit, the only refundable credit of the 4 credit programs, has a large
number of corporate claimants: 4,450 corporate claimants in process year 2002, with $18.8
million in B M&E credits allowed during process year 2002. The B M&E credit is not the
largest corporate tax credit program. In process year 2002, $20.3 million in HPIP credits were
allowed to 39 corporations. Of the 4 credit programs, HPIP, the largest monetarily, was claimed
by the smallest number of corporate taxpayers. The B&J credit was claimed by 329
corporations, and the R&D credit was claimed by 59 corporations in process year 2002.
Depending on the circumstances, a corporation may claim several, if not all 4 of these credits in

one tax year.

Corporate Income Tax Burden

In order to determine how much impact these tax credit programs have on the corporate
income tax burden, the department reviewed corporate income tax returns for tax years- 2000,
2001 and 2002 and developed a sample database containing taxpayer information extracted from
actual returns of corporations. Corporations in the top 100 in Kansas income tax liability
(measured before credits are applied) in each of those three tax years were included. Based on
information received from the Department of Commerce, corporations among the top 100
employers in Kansas (based on number of employees) were also included in the database. The
total amount of companies included in the sample was 250. These large corporations account for
approximately three-fourths of the corporate income tax base. The North American Industry
Classification System (NAICS) code, Kansas taxable income, Kansas corporate income tax
liability before credits, credits claimed, and the net tax receipts after credits for tax years.2000,
2001 and 2002 for each of these corporations were captured in the database.

Table 2 summarizes the results by NAICS code categories (using the first 2 digits of the
NAICS code). The number of corporations included in each NAICS code category is shown in
parenthesis in the first column. According to NAICS, the manufacturing sector comprises :
establishments engaged in the mechanical, physical, or chemical transformation of materials,
substances or components into new products. The retail trade sector comprises establishments
engaged in retailing merchandise, generally without transformation, and rendering services
incidental to the sale of merchandise.

Table 2. Tax and credits Statistics by Industry from a Sample of Top 200 Corporations from Tax Year 2000 to Tax
Year 2002.

Industry (# of corporations) [+= | Property Tax | Towml Other | NetReceip!s - |- - Payment =
~ Refund | RefCredus | =~ | Percentapeis

Mining (8) $18.112.767|  $11,000 50| 50 S0 $132,917 50| 517,566,850 9%.21%

Ulilities (5) §11,067,425|  $287,225 30 50 $231,725 §12,588 §46,024| §$10,721,588 96.88%

Manufacturing (58) $106,017,045| $43,477,139| §15,534,381| $6,426,435] 522,151,467 $13,460,663[  $732,800[ §48,346,443 45.60%

Wholesale Trade (44) $42,696,065| $5,275,178| $4,219,126]  §627,929 $265,623| $2,152,127 $76,065] $35,192,695 82.43%

Retail Trade (40) $67,150,276| §9,121,169| $5,076.413 S0 $1,334,017( $2,513,120|  $189,306| 55,326,681 82.39%

Transporalion and §16,799,674| §1,102,070[ $841,938 50 $224,632| $1,551,830 $81,250| §$14,064,423 83.72%

Warehousing (7)

Informatian (16) $30,081,962[ §1.117,749]  $545,699 $61,548 $500,502| $5,339,965| $1,228,587| $23,295,661 75.19%

Finance and Insurance $18,601,663| §1,338,503 $32,000 S0 50 $45,545 $1,250| $17,215,275 92.55%

(16)

Professional and - $6,764,612 $49,281 548,970 $311 so|  §118,724 $0|  $6,596,607 97.52%

Technical Services {11)

Management of §17,047,026  54B0,650|  $242,550 30 $0[  52361,265 s0[ $17,106,011 95.31%

Companies and

Enlerprises (10)

Accommadalion and §$6,076,907|  $432,019 588,280 50 50 §97,752 §14,279|  $5,532,857 91.05%

Food Services (6)

Others (29) §15,320,818] $3,218,822| $1,465,082 50 $1,280,577| 878,537 $700| $11,222,758 73.25%

Total (250) $357,537,130| $65,011,805| $28,154,438| 57,116,223| 525,988,543 $26,665,133[ $2,370,261| 262,580,850 73.44%



Table 2 shows wide disparity between the various industry sectors in net tax receipts (after
credits are taken) vs. tax liability measured before credits are taken (directly proportional to
Kansas taxable income). The “payment percentage” column shown above reflects the percent of
tax liability (measured before credits are taken) actually paid after credits were applied to reduce
tax liability. Manufacturers have by far the lowest tax payment percentage rate at 45.60%.

Charts 2 and 3 (attached) show that although manufacturers represent the largest portion
of Kansas tax liability before credits (and Kansas taxable income) in the sample, retail trade
represents the largest portion of net taxes paid after credits are taken. Manufacturers are clearly
best situated to take advantage of the largest tax credit programs. Charts 2 and 3 graphically
display the information in Table 2. Chart 2 shows the percentage of total Kansas income tax
liability (measured before credits are taken) attributable to each industry sector in the sample.
Chart 3 shows the percentage of total net tax receipts (taxes paid after credits were taken)

attributable to each industry sector in the sample.

Within this sample of 250, the Analysis looked at the group of top 20 corporations that
claimed the most B&J credits during tax years 2000, 2001 and 2002. Some corporations
appeared in the group of top 20 B&J credit claimants in more than 1 tax year. This group
totalled 58 corporations. These corporations also claimed large portions of the other credits, but
the ranking was based on the B&J credits claimed. The corporations in this group were divided
into 2 broad categories by NAICS code: manufacturing/transportation/warehousing and
retail/wholesale/other. The effective tax rate for each corporation was computed, as well as the
~ average effective tax rate for each of the two categories. The results are shown below.

