Approved On:

Minutes of the House Committee on Assessment and
Taxation. The meeting was called to order by E. C.
Rolfs, Chairman, at 9:00 a.m. on February 5, 1985 in
room 519 South at the Capitol of the State of Kansas.

The following members were absent:
Representatives Crowell
Committee staff present:

Tom Severn, Legislative Research
Melinda Hanson, Legislative Research
Don Hayward, Reviser of Statutes
Millie Foose, Committee Secretary

Sylvia Hougland, Secretary of Aging , gave testimony as
a proponent of HB-2035. She said this bill would insure
that all recipients of Kansas pension plans are treated
equally. In response to a question, she indicated that
she was not appearing for or stating . a. position for
the executive branch. (Attachment 1)

Representative Clint Acheson, the primary sponsor of HB-
2035, testified that HB-2035 will return a little integ-
rity to the Social Security program. (Attachment 2).

Basil Covey, representing the Kansas Retired Teachers
Association, appeared in support of HB-2035, saying that
if Kansas taxes Social Security it will be by default.
(Attachment 3)

Former Representative Ruth Wilkin, appearing as a
private «citizen, explained her reasons for believing
that senior citizens with income over $25,000 or $32,000
should be willing to pay their share if Kansas needs
this income. (Attachment 4)

Mrs. Wilkin also submitted copy of a letter from Senator
Bob Dole, in which he said that probably at least 917 of
all Social Security beneficiaries in Kansas will not be
affected by this provision. (Attachment 5)

The minutes of February 4, 1985 were reviewed. There
being no changes, the chairman declared them approved as
presented.

There being no further business, the chairman adjourned
the meeting.

C. 1fs Chairman




TESTIMONY ON H.B. 2035 | b%\

EXCLUSION OF SOCIAL SECURITY BENEFITS FROM TAXATION
BY KANSAS DEPARTMENT ON AGING Q\Ké
FEBRUARY 5, 1985 ( \
Bi1l Brief:
Excludes Social Security benefits from adjusted gross income.

Bill Provisions:

Amounts received as benefits under Title II of the federal Social Security
Act would be excluded from federal adjusted gross income on the State tax
form.

Background:

The Social Security Amendments of 1983 provide for federal taxation of up
to one-half of Social Security benefits to recipients whose adjusted gross
income (including one-half of their Social Security benefits and all
interest from tax-exempt municipal bonds) exceed $25,000 for an individual
and $32,000 for a married couple. Taxation took effect in 1984. The
amendments were intended to restore the financial solvency of the Social
Security programs to assure that benefits would be paid on time even if
economic conditions seriously deteriorate. The amendments were not
intended to provide a windfall to the States.

Because Kansas uses the federal adjusted gross income (AGI) in calculating
state income tax liability, these benefits will also be taxed on 1984 state
tax returns. An estimated $3.5 million in new state revenues will be
generated in FY 85.

Testimony:

As the first national retirement system, the Social Security program was
designed to address the special problems of economic insecurity for the
nation's elderly. From the inception of the Social Security program
beneficiaries have been led to believe that their benefits would not be
taxed. While older citizens were willing to accept the 1983 Amendments
taxing part of these benefits to insure the future of the Social Security
program, they are reluctant to support unintended windfalls to the States.

Twenty-nine states have tax codes that couple with the federal code. At
least seventeen states have passed legislation exempting Social Security
benefits.

Exemption of Social Security benefits would treat these benefits in the
same way as other retirement benefits. The following pension plans are
currently deducted from federal adjusted gross income:

a) Kansas Public Employee's Retirement Annuities;
b) Kansas Teacher's Retirement Annuities;
c) Kansas Police and Firemen's Retirement System Pensions;
d) Kansas Highway Patrol Pensions
T T R e ARG P SN e N WA e B
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e) Justices and Judges Retirement System;

f) Certain pensions received from first class cities that are not covered
by KPERS; and

g) Federal Civil Service Retirement Annuities paid from the Federal Civil

Service Retirement or Disability Fund.

