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MINUTES OF THE HOUSE TAXATION COMMITTEE

The meeting was called to order by Chairman Richard Carlson at 9:12 a.m. on January 14, 2010, in Room
783 of the Docking State Office Building.

All members were present.

Committee staff present:
Gordon Self, Office of the Revisor of Statutes
Scott Wells, Office of the Revisor of Statutes
Chris Courtwright, Kansas Legislative Research Department
Marla Morris, Committee Assistant

Conferees appearing before the Committee:
Joan Wagnon, Secretary, Kansas Department of Revenue (KDOR) and Chairman, Kansas

Advisory Council on Intergovernmental Relations (KACIR)

Others attending:
See attached list.

Introduction of Bills:

Representative Siegfreid made a motion requesting the committee sponsor a bill concerning the taxing
methods and rates on small cigars. Seconded by Representative Carlson, the motion carried.

Representative Siegfreid made a motion requesting the committee sponsor a bill concerning the taxing
methods and rates on snuff and soft tobacco products. Representative Carlson seconded the motion. The

motion carried.

Chairman Carlson introduced Secretary Joan Wagnon, Kansas Department of Revenue (KDOR), to the
Taxation Committee. Secretary Wagnon discussed the purpose of the Tax-Base Policy Evaluation Guide that
was distributed to all legislators at their desks on the floor of the House on January 19, 2010; she also made
available a copy for the committee meeting. The Tax-Base Policy Evaluation Guide was prepared by the
Kansas Advisory Council on Intergovernmental Relations (KACIR) for the purpose of serving as a guide to
assist in policy-making decisions this year. Secretary Wagnon gave a brief summary of the recommendations
from KACIR to accompany the Policy Evaluation Guide (Attachment 1).

Secretary Wagnon requested, on behalf of the Kansas Advisory Council on Intergovernmental Relations
(KACIR), the introduction of a joint concurrent resolution calling for a moratorium on New Property Tax,
Sales Tax Exemptions, Income Tax Credits, and Withholding Tax Incentive Programs for the next three years
(Attachment 2). A motion was made by Representative Mengheni and seconded by Representative Benlon
to introduce a joint concurrent resolution calling for a moratorium on New Property Tax, Sales Tax
Exemptions, Income Tax Credits, and Withholding Tax Incentive Programs for the next three years. The
motion carried.

Secretary Wagnon requested on behalf of KACIR the introduction a bill eliminating certain sales tax
exemptions. The motion by Representative Menghini to introduce the bill eliminating certain sales tax

exemptions was seconded by Representative Hawk. The motion carried.

Secretary Wagnon requested on behalf of KACIR the introduction of a bill prohibiting the transfer of any tax

credits and repealing certain tax credits. Representative Menghini made a motion to introduce a bill
prohibiting the transfer of any tax credits and repealing the tax credits listed on the last page of the KACIR

handout. The motion was seconded by Representative McCray-Miller. The motion carried.

On behalf of the Governor, Secretary Wagnon requested the introduction of one bill increasing the state sales
tax from 5.3% to 6.3% for three years with a roll back to 5.5% in 2013, the last .2% dedicated to the State
Highway Fund and including a cigarette tax and tobacco products tax (Attachment 3). Representative
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Menghini moved to request the introduction of the Sales Tax Bill and Cigarette Tax and Tobacco Products

Tax Bill as one bill. Representative Benlon seconded the motion.

Representative Goico made a motion to divide the bill. seconded by Representative Hawk. The motion
carried.

Representative Menghini withdrew the original motion to introduce one bill and requested an introduction

of two separate bills. one regarding the sales tax increase and another regarding the cigarette tax and tobacco
products tax. Representative Benlon seconded the motion. The motion carried.

Representative Menghini made a motion requesting the introduction of the 1% sales tax increase bill and

Representative Benlon seconded the motion. The motion carried.

A motion to introduce the cigarette tax and tobacco products tax bill was requested by Representative
Menghini and seconded by Representative Benlon. The motion carried.

Secretary Wagnon summarized the Kansas Department of Revenue legislative proposals and requested the
bills addressed be introduced by the committee (Attachment 4). She stood for questions.

Representative Menghini made a motion to introduce a bill dealing with the E-file/E-pay initiative and

Representative Hawk seconded the motion. The motion carried.

Representative Menghini made a motion to introduce a bill to correct the 10% tax credit reduction provisions
in 2009 HB 2365. Seconded by Representative Frownfelter. The motion carried.

A motion was made by Representative Menghini to introduce a bill to impose an administrative fee of $10

for entering into payment plan with the Department of Revenue. The motion was seconded by Representative
McCray-Miller. The motion carried.

Representative Menghini made a motion to introduce a bill to adopt a federal definition of “Willfulness” for

sales tax and withholding tax. Representative Hawk seconded the motion. The motion carried.

Representative Menghini made a motion to introduce a bill concerning streamlined sales tax conformity

requirements. The motion was seconded by Representative Frownfelter. The motion carried.

Representative Menghini made a motion to introduce a bill to impose a cigarette tax on internet purchases.

The motion was seconded by Representative McCray-Miller. The motion carried.

David Corbin, Legislative Liaison, Richard Cram, Director of Policy and Research and Gary Centlivre,
Director of of Electronic Filing, were introduced by Secretary Wagnon as members of her staff.

Representative Lukert questioned the 2009 sunset on the sales tax on automobile rebates bill. Chairman
Carlson asked Richard Cram to prepare a summary on the status of the bill. Representative Goico made a

motion to introduce the “Huff” bill dealing with sales tax on rebates. The motion was seconded by

Representative Lukert. T he motion carried.

Chairman Carlson asked committee members to reference a document in their packet from the Legislative
Research Department detailing the dollar amounts that could be raised by cigarette and tobacco products and
the 1% sales tax increase (Attachment 5).

The next meeting is scheduled for January 20, 2010.

The meeting was adjourned at 10:35 a.m.
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Recommendations from KACIR to accompany the Policy Evaluation Guide

The relative burden of taxes borne by state and local property tax is now high compared
to state and local sales taxes and state income taxes. Policy choices as well as the
economy and taxpayer behavior have contributed to this shift. Generally, Kansas strives
to keep these three sources at about one-third each.

State and Local Tax Receipts _FY 1995 FY 2008

Sales and Use (state and local) 33.2% | $3.027B 29%
Income (Individual and Corp.) and Privilege 29.0% | $3.580B 32%
Property, real and personal 37.8% | $3.770B 39%

There has literally been an explosion of new sales tax exemptions since 1995--some of
them very significant in size, such as the expansion of the manufacturing machinery &
equipment exemption, the addition of exemptions for churches and a host of other non-
profits, custom software, aircraft repair, to name a few. In addition, STAR bonds are
becoming increasingly popular and the increasing number of projects may divert state
sales tax revenues for a significant period of time. Transfers of sales tax revenue to the
state highway funds, loss of revenue from internet shopping and the escalating trend of
consumer dollars going to purchase services, most of which are non-taxable, all
contribute to this picture.