Top 20 B & J Credit Claimants

Tax Year 2000

5 in Manufacturing/Transportation/Warehousing
Total Taxable Income: $208.8 million
Total Net Tax: $4.375 million

Ave. Effective Tax Rate: 2.1%

Range: .88% to 5.44%

Tax Year 2001

10 in Manufacturing/Transportation/Warehousing
Total Taxable Income: $257 million

Total Net Tax: $3.19 million

Ave. Effective Tax Rate: 1.2%

Range: -1.3% to 5.16%

(5 with refunds or zero taxes)

Tax Year 2002

9 in Manufacturing/Transportation/Warehousing
Total Taxable Income: $169 million

Total Net Tax: $4.37 million

Ave. Effective Tax Rate: 2.59%

Range: -1.8% to 6.34%

(4 with refunds or zero taxes)

15 in Retail/Wholesale/Other

Total Taxable Income: $436 million
Total Net Tax: $24.4 million

Ave. Effective Tax Rate: 5.6%
Range: .27% to 7.07%

10 in Retail/Wholesale/Other

Total Taxable Income: $281 million
Total Net Tax: $17 million

Ave. Effective Tax Rate: 6%
Range: -1.9% to 7%

(1 with refund)

11 in Retail/Wholesale/Other

Total Taxable Income: $82 million
Total Net Tax: $3.385 million
Ave. Effective Tax Rate: 4.14%
Range: .02% to 6.13%
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The results show a wide disparity between the average effective tax rate paid by the
manufacturing/transportation/warehousing category vs. the retail/wholesale/other category.
There is also wide disparity in effective tax rates paid by individual corporations within each
category. For example, in tax year 2002, the 9 corporations in the-
manufacturing/transportation/warehousing category had an average effective tax rate of 2.59%,
although within that category, the effective tax rate ranged from —1.8% to 6.34%, with 4 exther
receiving refunds or with zero net tax liability. Ofthe 11 corporations in the
retail/wholesale/other category in tax year 2002, the average effective tax rate was 4.14%,
although within that category, the effective tax rate ranged from .02% to 6.13%.

Table 3 compares the manufacturing firms and retail firms within this group of 58
corporations included in the “top 20” in B & J credit claimants for tax years 2000, 2001 and
2002. The amount of tax liability (measured before credits are taken), credits and net receipts for
all three tax years for manufacturing and retail firms in the group are listed. Of the 58
corporations in the group, 13 were manufacturing corporations and 9 were retail trade
corporations. The “total” row at the bottom sums the information not only for these 13
manufacturers and 9 retailers, but also the rest of the 58 corporations in the group.

Table 3. Summary information for the Corporations that claimed most B&J Credits in TY 2000, 2001 and 2002

Sector Total Tax Total NR Total Ref. Percent-|
# of sample) Liability Credits B&J R&D HPIP BM&E | Credits |Net Receipts| age*

Manufacture (13) | $43,405,188 $29,235,951| $14,965,331/$5,990,066/ $8,192,460 $3,567,459 $298,675{ $10,303,103( 23.74%
Retail Trade (9) $25,096,141] $4,684,763 $4,684,763 $0 $0  $388,165 $0{ $20,023,213[ 79.79%

[Total (58) $103,582,994] $42,709,553) $26,977,254 56,543,973/ $8,990,232|$5,347,514 $359,019 $55,166,908| 53.26%
*Percentage = (Net Receipts/Total Tax Liability).

Table 3 shows that manufacturing firms succeeded in offsetting much of their tax liability
with credits, owing only 24% of the amount of their tax liability measured before credits were
applied, while retailers offset a much smaller portion of their tax liability, still owing about 80%
of the amount their tax liability measured before credits. The average payment percentage for all
58 corporations in this group of largest B&J credit claimants is about 53%. The manufacturing
corporations in the group also claimed the largest amounts of refundable and non-refundable
credits from the other tax credit programs.

The Kansas Economy—Retail Sector Compared to Manufacturing Sector

As discussed above, based on the sample database of large corporations, the
manufacturing sector enjoys a lower effective tax rate than other sectors of the economy, as a
result of tax credits. In the last decade, and in particular since the 2001 recession and 9/11, the
United States manufacturing sector has been shrinking. Kansas is no exception. The two charts
below provide historical employment information for various sectors of the Kansas economy.

Chart 4 compares the Kansas civilian labor force to aggregate employment and private
sector employment from 1990 through 2003. The civilian labor force represents persons either
in the workforce or actively looking for work. The difference between the civilian labor force
line and the aggregate employment line represents unemployment. The difference between the
aggregate employment line and the private sector line reflects public sector employment. After
steadily increasing during the 1990’s and into 2000, the civilian labor force and aggregate
employment experienced significant drop-offs beginning in late 2000 through early 2002 and
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then steadily increased. Private sector employment also steadily increased during the 1990°s, but
reached a plateau in 2000 and then declined through 2003.

Chart 4. Kansas Civilian Labor Force, Tctal Employment and Employment in
Private Sector, 1290-2003
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Chart 5 compares Kansas manufacturing employment and retail trade employment from
1990 through 2003. During most of the 1990°s, both manufacturing and retail trade experienced
steady growth, with dramatic growth in manufacturing in the late 1990’s. Manufacturing sector
employment was significantly larger than the retail sector throughout the 1990’s, ranging from
40,000 to 60,000 employees higher. Since 1999, manufacturing sector employment has sharply
declined. Retail sector employment experienced only modest decline during 2001 to 2003. The
gap between retail sector employment and manufacturing sector employment has significantly
narrowed: manufacturing sector employment exceeded retail sector employment by only 20,000

jobs in 2003.