Tier One Benefits for railway retirees ar exempt from Kansas taxation by
federal law.

The exemption proposed in H.B. 2035 would maintain the policy of not
taxing pension benefits in determining state taxes.

Approximately  10% of Social Security beneficiaries will be paying income
tax this year. But the ratio of recipients who must pay the new federal
tax is expected to rise since the $25,000 and $32,000 thresholds are not
indexed for inflation. Unless H.B. 2035 is adopted even more older Kansans
will be required to pay state income tax as well. Taxation of benefits for
some individuals establishes a dangerous precedent for taxing all Social
Security benefits.

H.B. 2035 would insure that all recipients of Kansas pension plans are
treated equally. Social Security benefits should be exempted from taxation
at the state level.

2/4/85
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Testimony before the House Assessment and Taxation Committee by

Representative Clint Acheson

The purpose of HB 2035 is to remove from taxable income Title II
Social Security benefits. Kansas being an Income Tax conformity state,
one half of these benefits are taxable in Kansas as a result of Congress
having passed PL 98-21 in 1983. This was part of the overall program
to help bail out the Social Security program. Taxing Social Security
benefits at the state level means nothing to the Social Security pro-
gram but instead is an additional burden on the backs of approximately
38,000 elderly retired Kansans.

PL 98-21 requires thatall of the Social Security benefits are used
to reach the $25,000 threshhold for an individual return, and one half

the benefits will be used for a joint return to reach the $32,000

threshold. In addition, all income from state and local tax exempt
securities will be added to reach these two thresholds. Benefits over
and above these two amounts are subject to the tax in each case. Using

the income from these tax exempt securities is a bad precedent and will
in effect, repeal the tax exempt status of these securities and make
them less marketable.

Tier I railroad Retirement benefits which are essentially the
same as Social Security,but are under the Railroad Retirement act,
were originally included to be taxed but have since been ruled not
taxable. This is inconsistant.

A majority of those initially penalized are those who have been
paying into the Social Security program since its inception in the
late 30's. Most of these people have been in the lower end of the
middle income bracket--they have skimped and saved during their
productive years knowing fully that the benefits from Social Security

or other retirement programs alone would not sustain them. These
CF | T R R T T SR R e 5
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are the same people who for most of their productive lives have been
counted in the group that has borne the greatest share of the tax
burden for this nation as well as Kansas, and continue to pay taxes

of all kinds.

Last year,I believe there were 27 states which were either
already exempt or had removed themselves from taxing Social Security.
Today 38 states have exempted themselves from this tax. In Kansas,
this tax is borne entirely by retired people.

The Social Security program did not get in trouble because of
excess benefits paid to eligible retirees--the problem resulted from
bad management at the federal level. People who were never intended
to become beneficiaries are now beneficiaries.

Finally when the Social Security program was first enacted, it
was designed to treat all Americans equal, but the Congress defaulted
on that promise in 1983--by not removing Kansas from this tax, Kansas
is a party to that default. This bill will help return a little
integrity to the program. I will appreciate your favorable consider-

ation and thank you for listening. I'll be glad to stand for

guestions.
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To Members of the House Assessmsnt and
Taxation Committes:

from Xgansas income tax.
relief for approximately 28,000 retired

teachsrs.

is not passed.
funds by the state of Kansas can easily lead

and have planned for their retirement.

but quoting a state legislation counselor,

broaden the statss' tax base at the exXpenss

ZLRTA
AT R R =’
BUILDING Bi ATTACHMENT 3 2, ;;y/éZ§? -
VISION

February 5, 1985

My name is Basil Covey and I represent
the Kansas Retired Teachers association.

I want to speak in support of HB 2035.

This bill excludes Social Security funds
This bill gives

citizens in Ksnsas, many of which are retired
4 planned retirement program for
these citizens will be damaged if this bill

a4 tax on social security

to lowering the standard of living of retired
citizens that have had productive carsers,

The Federal government found it necessary
to tax social security to save the system,

"Certainly it was not Congress' intent to
of Social Security beneficiaries.”

