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March 21, 2017
Chairman Johnson and Members of the House Tax Committee:

Forming sound tax policy that can weather the storms of changing markets, maintain
necessary funding for the priorities of Kansas, and provide a broad tax base that lowers
the rate for all Kansans, not just a few privileged to be carved out, is my hope for this
discussion today and why | am in support of HB 2384.

Though some form of sales tax has been applied since ancient times, Mississippi and
Kentucky hold the distinction of implementing the first broad-based sales tax in 1930. In
1930, Americans percentage of total personal consumption expenditure (goods v.
services) was over 50% for goods with growth to over 60% in 1949 (Tax Foundation).
Today, percentage of consumption of goods for Americans has dropped to just over
30% as compared to over 60% of our consumption expenditures used for the purchase
of services. The U.S. economy, once heavily reliant on manufacturing, is shifting from
one of producing goods to one of producing services. As we consider updating and
revising our tax policy, we should consider that U.S. consumers are increasingly
consuming more services relative to goods.

As we examine the list of personal and business services included within the bill, please
consider it a draft, a starting list, to help us as we discuss the bigger tax policy picture.
It's my belief that commodities and some services should share the same tax burden
(provided the service is not a business input). For in both, the selling of goods or
services, a seller and a buyer are exchanging something to be used or consumed by
personal choice. According to Merriman and Skidmore (2000), “imposing the same tax
burden on goods and services increases the horizontal equity of the tax and lessens the
role that taxes play in affecting people’s choices between goods and services.”



According to Alvara.com, there are six categories of services that sales tax may be
applied. The fist includes the following: Services to Tangible Personal Property,
Services to Real Property, Business Services, Personal Services, Professional
Services, and Amusement/Recreation Services. HB 2384 focuses, though not entirely,
on those personal services that are consumed in an effort to maintain or achieve

per sonal satisfaction and comfort. https://www.avalara.com/leam/whftepapers/serw'ce—taxabflfty-by—state/

It's evident we all want the best tax policy possible. With that in mind, it was testimony
provided by the Tax Foundation before our committee a several months ago that
heightened my interest in ‘broadening the tax base’ by including sales tax on some
services. In their estimation, this was a missing link in Kansas’s tax policy. In addition, if
we would add this expansion of broadening the base, it would increase our score on the
Tax Foundation's Stafe Business Tax Climate Index.

Forty-five states have sales tax with approximately a third including some form of sales
tax on services. Taxation of services is still emerging and evolving as an alternative
method of taxation. The extent to which services are taxable from state to state crosses
the full spectrum from no services taxable to almost alf services taxable. According to
Alvara.com, over 14 states tax some level of personal services plus the District of
Columbia. Since the compilation provided on their site, Texas has joined the list of
states that now tax personal and business services.

Research below inciudes six states and some of the services those states tax that relate
to HB 2384. Within each list, those services that are also found in HB 2384, will be in
bold. I've also included other services to provide the committee the opportunity to
further consider other options. In addition, I've excluded many taxable services that are
currently taxed in Kansas, such as landscaping and pest control, from the relevant
states’ lists. Again, the states listed below are intended to be samples only and are not
exhaustive lists. Some state websites proved difficult and time consuming to navigate.

States that Tax Most Services

SOUTH DAKOTA
HAWAI

WEET VIRGINIA
NEW MEXICO

Select States that Tax Some Services

TEXAS

Credit Reporting Services

Data Processing Services (e.g. web hosting, web creation, conversion of data, data storage)
Debt Collection Services

Information Services (e.g. subscriptions, newsletters scouting reports, mailing lists)

Parking and Storage

Non-residential Real Property Repair

Waste Collection



Custodial Services

Security Services

Personal Services (e.g. hair, tattoos, manicures)

Carpet Cleaning

Telephone Answering Services

Taxable Labor (not a complete list: photographers, draftsmen, artists, tailors)
hiips.//comptrolier fexas govitaxes/publications/96-259 ndf

NEBRASKA

Building cleaning services (interior and exterior, including from fire damage), construction site
cleanup services; window/awning cleaning :

Towing: Motor vehicle towing consists of towing, pulling, transporting, winching, or uprighting
an overfurned motor vahicle.

