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MINUTES OF THE SENATE ASSESSMENT AND TAXATION COMMITTEE

The meeting was called to order by Chairman Barbara Allen at 10:40 A.M. on January 30, 2007 in Room
519-S of the Capitol.

All members were present.

Committee staff present:
Chris Courtwright, Kansas Legislative Research Department
Martha Dorsey, Kansas Legislative Research Department
Gordon Self, Office of Revisor of Statutes
Jason Thompson, Office of Revisor of Statutes
Judy Swanson, Committee Assistant

Conferees appearing before the committee:
Joan Wagnon, Secretary, Department of Revenue

Others attending:
See attached list.

Senator Pine moved to introduce a bill adding precision agriculture equipment into the current agriculture
exemption statute. Senator Jordan seconded the motion, and the motion carried..

On request of Secretary of Department of Revenue Joan Wagnon, Senator Jordan moved to introduce a bill

which would allow any plant that has a minimum $1 million investment or 100 additional jobs be allowed
to elect to use single factor apportionment. Senator Donovan seconded the motion, and the motion carried.

SB 213--Creating the Kansas investment credit act and the Kansas jobs credit act and
providing changes to the franchise tax and the income tax on corporations

Joan Wagnon, Secretary, Kansas Department of Revenue, presented a briefing on the Governor’s tax reform
proposal, which is included in SB 213. (Attachment 1) KDOR said the bill is needed to improve the business
climate long-term and to stimulate the economy. KDOR priorities are stimulating the economy, attracting
new business, corporate rate reduction and simplification of tax incentives. She provided a list of participants
who served on the Corporate Tax Advisory Committee._(Attachment 2) The new business tax incentives/tax
credits would be:

. Investment tax credit (10% of investment) with a minimum $1,000,000 investment
. Jobs credit ($1500 per job), with a minimum of 20 jobs
. New Opportunity Zone incentive, also ajobs credit and investment credit, but with different thresholds

and awards

These would replace the very complicated current credits system. Some counties that currently qualify as
Enterprise Zones would not qualify as Opportunity Zones. Raising the investment tax credit threshold would
help bigger companies, but not smaller companies. The bill is designed to bring commerce to Kansas over
a long-term period. KDOR is prepared to look at a lower threshold for the investment credit. Lower dollar
credits provide more tax relief than investment incentive, according to Secretary Wagnon. She presented a
chart showing the features of current HPIP credits, Enterprise Zone and investment/jobs credits, along with
the proposed new investment credit, new jobs credit and Opportunity Zone. (Attachment 3) She testified 91
businesses claimed HPIP last year. 50 were new claims and 41 were carry-forward credits in the year 2004.
She requested the Committee consider “what will create more growth™ as the yardstick when it considers SB
213. The simplification will definitely cause more companies to use the credits.

With the assistance of David Bybee, Kansas Department of Commerce (KDOC), and Kathleen Smith, KDOR,
Secretary Wagnon performed a skit to illustrate how the simplified tax credit procedures would be helpful to
companies. The requirements for doing business out of state and training employees would be eliminated.
The average wage requirement would remain for the investment credit and be eliminated for the jobs credit.
All information provided to KDOR by businesses will be kept confidential.

Senator Schmidt requested a comparison of the KDOR investment tax credit proposal with the 10%
investment tax credit that passed the Senate last year.

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 Senate Assessment and Taxation Committee at 10:40 A.M. on January 30, 2007 in
Room 519-S of the Capitol.

Director Steve Kelly, KDOC, encouraged activities that will spur economic development and simplify
implementation. He provided a comparison of the existing Enterprise Zone and HPIP programs.
(Attachment 4) He explained which forms will no longer be required and which forms will be retained.
Agriculture does not qualify for any of these programs, but agriculture retail would qualify under the O-Zone.
There is a five-year sunset provision in the bill.

Secretary Wagnon distributed a paper written by David Matkin, Doctoral candidate, summarizing the use of
corporate income tax credits in Kansas. (Attachment 5) Corporations are most likely to consider tax credits
prior to making a decision when they (1) expect to incur abnormally large capital and/or labor costs, (2)
consider locating a new facility in Kansas that is expected to have a long-term effect on business operations
and/or, (3) are in a highly competitive market where a tax credit may help them become the low cost provider.

Secretary Wagnon stated the most controversial issue in the bill is the investment credit threshold of $1
million and jobs created at 20. KDOR is willing to negotiate on those numbers.

Senator Bruce moved to approve the Minutes of the January 24 and January 25 Committee meetings. Senator
Pine seconded the motion, and the motion carried.

Being no further business, the meeting adjourned at 11:50 am. The next meeting will be January 31.

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 2
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Briefing on SB 213
Governor’s Tax Reform Proposal
January 30, 2007

Why? Growth in the economy
Improve the business climate long term, with changes in tax policy that could
stimulate the economy and grow jobs and investment for Kansas.

How? Ask Business what they need most. Their priorities were
corporate rate reduction and simplification of tax incentives. Commerce and
Revenue, in consultation with the business advisory group developed the plan
below.

A. Business Tax Incentives/Tax Credits (Sections 1 - 14, 24)
The Enterprise Zone incentives, HPIP credit and Business and Job Development Credit
will be replaced by the following two new, simplified incentives.