If Xansas taxes 3o0cial Security funds
it will be by default, not by proper legis-
lation.

As of this date thirty-eignt states will
not tax social sscurity funds. ZXansas is cone
of twelve that plans to do o0 unless this
©vill prevents it.

We recommend that HB 2035 be approved
for passage by the legislature. It will
serve in the best interests of retired
citizens in £zansas.

Sincerely,

p i @\y@
basSi Lovey
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STATE TAX TREATMENT OF SOCIAL SECURITY BENEFITS

No State
Personal
Income Tax

Specific Exempt Because
Exemption for Current Federal Social Security
Social Security AGI Not Used Benefits Taxeble
Benefits As Starting Seme Extent
Enected Point As Federsal

Alabama

Alaska X
Arizona

Arkansas

Celifornia

Colorado

Connecticut

Delaweare

Floride X
Georgia

Hewelil
Ideho
Illinois
Indiana
Iowsa
KANSAS
Kentucky
Louisiana
Masaine
Maryland

Massachusetts

Miechigan

Minnesote

Mississippi

Missouri

Moritansa

Nebraska

Nevada X
New Hempshire

New Jersey

New Mexico
New York
North Carolina
North Deakota
Chio
Oklghoma
Oregon
Pennsylvania
Rhode Island
South Carolina

Scuth Dekota X
Tennessee

Texas X
Ttah

Vermont

Virginia

Weshington X
West Virginia

Wisconsin

Wyoming X

TOTAL 7

K84-167

X

X (1983)
X
Taxable
Taxable
X

X'(1981)

»d b4 D4 o4

Teaxable
Taxable
X (1981)

P4 >4

Taxable

X (1983)

x
Taxable
Taxabie
Taxable

X
X (1983)

Texable

Taxeble

Texghle
Texeble

»4 >4

17 14 12

Kansas Legislative Research Department
: January 8, 1985



Testimony Be

fore House A & T Committee HL

House Bill 2035

February 5,
Mr. Chairman

I appe

1985
& Members of the Committee:

ar before you strictly as a private citizen, and as a lO-year

member of this committee. I know how seldom you hear from anyone who

thinks a tax

increase for them might not be so bad.

It seems to me this committee should ask itself some simple questions:

Do
pass this bi
Is
Wh

Ca

Is

Do

Do

If Kansas ne
from senior

with a simil

es the state need this money? If your answer is '""no'", please
1l. I can do without the extra tax in that case,

decoupling a good idea?
o is affected? Do you decouple for 9 percent of those affected?
n those affected afford to pay?

Comparison of our expenses now with 10 or 20 years ago:

Mortgage burned
Cars down to two
Food bill down
Clothing incredibly down
(we had 3 girls)
No tuition, dormitory or fraternity expenses

it a fair tax?

We did not think social security benefits would be taxed.
Neither did we think they would be indemed to a cost of living.
We never dreamed back in 1940 it would expand as it has.

We've paid very little compared to what we will receive

we as senior citizens have any obligations to Kansas?

We are both graduates of Kansas state universities.
Taxpayers helped us gain an education.
Possibly why we are in 9% group.

Our children graduated from Kansas universities.
axpayers helped us educate our children.
nfortunately they aren't here to repay, so they must

help other states

health care expenses of elders come into consideration?
Kansas has a very generous deduction for health care.

eds this revenue, it seems to me it is better for it to come
citizens with income over $25,000 or $3%2,000 than from those

ar income and raising families.
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Ncws from Senator

R - KanSas)

SH 141 Hart Building, Washington, D.C. 20510

IMPORTANT SOCIAL SECURITY NEWS

Dear Kansans,

In the next few days, some 382,850 Kansans,
and more than 40 million Americans nationwide,
will receive forms from the Social Security Ad-
ministration (SSA) that may seem complicated and
cause for concern.

-- But don’t let these forms scare you.

The fact is, for about 90 percent of Kansans
receiving Social Security benefits, these notices will
mean nothing.