At the same time income tax revenues will automatically increase in times of strong
economic growth--and the late 90's and the years between the 2002 recession and the
current one have produced phenomenal growth in income tax receipts. Incomes of the
very wealthy have skyrocketed during these boom years, and the state’s income tax
coffers have benefited from that. Corporate income tax receipts have echoed that effect
(although they can certainly crash in the bad years).

During this same period in the 90’s, reduced funding for schools forced increased
reliance on the local option budgets, causing property taxes to rise. Although a court
challenge caused funding to increase dramatically for schools, the recent recession is
trimming that level of funding back. The state should ensure that its actions in funding
schools and other funding allocations to local government do not widen this gap further.

Knowing that the state budget resources are limited and there is no legislative appetite for
tax increases, the KACIR has formulated these recommendations to address the erosion
of the tax base and the imbalance in the state’s three major funding sources.

L. Property Tax Recommendations.
In order to reduce the reliance on property taxes:

1. The legislature should enact a moratorium on any new property tax exemption
granted by the legislature for the years 2010, 2011, and 2012. Any new
exemption that is granted should automatically sunset in 3 years to ensure a

review of its effectiveness.
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2. In addition to the moratorium, the legislature should direct Legislative Post Audit

to reexamine all property tax exemptions granted since 1995 to ensure the
exemption is performing as expected and report to the tax and appropriations
related committees in the House and Senate. The following schedule will allow
for such review during the next 3 years:

Exemptions granted 1995 -2000  Review in 2010

Exemptions granted 2001 —2005  Review in 2011

Exemptions granted 2006 — 2011  Review in 2012

The tax and appropriations committees in the House and Senate should examine
the following specific exemptions in the 2010 session and review the
effectiveness of each one. The KACIR questions whether these are meeting the
stated public policy objectives and whether they need to be changed or repealed.

e Exemptions for pipelines, K.S.A. 79-227

e Exemptions for refineries, K.S.A. 79-226

e Exemption for low production oil wells, in light of price of oil/barrel,

K.S.A. 79-201t
e Lifetime exemption for Wind Farms, K.S.A. 79-201 eleventh

Local governments should examine the potential savings from County-County
consolidation, City-County consolidation, functional or regional consolidation.
Tools to evaluate consolidation are available from the KACIR, on the Department
of Revenue website, www .ksrevevenue.org

II. Sales Tax Recommendations.

Erosion of the sales tax base is a rapidly growing problem. Local governments are
becoming very dependent on the sales tax to supplement the property taxes as a source of
revenue, but they have little say in exemptions that are granted. The total fiscal note for
FY2011 is $196.14 million, including the consumer utility exemption. Without the
utilities the total is $55.86 million. Business services are not included.

1.

At a minimum, the legislature should enact a moratorium on any new sales tax
exemption granted for the years 2010, 2011, and 2012. Any new exemption that
is granted should automatically sunset in 3 years.

The KACIR has reviewed the existing sales tax exemptions and recommends a
group to be repealed. This list was compiled by using the following policy
choices:

e Repeal all exemptions granted “by name” to a specific organization. Either
replace it with an exemption for all organizations similarly situated, or revoke
the exemption.

"



Public Policy: Exemptions to Charitable Organizations by Name

FY 2010
($ in millions)

FY 2011
($ in millions)

Property purchased by the following organizations who are organized under the
federal income taxation code as a 501 (c)(3): American Heart Association, Kansas
Affiliate; Kansas Alliance for the Mentally 111, Inc.; Kansas Mental Illness
Awareness Council; in 2004 added: Heartstrings Community Foundation, Cystic

3606 (vv) Fibrosis , Spina Bifida Assn, CHWC, Inc., Cross-lines Cooperative Council, $ 0.82 $ 085
Dreams Work, Inc., KSDS, Inc., Lyme Association of Grater Kansas City, Inc
Dream Factory, Ottawa Suzuki Strings, International Assn of Lions Clubs, Johnson
County young Matrons, American Cancer Society, Community Services of
Shawnee, Angel Babies Assn, Kansas Fairground Foundation.
3606 (ww)| Property purchased by the Habitat for Humanity for use within a housing project $ 012 $ 012
3606 (228) Property and services purchased bS)(r: i(:; (c)g behalf of the Kansas Academy of Minimal Minimal
3606 (kkk) Not Used $ - $ -
Property and services purchased by Special Olympics Kansas, Inc., and sales made
3606 (I by or on behalf of Special Olympics. § 003 $003
3606 Property and services purchased by Marillac Center, Inc. and sales made by or on $ 006 $ 0.06
(mmm) behalf of the Marillac Center. ) i
Property and services purchased by West Sedgwick County - Sunrise Rotary Club "
3606 (nnn) for constructing boundless playground. 3 002 ¥ 002
Property and services purchased by TLC for Children and Families, Inc. and sales
3606 (aqq) made by or on behalf of TLC $ 018 $ 018
Property and services purchased by catholic charities or youthville and sales made
3606 (ss3) by or on behalf of catholic charities or youthville $ 067 $069
Property and services purchased by Kansas Children's Service League and sales
3606 (uuw) made by or on behalf of the KCSL $ 016 $ 016
3606 (vvv) Property and services purchased by Jazz in the' quds and sales made by or on $0.01 $ 0.01
behalf of such organization
3606 Property purchased by or behalf of Frontenac Educat{on foundauon and sales Minsimal Minimal
(www) made by or on behalf of such organization
Property and services purchased by the Booth Theatre Foundation, Inc. Provides
3606 Coxx) for refund of sales taxes paid from January to July ‘07. $0.03 $0.03
Property and services purchased by the TLC Charities Foundation, Inc. and sales i -
3606 Gyy) made by or on behalf of these organizations. Minimal Minimal
3606 (zzz) Property purchased by Rotary Club of Shawnee Foundation Minimal Minimal
Property and services purchased by or on behalf of Victory in the Valley and sales
3606 (aaa) made by or on behalf of such organijzation $0.02 $002
3606 (bbbb Guadalupe Health Fov_.mdanon, sales of entry or participation fees, charges or $0.11 $0.12
tickets for annual fundraising event
Property and services purchased by or on behalf of Wayside Waifs for the purpose
3606 (ccec)|  of providing such organizations annual fundraising event and sales made by or on $001 $0.01
behalf of such organization
Property or services purchased by or on behalf of Goodwill Industries or Easter
Seals o Kansas, Inc for the purpose of providing education, training and
3606 (dadd employment opportunities for people with disabilities and other barriers to $0.04 $0.04
employment
Property or services purchased by or on behalf of All Beef Battalion, Inc. for the
purpose of educating, promoting and participating as a contract group through the
3606 (ceee) beef cattle industry in order to carry out such projects that provide support and $0.00 $0.00
morale to members of the United States armed forces and military services.
Property and services purchased by Sheltered Living, Inc for the purpose of
3606 (ffff) providing residential and services for people with developmental disabilities or $0.03 $0.03
mental retardation, or both; and sales made on behalf of such organization
Subtotal $230 $238
e Tax all admissions to recreation activities or events, whether operated by a