1. Investment Tax Credit — 10% of investment if you qualify:
e Minimum of $1,000,000
e No retail, mining, agriculture
e Higher than average wage
e 10 year carry forward
e for profit business
e Sales tax exemption available for construction

2. Jobs Credit - $1,500 per job created if you qualify:
e Minimum of 20 jobs
No retail, mining, agriculture
No wage requirement
Unlimited carry forward
Sales tax exemption available for construction

NEW!! Opportunity Zones Incentives' (Subsection 10(e))
The incentives for Opportunity Zones are also a Jobs Credit, and Investment credit but
with different thresholds and awards:
o $3,500 Job Credit per new employee for each business creating at least 5 jobs
in an Opportunity Zone. Open to any business, including retail. (Subsection
11(a))
o A minimum of $100,000 in investment in an O-Zone will qualify. All other
rules apply. (Subsection 3(a)(2); subsection 4(e))
o Eligible for the sales tax exemption. (Subsection 22(cc))

! Commerce will establish this program by rule and regulation, setting out the areas eligible to participate
and program parameters. The eligible areas will be evaluated and reviewed every 3 years

: Assessment & Taxation
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B. Business Tax Rate Reductions: -

e Corporate Income Tax reduced from 7.35% to 6.75%
Section 18 amends K.S.A. 79-32,110 to reduce the corporate income tax surcharge over 2
years from 3.35% to 2.75%, beginning in tax year 2008. The base rate of 4% would
remain unchanged. The rate in Tax Year 2008 would be 6.95% and in TY 2009, 6.75%.
This is an 18% reduction in the surcharge and about an 8% reduction overall in corporate
income taxes when fully implemented.

Fiscal
Year
2008 2009 2010 2011 2012
Franchise Tax $ (700 $ (73)$ (76) § (7.9 $ (82
Corporate Income $ (58) $ (222) $ (29.0) § (29.0) $ (29.0)
Total $ (12.8) $ (295 $§ (36.6) $ (36.9) $ (37.2)

e Raise the Franchise Tax net worth exemption from $100,000 to $1,000,000
beginning tax year 2007. The fiscal impact of this is approximately $7-8 million:
annually. (Section 23) The rate and cap will remain unchanged.2

Finally, some administrative provisions are included in the bill:

e Delinquent taxes must be paid before credits or sales tax exemption is
granted. (Subsection 2(c); subsections 10(c) and (f); subsection 22(cc))’

e Repeal these unused credits (Section 24):
o Plugging abandoned oil/gas wells (K.S.A. 79-32,207)
o Swine Facility Improvement Credit (K.S.A. 79-32,204)
o Temporary Assistance to Families Contribution credit (K.S.A. 79-
32,200; K.S.A. 39-7,132)
o Agloan interest reduction (K.S.A. 79-32,181a)
o Habitat management (expired) '

2 Currently 79,000 small businesses are exempt because of the $100,000 threshhold. Raising the threshold
to $1,000,000 adds an additional 16,000 businesses, leaving only 5, 000 paying franchise tax.

3 Prior to authorization of a tax credit or the sales tax exemption allowed under K.S.A. 79-3606(cc), KDOR
will verify that the applicant does not owe any delinquent income, sales, use or premium taxes or interest or
penalties on such taxes. If a delinquency exists, no credit or exemption can be issued until all
delinquencies are satisfied. Department of Insurance will verify delinquent premium taxes

Assessment & Taxation
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(DRAFT)

Investment Credit ‘Commer : :
Planned Project: Completed Project:

Name: ' ;

FEIN:

Address of Facility

Project Number:

Project Name:

Project Description:

Project Duration: beginning and ending dates

NAICS of facility
Description of NAICS

Headquarters operation
Ancillary support operation

Average wage per NAICS Code $0.00 $0.00
Average wage at facility $0.00 $0.00
Difference: $0.00 $0.00
Dates:
Tax Period: beginning and ending
Project investment estimate:
Date placed in service:
Acct Acct

Depreciable asset categories: Number: Number:
Building . $0.00 $0.00
Furniture and fixtures $0.00 $0.00
Machinery and equipment $0.00 $0.00
Leasehold improvements $0.00 $0.00
Land $0.00 $0.00
Other: specify $0.00 $0.00
Rents: specify $0.00 $0.00

$0.00 $0.00
Total investment: $0.00 $0.00
$100,000 or $1,000,000 minimum investment
If greater than minimum investment:
Credit @ 10% $0.00 $0.00
(Investment excludes property that leaves the facility.)
Signature of taxpayer & Signature
Date E Date
Commerce signature
Date
Revenue signature 2 Revenue signature
Date . Date Assessment & Taxation
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Investment Credit Process

1. Identify anticipated investment to Commerce.

Taxpayer will give their NAICS (or information providing that the worksite is a
headquarters or ancillary support operation), investment amount by categories and
description of project, indicate whether they have been or will be paying higher than
average wages, and time period for investment project. (See worksheet)

7 Commerce reviews and signs off on the anticipated investment if it qualifies.
Revenue also reviews the anticipated investment and signs off on the investment
commitment giving a proposed credit amount based on the estimate provided by the
taxpayer with the assumption that the taxpayer will meet all of the requirements.
Revenue will explain to the taxpayer in written form what investment qualifies and
provisions for requesting a project exemption certificate.

3. When the investment has been made and placed into service, the taxpayer will
complete a schedule indicating the actual investment made and submit to Revenue with
appropriate documentation.