Chart 5. Comparing Kansas Manufacturing and Retail Trade Sectors
Employment: 1990-2003
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Chart 6 compares the average annual wages for the Kansas private sector, manufacturing
sector and retail sector from 1996 through 2003. Manufacturing sector wages are higher than
private sector wages, and retail wages are lower than private sector wages.. Despite the 2001
recession, wage levels have increased throughout the time period shown.

Chart 6. Kansas Average Annual Wages in Different Sectors
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As the charts above show, the Kansas economy experienced a serious recession during
2001, and with the added impact of 9/11, experienced higher unemployment rates in many
sectors for an extended time period.

Employment Data on Top 20 Business and Job Development Credit Claimants

The B & J tax credit program provides tax credits based on the number of net new
employees and the amount of qualified capital investment. Corporations claiming large amounts
of these credits could be expected to have a higher job growth than their industrial average.
Employment data was obtained from the Department of Labor on the corporations included in
the group of top 20 claimants of the B&J tax credit during tax years 2000, 2001 and 2002, in
order to determine how well changes in the employment levels in these corporations compared
with changes in employment levels in the Kansas economy.

Chart 7 compares the performance of employment levels of manufacturers (13
corporations) included in the group of largest B&J tax credit claimants with that of the entire
Kansas manufacturing sector. The percentage rate of change in the employment levels of
manufacturers among the largest B&]J tax credit claimants are compared to similar data for the
entire Kansas manufacturing sector from 2000 through 2003. Employment levels of
manufacturers claiming the largest B&J credits performed worse than employment levels of the
Kansas manufacturing sector during much of this time period. Chart 7 graphically notes the
2001 recession (March 2001 to November 2001, according to the National Bureau of Economic
Research) and 9/11 on the time line for the group of largest B&J tax credit claimants. These
events dominated this time period and severely affected the Kansas manufacturing sector.

10



Chart 7. Comparison of Employment Level Between the Sample Manufacturers (n=13) and the
Total Kansas Manufacturing Industry 7
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The Department of Labor employment information provides no correlation between the tax
credit programs and improved employment performance for manufacturers claiming the largest
amounts of those credits, during the aftermath of the 2001 recession and 9/11.

Chart 8 compares the performance of employment levels of retailers included in the
sample (9) of largest B&J claimants with that of the entire Kansas retail sector. The percentage
rate of change in the employment levels of retailers among the largest B&J tax credit claimants
are compared to similar data for the entire Kansas retail sector from 2000 through 2003.
Employment levels of retailers claiming the largest B&J credits performed somewhat better than
employment Jevels of the Kansas manufacturing sector during much of this time period, although
retailers claim a much smaller portion of the credits than manufacturers. The 2001 recession and

9/11 are noted graphically.
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Chart 8. Comparison of Employment Level Between the Sample Retailers (n=9)
and the Total Kansas Retail Trade Industry
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Chart 9 tracks the percentage rate of change in the aggregate employment level of
corporations included in the group of top 20 B&J credit claimants from January 2000 through
the end of 2003 and compares that to the percentage rate of change in the aggregate employment
level of the Kansas private sector during the same time period. During most of this time period
the rate of change in employment level of the corporations in the group claiming the largest B&J
credits was worse than in the private sector as a whole in Kansas. The 2001 recession and 9/11
are also noted graphically.
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Chart 9. Comparison of Employment Level Between the Sample Corporations
(n=58) and the Total Kansas Private Industries
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Conclusions

Manufacturers have utilized the business tax credit incentive programs and have claimed
the largest amounts of the credits. This result is consistent with state economic development
policy that has been in effect for 10 years. Some larger claimants have used the credits to
eliminate their corporate income tax liability entirely—even obtaining refunds.

Because tax credits are used to lower tax burden, the effective tax rate varies greatly
within industry groups of all types.

Generally, the manufacturing sector bears a smaller share of the corporate income tax
burden than other sectors of the economy, compared to the taxable income generated by those
sectors. The tax credit programs do not appear to have shielded manufacturers claiming the
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largest amounts of B&J credits from the economic downturn experienced by the Kansas
economy in the 2001 recession, and in the aftermath of 9/11.

The retail sector contributes the largest portion of the corporate income tax receipts,

' although the manufacturing sector generated the largest amount of Kansas taxable income in tax
years 2000, 2001 and 2002. The retail sector is less able than the manufacturing sector to benefit
from the tax credit programs, typically bears a higher share of the corporate income tax burden,
and pays higher effective tax rates. Retailers in the group of top 20 B&]J credit claimants
showed stronger employment performance in the aftermath of the 2001 recession and 9/11 than
the Kansas retail sector as a whole.

In general, corporations claiming the most tax credits did not show employment
performance matching that of the Kansas private sector economy during most of the 2000-2003
time period. This result should be tracked and measured over a longer period of time before
conclusions are reached because of the recession during the sample years.

Appendix A

Business and Job Development Credits - K.S.A. 79-32,153 and K.S.A. 79-32,160a

K.S.A. 79-32,153

A taxpayer that invests in a qualified business facility and hires at least two employees as a result
of that investment may be eligible for a tax credit of $100 for every new qualified business
facility employee and $100 for every $100,000 of investment made.

K.S.A. 79-32,160a

A taxpayer that invests in a qualified business facility and hires a minimum number of
employees as a result of that investment may be eligible for the enhanced tax credit of atleast
$1,500 for every new qualified business facility employee and $1,000 for every $100,000 of
investment made. To qualify for the enhanced credit, a manufacturing business must hire at least
2 qualified business facility employees as a direct result of the investment, a non-manufacturing
business must hire at least 5 qualified business facility employees as a direct result of the
investment, and a retail business must be considered a business headquarters, ancillary support
operation (such as a warehouse), catalog house or prepackaged software operation and hire at
least 20 qualified business facility employees as a direct result of the investment.