non-profit organization, city, county or private organization. These changes

should be made in the 2010 legislative session.
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. . . . FY 2010 FY 2011
23 - Ty .
Public Policy: Exemption of Services (8 in millions) | (§ in millions)
Fees and charges by any political subdivision, youth recreation organization
exclusively providing services to persons 18 or younger organized as a 501(c)(3)
3603 (m) for sports, games and other recreational activities and entry fees and charges for $ 054 $ 097
participation.
Dues charged by any organization pursuant to paragraph 8 and 9 of 79-201
3603 @) (veteran & humanitarian organizations) and sales of memberships to nonprofit zoos $034 §036
Subtotal $1.28 $1.33
e Reestablish the policy that was set by the Hodge Commission that all non-
profit and religious organizations pay sales tax on their purchases.
. . . FY 2010 FY 2011
Public Policy: Religious Exemption ($ in millions) |($ in millions)
3606 (aaa) Property and services purchasfed by_refhglous organizations and used exclusively $17.96 $ 18.59
or religious purposes
Public Policy: Charitable, Religious, Benevolent Exemptions
3603 (&) Admission to any cultural and historical event which occurs triennjally Minimal Minimal
Sales of food products purchased by contractor for use in preparing meals for
delivery to homebound elderly persons. In 2004, expanded exemption to all
3606 (v) personal property purchased by contractor and sales of food products by or on 5086 $0.89
behalf of contractor or organization
Property purchased by nonprofit organization for nonsectarian comprehensive
3606 (i) multidiscipline youth development programs and activities and sales of property $272 $2.81
by or on behalf of such organization
Property purchased by 2 community action group or agency to repair or . Mini
3606 (00) weatherize housing occupied by low income individuals. Minimal mal
Property and services purchased by a nonprofit museum or historical society
3606 (q@) which is organized under the federal income taxation code as a 501 (c)(3) 3041 $042
Property which will admit purchases to an annual event sponsored by a
3606 (rr) nonprofit organization organized under the federal income taxation code as a $0.03 $0.04
501 (©(3)
Property and services purchased by not-for-profit corporation for the sole
3606 (1) purpose of constructing a Kansas Korean War memorial and is organized under $- $ -
) the federal income taxation code as a 501 (c)(3)
Property and services purchases by nonprofit zoo or on behalf of a zoo by an
3606 () entity that is 2 501()(3) $0.62 $ 065
Property and services purchased by a parent-teach association or organizations
3606 (v) and all sales of tangible personal property by or on behalf of such association $059 $0.61
Sales of food for human consumption by organizations exempt by 501(c) (3)
3606 (bbb) pursuant to food distribution programs which offer such food at a price below Minimal Minimal
cost in exchange for the performance of community service by the purchaser.
Property and services purchased by or on behalf of Domestic Violence Shelters
3606 (hbih) as members of the Kansas coalition against Sexual and Domestic Violence $0.06 3005
Property and services purchased by organizations distributing food without
3606 (iii) charge to other nonprofit food distribution programs. Includes taxes paid on and $0.25 $ 025
after July 1, 2005 and prior to July 1, 2006.
Property and services purchased by non-profit Homeless Shelters, and sales
3606 (ppp) made by or on behalf of these organizations. $o.nn $o.11
Property and services purchased a contractor for a purpose of restoring,
constructing, equipping, reconstructing, maintaining, repairing, enlarging,
3606 (o) furnishing or remodeling a home or facility owned by a nonprofit museum $0.11 $0.11
which is a qualified under the governor hometown heritage act (KSA 75-5071)
Subtotal $23.72 $25.54
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Repeal these miscellaneous consumer exemptions

FY 2010 FY 2011
Public Policy: Miscellaneous Exemptions ($in ($in
millions) millions)
Modified definition of sales or selling price to not include cash rebates granted
3602 (ii) by a manufacturer to a purchaser or lessee of a mew motor vehicle if paid $ $
directly to the retailer as a result of the original sale. The exemption is granted ) )
from July 1, 2006 and ending June 30, 2009.
Taxes telephone and telegraph services except certain interstate and
3603 (b) international services and value-added nonvoice data services 3150 $155
3606 (f) Coin operated Laundry Services $.38 $.39
3603 (0) Motor vehicles exchal'{ged fOI" corporate stock, corporate transfer to itself and $ 022 $ 0.22
immediate family member sales.
Sales of bingo cards, bingo faces and instant bingo tickets. Tax rate 2.5 on July
3603 () 1, 2001 to June 30, 2002; exempt on July 1, 2002 $2.83 $23
Sales of propane, gas, LP-gas, coal, wood, and other fuel sources for the
3606 (x) production of heat or lighting for noncommercial use in a residential premise. $ - $ -
Effective Jan 1 2006, exemption for residential and agricultural moved hereto
3603(c).
3606 (ce) Lottery tickets and shares made astaxt of a lottery operated by the State of $14.61 $15.12
ansas
3606 (000) Sales made by or on behalf of a public library $0.01 $0.01
3606 (o) Sales made by or on behalf of a county law library $.11 $.12
Subtotal $19.66 $20.34
e (Clarify the original construction statute to remove “repair” and tax separately
the “repair” of personal property. (Currently these services are taxed if they
include the alteration or repair of tangible personal property.) The result is
that washing a floor is not taxed, but waxing a floor (applying tangible
personal property) is taxed. There are also problems with distinguishing labor
services in the repair area from original construction. The change will rewrite
those statutes for clarity and ensure that all the household labor services are
appropriately taxed, with or without the application of TPP.
. . . FY 2010 FY 2011
Public Policy: Consumer Exemption ($ in millions) | (8 in millions)
3603 (p) Amend to remove the exemption on labor services for residential repair work. $3.0 $3.1
« Repeal the state tax exemption on residential and agricultural utilities
Public Policy: Consumer Exemption s im?ii?ls) s iI;Ymizl(I)ii)lns)
3603 (¢) Electricity, gas and heat u‘uht.xes-ex'empnon for residential and agricultural use. 12828 $137.77
Exemption is limited to state sales tax only.
3606 (w) ‘Water exemption for residential and agricultural use. $12.0 $12.42
Subtotal $140.28 $146.19




3. If the legislature is unable to repeal these specifically identified exemptions, the
KACIR recommends that all current sales tax exemptions, with the exception of
those that are definitional exclusions, be scheduled to automatically sunset over

“the next 5 years so they may be reexamined by the legislature.

4. The legislature should consider imposing a sales tax on household or personal
services more broadly. These include items such as tanning beds, beauty and
barber, etc. A specific imposition statute would be required. The KACIR
recommendation does NOT include business inputs or health services such as
medical, dental, legal, advertising, etc. The fiscal note is approximately $5.9
million in FY2011.

5. The legislature should develop and adopt a comprehensive policy for exempting
fund-raising events of non-profit organizations and require all existing
exemptions to come into compliance with this policy by 2012. It is estimated a
fund-raising exemption, limited to certain types of activities, would reduce state
sales tax revenues by $10 million in fiscal year 2012.

6. If the sales tax exemptions are not repealed, then the Legislature should change its
practices and begin to appropriate money specifically for the recipients of the
exemption.

III. Income Tax Recommendations.

Tax credits continue to proliferate as do the requests from business to retain the
withholding tax as an incentive to development in addition to other tax incentives.
Income taxes are still the most elastic tax source (grow as the economy grows) but
without some protection, this most important of tax sources will soon erode
significantly in the same manner as the property and sales taxes. The following
recommendations protect the income tax base (corporate, individual and privilege):

1. Enact legislatively a moratorium on any new income tax credit granted by the
legislature for the years 2010, 2011, and 2012. Any new credit that is granted
should automatically sunset in 3 years.

