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Short overview of current tax policy

We have reduced individual income tax rates by 30% for individuals, families and small
business. Current rates are 4.7 for the top rate and 2.6 for the lower rate. These rates are
frozen until 2018,

71% of tax savings went to Kansas individuals and families. 29% went to small business.

We have the highest Earned income Tax Credit in our region and one of the highest nationally.
We increased the standard deduction for married filing jointly and head of household, the latter
benefits single parent households. Approximately 80% of Kansans use the standard deduction
now.

We have a food sales tax credit.

388,000 of our lowest income Kansans have been removed from the tax rolls, now with a zero
tax liability.

Sales tax is now 6.5%.

Trends

Corporate income tax trends are normal. Fiscal year to date through December we are up 2.5%

over estimates. .
Use Tax receipts are increasing. Fiscal year to date through December we are up 2.5% over

estimates.
Individual income tax receipts are growing year over year. This is with a further rate reduction

in 2015. We would expect now that rates are frozen for a couple of years, to see receipts
continue to grow, Low employment is also helpful increasing individual income tax receipts.

December appeared to have an anomaly with the December 31 payday with some folks not
making withholding payments until after the first of the year.

Sales tax receipts are a challenge right now. Since spring 2015 we have seen a decline in sales
tax receipts.

We reviewed 67 of our top sales tax filers, who provide over 50% of our sales tax receipts. In
November they were down 4.2% from the previous year.

We also compared our sales tax receipts with other states and it appears that states with
significant agriculture and oil industries have experienced declines in sales tax revenue, some

much more than Kansas.



In conversations with various economists there seems to be several possible factors:

- Increased savings and paying down debt by folks.
- Increased on line sales
- As mentioned above, states with significant agriculture and oil sectors in their economy are

seeing decreased spending
- Increased health care cost reducing discretionary spending

Statistics included in this presentation would not indicate too much “spill-over” of sales in border counties.

. Economic Trends

- Unemployment rate is at 4% which is the lowest in 14 years, even with three of our major
sectors of the economy struggling.

- We are seeing an increase in in-migration of wealth to the state. When you see the amount
and counties benefitting the most you could assume there is a correlation to the small business
tax policy. This will be covered more by Michael Austin.

- Positive wage growth partly due to the low unemployment rate.

- Small businesses migrating to Kansas. Besides anecdotal stories we have been able to evaluate
Tax Year 2013 returns to find that we had 8,666 first time small business filers bringing $486.7
million in new income to Kansas. By first time filers, the social security humber or name has not
previously appeared on a Kansas tax return. We are now working on Tax Year 2014 returns to
update this information.

90% of these first time filers had a net income of less than $25,000.

89% of our overall small business filers have a net income of less than $50,000 and 5.4% have a
net income of more than $100,000.




Individual Income Tax Receipts Cumulative by Month

Kansas Department of Revenue

- . Indiv | i
Individual Income Tax Receipts ndividual Income Tax Rece pts

Cumulative by Month
$2,500.0 | B ——

dollars are in millions

2014 2015 % Change
January $269.5  $229.8  -14.7% 52,0000 1
February $385.2 33222  -16.4%
March $495.6  $460.9  -7.0%
April $721.6  $690.9  -4.3% $1,5000 -
May $864.1  $969.1  12.2%
June $1,069.4 $1,179.7  10.3% 2014
July $1,217.3 $1,332.8  9.5% $1,0000 - #201E
August $1,386.3 $1,503.3  8.4%
September $1,593.9 $1,706.1 7.0%
October $1,747.1 $1,879.3 7.6% $500.0 -
November $1,924.3 $2,0629  7.2%
December $2,167.6 $2,267.0  4.6% l.

. $0.0 -

2014 2015 £

Tax Rates 2.7% 2.7% \19 & W

4.8% 4.6%



Withholding Tax Receipts Cumulative by Month

Kansas Department of Revenue
Withholding Tax Receipts

January
February
March
April

May

June

July
August
September
October
November
December

Tax Rates

dollars are in millions

2014
$196.1
$386.0
$569.9
$751.3
$897.8
$1,079.5
$1,247.7
$1,420.3
$1,599.9
$1,771.8
$1,951.6
$2,147.7

2014
2.7%
4.8%

2015
$196.4
$387.9
$580.1
$752.5
$915.6
$1,088.2
$1,259.1
$1,443.3
$1,605.4
$1,777.3
$1,963.4
$2,153.4