The documents -- Form 1099 — Social Se-
curity Benefit Statement and the Department of
Treasury Internal Revenue Service’s Notice 730
(August 1984) -- explain a provision of the Social
Security Amendments of 1983. Under this new
law, a portion of Social Security benefits will be
subject to federal income tax -- but only for re-
cipients with non-Social Security incomes above
$25,000 as individuals or $32,000 as couples.

The Social Security Administration has ad-

Vised me that at least 91 percent of all Social

Security beneficiaries in our state will not be af-

fected by this provision. Social Security Ad-

ministration and Internal Revenue Service officials
are obliged to provide you with the forms. Samples
of these forms are reproduced here.

If you are among the overwhelming majori-
ty of Kansans receiving less than $25,000 as a
single taxpayer, or $32,000 if you are married and
filing a joint return, this material is strictly in-
formational. You will not owe any tax on your
benefits.

So far, the 1983 changes have proven effec-
tive. The Social Security actuaries estimate that
there is a high probability that Social Security will
be in excellent financial shape through the 1980s
and thereafter.

This is good news for all Americans -- tax-
payers and beneficiaries alike.

This is due not only to the responsible provi-
sions of the 1983 Amendments, but also to our
robust economic recovery and low inflation. We
cannot underestimate the importance of this low
inflation rate -- not only to the Social Security
system, but also to the purchasing power of Social
Security benefits for the 36 million Americans --
including more than 382,000 Kansans -- who re-
ceive a Social Security check every month.

Special Phone Numbers to Answer Questions

If you have questions about the tax provi-
sions, the Social Security Administration has
developed a plan to provide help by a network of
toll-free telephoning.

For a taped message, dial 1-900-200-1099, 24
hours a day, seven days a week, beginning January
1. For this call, there is a 50¢ charge.

If you are not satisfied with the information
contained on the tape, additional details are
available by calling 1-800-772-1099. This service
is available 8 a.m. to 4:30 p.m. daily, five days
a week, at no charge.

And, of course, our local Social Security of-
fices throughout Kansas will be happy to answer
your questions of concern.

However, if you are among that 9 or 10 per-
cent in the higher income tax bracket, you will
need this information in order to complete your

. tax returns accurately by the April 15, 1985,

deadline.

As I noted earlier, more than 40 million Form
1099’s are being mailed throughout the country
between January 5 and January 29, 1985. SSA is
expecting some 9.2 million Americans to inquire
about these changes. This newsletter is intended
to try to answer some of the questions you may
have about these changes.

1983 Amendments Restored the System

The Social Security Amendments of 1983
were the result of a bipartisan consensus reached
first, by the National Commission on Social Se-
curity Reform and second, by the U.S. Congress
and President Ronald Reagan. The amendments
have been in place since April of 1983 and have
had a positive impact on the financial health of
the Social -Security system.

The amendments were intended to restore the
financial solvency of the Social Security programs
in both the short term (meaning the 1980s) and
the long term (the next 75 years). The legislation
called for changes in the program and its funding
to assure that benefits would be paid on time even
if economic conditions seriously deteriorate.

ATTACHMENT 5
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. Notice 703

{August 1984) @

Department of the Treasury
internal Revenue Service

Read This To See If Your Benefits May Be Taxable
For 1984, people with high ncomes mary have 1o inciude To see o part of your benefits may be taxable, fill in lines A
part of thew social secunty benefits on thee Federal through £ below. .

income tax return. i your socid securty and/or SSI

(s ! sacurty ) benefits were your only
source of income for 1984, you probabily will not have to
file 3 Federal ncome tax retum.

Mete: if you would file 8 jowt incomae tax retuen, and your
spouse aiso receed a Form(s) SSA-1099. add your
$POUTE’s SMOUNES 0 yours on knes A, C. and D beiow.
Even it your spouse dud not receive 8 Formy(s) SSA-1099,
include hes or her income on bnes C and D.

A Write in the amount from Bex 5 of sl your Forms SSA-1099.