2. Enact legislatively a moratorium on any new incentive program that permits
the utilization of an employer’s withholding tax as an incentive to
development. Presently the Impact Fund and the PEAK program are using
these funds, as well as several special authorizations for manufacturers
(Cessna, Spirit, Siemens, Goodyear.) Impact is a well-funded mechanism for
economic development and should be the only dedicated use of the
withholding tax.

3. Tax credits should not be transferable. Legislative Post Audit is undertaking a
study of tax credits so KACIR will wait to see their report before making
further recommendations on transferability or refundability.



. The Historic Preservation Tax Credit must be reexamined and adjusted by the
legislature in 2010.

. All tax credits that were enacted in 2008 and 2009 should be reviewed in

2012.

. There are numerous credits that are no longer used. They should be repealed
for two reasons: the space on the tax form is limited, and with the move to
electronic filing, the vendors do not want to program for a credit that is not
used. A listis attached of credits in tax year 2007 that were not utilized.

. Those credits that were only minimally used, under $100,000 should be
amended to sunset in 2011 so they can be reviewed by the legislature in 2011.

-



REPEAL THESE CREDITS:
This list is of credits in tax year 2007 that were not utilized.
Either 0 dollars, O filers, or fewer than 5 so the amount is confidential.

Statutory Description Beg End
Reference Date | Date
These credits have no sunset date:
K.S.A. 65-7101 Assistive Technology Contribution credit 2003 none
K.S.A.79-32,207 Plugging an abandoned oil or gas well 1998 none
*Confidential credit
K.S.A. 79-32,204 Swine facility improvement credit 1998 none
K.S.A.79-32,200 Temporary assistance to families 1994 none
contribution credit
K.S.A. 74-50,208 Individual Development Acct credit 2005 none
*Confidential
K.S.A.79-32,242 Law Enf Tramning Center credit 2006 none
*Confidential
These credits have a sunset date:
K.S.A.79-32,233 Biomass-to-Energy credit 2006 2011
K.S.A. 79-32,239 Integ Coal Gasification Power Plnt credit 2006 2011
K.S.A.79-32,229 Nitrogen Fertilizer Plant credit 2006 | 2011
K.S.A.79-32,218 Petroleum Refinery credit 2006 2011
*Confidential .
K.S.A.79-32,224 Qualifying Pipeline credit 2006 2011
K.S.A. 79-32,212 Single city port authority credit 2002 2021

*Confidential
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Kansas Advisory Cox 1 on Interg vernmental Relations

Joan Wagnon, Chairperson Mark Parkinson, Governor

House Taxation Committee
January 14,2010
Joan Wagnon

Request for Introduction of KACIR 2010 Legislative Proposals

Representative Carlson, Chair, and Members of the Committee:

Below are summaries of legislative proposals that the Kansas Advisory Council
on Intergovernmental Affairs respectfully requests for introduction as
Committee bills or resolutions:

I. Joint Concurrent Resolution for Moratorium on New Property Tax, Sales
Tax Exemptions, Income Tax Credits, and Withholding Tax Incentive

Programs.

Joint concurrent resolution for a moratorium oOn any new property tax
exemptions, sales tax exemptions, and income tax credits, as well as any new
incentive program that permits the utilization of an employer’s withholding tax
as an incentive to economic development, for the tax years 2010, 2011, and 2012.

II. Bill eliminating Certain Sales Tax Exemptions.

Repeal of certain exemptions is described below. The total fiscal note for
FY2011 is $196.14 million, including the consumer utility exemption. This list
was compiled by using the following policy choices:

e Repeal all exemptions granted “by name” to a specific organization,
listed below:

Public Polivy: Maesaplions to Charilabie Organisations by Nawme FY 2010 FY 2011
($ in millions) | ($in millions)

3606 (vv) Fibrosis . Spina Bifida Assn. CHWC, Inc.. Cross-lincs Cooperative Council, $ 0.82 $ 0.85

Property purchased by the following organizations who are organized under the
federal income taxation code as a 501 (¢)(3): American Heart Association, Kansas
Affiliate: Kansas Alliance for the Mentally 111 Inc.. Kansas Mental llincss
Awareness Councils in 2004 added: Heartstrings C ommunity Foundation, Cystic

Dreams Work. Inc.. KSDS. Inc., Lyme Association of Grater Kansas City. Inc
Dream Factory. Ottawa Suzuki Strings, International Assn of Lions Clubs, Johnson
County young Matrons, American Cancer Society. Community Services of
Shawnce. Angel Babices Assn. Kansas Fairground Foundation.

DOCKING STATE OFFICE BUILDING, 915 SW HARRISON ST., TOPEKA, KS 66612-1588
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3606 (ww)| Property purchased by the Habitat for Humanity for use within a housing project $ 0.12 $ 0.12
3606 (ggg Property and scrvices purchased bSyCio;]céz behalf of the Kansas Academy of Minimal Minimal
3606 (kkk) Not Used $ - $ -
Property and services purchased by Special Olympics Kansas, Inc.. and sales made
3606 (IIh) by or on behalf of Special Olympics. $ 003 §0.03
3606 Property and services purchased by Marillac Center, Inc. and sales made by or on $ 0.06 $ 0.06
(mmm) behalf of the Marillac Center, : :
Property and services purchascd by West Scdgwick County - Sunrise Rotary Club
3606 (nnn) for constructing boundless playground. 3002 § 002
Property and services purchased by TLC for Children and Families, Inc. and sales
3606 (qqQ) made by or on behalf of TLC $ 0.18 § 018
3606 (sss) Property and scr\l/)lccs purchascd by‘catho_h‘c cha!'l.tlcs or youthynllc and sales made $ 0.67 $ 0.69
y or on behalf of catholic charities or youthville
Property and services purchased by Kansas Children's Service League and sales
3606 (uuu) madec by or on behalf of the KCSI. $ 016 $ 016
3606 (vvv) Property and services purchased by Jazz in lhe_quds and sales made by or on $0.01 $ 0.0l
behalf of such organization
3606 Property purchased by or behalf of Frontenac Education Foundation and sales .. ..
. BN Minimal Minimal
(www) made by or on behalf of such organization
" Property and services purchased by the Booth Theatre Foundation, Inc. Provides
3606 (xx) for refund of sales taxes paid from January to July *07. §0.03 $0.03
) Property and services purchased by the TLC Charities Foundation. Inc. and sales . ..
3606 ) made by or on behalf of these organizations. Minimal Minimal
3606 (zzz) Property purchased by Rotary Club of Shawnec Foundation Minimal Minimal
3606 (aaaa) Property and services purchased by or on behalf of Vlcl'ory'm the Valley and sales $0.02 $0.02
made by or on behalf of such organization
3606 Guadalupe Health Foundation, sales of entry or participation fees, charges or $0.11 $0.12
(bbbb) tickets for annual fundraising event : .
Property and services purchased by or on behalf of Wayside Waifs for the purpose
3606 (ccce)|  of providing such organizations annual fundraising event and sales made by or on $0.01 $0.01
behalf of such organization
Property or services purchased by or on behalf of Goodwill Industries or Easter
3606 Seals o Kansas. Inc for the purpose of providing cducation, training and $0.04 $0.04
(dddd) employment opportunities for pcople with disabilities and other barriers to ; ;
cmployment
Property or services purchased by or on behalf of All Beef Battalion, Inc. for the
o purpose of educating, promoling and participating as a contract group through the
3606 (cece) beel cattle industry in order to carry out such projects that provide support and §0.00 $0.00
morale to members of the United States armed lorces and military services.
Property and services purchased by Sheltered Living, Inc for the purpose of
3606 (ffff) providing residential and services for people with developmental disabilitics or $0.03 $0.03
mental retardation. or both: and salcs made on behalf of such organization
Subtotal $2.30 $2.38
e Tax all admissions to recreation activities or events, whether operated
by a non-profit organization, city, county or private organization:
Uablic Podicor Brvmpitng of Scnvices FY 2010 Fy 2011
A o ’ ($ in millions) | ($ in millions)
Fecs and charges by any political subdivision, youth rccreation organization
exclusively providing services to persons 18 or younger organized as a 501(c)3)
3603 (m) for sports, games and other recreational activities and entry fees and charges for § 094 097
participation.
Dues charged by any organization pursuant to paragraph 8 and 9 of 79-201
3603 (n) (veteran & humanitarian organizations) and salcs of memberships to nonprofit $ 0.34 $ 0.36
Z00s
Subtotal $1.28 $1.33
SNy
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Joan Wagnon, Chairperson