4. Revenue will verify investment and issue a formal letter of offering representing the
investment credit available and to be claimed on the taxpayer’s income tax, privilege tax
or premium tax return. (There will be no documentation or credit schedule attached to
income tax return.) Wages will be verified by Commerce. For investment occurring at a
Kansas business facility that will operate with an existing workforce, the average wage
will be determined based on the four calendar quarters ending prior to the start of the
investment spending. For investment occurring at a Kansas business facility that will
begin operations with a new workforce, the average wage will be determined based on
the first four calendar quarters of operation.

5 Investment credit will be claimed when project is completed and investment is placed
into service. Taxpayer may separate project into stages and claim as stage is placed into
service as long as that stage is at least $1,000,000 in investment. If the stage does not
have $1,000,000 in expenditures, the taxpayer can roll this stage to the next stage to claim
the credit, again as long as the two stages now are at least $1M.

6. A new schedule of anticipated investment will be required for each new project or for
any material change in the scope of a project originally applied for.

Assessment & Taxaflon
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Additional detail on credits and section reference in the bill:

Investment Tax Credit (Sections 1 - 8)

e Sections 2 and 3 set forth the eligibility criteria:

o Be a for profit business (Subsection 2(c) defining “eligible taxpayer”)

o Invest at least $1,000,000 at a company’s qualified business facility.
Investments less than that amount (except in Opportunity Zones) will
not qualify. (Subsection 3(a)(2); subsection 4(d)) If the investment
occurs over a multi-year period, as long as it is the same project, it will
qualify. (Subsection 2(g) defining “qualified investment”)

o Pay ahigher than average wage (Subsection 3(a)(3)—which is
modeled after the current HPIP wage requirements in K.S.A. 74-
50,131)

o Company’s facility must be classified under specified NAICS codes or
be identified as a headquarters or ancillary support operation.
(Subsection 3(a)(1)(A))

e Business must apply for the credit initially with the Department of Commerce.
Certification of eligibility by Commerce is required in order to obtain the
credit. (Subsection 4(a)) Sections 5 and 6 provide that the Departiments of
Commerce and Revenue will work together to coordinate the procedures, and
those agencies are given rule and regulation authority to do so.

e Commerce determines eligibility and refers applicant to KDOR (subsection
4(a)); a preliminary estimate of the credit is done with KDOR staff and signed
by the department and the taxpayer; when investment is made, the form is
completed and returned to KDOR to claim the credit. (form attached)

e Credit amount is 10 percent for all the investment actually made, not just the
amount above the eligibility threshold. (Subsection 4(a); subsection 2(g))

e (Credit is claimed in the year the investment is placed in service (Subsection
4(a))

¢  Unused credits may be carried-forward for 10 years and will require taxpayer
to provide a self-certification statement that it is still paying a higher than
average wage and still doing business in Kansas. (Subsection 4(c))

e An eligible company also qualifies for a sales tax exemption for use in
conjunction with the company’s eligible capital investment at its business
facility. (Subsection 22(cc) amending K.S.A. 79-3606(cc))

e (redits may be used to pay corporate, individual or premium taxes.
(Subsection 2(c); subsection 4(a))

e A taxpayer shall elect to claim the investment credit on the original return for
the tax year in which the qualified investment was placed into service.
(Subsection 4(b))

B. Jobs Credit (Sections 9 through 14)
. Requirements include:
o Any businesses within appropriate NAICS or identified as a headquarters
or ancillary support operation and creating at least 20 net new jobs in

Assessment & Taxation
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Kansas, as determined by the net gain in employees on the payroll at year
end, is eligible for a credit of $1,500 for each new employee. (Subsection
10(c); subsection 11(a))

o Claim the credit on the tax return; no pre-certification requirement.
(Subsection 11(b))

o An eligible company may be issued a two year sales tax exemption
certificate for facility construction in conjunction with the company’s
capital investment at its business facility. (See C. Sales Tax Exemptions.)
(Subsection 22(cc))

o Does not apply to retention of existing jobs. (Subsection 10(d); subsection
11(c))

o No restriction on the kind of business in Opportunity Zone; retail
excluded in MSA’s. (Subsection 10(f); subsection 10(c))

o Enhanced credit and lower job hiring requirement is available in the
Opportunity Zone. (Subsection 11(a))

o Credit is non-refundable, but may be carried forward. (Subsection 11(c))

o Websites at both Commerce and Revenue include a benefits calculator for
this credit.

o A taxpayer shall elect to claim the job credit on the original return for the
tax year in which the employees were hired. (Subsection 11(b))

C. Sales Tax Exemptions (Subsection 22(cc) amending K.S.A. 79-3606(cc))
o Available to any certified investment credit or eligible job credit
o Project based, but requires project exemption certificate. The 2 year
period of issuance can be extended if needed by KDOR.
o Lessor leasing to a qualified business shall also qualify for a sales tax
exemption for the construction, reconstruction of a facility if there is a 5
year lease between the two entities.

There is a 5 year sunset on these credits which will go into effect for all taxable years
commencing after December 31, 2006. (Sections 8 and 14)) Businesses with existing
credits to carry forward will retain those credits until used.

These items from the HPIP have been simplified or eliminated :

e Simplified calculation of credit and application process, such as removal of
calculations of monthly averages, etc. (Subsection 2(g) defining
”qualified investment”; section 24 repeal of K.S.A. 79-32,154 defmition of
“qualified business facility investment™))

e Eliminate the 50% sales outside the state requirement and training credit
(Section 24 repeal of K.S.A. 74-50,131).

e Eliminate recertification for carry-forward. (Subsection 4(c))

Assessment & Taxation
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Corporate Tax Advisory Participants

Stan Ahlerich

Kansas Inc.