Car washing/fwaxing/detailing

in-home hesithcare moniforing services

Repair of security systems

Private detectives

http://www.revenue.nebraska.gov/question/se}vices_faq.htmf#pest1

HOWA

Armored car services

Barber and beauty services
Campgrounds

Communication services

Dance school and dance studio

Dating services

Demolition

Employment and executive search agencies
Flying services

Garbage collection

Golf and country club fees, dues
investment counseling

Janitorial services non-residential
Limousine services

Machine operator sarvices

Massage

Mini-storage

Parking

Security and delective services
Swimming pool cleaning and maintenance
Tanning

Car washiwax

Towingfwrecker

https:/Aex. iowa.goviowa-sales-and-use-tax-taxable-services-0

TENNESSEE
- Parking and storing of vehicles
Installation of computer software (KS exempts customized)



HLLINOIS

Currently considering a 500-page bill on sales fax on some services
Storage

Detective Services

Personal Services such as hair care, tatioos, fanning
Landscaping ‘

Cleaning

MINNESOTA

Fees for exercise facilities
Building cleaning and maintenance
Detective services

Security services

Home Rule States: Alabama, Alaska, Arizona, Colorado, lllinois, and Louisiana
allow local jurisdictions to apply sales tax rates on goods and services

Committee, I'm hoping we may take time to consider the best tax policy for all Kansans.
Policy that is balanced, equitable, and with purpose. Beyond HB 2384 is my hope that
we will re-examine the policy that allows for the over $6 billion in sales tax exemptions.
Perhaps by looking at the big picture rather than the individual exemptions, we'll be able
to see more clearly what our priorities are, or should be, when implementing and
maintaining tax policy.

ltems not included in the bill, but worthy of a second look for taxation (KDOR
impact provided for some):

Information services including newspapers, newsletters, scouting reports, mailing lists
Pet care/veterinary care for small animals, non-ag ($11.6 million all animals)
Storage spaces, including mini and self-storage and containers ($4.6 million)
Advertising — line item 3606nn ($6.6 million)

Customized computer software — line item 3603s ($8 million)

Data processing services, such as web hosting, web design/creation, conversion of
data, data storage

Debt collection services

Telecommunication services/telephone answering services

Event planning

Hunting/fishing guides

The changes advocated in HB 2384 set forth a dramatic shift in current Kansas tax
policy, and in doing so, are significant. | appreciate the committee taking time to
consider these changes and any others that would benefit the way we structure taxes.

Rgaspectfully
Lsiwl

Rep. Kristey Williams
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The term “taxable services” Is defined in Tax Code Section 151.0101 to include 17 broad Categories Glenn Hegar
of services. Each category encompasses a variety of spedific services. Listed helow are the types of Texas Comptroller of
Public Accounts

services that are taxable, induding cxamples and references to additiona! information.
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AMUSEMENT SERVICES

Amusement services and places that offer
amusement services include, but are not
limited to: live and recorded performances

such as movie theaters, circuses and concerts;
exhibitions and displays, including antique
shows, auto shows and museums; sparting
events such as automobile races, horse

races, rodeos, footbali and baseball games,
including skybox rentals; participatory sports
and games like bowling alleys, skating rinks,
paintball fields, go-cart raceways, mudding pits,
swimming pools, goif coursas, health clubs and
fitness centers; as well as carivals, country
cluls, amusement parks and other similar .
events and venues. Taxable amusement services Sateilite tefevision service provided directly to

include skydiving, sightseeing tours, online games, residential property is exempt from local sales

fortune teliing and similar activities, and use tax under the federa! telecommunications
See Comptroller Rule 3.298, Amusement reform legislation of 1998, The exelusion from local

Services, and Publication 94-186, Skydiving, tax does not apply to cable television or sateliite

television service provided o nonresidential

CABLE ARD SATELLITE TELEVISIEN property.