High Performance Incentive Program Credits - K.S.A. 74-50,132 and K.S.A. 79-32,160a(e)
Businesses must be certified in advance by Department of Commerce, in order to qualify for
HPIP. The program applies only to businesses within certain specified NCAIS codes that pay
wages higher than the prevailing wage within that industry.

Training and Education Tax Credit

A qualified firm making a cash investment in the training and education of its employees can
receive a credit equal to the portion of the investment in the training and education that exceeds
2% of the businesses total payroll costs.

Investment Tax Credit

A credit is available for those qualiified firms that make an investment in a qualified business
facility. the investment tax credit is 10% of the qualified business facility investment that
exceeds $50,000. '

Business Machinery and Equipment Credit - K.S.A. 79-32,206

14
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A credit may be allowed in an amount equal to 15% of the personal property tax levied and paid
on commercial and industrial machinery and equipment classified for property taxation purposes
pursuant to section 1 of article 11 of the Kansas Constitution in subclass (5) or (6) of class 2 and
machinery and equipment classified for such purposes in subclass (2) of class 2. The credit
amount will increase to 20% of the property tax levied for property tax years 2005 and 2006, and
25% of the property tax levied for property tax years 2007 and after. This credit is refundable.

Research and Development Tax Credit - K.S.A. 79-32,182a
A taxpayer with qualifying expenditures in research and development activities conducted within
Kansas may be eligible to receive a credit of 6 1/2% of the amount expended for the research.

15
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Chart 2
Total Corporate Income Tax Liability by Sector Before Credits Are Taken
Tax year 2000, 2001 and 2002
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Chart 3

Total Corporate Income Tax Liability by Sector After Credits Are Taken
Tax Year 2000, 2001 and 2002,
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An Economic Evaluation of Two Kansas Tax Credit Programs:
High Performance Incentive Program and Business and Job Development Credit

Arthur P. Hall
Center for Applied Economics
University of Kansas School of Business

Summary

e Regarding State of Kansas income tax credit programs, data limitations prevent the
calculation of an authentic return on investment (ROI) from the perspective of the
State.

o The investment tax credit component of the High Performance Incentive Program has
substantial economic value to Kansas’ taxpayers, and thereby has the potential to
offer the State of Kansas a meaningful ROI.

¢ The Business and Job Development Credit has minimal economic value to Kansas’
taxpayers, and thereby has little potential to offer the State of Kansas a meaningful
ROL

Calculating the Return on Investment from Tax Credits

Policy makers in Kansas want to know if the policy programs they implement have a
positive payoff from the perspective of the State. Tax credits represent a set of policy
programs enacted to promote specific economic activities—namely, in the context of this
evaluation, business investment, job creation, and worker training.

On approach for evaluating the effectiveness of the tax credit programs is to calculate a
return on investment from the perspective of the State of Kansas. The calculation of a
return on investment has two components: (1) an investment outlay and (2) a specified
time period of “free cash flows” resulting from the investment outlay. (Calculation of a
“required” return has a third component—a specified time value of money.)
Conceptually, the return on investment calculation from a tax credit should view the
credit (sometimes referred to as a tax expenditure) as the investment outlay and it should
view the tax revenue generated explicitly from a taxpayer’s use of the credit as the free
cash flow resulting from the investment outlay. If the tax credit generates enough
incremental tax revenue to result in an “acceptable” rate of return, then policy makers can
infer that the instrument is meeting its policy goal(s).

Unfortunately, data limitations prevent the calculation of an authentic return on
investment on Kansas’ tax credit programs. The data that firms report to either the
Kansas Department of Revenue or the Kansas Department of Commerce do not present
the detail needed to isolate the relevant cash flows. Firms report the dollar amount of an
mvestment (and thus the tax credit allowed) and the jobs created, but they do not report
the explicit taxable income streams that result from the specific investment. The most
significant practical challenge—from the perspective of the firm and the State—is

House Economic Development
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matching the use of a tax credit with the explicit economic activity (and commensurate
income streams) that results from the credit(s).

Despite the important data limitations, one can gain insight into the value of tax credit
programs from the perspective of the State by observing the value of the credits from the
perspective of the taxpayer. Arguably, the goal of the Kansas tax credit programs is the
economic development that the credits promote, not the incremental tax revenue per se.
If the economic value of a tax credit program from the taxpayer’s perspective does not
mmprove the value of the credited economic activity enough to alter an economic
decision, then one cannot make a credible argument that the credit is achieving its goals

from the perspective of the State.

High Performance Incentive Program Credits

The High Performance Incentive Program (HPIP), enacted in 1993, currently has two
components, a Training and Education Tax Credit and an Investment Tax Credit (ITC).
The Kansas Secretary of Commerce must certify businesses seeking to use the HPIP
provisions. The certification specifies a time period for eligible training and investment

expenditures.

e (Calculation of the Training and Education Credit. The lesser of: $50,000 or
(Payroll x 2%) minus Qualified Training Expenditures

e (Calculation of Investment Tax Credit. Unused amounts may be carried forward

for up to 10 years.
(Qualifying Investment Expenditure minus $50,000) times 10%

For two reasons, the following analysis focuses on the HPIP ITC only. First, the ITC is
significantly more valuable to the taxpayer and, consequently, represents a significantly
larger “tax expenditure” for the State of Kansas. Second, there is no straightforward way
to generalize the investment value to a firm of worker-training expenditures.