Kansas Advisory Co

ernmental Relations

Mark Parkinson, Governor

House Taxation Committee
January 14, 2008

Joan Wagnon

Request for Introduction of KACIR 2010 Legislative Proposals

Representative Carlson, Chair, and Members of the Committee:

Below are summaries of legislative proposals that the Kansas Advisory Council

on Intergovernmental Affairs respectfully requests for introduction as
Committee bills or resolutions:

I. Joint Concurrent Resolution for Moratorium on New Property Tax, Sales

Tax Exemptions, Income Tax Credits, and Withholding Tax Incentive
Programs.

incentive program that permits the uti
as an incentive to economic development, for the tax years 2010, 2011, an

Joint concurrent resolution for a moratorium on any new property tax
exemptions, sales tax exemptions, and income tax credits, as well as any new
lization of an employer’s withholding tax
d 2012.

I1. Bill eliminating Certain Sales Tax Exemptions.

Repeal of certain exemptions is described below. The total fiscal note for
FY2011 is $196.14 million, including the consumer utility exemption. This list

was compiled by using the following policy choices:

e Repeal all exemptions granted “by name” to a specific organization,

listed below:

Public Pakes: Fagmptions to Charitable Crganizatious by Name

FY 2010
($ in millions)

FY 2011
($ in millions)

3606 (vv)

Property purchased by the following organizations who are organized under the
federal income taxation code as a 501 (c)(3): American Heart Association. Kansas
Affiliate: Kansas Alliance for the Mentally 111, Inc.. Kansas Mental fliness
Awareness Council; in 2004 added: Heartstrings Community Foundation, Cystic

Fibrosis . Spina Bifida Assn. CHWC. Inc.. Cross-lines Cooperative Council.
Dreams Work. Inc.. KSDS. Inc., Lyme Association of Grater Kansas City. Inc
Dream Factory. Ottawa Suzuki Strings, International Assn of Lions Clubs. Johnson
County young Matrons, American Cancer Socicty. Community Services of
Shawnee. Angel Babies Assn, Kansas Fairground Foundation.

$ 0.82

$ 085

DOCKING STATE OFFICE BUILDING, 915 SW HARRISON ST., TOPEKA, KS 66612-1588

Voice 785-296-3082 Fax 785-296-7928



3606 (ww)| Property purchased by the Habitat for Humanity for use within a housing project $ 0.12 $0.12
3606 (2g¢ Property and scrvices purchased bs{;?;fég behalf of the Kansas Academy of Minimal Minimal
3606 (kkk) Not Used $ - $ -
Property and services purchased by Special Olymipics Kansas. Inc.. and sales made
3606 (D by or on behalf of Special Olympics. $ 0.03 $0.03
3606 Property and services purchased by Marillac Center, Inc. and sales made by or on $ 0.06 $ 0.06
(mmm) behalf of the Marillac Center. : .
Property and services purchased by West Scdgwick County - Sunrisc Rotary Club
3606 (nnn) for constructing boundless playground. 3002 5002
Property and services purchased by TLC for Children and Families. Inc. and sales
3606 (qqq) made by or on behalf of TLC $ 0.18 $ 018
Property and services purchased by catholic charities or youthville and sales made
3606 (sss) by or on behalf of catholic charities or youthville $ 067 $ 0.69
Property and services purchased by Kansas Children's Service League and sales
3606 (uuu) made by or on behalf of the KCSL $ 016 $ 0.16
Property and services purchased by Jazz in the Woods and sales made by or on
3606 (vvv) behalf of such organization 50.01 § 001
3606 Property purchased by or behall of Frontenac Education Foundation and sales . ..
. . Minimal Minimal
(www) made by or on behalf of such organization
Property and services purchased by the Booth Theatre Foundation, Inc. Provides
3606 (o) for refund of sales taxes paid from January (o July *07. $0.03 $0.03
Property and services purchased by the TLC Charities Foundation. Inc. and sales . ..
3606 (yyy) made by or on behalf of these organizations. Minimal Minimal
3606 (zzz) Property purchased by Rotary Club of Shawnec Foundation Minimal Minimal
3606 (aaaa) Property and services purchased by or on behall of Vlct‘ory.m the Valley and sales $0.02 $0.02
made by or on behalf of such organization
3606 Guadalupe Health Foundation, sales of entry or participation fees, charges or $0.11 $0.12
(bbbb) tickets for annual fundraising event ) i
Property and services purchased by or on behal f of Wayside Waifs for the purpose
3606 (ccee)| of providing such organizations annual fundraising event and sales madce by or on $0.01 $0.01
behalf of such organization
Property or services purchased by or on behalf of Goodwill Industries or Easter
3606 Seals o Kansas. Inc for the purpose of providing cducation, training and $0.04 $0.04
(dddd) employment opportunities for people with disabilities and other barriers to . ;
employment
Property or services purchased by or on behalf o All Beef Battalion, Inc. for the
purpose of educating, promoling and participating as a contract group through the
3606 (eeee) beel cattle industry in order to carry out such projects that provide support and §0.00 $0.00
morale to members of the United States armed forces and military services.
Property and services purchased by Sheltered Living, Inc for the purpose of
3606 (ftff) providing residential and services for people with devclopmental disabilitics or $0.03 $0.03
mental retardation. or both: and sales made on behalf of such organization
Subtotal $2.30 $2.38
e Tax all admissions to recreation activities or events, whether operated
by a non-profit organization, city, county or private organization:
Tabdic Pobio Fuempiiown of Sonvices ‘FY .2010 FY 2-0.1 !
o ) ($ in millions) | ($ in millions)
Fecs and charges by any political subdivision, youth recreation organization
3603 (m) c:‘«:luswcly providing services to persons 18 or younger orga{nzcd as a S0l (c)(}) $ 0.94 $ 097
for sports, games and other recreational activities and entry fees and charges for
participation.
Ducs charged by any organization pursuant t©o paragraph 8 and 9 of 79-201
3603 (n) (veteran & humanitarian organizations) and salcs of memberships 1o nonprofit $ 034 $ 036
700s
Subtotal $1.28 $1.33
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e Reestablish the policy that was set by the Hodge Commission' that all
non-profit and religious organizations pay sales tax on their

purchases, so revoke the following exemptions:

Public Toliey: Religisus Exemption .FY .20.10 .FY 2.0.] !
: = : ($ in millions) |($ in millions)
3606 (aca) Property and services purchased by.rc'hglous organizations and used cxclusively $17.96 $ 18.59
for religious purposcs
Public folicy: £ haritabiv. Religions, Benovelew Pacmptions
3603 (e) Admission to any cultural and historical event which occurs triennially Minimal Minimal
Sales of food products purchased by contractor for use in preparing meals for
delivery to homebound elderly persons. In 2004, expanded exemption to ail
3606 (v) personal property purchased by contractor and sales of food products by or on $0.86 $0389
behalf of contractor or organization
Property purchased by nonprofit organization for nonsectarian comprehensive
3606 (ii) multidiscipline youth development programs and activities and sales of $2.72 $2.381
property by or on behalf of such organization
3606 (00) Property purchz}sed by a community action group or agency to repair or Minimal Minimal
weatherize housing occupied by low income individuals.
Property and services purchased by a nonprofit museum or historical society
3606 (qq) which is organized under the federal income taxation code as a 501 (c)(3) $ 041 $042
Property which will admit purchases to an annual event sponsored by a
3606 () nonprofit organization organized under the federal income taxation code as a $0.03 $0.04
501 (e)(3)
Property and services purchased by not-for-profit corporation for the sole
3606 (tt) purpose of constructing a Kansas Korean War memorial and is organized under $- $ -
the federal income taxation code as a 501 (¢)(3)
Property and services purchases by nonprofit zoo or on behalf of a zoo by an 5
3606 (xx) entity that is a 501(c)(3) $0.62 $ 063
Property and services purchased by a parent-teach association or organizations
3606 (y) and all sales of tangible personal property by or on behalf of such association $ 059 $0.61
Sales of food for human consumption by organizations exempt by 501(c) (3)
3606 (bbb) pursuant to food distribution programs which offer such food at a price below Minimal Minimal
cost in exchange for the performance of community service by the purchaser.
Property and services purchased by or on behalf of Domestic Violence Shelters
3606 (hhh) as members of the Kansas coalition against Sexual and Domestic Violence §0.06 $ 0.06
Property and services purchascd by organizations distributing food without
3606 (iii) charge to other nonprofit food distribution programs. Includes taxes paid on $0.25 $ 025
and after July 1. 2005 and prior to July 1. 2000.
Property and services purchased by non-profit Homeless Shelters, and sales
3606 (ppp) madc by or on behaif of these organizations. $0.11 so.
Property and services purchased a contractor for a purpose of restoring,
3606 (t11) constructing. equipping, reconstructing, Tﬂ?lﬂlﬂlﬂlﬂg. repairing. enlarging. $0.11 $0.11
furnishing or remodeling a home or facility owned by a nonprofit museum
which is a qualified under the governor honetown heritage act (KSA 75-5071)
Subtotal $23.72 $25.54
e Repeal miscellaneous consumer exemptions, such as lottery tickets,
bingo, and coin-operated laundries:
FY 2010 FY 2011
Puidic Policy: StisecHangons semplions ($in ($in
millions) millions)
Modified definition of sales or selling price to not include cash rebates granted
3602 (ii) by a manufacturer to a purchaser or lessec of a mew motor vehicle if paid § - § -
directly to the retailer as a result of the original sale. The excmption is granted
from July 1. 2006 and ending June 30, 2009.

S



3603 (b)

Taxes tclephone and telegraph services except certain interstatc and
international services and valuc-added nonvoicc data services

$1.50

$1.55

3606 (H)

Coin operated Laundry Services

$ .38

3603 (o)

Motor vehicles exchanged for corporate stock. corporate transfer to itsclf and
immediate family member sales.

$ 022

$ 022

3603 (v)

Sales of bingo cards, bingo faces and instant bingo tickets. Tax rate 2.5 on July
1.2001 to June 30. 2002; exempt on July 1,2002

$2.83

$ 293

3606 (x)

Sales of propane, gas, LP-gas. coal. wood. and other fuel sources for the
production of heat or lighting for noncommercial usc in a residential premise.

Effective Jan 1 2006, excraption for residential and agricuitural moved hercto
3603(c).

3606 (ee)

Lottery tickets and shares made as part of a lottery operated by the State of
Kansas

3 14.61

§15.12

3606 (000)

Sales made by or on behalf of a public library

$0.01

$0.01

3606 (rr)

Sales made by or on behalf of a county law library

$.1

$.12

Subtotal

$19.66

$20.34

Clarify the original construction labor “exemption” statute to remove
“repair” amnd tax separately certain listed “repairs” to personal

property in residences. (Currently these services are taxed if they

include the alteration or repair of tangible personal property.) There
are problems distinguishing taxable from non-taxa
original construction for residences. The
for clarity and ensure that all the
1d appliances and other
hout the application of

in the repair area from
change will rewrite those statutes

labor services for repair of certain househo
property in residences are taxed, with or wit

tangible personal property.

ble labor services

Pahiie folicy: Comsamer Daempiion
K i

FY 2010
($ in millions)

FY 2011
(§ in millions)

3603 (p)

Amend to remove the exemption on labor services for residential repair work.

$3.0

$3.1

e Clarify 79-3603(q) so that taxable

“maintenance” services include
janitorial cleaning services for commercial property. Under current
law, washing a floor is not taxed, but waxing a floor (applying

tangible personal property) is taxed. The proposal would make clear

that washing a commercial property floor is also taxable.

e Repeal the state tax exemption on residential utilities and the local

exemption on water for residential use (K.S.A. 12-18%a(a)):

Public Poliey: Consumer Faempiian

FY 2010
($ in millions)

FY 2011
(§ in millions)

3603 (¢)

Electricity. gas and heat utilitics exemption for residential use. Exemption is
limited to state sales tax only.

$128.28

$137.77

3606 (w)

Water exemption for residential use.