(1t both you and your spouse receved a Form SSA-1099,

seethe*Note” aDOYe.) . . . . . . . . . o4 e e e e oo A o

1t the amount on lne A above is 20v0 or less, 5300 here: none of your benefits are taxabie t1xs yesr.
8 Diwde the smount on line A above by 2 and write in the result
[ mwmmm.mm.mmm»mmmhnw. [~
D Write in any tax-exermnpt interest, such as interest on municipsl bonds
£ Add ines B, C, and D above, and write in the total. Read the infermation below. . . . . . . . . . £
Part of your socal security benefits may be taxsble if,
for 1984, you were:

o Single and Wne E sbove is more than $25,000. under “Secisl Benefits.” If they do not, none of
® Merried and your benefts are taxabie the year uniess you exciude n-
—— yOu would fie & joint retum, snd fine £ sbove is more come from sources outside the United States.

than $32.000, or

— you would wet file & jowt return, you did aet ive with

For more detasds, get IRS Publication 915, Tax
Socel S

your spouse at any time ouring the year, and ine £
above is more then $25,000, er

- you would net file 3 joint return, you lived with your
spouse for some part of the yeer, and ine E sbove 8
more than zero.

iy A
Railroad Retirement Benefrts), or cali
on the beck of thes nohce.

{(and Toer 1
the toil-free number

FORM SSA-1099 — SOCIAL SECURITY BENEFIT STATEMENT

© PART OF YOUR SOCIAL SECURITY BENEFITS AS SHOWN IN BOX § MAY BE TAXABLE INCOME FOR 1984.

1984

® ALSO, SEE GENERAL INFORMATION TO THE

© USE THE FIGURE FROM BOX § OF THIS STATEMENT AND THE ENCLOSED NOTICE 703 FROM IRS TO SEE
IF ANY PART OF YOUR BENEFITS MAY BE TAXABLE ON YOUR FEDERAL INCOME TAX RETURN.

RIGHT

Box 1. Name

Box 2. Social Security Number

Box 3. Benefits for 1984
s

Box 4. Benefits Repaid to
SSAin 1884 s

Box 5. Net Benefits (Box 3 minus Box 4)
for 1984 s

DESCRIPTION OF AMOUNT IN BOX 3

Amounts paid by check or direct deposit
Add:

Medicare premiums withheid

Workers' compensation offset

Fees paid to an attorney or other legal
Amounts withhek! to recover an
overpayment

Amounts paid to another family member

sesceescoane

ssesesvenns

DESCRIPTION OF AMOUNT IN BOX 4

Amounts of any of your Social Security
checks that were returned to SSA
Add:
Amounts withheid to recover an
overpayment
Amounts paid to SSA incash, or by
persona! check or money order, etc..
excluding Medicare premiums

Benefits Repaidto SSAIn 1984 S

Amounts withheld to recover SSI payments

Total Additions
Subtract:
Payments due before 1984
Amounts for other family members paid to
you
Lump sum death payment
Excess Medicare premiums

Box 6. Address

Total Subtractions

Benefits for 1984 $—u

Box 7. Claim Number
(Use this number if you need to contact SSA.)

I also invite you to contact any of my offices
if we can, in some way, be of further aid to you.
The locations of my Kansas field offices follow:

KANSAS CITY

(913) 287-4545
636 Minnesota
Kansas City, Kansas, 66101

TOPEKA

(913) 295-2745
444 S.E. Quincy Street
Topeka, Kansas, 66603

Wlnifed . Siates Denate

WASHINGTON, D.C. 20510

3464152-4LR XX !
HONORABLE RUTH W. WILKIN !
KANSAS_HOUSE—BGF REPRESENTAT 1V
STATE_CAPITOL-ELBG—"
TOPEKA, KS 66612

WICHITA

(316) 263-4956

Fourth Financial Center
100 North Broadway
Wichita, Kansas, 67202
PARSONS

(316) 421-5380
76 Parsons Plaza
Parsons, Kansas, 67357

MOBILE OFFICE

.. .traveling through Kansas.
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