SERVICES See Comptroller Rule 3.313, Cable Television

{able television service is the distribution of video Service.

programming, with or without the use of wires,

t0 subscribing or paying customers. The term GREDIT REPORTING SERVICES

includes direct broadcast satellite service (DBS), Creation or delivery of a credit report {or any

subscription television service {STV), satellite part of & credit report) for a fee or any other

master antenna television service {SMATY), master consideration.

antenna television service (MATV), multipoint Tax is due on credit reporting services if the

distripution service (MDS), and multichannel address of the credit applicant is in Texas at the

muftipoint distribution service {(MMDS), and any time of the request for a report, and the person

audio pertion of a video program.
FOR MORE INFORMATION,

SEARGH QUR WEBSITE AY
ComptroiierTexas. Sov
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This publication is Intended as 2 geners! gulde and aotas a comprehiensive resaliroe on the subiscis covered.
18 not g substitine for logat advice.




Twenty percent

is exemat from tax,

FOR WMORE INFORMATION,
SEARCH QUR WEBSITE &Y

Compirslier.Texas. Boy

TAXABLE SERVICES

who requested the credit regort is in Texas or is
doing business in Texas,

See Comptroller Rule 3.343, Credit Reporting
Services, and Publication 94-108, Credit Reporting
Services.

UATA PROCESSING SERVICES

Using a computer for word processing; data entry,
production, compilation, storage or manipulation is
a taxable data processing service,

Twenty percent of the charge for data processing
services is exempt from tax,

Examples of data precessing include check
preparation; accounts payable or receivable
preparation; web hosting, web site creation and
maintenance; data storage, inciuding offsite
hackup of electronic files; conversion of data from
one type of medium to anather {i.e. convarting
paper documents ar videotapes to d igital files)
and the performance of a totallsator service with
the use of computational equipment required by
the Texas Racing Act. Data processing services
providers include sellers of software as a service
and application service providers,

Merely using a computer as a tool 1o help
perform a professional servize is not 2 data
processing service. For example, the use of a
computer and computer aided design seftware
by an architect during preparation of original
bullding pians is not data procsssing. Similarly, a
bookkeeper or accountant is not performing taxable
data processing services when applying knowledge
of accounting principles to produce financial
reporis such as income statements, balance sheets,
or profit or loss statements, or 1o prepare federal
income tax, state franchise or sales tax retumns,
ever if such work is performed on & computer,

Data processing also does not include the
transcription of medical dictation by a medicai
transcriptionist, most medical billing serviges, or
Internet advertising provided through a classified
advertisement, banner advertisement, vertical
advertisement, or fink when the item is displayed
on an Internet website owned by another person.

See Comptrotier Rule 3.330, Data Processing
Services, and Publication 94-127, Date Processing
Services are Taxable.

DEBT COLLECTION SERVICES

A debt collection service is any activity 10 coliect

or adjust a delinquent debt, to collect or adjust

a clalm, or to repossess property sublect to a

claim. For exampie, charges to perform any of the

following services are subject 1o tax:

= collect overdue bills or returned checks for a retailer
or service provider;

# send letters or make telephone calis refated to
delinquent accounts;

®# receive incoming calls refated to delinquent
accounts;

4

repossess property; and

£

file liens.

Tax is due on the total charge for debt collection
activities when the Jast known address of the
debtor in the creditor’s records, at the tme the
account is placed for coliection, is in Texas; and

the creditor for whom the debt is collected is
located in Texas, or is engaged in business in Texas,
at the time the debt is referrad for collection.

The term “debt collaction service™ does not
include the coliection of court-ordered child
support or medical child support, or the collection
of current credit and real estate accounts,
including merigage payments and rental payments,
Charges for these services are not taxable.




TAXABLE SERVICES

See Comptrofler Rule 3.354, Debt Cofiection
Services, and Publication 94-107, Debt Collection
Services.