$12.0

$12.42

Subtotal

$140.28

$146.19




Exempt certain fund-raising events of non-profit

all existing exemptions to come into compliance with this policy

estimated a fund-raising exemption, limited to certain ty

organizations and require

reduce state sales tax revenues by $10 million in fiscal year 2012.

by 2012. It is
pes of activities, would

III. Bill prohibiting the transfer of any tax credits and repealing the following

tax credits:

Statutory Description Beg End
Reference Date Date
K.S.A. 65-7101 Assistive Technology Contribution credit 2003 none
K.S.A. 79-32,207 Plugging an abandoned oil or gas well 1998 none
credit
K.S.A. 79-32,204 Swine facility improvement credit 1998 none
K.S.A. 79-32,200 Temporary assistance to families 1994 none
contribution credit
K.S.A. 74-50,208 Individual Development Acct credit 2005 none
K.S.A. 79-32,242 Law Enf Training Center credit 2006 none

'The Joint Committee on the State Tax Structure, othe
Commission, was created in 1968 “to make
recommendations thereon to the legislature, conce

rwise know as the Hodge

their relationship to each other and to the economy and public interest.”

studies, and provide report
ming the various taxes of the state and

s with



Mark Parkinson, Governor

e & I % i N ﬁ Joan Wagnon, Secretary

DEPARTMENT OF REVENUE

www.ksrevenue.org

House Taxation Committee
Joan Wagnon
January 14, 2010
Request for Introduction of the Governor’s Tax Proposals
Representative Carlson, Chair, and Members of the Committee:

On behalf of Governor Mark Parkinson, I respectfully request for introduction in this
Committee a bill providing for the following:

Sales Tax

Increase the state sales tax rate in K.S.A. 79-3603 from 5.3% to 6.3% for 3 years,
effective July 1, 2010, reducing the rate back to 5.5% effective July 1, 2013, with .2% of
such sales tax rate dedicated to the State Highway Fund from that date thereafter.

Cigarette Tax and Tobacco Products Tax

Increase the cigarette tax rate in K.S.A. 79-3310 from $.79 per 20-cigarette pack to $1.34
per 20-cigarette pack, effective July 1, 2010, and make appropriate changes to the
inventory tax. Increase the tobacco products tax rate in K.S.A. 79-3371 from 10% to
40% of the wholesale price, and impose an accompanying inventory tax. Amend the
definition of “cigarettes™ to subject “little cigars” and cigarettes wrapped in non-paper
wrappers to tax them as cigarettes, instead of as tobacco products under current law.

OFFICE OF POLICY AND RESEARCH
DOCKING STATE OFFICE BUILDING, 915 SW HARRISON ST., TOPEKA, KS 66612-1588
Voice 785-296-3081 Fax 785-296-7928 hitp://www ksrevenue.otdouse Taxation
Date: _ /~/«/- /¢
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- Mark Parkinson, Governor
% Joan Wagnon, Secretary

DEPARTMENT OF REVENUE
www_ksrevenue.org

House Taxation Committee
Joan Wagnon
January 14, 2010
Request for Introduction of Department Legislative Proposals
Representative Carlson, Chair, and Members of the Committee:

Provided below is a summary of the Department’s legislative proposals, which are
respectfully requested for introduction in this Committee as Committee Bills:

E-file/E-pay Initiative

Provide statutory authority to the Secretary of Revenue to require all taxpayers for all tax
types administered by the Department to file returns electronically. We would exercise
this authority immediately to require electronic filing of all income tax, homestead
refunds, employer withholding, and sales/use tax returns. As our electronic filing
systems for the other tax types are developed over time, we would phase in electronic
filing requirements for those tax types. This proposal would put in place the statutory
authority for the Secretary to use as those tax types come on line for electronic filing.

Add a $25 service fee when a taxpayer files a paper income tax return, and a $5 service
fee when a taxpayer files a paper sales or use tax return instead of filing electronically,
when the return is eligible to be filed electronically. This will strongly encourage
taxpayers to file electronically, which will significant reduce staffing needs to process
paper returns. The fees collected will help to offset the Department's manpower costs to
manually process paper returns.

For taxpayers who file returns electronically, require direct deposit of refunds or charge
$10 fee for income tax refunds and $5 for sales tax refunds sent by paper check. This will
encourage taxpayers to receive refunds electronically and will save the expense of
producing and sending paper checks and dealing with undelivered checks returned in the

mail.

Reduce the threshold in K.S.A. 75-5151 for requiring payment of taxes by Electronic
Fund Transfer from $45,000 in total calendar year tax liability down to $25,000. This
will greatly speed receipt of tax revenues and will significantly reduce processing costs in
opening mail and handling paper checks.

OFFICE OF POLICY AND RESEARCH

DOCKING STATE OFFICE BUILDING, 915 SW HARRISON ST., TOPEKA, K§ 666]2—1%&159 Taxation
Voice 785-296-3081 Fax 785-296-7928 h’rtp://www.ksrevemsa?req /; ,»"4/—/5' n
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Allow Tax Credits Only for Minimum of $§5
Under current law, the Department does not assess income tax liability if the amount due

is less than $5. Likewise, the Department does not refund income taxes if the amount due-

for refund to the taxpayer is less than $5 dollars. The proposal would provide that a tax
credit claim of less than $5 will not be allowed. Each type of tax credit has its own credit
schedule, which the taxpayer must complete and file with the return. The schedule
provides the information needed to establish that the taxpayer is entitled to the particular
tax credit. There administrative costs involved with processing credit schedules. For tax
credit claims below $53, the administrative costs of processing the credit schedules for
those amounts can exceed the amount of the tax credit. For this reason, the Department is
recommending that tax credit claims below $5 be disallowed.

Remove Requirement For Filing Intangibles Tax Return with KDOR

Only certain counties impose the intangibles tax, which is billed by the county clerk
along with personal property tax. K.S.A. 12-1,104 requires taxpayers to file their
intangibles tax returns with the Department along with their income tax returns. The
Department then collects the intangible tax returns and sends them to the appropriate
county clerk, and those returns are used to bill the intangibles tax levied by the county.
Under this proposal, taxpayers would no longer file their intangibles tax returns with the
Department. They would file the return directly with the county. This eliminates one
step of return processing and facilitates the Department's effort to move taxpayers to

electronic filing.

Correction to 10% Tax Credit Reduction Provisions in 2009 HB 2365

The 2009 legislature imposed a 10% reduction on most tax credits in House Bill 2365 for
tax years 2010 and 2011. However, the statutory language imposing the 10% "haircut" is
flawed with regard to the following refundable tax credits: historic site contribution
credit, K.S.A. 79-32,211; declared disaster capital investment credit, K.S.A. 79-32,262;
regional foundation credit, K.S.A. 74-50,154; small employer health benefit credit,
K.S.A. 40-2246; and deferred maintenance credit, K.S.A. 79-32,261. Under the flawed
language, these tax credits would largely avoid the 10% haircut. Under this proposal,
corrective language would be inserted to ensure that these tax credits are subject to the
full 10% haircut for tax years 2009 and 2010. Without this corrective language, from
$500,000 to $1 million of the projected revenue enhancement from "10% haircut”" in HB
2365 will potentially be lost.

Administrative Fee for Entering Into Payment Plan

Impose an administrative fee of $10 when a taxpayer with delinquent tax liability applies
to the Department Compliance and Enforcement Staff to enter into an installment plan to
pay off the delinquent tax liability. The $10 fee would go into the Recovery Fund for
Enforcement Actions and Attorney Fees for use by the Department in offsetting its
compliance/enforcement costs.