632 SW Van Buren

Topeka, KS 66603

Phone: 785-296-1460

Fax: 785-296-1463

Email : stan.ahlerich @ksinc.state.ks.us

Secretary Howard Fricke

Kansas Department of Commerce
1000 Jackson Street, Suite 100
Topeka, KS 66612

Phone: 785-296-3481

Fax: 785-296-5055

Email: hfricke @kansascommerce.com

~ Patty Clark

KansasDepartment of Commerce
1000 Jackson Street, Suite 100
Topreka , KS 66612

Phone: 785-296-5253

Fax: 785-296-3490

Email: pclark@kansascommerce.com

Rae Anne Davis

Kansas Department of Commerce
1000 Jackson Street, Suite 100
Topeka, KS 66612 '

Phone: 785-296-7834

Fax: 785-296-3490

Email: rdavis@kansascommerce.com

Bob North

Kansas Department of Commerce
1000 Jackson Street, Suite 100
Topeka, KS 66612

Phone: 785-296-6004

Fax: 785-296-3490

Email: bnorth@kansascommerce.com

VA

/ Steve Kelly

Commerce

1000 Jackson St. Suite100

Topeka KS 66612

Phone: 785-296-2932

Fax: 785-296-3490

Email: skelly@kansascommerce.com

/ Troy Findley

Governor’s Office

State Capitol Building

Topeka KS 66612

Phone: 785-368-8500

Fax: 785-368-8788

Email: troy.findley @ gov.state.ks.us

David Corbin

Kansas Department of Revenue

915 SW Harrison St. Room 230
Topeka KS 66612

Phone: 316-775-7497

Fax: 316-775-1898

Email: david corbin@kdor.state.ks.us

Mike Boekhaus

Kansas Department of Revenue

915 SW Harrison St. Room 910

Topeka KS 66612

Phone: 785-291-3431

Fax: 785-296-0531

Email: mike boekhaus @kdor.state.ks.us

Kathleen Smith

Kansas Department of Revenue

915 SW Harrison, Room 230

Topeka, KS 66612

Phone: 785-296-3070

Fax: 785-296-7928

Email: kathleen smith@Kkdor.state.ks.us

Assessment & Taxation
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Business Advisory Group

v~ James Bartle
Kansas Department of Revenue
915 SW Harrison, Room 230
- Topeka, KS 66612
Phone: 785-296-3789
Fax: 785-296-5213
Email: jim bartle @kdor.state.ks.us

.~ Bryan Vargas
Kanas Department of Revenue
915 SW Harrison, Room 910
Topeka, KS 66612
Phone: 785-291-3286
Fax: 785-296-0531
Email: bryan vargas@kdor.state.ks.us

Mike Davis

J.C. Penney, Inc.

11801 W. 95" St.

Overland Park KS 66214
Phone: 913-492-8150

Fax: 913-541-8389

Email: medavis@jcpenney.com

/ Mark Beshears
Sprint Inc.
6500 Sprint Parkway
Overland Park, KS 66251
Phone: 913-315-5883
Fax: 913-315-0324
Email: mark.beshears @sprint.com

/Ed Cross
KIOGA
105 S Broadway, Suite 500
Wichita KS. 67202
Phone: 316-263-7297
Fax: 316-263-3021
Email: kiogaed@swbell.net

1/J ohn Sundeen

Waddell & Reed

6300 Lamar Ave.

Overland Park KS 66202

Phone: 913-236-1810 785-232-2772
Fax: 913-236-1799

Email: jsundeen @waddell.com

Jim Haines

Westar Energy

Box 889

Topeka KS 66601

Phone: 785-575-1564

Fax: 785-575-8061

Email: james.haines @westarenergy.com

/Larry McCants

First National Bank

PO Box 570

Goodland KS 67735
Phone: 785-890-5610

Fax : 785-890-2800
Email: McCants@fnb.com

!/Ken Daniel

Midway Wholesale

218 SE Branner

Topeka KS 66607

Phone: 785-232-4572.

Fax: 785-357-7794

Email: kdaniel@midwaywholesale.com

Kevin Hartley

Hallmark, Inc.

2501 McGee, Box 419480
Kansas City, Missouri 64141
Phone: 816-274-4895

Fax: 816-274-5336

Email:

Assessment & Taxation
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Business Advisory Group

Terry Gerrond

Yellow Corporation _
10990 Roe Avenue, Mail Stop A515
Overland Park, KS 66211

Phone: 913-696-6170

Fax: 913-696-6175

Email: terry.gerrond @ wrew.com

\/ Mike Lennen -
Morris, Laing, Evans, Brock & Kennedy,
Chartered
300 North Mead Street, Suite 200
Wichita, KS 67202
Phone: 316-262-2671
Fax: 316-262-6226
Email: mlennen@morrislang.com

Jeff Levin

Varneys Bookstore

623 North Manhattan
Manhattan, KS 662-502
Phone: 785-539-0511

Fax: 785-537-2351

Email: JALevin@varneys.com

/ Bart Hildreth
Wichita State University
1845 Fairmount
Wichita, KS 67260
Phone: 316-978-6332
Fax: 316-978-3364
Email: bart.hildreth @wichita.edu