INFORMATION SERVICES

athering and furnishing general or specialized
news or other current information to others,
including elactronic data research or retrieval and
providing access to databases of such information
are information services.
Twenty percent of the charge for information
services is exempi from iax.
Examples of taxable information services
include:
= subscriptions to genealogical, financial,
geological or similar databases;
- newsletiers;
# seeuting reports and surveys;
+ financial market reports;
¢ data retrieval and/or research {for example, stock
reports and quotations, court cases or administra-
tive hearings);
news clipning services, wire reports;
» multiple fisting services;
# mailing lists;
# global positioning system information including
driving directions;
= sports, news and similar information provided
through sateliite audio programming services.
News syndicates, financial reporters and
investment researchers must collect tax on their
services. These services are not taxable, however,
when provided to Federal Communications
Commission (FCC)-licensed radic or television
stations or to newspapers published daily, weekly
or at other short intervals.
See Comptroller Rule 3.342, Information Services,
and Publication 94-109, Information Services.

INSURANCE SERVICES

Bamage and loss appraisal, inspection,
investigation, claims adjustment or processing,
actuarial analysis or research and insurance loss
preverntion.

See Comptroller Rule 3.355, insurance Services,
and Publication 94-110, Insurance Services.

INTERNEY ACCESS SERVICES

£ service that enables users to connect 1o the
Internet In order to access content, information,
electronic mall or other services offered over
the Internet access,

The first $25 of a charge for Internet access,
per account, per month, is exempt from sales
tax. Tax is due en any amount over $25 charged for
Internet.

See Comptroller Rule 3.366, Internet Access
Sarvices.

MOTOR VEHICLE PARKING ARD
STORAGE SERVICES

Parking and storage fees for a motor vehicle
{including private or municipally-owned parking
meters); parking fees, decals and permits; and
impound fees.

See Comptroller Rule 3.315, Motor Vehicle
Parking and Storage.

s3les tar. Tax is due

on any amount

over $25 (harged for

FOR MORE INFORMATION,
SEARCH OUR WEBSITE AT

CompirstisrTexas.Gov
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SEARCH QUR WEBSTTE &7

Complrefer.Texas. Sov

TAXABLE SERVICES

NONRESIDENTIAL REAL PROPERTY REPAIR,
RESTORATION OR REMODELING SERVICES

Al charges for labor and materials to rebuild,
replace, alter, modify or upgrade existing
nenresidential realty.

“Nonresidential real proparty” includes
commercial establishments such as manufacturing
facilities, restaurants, offices, farms, ranches
and hospitals, as well as parking lots, retention
ponds and similar improvements, but does not
include property used as a family dweling such
as apartment complexes, nursing homes and
retirement homes.

The repair, restoration or remodeling of
nonresidential real property does not includa
the addition of new usable square footage or
scheduled and periodic maintenance.

See Comptroiler Rule 3.357, Nonresidential Real
Property Repair, Remodeling, and Restoration; Real
Froperty Maintenance and Publication 94-116, Real
Property Repair and Remodeling.

PERSONAL PROPERTY MAINTERANGE,
REMOBELING OR REPAIR SERVICES

Services such as shoe shining or repaly, appliance
repair, furniture refurbishing or uphalstering, jewelry
repair or gleaning and dog grooming.

See Comptroller Rule 3.292, Repair, Remodeling,
Maintenance, and Resteration of Tangible Personal
Property.

PERSONAL SERVISES

Services such as laundering, dry cleaning, carpet
cleaning, massage services performed by massage
parlors, Turkish baths and escort services are
taxable personal services,

The term “massage services” does not include

massages provided by licensed massage therapists.

Manicures, pedicures, tanning, pierging,
tattooing and similar services are not taxable.

See Comptroiler Rules 3.310, Laundry, Cleaning,
and Garment Services and 3.317, Massage Parlors,
Escort Services, and Turkish Baths and Publication
98-709, Carpet Cleaning and Related Services.

REAL PROPERTY SERVIGES

Pest control and extermination, garbage and
other wasie collection or removal, janitorial
and custodial services (including parking fot
sweeping or cleaning), fandscaping and lawn
maintenance (including tree surgery and plant
leasing) and surveying.