Adopt Federal Definition of "Willfulness" for Sales Tax and Withholding Tax
A person responsible for remitting sales tax or employer withholding tax on behalf of a
business can be held personally liable for that tax if the person is found to have

e nsis



"willfully" failed to collect and remit the tax. See K.S.A. 79-32,100c, 79-32,107(e), 79-
3643. The Department has relied on the definition of "willfulness" used under the
Federal Internal Revenue Code, since there is no explicit definition of "willfulness" in the
state tax statutes. However, the Department recently lost a case at the Court of Tax
Appeals, where the court imposed an even higher standard for determining "willful"
conduct--a standard so high that it is virtually impossible for the Department to meet. It
seems reasonable that the Department should not be held to a higher standard in proving
nwillful” conduct to establish "responsible person” liability than would apply under the
Internal Revenue Code. This proposal would insert the Federal Internal Revenue Code
definition of "willfulness" in the sales tax and withholding tax personal responsibility
statutes. Without this proposal, the Department's efforts to enforce the personal
responsibility statutes will be severely compromised.

Streamlined Sales Tax Conformity Requirements

The Streamlined Sales and Use Tax Agreement, of which Kansas is a Governing Board
Member State, was recently amended to require for state sales tax rate changes, retailers
must be given 30 days notice of the rate change, or if not, retailers will be held harmless
for failing to collect the correct rate for 30 days after enactment of the new rate. K.S.A.
79-3666 would be amended to conform to this requirement.

The Department’s statutes governing the administration and contents of sales tax
exemption certificates, K.S.A. 2009 Supp. 79-3609 and 79-3651, also need to be
modified to conform to recent amendments to the Streamlined Sales and Use Tax

Agreement.

Conforming amendments need to be made to the “direct mail” sourcing provisions at
K.S.A. 2009 Supp. 79-3672.

These changes are necessary to keep Kansas in good standing as a Member State.

Impose Cigarette Tax on Internet Purchasers

In 2004, HB 2682 was enacted to require that sellers of cigarettes over the Internet must
be licensed and must determine that purchasers are of legal age. The cigarette shipping
package must also contain a label informing the purchaser that under federal law (the
Jenkins Act), a seller outside the state must report the sale to the purchaser (including the
purchaser's address) to the state revenue department, along with a warning that the
purchaser is responsible for all unpaid state taxes on the cigarettes. However, this
Jegislation did not expressly impose the cigarette tax on cigarette purchasers. Under
current law, cigarette distributors are subject to the cigarette tax. This proposal would
impose the cigarette tax on purchasers of cigarettes for the cigarette tax has not been paid
by the wholesale dealer, such as with purchases made over the Internet. The
Department’s legal staff recommends this legislation to facilitate collection efforts

against Internet purchasers of cigarettes.

Modernize the Cigarette/Tobacco Products Tax statutes:
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1. Tax Indicia. Add provisions to address the integrity and handling of tax indicia. The
statute does not currently address what the level of readability or how the tax indicia
must be placed on a package of cigarettes. The legislative proposal would provide
the Director to authority to establish rules and regulations to address how the stamp
must be applied, the readability of the stamp, etc.

2. Little Cigars— change the definition of cigarettes to subject little cigars and cigarettes
wrapped in non-paper wrappers to cigarette tax vs. the tobacco products tax. Little
cigars are sold in packages and resemble cigarettes. The difference is they are
wrapped in tobacco leaf vs. rolling paper. The current definition of cigarette does not
allow for little cigars or other cigarettes wrapped in non-paper wrappers to be taxed as
cigarettes. Under this proposal, the definition of cigarettes would be modified so
these items are subject to the cigarette tax.

3. Non-paper wrappers subject to tobacco products tax. Amend the definition of
tobacco products to include non-paper wrappers as taxable.

4. Suspension and Revocations — Create separate definition for each term in the statute
(currently they share a definition). Update statute to impose stricter penalties for
selling cigarettes with a suspended license and increase the revocation period to 10
years. Also provide for denial of a license when the violations are outstanding.

5. Remove/amend outdated language as follows:

a. KSA 79-3302 —amend (a) to be inclusive of all statues under the cigarette and
tobacco products tax statutes.

b. Vending Machines — Adult Only facility. Amend the statutes to require all
cigarette and tobacco vending machines must be placed within an adult only
facility. This is a change being recommended to bring Kansas in line with federal
rules (new FDA rule going into effect June, 2010). This proposal would amend
KSA 79-3303.

¢. Remove meter imprint language in the cigarette statutes (KSA 79-3310c, 3311,
3312). ‘

Amendments to Liquor Control Act

Amend liquor control act to include a permit allowing import, storage, packaging, and
export of alcoholic liquor and cereal malt beverage, and amend K.S.A. 41-501 to require
a distributor to pay gallonage tax on any alcoholic liquor imported into this state that is
subsequently sold to a licensed distributor for sale at wholesale.

Reintroduce the last version of provisions of 2009 Senate Bill 97, which passed both
houses last session but was left out of the conference committee report. This proposal
clarifies the power of the director of Alcohol Beverage Control (ABC) to revoke,
suspend, or fine a licensee for failing to timely file and pay liquor enforcement tax,
creating consistent enforcement throughout the industry, and encouraging compliance
with the provisions of the liquor enforcement tax act.



Update Motor Carrier Valuation and Assessment Statutes

Currently, K.S.A. 79-6a01 references a federal statute that has been repealed, specifically
49 U.S.C. 11506. 49 U.S.C. 11506 was referenced in K.S.A. 79-6a01 to define motor
carriers subject to state assessment. The amendment defines motor carriers to include for
hire motor carriers operating in this state, but excludes from state assessment those
operating within a radius of 25 miles beyond the corporate limits of its city or domicile.
The other major change is to require motor carrier tax protests to be filed with the Court
of Tax Appeals. Currently, motor carrier tax protests are filed in the district court where
the motor carrier is operating or, in the case of a nonresident motor carrier, in Shawnee
County District Court. The amendment makes other changes that are minor in nature,
including changing the filing date from March 20 to May 15, and creating a lien for
unpaid motor carrier property taxes.
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S
2§ Tax Increase to 6.3% on 7/1/10 cigarette tob prod I 49
SGF and SHF relative shares continue increase tax incr é N
Rate Falls to 5.5% on 7/1/13 with SHF 55 cents from 10% 2 \Al‘ t—_‘
Getting All of Additional 0.2% per pack to 40% 8 ™ g
Assumes One-Month Lag in Collections (to 1.34) wholesale T g
{$ in millions) 7/1/2010 7/1/2010 total total total % s
sales/use sales/use sales/use package package package 0«
sgf shf total sgf sef sef shf all funds

FY 2011 $308.176 $43.078 $351.255 $51.950 $13.710 $373.836 $43.078 $416.915

FY 2012 $347.960 $48.640 $396.600 $44.590 $15.610 $408.160 $48.640 $456.800

FY 2013 $360.140 $50.342 $410.482 $43.700 $16.130 $419.970 $50.342 $470.312

FY 2014 $31.062 $90.019 $121.081 $42.820 $16.660 $90.542 $90.019 $180.561

FY 2015 0 96.738 $96.738 $41.970 $17.210 $59.180 $96.738 $155.918

5-yr total $1,047.338 $328.817 $1,376.155 $225.030 $79.320 $1,351.688 $328.817 $1,680.505