<

‘/ David Kerr
SBC Communications, Inc.
220 SE 6" Street
Topeka, KS 66603
Phone:785-276-6088
Fax: 785-276-1713
Email: David.Kerr@ATT.com

David Fowler

KPMG

1000 Walnut, Suite 100
Kansas City MO 64106
Phone: 816-802-5210

Fax: 816-817-0375
Email: dfowler@kpme.com

i /Steve Stotts

Kansas Department of Revenue

915 SW Harrison Room 351
Topeka, Kansas 66612

Phone: 785-296-6431

Fax: 785-296-8974

Email: steve stotts @kdor.state. ks.us

Doug Kinsinger

Topeka Chamber of Commerce

120 SE 6" St. Suite 110

Topeka , KS 66603

Phone: 785-234-2644

Fax: 785-234-8656

Email: dkinsineer @topekachamber.ore

Laverne Squire

Lawrence Chamber of Commerce

734 Vermont , Suite 101

Box 586

Lawrence ,KS 66049

Phone: 785-865-4422

Fax: 785-865-4400

Email: Isquier@lawrencechamber.com

- /Lyle Butler

Manhattan Chamber of Commerce
501 Poyntz Ave.

Manhattan, KS 66502-6005
Phone: 785-776-8829

Fax: 785-776-0679

Email: lyle @manhattan.org

Assessment & Taxation
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Business Advisory Group

Bryan Derreberry ]
Wichita Metro Chamber of Commerce
350 W Douglas Ave

Wichita, KS 67202-2910

Phone: 316-265-7771

Fax: 316-265-7502

Email: bderreberry@wichitachamber.org

racey Osborne
Overland Park Chamber of Comm.
9001 W 110™ St, Suite 150
Overland Park , KS 66210-2118
Phone: 913-491-3600
Fax: 913-491-0390
Email: tosborne @ opks.org

Ed Wallace

General Motors Corp

3201 Fairfax Trfwy.

Kansas City, KS 66115.

Phone: 913-573-3994

Cell: 816-506-2493

Fax: 913-593-5996

Email: edward.wallace @gm.com

George Turner

General Motors Corp.
3201Fairway Triwy

Kansas City KS 66615
Phone: 913-573-7206

Fax: 913-573-7909

Email: george.turner@gm.com

Denise Walsh

Hills Pet Nutrition

400 SW 6™ Ave

Topeka, KS 66601
Phone:785-354-8523

Fax: 785-368-5786
Email:denise walsh@hillspet.com

Page 4 of 7

Steve Irsik

Kansas Water Authority
3302 F. Road

Ingalls KS 67853
Phone: 620-335-5363
Fax: 620-335-5633
Email:

" Mark Burghart

Alderson Law Office

2110 SW 21*

Topeka KS 66604

Phone: 785-232-0753

Fax: 785-232-1866

Email: burghart @aldersonlaw.com

Pac St Clair

Cobalt Boats

1715 N.6™ Street

Neodesha KS 66757

Phone: 620-325-7000

Fax: 620-325-2100

Email: pac@cobaltboats.com

Lance Melber

Capitol One Home Loan

12800 Foster

Overland Park KS 66213

Phone: 913-491-7711

Fax: 866-646-9641

Email:

lance.melber @capitolonehomeloans.com

_/Chris Trunau

United Health Services, Corp.Tax Dept.
9900 Bren Rd East

Mail Rout MNOO0S-T390

Minnetoka MN 55343

Phone: 952-936-4969

Fax: 952-936-1149

Email: chris-b-trunau@uhc.com

ment & Taxation
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Business Advisory Group

/ Jay Allbaugh

© Cox Communications
701 E. Douglas Avenue
Wichita, Kansas 67202
Phone: 316-260-7211
Fax: 316-262-2909
Email: jay.allbaugh @cox.com.

Michael Schrader

St. Francis

1700 SW 7™ Street

Topeka KS 66605

Phone: 785-295-8000

Fax: 785-295-4579

Email: marilyn.bean @stfrancistopeka.ore

Tim Rogers

Salina Airport

3237 Arnold Avenue
Salina KS 67401

Phone: 785-827-3914
Fax: 785-827-2221
Email: trogers @salair.org

Bruce Douglas
Sterling College

125 W Cooper
Sterling KS 67579
Phone: 620-278-2173
Fax:  620-278-3188

Email:

Bill Thornton

MGP Ingredients, Inc.
1300 Main Street
Atchison. KS. 66002
Phone: 800-255-0302
Fax: 913-367-0192

Harry Craig

Martin Tire’PO Box 1698
Topeka KS 66601

Phone: 785-266-5770

Fax: 785-267-3301

Email: harry @martintractor.com

Matt Rubel

Payless Shoes

3231 SE 6™ Avenue

Topeka KS 66607

Phone: 785-233-5171ext.2010
Fax: 785-368-6181

Email: matt rubel@payless.com

Kris Robbins

Security Benefit

1 Security Benefit Place

Topeka KS 66636

Phone: 785-438-3381

Fax: 785-368-1318

Email: kris.robbins @securitybenefit.com

Ed McKechnie

Watco

315 W 3" Street

Pittsburg KS 66762

Phone: 620-231-2230

Fax: 620-231-0812

Email:

emckechnie @watcocompanies.com

Terry Dunn

JE Dunn

929 Holmes

Kansas City MO 64106
Phone: §16-391-2532
Fax: 816-460-2786

Email: billt @mgepingredients.com Email:
Assessment & Taxation
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Business Adyvisory Group

Rick Woemer
Oppenheimer & Co.
3630 W 57" Terrace
Fairway KS 66205
Phone: 913-432-9700
Fax:

Email:

/ Rehan Reza

.