See Comptrofler Rule 3.356, Real Property
Service and Publicalions 94-111, Cleaning and
Janitorial Services, 94-112 L andscaping and Lawn
Care Services, 94-114, Pest Control Services and
94-157, Homebuilders and Rea! Property Services.

SECURITY SERVIDES

#Any service for which a ligense is required by the
Private Security Bureau of the Texas Department of
Public Safety under sections 1702.101 or 1702.102
of the Texas Gccupations Code.

Examples include locksmith services, private
investigation, armored car service, armed courier
service, burglar alarm system instailation and/or
ronitering, guard dog service, vehicle location and
tracking and unclaimed property services.

Taxable security services include computer
forensic services that constitute the analysis
of computer-based data, particularly hidden,
temporary, deleted, protected or encrypted files,
for the purpose of discovering information refated
{generaliy} to the causes of events or the conduct
of persons; as well as computer repair and support
services that include reviewing computer data for
the purpose of investigating potential criminal or
civil matters.




TAXABLE SERVICES

See Comptroller Rule 3.333, Security Services,

and Publicetion 94-119, Security Service Companies.

TELECOMMUNIGATIONS SERVICES

The electronic or electrical transmission,
conveyance, routing or reception of sounds, signals,
data or information using wires, cable, radio waves,
migrowaves, sateflites, fiber optics or any other
method now in existence or that may be devised.

Examples of telecommunications services
include long-distance and Iocal telephone service,
including mobile or satellite phone service and
Voice over Internet Protocol (VoIP), fax servige,
pager services, texting services and electronic mail
(untess sold bundled with Internet access).

See Comptroller Rule 3.344, Telecommunications
Services anc Pubfication 94-132, Sales Tax on
Telecommunication Services.

TELEPHONE ANSWERING SERVICES

Receiving and relaying of telephone messages by
& human cperator, but does nat include call center
gperations such as handling customer complaints
and receiving orders.

UTILITY TRANSMISSION ARD
DISTRIBUTION SERVICES

Sales of transmission or distribution of electricity
16 an end-use customer by a transmission and
distribution utility, if the customer’s consumption of
efectricity is subject to sales tax.

See Comptrolier Rule 3.295, Natural Gas and
Elactricity.

TRXABLE LABOR — PHDYUBRAPHERS,
DRAFTSMEN, RRTISTS, TRILDRS, ETC,

§n addition 1o the taxable services noted above,
other types of sales that may commonly be
considered “services” are taxable as the sale,
processing or remodeling of tangdible parsonal
property.

For example, tax is due on charges for
manufacturing, assembling, fabricating or
processing products, even when the customer
provides the raw materials, tools or equipment.

Examples of labor that resuit in the sale of 2
taxable item include photography and videography;
preducing artwork; printing; calligraphy;
embroidering, custom sewing or tailoring;
woodworking; welding; catering; and assembling
oreducts such as computer systems, toys, furniture
or equipment.

See Comptroller Rules 3.300, Manufacturing;
Custom Manufacturing; Fabricating: Processing,
3,293, Food; Food Products; Meals; Food Service
and 3.312, Graphic Arts or Related Occupations;
Miscellaneous Aclivities, and publications
94-143, Draftsmen and Designers, 94-187, Mold
Remediation Services, 84-178, Photographers and
Texas Sales Tax, and 94-115, Ready to Eat Food.

REPORTING AND COLLECTING TAX

& company engaged in business in Texas that
provides a taxable service in this state is required
10 obtain a sales tax permit and to collect state
and local sales and use tax.

Generally, tax is due on the entire amount
charged for a taxable service, including items such
as labor, materials and mileage charges, aven if
separately stated.

See Comptrofter Rule 3.286, Sefier’s and
Purchaser's Responsibiiities, including Nexus,
Permits, Returns and Reporting Periods, Collection
and Exemption Rules, and Criminai Penalties.

FOR BIORE INFORMATIDN,
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