The chart below provides a distribution of the investment amounts certified for the HPIP
ITC in the 2003 tax year. Policy makers might care to investigate why such a small
percentage of Kansas firms are seeking (or being certified for) a valuable credit. Note
that the chart includes only the 44 firms that applied for the ITC; it omits the 20 firms that

applied for the HPIP Training and Education credit only.

Dollar Amount of Investment (2003) Number of Firms
Under $§500,000 17
$500,000 - §1 Million i
$1 Million - $5 Million 11
Over $5 Million 9
TOTAL 44
2
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Tables 1-4, which follow, demonstrate the influence of the HPIP ITC on hypothetical
investment returns, given different investment amounts and tax credit carry-forward
assumptions. The different investment sizes matter because the HPIP ITC specifies a
$50,000 minimum investment threshold. The larger the investment, the less influence the
threshold amount has on the rate of return, and vice versa. Each table compares rates of
return for five taxpayer situations: no tax credit, one year credit depletion, three year
credit depletion, five year credit depletion, and ten year credit depletion. In the multi-
year situations, the analysis assumes that the taxpayer uses the HPIP credit in equal
amounts each year. For example, in the five-year scenario, one-fifth of the HPIP credit is
used in each of five tax years. In each case, the investment rate of return is generated
from 10 years of net income.

Tables 1-4 show that the HPIP ITC offers measurable value to taxpayers. It substantially
mmproves investment returns compared to the No Credit case. As is typical in investment
analysis, the ITC has more investment value the sooner the taxpayer can use it.

From a policy perspective (and the State’s perspective of ROI), the tables illustrate two
noteworthy pieces of information:

1. As mentioned above, the ITC has more value to taxpayers that have the ability to
make larger capital investments. The far right-hand column of each table shows the
annual net income as a percent of the initial investment. This metric allows for
simple comparison across tables. Notice that at the 10 percent of net income level,
each level of investment earns a zero rate of return under the No Credit scenario—and
each level of investment earns a different rate of return under the one-year scenario.
For example, the introduction of the ITC shifts the investment return for a $5 million
mvestment from zero to 1.9 percent; for a $75,000 investment, the retum increases
from zero to 0.62 percent. The difference in rates of return is the most
straightforward measure of the fact that the HPTP’s $50,000 minimum threshold
materially influences the economic impact of the credit.

Policy makers should consider whether or not HPIP’s arbitrary minimum investment
threshold limits the ROI of the program from the State’s perspective. ROI from the
State’s perspective depends on economic growth and economic development, both of
which represent a complex mixture of business growth, job growth, and income
growth. The framework of the question revolves around big investments versus small
investments and big business versus small business. First, generally speaking, bigger
businesses will have both a business case and the financial capacity to make larger-
dollar investments. However, there are fewer bigger businesses than there are smaller
businesses. It is an open question whether a fewer amount of larger-dollar
investments will generate more economic growth than a more numerous amount of
smaller-dollar investments. Second, regardless of the size of a business, there is no
reason to assume that a larger-dollar investment will have a greater impact on
business productivity than a smaller-dollar investment.
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Investment Returns Under Different HPIP Assumptions

Table 1: $5 Million Investment

Years to Deplete HPIP Credit

No Credit 1 3 5 10
-1.87% -0.02% -0.02% -0.02% -0.02%
-0.92% 0.96% 0.94% 0.92% 0.88%

0.00% 1.90% 1.87% 1.83% 1.75%
0.90% 2.83% 2.77% 2.72% 2.61%
1.77% 3.72% 3.65% 3.59% 3.44%
2.63% 4.60% 4.51% 4.43% 4.26%
3.46% 5.46% 5.36% 5.26% 5.06%
4.28% 6.30% 6.18% 6.07% 5.85%
5.08% 7.13% 6.99% 6.87% 6.62%
5.86% 7.94% 7.79% 7.65% 7.38%
6.64% 8.74% 8.57% 8.42% 8.13%
7.40% 9.52% 9.34% 9.18% 8.87%
8.14% 10.29% 10.09% 9.92% 9.59%
8.88% 11.05% 10.84% 10.66% 10.31%
9.61% 11.80% 11.57% 11.38% 11.01%
10.32% 12.34% 12.29% 12.09% 11.71%
11.03% 13.27% 13.01% 12.80% 12.40%
11.73% 13.99% 13.72% 13.49% 13.08%
12.41% 14.70% 14.41% 14.18% 13.76%
Table 2: $1 Million Investment
Years to Deplete HPIP Credit

No Credit 1 3 5 10

-0.92% 0.88% 0.86% 0.84% 0.81%
0.00% 1.82% 1.79% 1.76% 1.69%
0.90% 2.74% 2.69% 2.65% 2.54%
1.77% 3.64% 3.57% 3.51% 3.38%
2.63% 4.52% 4.44% 4.36% 4.20%
3.46% 5.38% 5.28% 5.19% 5.00%
4.28% 6.22% 6.10% 6.00% 5.79%
5.08% 7.04% 6.91% 6.80% 6.56%
5.86% 7.85% 7.71% 7.58% 7.32%
6.64% 8.65% 8.49% 8.35% 8.07%
7.40% 9.43% 9.26% 9.10% 8.81%
8.14% 10.20% 10.01% 9.85% 9.53%
8.88% 10.96% 10.76% 10.58% 10.25%
9.61% 11.71% 11.49% 11.31% 10.96%

10.32% 12.45% 12.21% 12.02% 11.66%

11.03% 13.17% 12.93% 12.72% 12.35%

Net Income as
% of Investment
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Investment Returns Under Different HPIP Assumptions