Church’s Chicken

3733 SW Cobble Stone Place
Topeka KS 66610

Phone: 785-554-0886

Fax:

Email: rehanreza@ vahoo.com

Joab Ortiz

JRO Consulting

7723 W 156™ Street
Overland Park KS 6622
Phone: 913-897-2941
Fax:

Email:

Dave Kerr

Hutchinson Chamber of Commerce
117 N Walnut

Hutchinson KS 67504

Phone: 620-663-1225

Fax:

Email: sen.kerr@hotmail.com

Wil Leiker

Kansas AFL-CIO

2131 SW 36™ ST

Topeka KS 66611

Phone: 785-267-0100

Fax: 785-267-2775
Email: wleiker@swhbell.net

i Bob Fasil
AT&T
220 SE 6™ Street
Topeka KS 66603
Phone: 785-276-6088
Fax: 785-276-1713
Email: robertfasil@att.com

l/ Sharon Carl
Boeing Company
PO Box 7730 MC K12-10
Wichita KS 67277-7730
Phone:
Fax:
Email: sharon.m.carl @sprintaero.com

l/ Dennis Lauver
Salina Chamber of Commerce
120 Ash Street PO Box 586
Salina KS 67402-0586
Phone: 785-827-9301
Fax:  785-827-9758
Email: dlauver @salinakansas.org

v~ Marlee Carpenter
Topeka Chamber of Commerce
120 SE 6" Street
Topeka KS 66603
Phone: 785-234-2644
Fax:  785-264-8656
Email: MCarpenter @kansaschamber.org

/ Paul Weide
Black & Veatch Corp.
11401 Lamar Avenue
Overland Park KS 66211
Phone: 913-458-3897
Fax: 913-458-2012
Cell: 8167185778
Email: weidapw @bv.com

Assessment & Taxation
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Business Advisory Group

Tom Apel

Embarq Corporation

5454 West 10 Street

Overland Park KS 66211
Phone: 913-346-6070

Cell: 913-526-7442

Fax: 913-523-9154

Email: tom.apel @EMBARQ.com

Michael R Murray

Embarq Corporation

800 SW Jackson, Suite 1108
Topeka, KS 66612

Phone: 785-232-3826

Fax:  785-234-6420

Email:
michael.r murray @EMBARQ.com

Sandra Rishel

8301 East 21*' Strteet North, Suite 360
Wichita KS 67206

Phone: 316-260-3323

Fax:  316-260-3324

Email: srishel@northrockine.com

Page 7 of 7
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Feature

‘ Current Law - HPIP credit

Current Law - Enterprise
Zone

Current Law - Business/Job
Credit

New Investment Credit

New Jobs Credit

What kind of

Identified under NAICS 221, 311+
425, 481-721, or 811-928; or
identified as a regional
headquarters or back-office
operation of a national or multi-
national corporation regardless of

Manufacturers and non-
manufacturers; Worksites can
be headquarters or ancillary
support; retailers not eligible
unless in ciy of 2500 or less

A taxpayer that invests in a
qualified business facility and
hires a minimum number of
employees as a result of that

ent & ﬂ

_.3_0_..0 ¥

Assessm
Date /

All jobs qualify - no

business qualifies? |NAICS designation.) jor county of 10,000 or less  |investment same as HPTP same as HPIP restrictions
What doesn’t retail if not a HQ or ancillary
qualify? retail, agriculture, mining retail in larger areas support same as HPIP same as HPIP none
for-profit;
pay a higher than average
wage;
for-profit; provide-employes-
pay a higher than average wage; training;-and
What else do they provide employee training; and Some investment must be made |50%-ofitsrevenuesare-
have to do to 50% of its revenues are from Net new jobs is the only  |to require the hiring of from-customers-outside-
qualify? customers outside Kansas qualification employees Foansas- no other requirements
2 jobs, manufacturing; 5 jobs
| non-manufacturing; 20 jobs
‘ retail HQ or ancillary support.
. [ Manufacturing - 2 ; non- $1,000 for each $100,000 of
Is there a minimum ‘ manufacturing 5 ; Ancillary |investment; old credit gave
threshhold for jobs support or retail headquarters |$100/job or $100,000 $100,000 investment;
or investment? $50,000 - 20 new jobs investment $1,000,000 20 net new jobs |5 net new jobs

How much credit do
they get?

10% credit for capital
investments in excess of
$50,000 in a qualified
business facility.

$50,000

1% on investment over

$1,500 for each new job located
in an metropolitan county or
any other region not designated
as a nonmetropolitan region.

$2,500 for each new job located
in a nonmetropolitan region.

110% credit on all the

investment when placed
in service

$1,500 per job

$3,500 per job

Do they have to
‘e jobs?

No |

Yes

Yes

No

Yes

Yes, for jobs credit




5
©
" Current Law - Enterprise ‘ Current Law - Business/Job ' E rl
Feature Current Law - HPIP credit Zone B _ Credit New Investment Credit New Jobs Credit Opportunity Zo:g .'
=30
R
asle
Yes, for constructing, brd @ §
enlarging or remodeling a <3 £
Is there a sales tax business; purchase of
exemption on the machinery and equipment
investment? Yes is also exempt. Yes Yes Yes Yes
Requires training costs equal
to 2% of wages or
Is there a Training |participation in
Requirement? KIT/KIR/SKILL None None None None None
Must have initial certification
by Commerce and
Certification recertification each year to Self-certification for
Requirement? continue claiming credit. None carry-forwards None
simplified
heavily litigated; definitions |application/ITC simplified
calculation definitions/rules

Complexity?

Complex ITC calculation

'Complex ITC calculation |poor in law; unclear
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HB 2170 COMPARISON TO EXISTING ENTERPRISE
~ ZONE PROGRAM AND EXISTING HPIP

[EXISTING  EXISITING ~ PROPOSED

;ENTRERPRISE HPIP - NEW
'ZONE ' | INCENTIVE

PROGRGAM PROGRAM

1% Credlt OIl 10% credlt OIl __ .$1 Million minimum |
mvestment, then earns f

- fmvestment over capltal 100 s
:J.f $50,000 requlres Investment over  investment from first

creatlon




Comparison Continued

| Existing Enterprise | Existing HPIP

~ Requires 2 new jobs NO J ob creation
|| for mfgrs. & S new | .

~ | jobs for non-mfgrs. f reql,lll'ed

| Retailers are not b
ellglble

| 181500 credit per N job credit is
JOb ($2500 per | avallable
JOb in ehglble |

New
20 net new job

threshold to earn _]ob |
creation credits. (5 job |
threshold for OZ’s and |

retail 1s eligible)

'$1500 credit per

job. (83500

credit per job 1n

on
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- Comparison Continued

| Existing Enterprise = Existing HPIP New

Offers sales tax  Offers sales tax . Offers sales tax |

_lexemption for | exemption for exemption for
| investment investment investment

fW(.)ﬂh(sitesclan“" ;ReQuires ' ‘Requires
'qualify as HQ or ‘eligible NAICS  eligible NAICS
iancﬂlary support or HQ/ancﬂlary or HQ/ancﬂlary

& Taxation
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- Comparison Continued

Ex1st1ng Enterprlse '

No wage
requlrement

No trammg

| 15 requ1rement

Existing HPIP

‘Requires above-
‘average wage

' Requires training

| costs equal to 2%-
_ of-wages or
‘participation in |
& KIT/KIR/SKILL |

| New

‘Requires above- |
average wage |

~ No training
‘requirement

t & Tax
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. Comparison Continued

| “Existing'Entérpri-se' | Existing HPIP | New
No SOurces- of - May require sales  No sources-of-
(to specific kinds of ' .avenues
_customers (mostly
out-of-state)

.;revenues
\required required
' No certification | Re-certification  Simplified self-
| process 'same as initial  re-certification
.certification

I process
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~ Comparison Continued

| Existing Enterprise | Existing HPIP New
' Current complex Current complex Simplified ITC

ITC calculation ITC calculation calculation

Streamlined |
lapplication ‘application process |
\process process (Regional/County |

&

‘application




& Taxatiop

Introduction to HPIP Application '
Forms & Documents

* Intend to retain
— Pre-application form
— Certification Checklist

— Eligibility Questionnaire/Decision Tree
- — Calculation of average wage
~ — Agreement to allow audit access
__ — KDOC evaluation form

i ]M




Application Comparison

» Forms no longer required
— Summary of training expenditures
_ Summary of non-training expenditures |
— Cost for employees not completing time sheets

— Cost of employee training per coded time
sheets

= Attestatlon of el1g1ble training pr0v1ded




Opportunity Zones

Modify thresholds for job creation and capital
investment to reflect the business development

challenges that are unique to rural areas
» Increase the job creation tax credit to advantage

busmess growth 1n rural areas
Incentiv ize strategic planning and reglonahsm

Include retail businesses in rural areas to help
d business capacity |

1SSessment & Taxation
2-0

Date /-3
Attachm

ent # & _, A



;l

==————~=—-—- - = = == =S SRS oaL i s s e e S R O Tk e S e I R T\
MEMO Kansas Department of Commerce 08/01/06
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HPIP Explanatory Information Available at www.kansascommerce.bom

Our website at www.kansascommerce.com has explanatory materials and application forms
and wage standards available for download. Search on “HPIP,” then click on the top link on
the new page. This will take you to a complete blue-font listing of these materials and forms.

-- The most time-critical item is the “Capital Investment Project Description” (CIPD) form
HPIP6k. By statute, for anticipated investment to be potentially eligible for HPIP tax
credits, that investment must be identified to Commerce on the CIPD before the com-
pany has committed to that investment (i.e., before making a purchase or committing
to a purchase by executing any document such as an equipment purchase order or
lease agreement or construction contract). The company must then complete an HPIP
application to obtain HPIP certification at its investment worksite, by documenting satis-
faction of wage and training and other requirements, for the period during which invest-
ment expenditures actually occur and the related assets are placed into service. There
is no formal deadline on submittal of an HPIP application, but the Kansas Dept. of
Revenue only allows a company to go back three years to file an amended tax return
in order to claim credits for past investment.