Table 3: $100,000 Investment

Annual
Net Income Years to Deplete HPIP Credit Net Income as
from Investment No Credit 1 3 5 10 % of Investment
9,000 -1.87% -0.96% -0.95% -0.94% -0.92% 9.0%
9,500 -0.92% 0.00% 0.00% 0.00% 0.00% 9.5%
10,000 0.00% 0.93% 0.93% 0.92% 0.90% 10.0%
10,500 0.90% 1.84% 1.83% 1.81% 1.77% 10.5%
11,000 1.77% 2.73% 2.71% 2.68% 2.63% 11.0%
11,500 2.63% 3.60% 3.56% 3.53% 3.46% 11.5%
12,000 3.46% 4.44% 4.40% 4.36% 4.28% 12.0%
12,500 4.28% 5.27% 5.22% 5.18% 5.08% 12.5%
13,000 5.08% 6.09% 6.03% 5.98% 5.86% 13.0%
13,500 5.86% 6.89% 6.82% 6.76% 6.64% 13.5%
14,000 6.64% 7.67% 7.60% 7.53% 7.40% - 14.0%
14,500 7.40% 8.44% 8.36% 8.29% 8.14% 14.5%
15,000 8.14% 9.20% 9.11% 9.04% 8.88% 15.0%
15,500 8.88% 9.95% 9.85% 9.77% 9.61% 15.5%
16,000 9.61% 10.69% 10.58% 10.50% 10.32% 16.0%
16,500 10.32% 11.41% 11.30% 11.21% 11.03% 16.5%
Table 4: §75,000 Investment
Annual
Net Income Years to Deplete HPIP Credit Net Income as
from Investment No Credit 1 3 5 10 % of Investment
7,250 -0.61% 0.00% 0.00% 0.00% 0.00% 9.7%
7,500 0.00% 0.62% 0.61% 0.61% 0.60% 10.0%
7,750 0.60% 1.22% 1.22% 1.21% 1.19% 10.3%
8,000 1.19% 1.82% 1.81% 1.80% 1.77% 10.7%
8,250 1.77% 2.41% 2.39% 2.38% 2.34% 11.0%
8,500 2.34% 2.98% 2.96% 2.95% 2.91% 11.3%
8,750 2.91% 3.55% 3.53% 3.51% 3.46% 11.7%
9,000 3.46% 4.11% 4.08% 4.06% 4.01% 12.0%
9,250 4.01% 4.66% 4.63% 4.61% 4.55% 12.3%
9,500 4.55% 521% 5.17% 5.14% 5.08% 12.7%
9,750 5.08% 5.75% 5.71% 5.68% 5.60% 13.0%
10,000 5.60% 6.28% 6.24% 6.20% 6.12% 13.3%
10,250 6.12% 6.80% 6.76% 6.72% 6.64% 13.7%
10,500 6.64% 7.32% 7.27% 7.23% 7.15% 14.0%
10,750 7.15% 7.83% 7.78% 7.74% 7.65% 14.3%
11,000 7.65% 8.34% 8.29% 8.24% 8.14% 14.7%
11,250 8.14% 8.84% 8.79% 8.74% 8.64% 15.0%
11,500 8.64% 9.34% 9.28% 9.23% 9.12% 15.3%
12,000 9.61% 10.32% 10.25% 10.20% 10.08% 16.0%
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2. Economy-wide, the average return on invested capital tends to be about eight percent.
One can use this data point to gain some insight into the influence the HPIP ITC
might have over actual investment decisions in the Kansas economy. Using Table 1
as a case study, observe that the ITC expands the range of net income possibilities
that meet an eight percent “hurdle rate” needed to make the investment viable.
Relative to the No Credit scenario, the ITC allows a $5 million investment to earn an
annual net income that is as much as $75,000 less, depending on the capacity of the
taxpayer to use the ITC to offset income tax liability. More generally, the ITC allows
the required annual net income to decrease from 15 percent to 13.5 percent of
investment. This drop would generalize to all investments in the absence of HPIP’s
minimum investment threshold of $50,000.

There is no easy way to know how many investments have become viable solely
because of the HPIP ITC, but it is clear that the policy offers that potential, and
thereby offers the potential for positive ROI from the State’s perspective.
Furthermore, even if the HPIP ITC does not push an investment decision “over the
hurdle,” it unambiguously improves the investment returns of qualifying investments
in a substantial manner. That fact indicates that the ITC improves the Kansas
business environment, which implies a benefit to both the Kansas business
community and a potential ROI of some measure to the State from that improved

business environment.

Business and Job Development Credit

The Business and Job Development Credit (BJDC), enacted in 1976, has an investment
component and an employment component. Calculation of the credit proceeds as
follows:

(Investment x 1%) + (Number of qualifying employees x credit per employee)

Taxpayer eligibility for the credit carries several stipulations. The major stipulations are:

e Manufacturing firms and retail stores/outlets must hire at least two (2) employees as a
direct result of the investment.

o Non-manufacturing (non-retail) firms must hire at least five (5) employees as a direct
result of the investment.

e Retail-related corporate headquarters (or ancillary support facilities) must hire at least
20 employees as a direct result of the investment.

e Firms located in Douglas, Johnson, Leavenworth, Sedgwick, Shawnee, or Wyandotte
counties can receive a $1,500 credit per qualifying employee.

e Firms in other “non-metropolitan” counties (as specified by the Department of
Commerce) can receive a $2,500 credit per qualifying employee.

» Retail stores/outlets can receive a $100 credit per qualifying employee and an
investment credit of 0.1 percent.
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The chart below categorizes manufacturing and non-manufacturing (non-retail) firms
according to investment amounts and (for credit program compliance purposes) matching
job figures for 2003. Note that data on retail firms are withheld from the analysis,
because the value of the BJDC is significantly less valuable to retail firms. As a result,
the chart reports only 143 firms rather than the 484 total reported by the Kansas
Department of Revenue.