As information, the company (and sometimes the lessor) will also need to submit

a "Request for Project Exemption Certificate” form PR-70b to the Kansas Dept. of
Revenue before making any investment expenditures, in order to obtain a sales tax
exemption certificate and avoid paying a sales tax; that form can be downloaded
from www.ksrevenue.org or by calling Revenue’s Kathleen Smith at 785-296-3070.

-- File “summary4.doc” is a summary of HPIP benefits and requirements.

-- The “HPIP Reference Booklet” form HPIP6n (about 30 pages) discusses the program in
detail, and includes some simple timing illustrations for a worksite that is starting opera-
tions with a new workforce, and an established worksite.

-- The "HPIP Documentation Requirements Checklist” form HPIP6b provides a checklist for
the documentation materials needed in an HPIP application to obtain certification at a
worksite. 7 or 8 of the checklist items will be needed for most applications.

-- Files “Timing8.doc,” “Timing9.doc,” and “Timing10.doc” are still under development, and will
illustrate the HPIP rules that govern the timing of how to coordinate satisfaction of certifica-
tion requirements with the investment spending, in order to maximize the tax credits that can
be earned. Timing8 is used by the company to sketch out its own timing situation. Timing9
and Timing10 respectively show timing for worksites with a new and existing workforce.

-- Wage standards show minimum wage thresholds that must be exceeded by the qualifying
worksite, based on (a) when the company chooses to end the four-quarter measurement
period during which it will document satisfaction of HPIP requirements, (b) the NAICS
category to which the Kansas Dept. of Labor has assigned the worksite for HPIP-qualifi-
cation purposes, (c) the wage region in which the worksite is located, and (d) whether
there are 500-or-fewer employees, or more-than-500 employees, at the worksite. If the
worksite does not satisfy the regular wage standard for the relevant timeframe, it can
use the alternative wage standard of one-and-one-half the state-wide average wage that
applies to that same timeframe. Ass
as Dareessinl?;bg. Taxaffon
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Existing Enterprise Zone Program Existing HPIP Proposed New Incentive Program=
1% credit on invest over $50,000, 10% credit on capital investment | $1 million minimum investment, §
over $50,000 then earns 10% crediton &

requires net new job creation

all invest from first dollar <4
($100,000 threshold for OZ’s)

=4 =y13w]

Requires 2 new jobs for mfgrs &
5 jobs for non-mfgrs &
retailers are not eligible

No job creation required

20 net new job threshold to earn
job creation credits
(5 job threshold for OZ’s)

$1,500 credit per job ($2,500 in
eligible non-metro counties)

No job credit is available

$1,500 credit per job
($3,500 in OZ’s)

Attachment # /=3~

Offers sales tax exempt for invest

Offers sales tax exempt for invest

Offers sales tax exempt for invest

Worksites can qualify as HQ or
ancillary support

Requires eligible NAICS or HQ/
ancillary support worksite

Requires eligible NAICS or HQ/

ancillary support worksite
(any NAICS OK for job creation in OZ)

No wage requirement

Requires above-average wage

Requires above-average wage

No training requirement

Requires training costs equal to
2%-of-wages or participation
in KIT/KIR/SKILL

No training requirement

No sources-of-revenues required

May require sales to specific
kinds of customers
(mostly out-of-state)

No sources-of-revenues required

No certification process

Re-certification same as initial
certification process

Simplified self re-certification
for carry-forward credits

Current complex ITC calculation

Current complex ITC calculation

Simplified [TC calculation




The Use of Corporate Income Tax Credits in Kansas

David S. T. Matkin'
Doctoral Candidate
Department of Public Administration
University of Kansas

SUMMARY OF KEY FINDINGS

This study of corporate income tax credits in the state of Kansas demonstrates that:

e Corporate decisions to hire employees, increase wages, and invest in equipment and
capital are based on market factors. Corporations rarely alter their business operations as
a result of, or in order to qualify for, a tax credit.

e In most cases, the decision to claim a tax credit occurs after the qualifying business
operation has already occurred. For the HPIP credit, corporations usually seek
certification after the decision to engage in a qualifying investment has already occurred.

o Corporations often conduct their business activities in multiple states. Because tax
credits do not directly alter corporate operations, the benefits from tax credits (decreased
tax liability) profit the whole corporation, not just their Kansas operations. Corporations
that operate in multiple states may use their Kansas tax benefits to increase investment in
other states. This is particularly likely when corporations have a relatively small
presence in Kansas compared to other states.

e Corporations are most likely to consider tax credits prior to making a decision when they
(1) expect to incur abnormally large capital and/or labor costs, (2) consider locating a
new facility in Kansas that is expected to have a long-term effect on business operations,
and/or, (3) are in a highly competitive markets where a tax credit may help them become
the low cost provider (see page 5). In each situation, however, Kansas tax credits are
only one of many tax and non-tax considerations.

e Tax credits provide benefits and costs. Corporations seek out and use credits with low
compliance costs in states where they have a high and stable tax liability. Ifa
corporation’s Kansas tax liability is low, then the benefits from the tax relief may not
compensate for the various costs incurred in claiming the credit. Also, if a corporation
has a high tax liability for only a short time, the opportunity costs of learning how to use
the credit and developing the necessary reporting processes may not be worth the benefit
(see page 6).

I The research for this report was conducted with the assistance of the Kansas Department of
Revenue. Special thanks to Richard Cram, Kathleen Smith, and Yi Geng. Additional thanks to
Steve Kelly and David Bybee from the Kansas Department of Commerce.
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