Dollar Amount of
Investment (2003) Number of Firms Number of Jobs
Under $500,000 85 726
$500,000 - $1 Million 20 239
$1 Million - §5 Million 21 395
Over $§5 Million 17 600
TOTAL 143 1,960

Tables 5 and 6 illustrate that the BJDC is unlikely to have a marginal impact on a firm’s
investment decision; for that reason, it is also unlikely to have a programmatic ROI from
the State’s perspective. Responsible tax prepares will make an effort to secure the money
available from the BJDC program, but the overall program has little value from the
taxpayer’s perspective. The one percent investment tax credit has a uniform value for
each taxpayer. However, the employee requirement generates significant disparities in
the economic value of the credit. (The employment requirement of the BJDC program
influences the value of the credit in ways similar to the $50,000 minimum investment
associated with the HPIP ITC. All else equal, the credit will have less relative value for
smaller investments and relatively more value for larger investments.)

Table 5 shows hypothetical investment returns, for a $1 million investment, for urban and
non-urban manufacturers. The mechanics of the analysis are identical to those described
for the HPIP analysis. However, since the BIDC has an employment requirement,
expected after-tax labor costs are incorporated into the rate of return scenarios.
(Employee compensation costs are based on 2003 Kansas averages for manufacturing
workers inside and outside of the metropolitan counties stipulated by the BJDC program.)
Table 5 illustrates two noteworthy points:

1. The expected employee compensation differential among urban and non-urban areas
completely overwhelms the value of the BIDC. The extra, one-time $1,000 per
employee difference for non-urban manufacturers are trivial compared to the wage
differentials, and is therefore unlikely to alter an investment/employment decision.
Notice that, relative to the non-urban manufacturer, the urban manufacturer requires
about $25,000 more annual net income from the investment before it will earn a

positive return.

2. The value of the BJIDC is small relative to the HPIP ITC. The latter would allow a
firm to realize a positive return from its investment with a net income equal to about

7-7



Center for Applied Economics, KU School of Business

10.5 percent of investment. The BJDC requires the urban manufacturer to have a net
income equal to 18.5 percent of the investment; the non-urban manufacturer, because
of lower labor costs, requires a net income equal to 16 percent of the investment.
Furthermore, assuming an investment “hurdle” rate of return equal to eight percent,
the BIDC is unlikely to factor into the investment decision, unlike the HPIP ITC. At
best, the BJDC changes the taxpayer’s expected investment returns by about 0.25
percentage points for urban manufacturers and 0.3 percent for non-urban

manufacturers.

Table 6 illustrates similar lessons for urban and non-urban non-manufacturing (non-
retail) firms. The higher level of required employment for such firms makes the value of
the BIDC much less valuable for non-manufacturers, even though the expected per-
employee compensation levels are less. (Employee compensation costs are based on
2003 Kansas averages for non-manufacturing, non-retail, labor costs inside and outside of
the metropolitan counties stipulated by the BJDC program.) Urban non-manufacturers
must realize an annual net income (before labor costs) equal to 22 percent of the
investment before they can realize a positive investment return; non-urban firms must
realize a net income equal to 17 percent of the investment. Those percentages increase to
26.5 percent and 21.5 percent, respectively, if one assumes an investment hurdle rate of
return equal to eight percent. At best, the BJDC improves the investment return by 0.36
percentage points for the urban non-manufacturers by 0.36 percentage points and 0.52
percentage points for the non-urban non-manufacturer.
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Table 5: Business and Job Development Credit--$1 Million Investment

Net Income
from Investment
before Employees

155,000
160,000
165,000
170,000
175,000
180,000
185,000
190,000
195,000
200,000
205,000
210,000
215,000
220,000
225,000
230,000
235,000
240,000
245,000
250,000

Assumptions:

Urban Manufacturer

Assumptions:

Non-Urban Manufacturer

2 Employees 2 Employees
Annual Compensation per employee 64,000 Annunal Compensation per employee 42,000
After-tax cost of employees 84,480 After-tax cost of employees 55,440
Value of B&J Credit 13,000 Value of B&J Credit 15,000
Years to Deplete B&J Credit Years to Deplete B&J Credit
No Credit 1 3 5 10 No Credit 1 3 5 10
-5.89% -5.68% -5.66% -5.65% -5.61% -0.08% 0.19% 0.19% 0.19% 0.19%
-4.80% -4.58% -4.57% -4.56% -4.53% 0.82% 1.10% 1.09% 1.09% 1.08%
-3.76% -3.53% -3.52% -3.51% -3.49% 1.70% 1.98% 1.97% 1.97% 1.95%
-2.75% -2.52% -2.51% -2.51% -2.49% 2.55% 2.84% 2.83% 2.82% 2.80%
-1.77% -1.54% -1.54% -1.53% -1.52% 3.39% 3.68% 3.67% 3.66% 3.63%
-0.82% -0.59% -0.59% -0.59% -0.58% 421% 4.50% 4.49% 4.47% 4.45%
0.09% 0.33% 0.33% 0.33% 0.33% 5.01% 5.31% 5.29% 5.28% 5.25%
0.99% 1.23% 1.23% 1.22% 1.22% 5.80% 6.10% 6.08% 6.06% 6.03%
1.86% 2.11% 2.10% 2.10% 2.08% 6.57% 6.87% 6.85% 6.84% 6.80%
2.71% 2.96% 2.95% 2.95% 2.93% 7.33% 7.64% 7.62% 7.60% 7.56%
3.55% 3.80% 3.79% 3.78% 3.76% 8.08% 8.39% 8.37% 8.34% 8.30%
4.36% 4.62% 4.60% 4.59% 4.57% 8.82% 9.13% 9.10% 9.08% 9.03%
5.16% 5.42% 5.41% 5.39% 5.37% 9.54% 9.86% 9.83% 9.81% 9.76%
5.95% 6.21% 6.19% 6.18% 6.15% 10.26% 10.58% 10.55% 10.52% 10.47%
6.72% 6.98% 6.96% 6.95% 6.92% 10.97% 11.29% 11.26% 11.23% 11.18%
7.48% 7.74% 7.72% 7.71% 7.67% 11.66% 11.99% 11.96% 11.93% 11.87%
8.22% 8.49% 8.47% 8.45% 8.41% 12.35% 12.69% 12.65% 12.62% 12.56%
8.96% 9.23% 9.21% 9.19% 9.15% 13.04% 13.37% 13.33% 13.30% 13.24%
9.68% 9.96% 9.93% 9.91% 9.87% 13.711% 14.05% 14.01% 13.98% 13.91%
10.40% 10.67% 10.65% 10.63% 10.58% 14.38% 14.72% 14.68% 14.64% 14.58%

Net Income as
% of Investment

15.5%
16.0%
16.5%
17.0%
17.5%
18.0%
18.5%
19.0%
19.5%
20.0%
20.5%
21.0%
21.5%
22.0%
22.5%
23.0%
23.5%
24.0%
24.5%
25.0%
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Table 6: Business and Job Development Credit—$1 Million Investment

Net Income
from [nvestment
before Employees

165,000
170,000
175,000
180,000
185,000
190,000
195,000
200,000
205,000
210,000
215,000
220,000
225,000
230,000
235,000
240,000
245,000
250,000
255,000
260,000
265,000
270,000
275,000
280,000

Assumptions:

5 Employees

Urban Non-Manufacturer

Assumptions:
5 Employees

Non-Urban Non-Manufacturer

Annual Compensation per employee $ 35,000 Annual Compensation per employee $ 20,000

After-tax cost of employees 115,500 After-tax cost of employees 66,000

Value of B&J Credit 17,500 Value of B&J Credit 22,500

Years to Deplete B&J Credit Years to Deplete B&T Credit
No Credit 1 3 5 10 No Credit 1 3 =) 10

-11.09% -10.82% -10.79% -10.75% -10.61% -0.18% 0.23% 0.23% 0.23% 0.23%
-9.75% -9.47% -9.44% -9.40% -9.29% 0.72% 1.14% 1.13% 1.13% 1.12%
-8.47% -8.19% -8.16% -8.14% -8.05% 1.60% 2.02% 2.01% 2.01% 1.99%
-1.27% -6.98% -6.96% -6.93% -6.86% 2.46% 2.89% 2.87% 2.86% 2.84%
-6.12% -5.83% -5.81% -5.79% -5.73% 3.29% 3.73% 3.711% 3.70% 3.67%
-5.02% -4.72% -4.71% -4.69% -4.65% 4.12% 4.56% 4.54% 4.52% 4.48%
-3.97% -3.66% -3.65% -3.64% -3.61% 4.92% 5.37% 5.34% 5.32% 5.28%
-2.95% -2.64% -2.63% -2.63% -2.60% 5.71% 6.16% 6.13% 6.11% 6.06%
-1.97% -1.66% -1.65% -1.65% -1.63% 6.48% 6.94% 6.91% 6.88% 6.83%
-1.02% -0.70% -0.70% -0.69% -0.69% 7.25% 7.71% 7.68% 7.65% 7.58%
-0.09% 0.23% 0.23% 0.23% 0.23% 8.00% 8.46% 8.43% 8.40% 8.33%
0.81% 1.13% 1.13% 1.13% 1.12% 8.73% 9.21% 9.17% 9.13% 9.06%
1.69% 2.01% 2.01% 2.00% 1.99% 9.46% 9.94% 9.90% 9.86% 9.79%
2.54% 2.87% 2.87% 2.86% 2.84% 10.18% 10.66% 10.62% 10.58% 10.50%
3.38% 3.72% 3.70% 3.69% 3.67% 10.89% 11.38% 11.33% 11.29% 11.20%
4.20% 4.54% 4.52% 4.51% 4.48% 11.59% 12.08% 12.03% 11.98% 11.90%
5.00% 5.35% 5.33% 531% 5.28% 12.28% 12.78% 12.72% 12.67% 12.59%
5.79% 6.14% 6.12% 6.10% 6.06% 12.96% 13.46% 13.41% 13.36% 13.27%
6.56% 6.92% 6.89% 6.87% 6.83% 13.64% 14.15% 14.08% 14.03% 13.94%
7.32% 7.68% 7.66% 7.63% 7.58% 14.30% 14.82% 14.75% 14.70% 14.60%
8.07% 8.43% 8.41% 8.38% 8.33% 14.97% 15.49% 15.42% 15.36% 15.26%
8.81% 9.17% 9.14% 9.12% 9.06% 15.62% 16.15% 16.08% 16.02% 15.92%
9.53% 9.90% 9.87% 9.84% 9.79% 16.27% 16.80% 16.73% 16.67% 16.56%
10.25% 10.63% 10.59% 10.56% 10.50% 16.92% 17.45% 17.37% 17.31% 17.20%
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Net Income as
% of Investment

16.5%
17.0%
17.5%
18.0%
18.5%
19.0%
19.5%
20.0%
20.5%
21.0%
21.5%
22.0%
22.5%
23.0%
23.5%
24.0%
24.5%
25.0%
25.5%
26.0%
26.5%
27.0%
27.5%
28.0%
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