2015
2.7%
4.6%

% Change
0.2%
0.5%
1.8%
0.2%
2.0%
0.8%
0.9%
1.6%
0.3%
0.3%
0.6%
0.3%

$2,500.0 =
$2,000.0 -
$1,500.0 -
$1,000.0 -
$500.0 -

$0.0 -

Withholding tax Receipts
Cumulative by Month

2014
2015



Individual Income Receipts FY 16 Estimated vs Actual

Kansas Department of Revenue
Individual Income Tax

FY 2016 Estimates Compared to Actual Receipts

dollars are in millions

Estimate Actual
July $150.0  $153.1
August $175.0  $170.4
September $215.0  $202.8
October $160.0 $173.2
November * $180.6  $183.6
December $230.0 $204.1
Total $1,110.6 $1,087.2

* New Consensus Estimate

% Change
2.1%
-2.6%
-5.7%
8.3%

1.7%
-11.3%

-2.1%

Individual Income Receipts
FY 16 Estimated vs, Actual

$250.0 T

$200.0 -- e
$150.0 - —

M Estimate
$100.0 - __ mActual
$50.0 - —

$0.0

July August  September October November December
*



Sales Tax Receipts Estimated vs Actual

Kansas Department of Revenue

Sales Tax

FY 2016 Estimates Compared to Actual Receipts
dollars are in millions

Estimate Actual
July $193.0 5189.1
August $204.0  $200.8
September $208.0 $195.5
October $209.0 $194.2
November * $184.3  $187.8
December $201.0 $187.0
Total $1,199.3 $1,154.4

* New Consensus Estimate

% Change

-2.0%
-1.6%
-6.0%
-7.1%

1.9%
-7.0%

-3.7%

$215.0

$210.0

$205.0 4———

$200.0 -

$195.0 -

$190.0 -

$185.0 -

$180.0 -

$175.0 -

$170.0

Sales Tax Recelpts

FY 16 Estimated vs. Actual

July

August

September

October

November December
*

M Estimate

m Actual
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Percent Change by County

State Sales Tax Collections,
1S percentage change

Fiscal-Year-to-Date 2016/20
(July — September)

statewide 6.2% increase during July - September 2015.

The sales tax rate increased from 6.15% to 6.50% July 1, 2015, creating a total

Legend: D Counties with an increase of 6.0% or greater

:] Counties with a decrease of 6.0% or greater
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Kansas Economic Activity

Total Private Payrolls
Kansas
Annual Growth Rate
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mm Kansas e ong Run Trend —— 2 per. Mov. Avg. (Kansas)

Source: U.S. D.O.L. Bureau of Labor Statisitics



Kansas Economic Activity

Private Nonfarm Earnings
Kansas
Annual Growth Rate
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Source: U.S. Bureau of Economic Analysis



Kansas Economic Activity

Real GDP
Kansas
Annual Growth Rate
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Source: U.S. Bureau of Economic Analysis



November 2015 State Coincident Indexes: Three-Month Change

| PR :

¥ I Getveen 0 G% and 0%

- At % |

. HI '. ! fletvon (0 1% and Q6%

P D Ureharged %
Eletotan O 1% 808 0.5%

B Berween 0 6% and 1 0%
B st ran )

b = = - e —

Sowrce: Federal Resorve Bank of Philadelphia

S —



November 2015 State Leading Indexes
g (Expected 6-Manth Change in State Coincident Indexes)
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Kansas Economic Activity

Kansas Economic Activity
Values are Indexed to February 2013
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Kansas Economic Activity

ECONOMIC HEADWINDS



Economic Headwinds

US Economy by State
howmuch



Economic Headwinds

Percent Change in Real GDP by State, 2014
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Economic Headwinds

Chart 1. Percent Change in Real GDP by State, 2015:1-2015:1l, Seasonally Adjusted at Annual Rates
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Economic Headwinds

Mid-America & Rural Mainstreet Indicators
Leading Index (50.0 = Growth Neutral)
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Economic Headwinds

As of September 2015, Kansas ranked 10t in crude oil production, producing 3.525
Million barrels.

Mining and Logging Crude Oil First Purchase Price
Kansas
Payrolls
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Economic Headwinds

U.S. Agricultural Commodity Prices
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Source: USDA.



Economic Headwinds

Kansas and Western Missouri Farm
Income and Spending

Diffusion Index Diffusion Index
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Economic Headwinds

Per Capita Personal Consumption Expenditures
Kansas
Indexed to 1997 Values
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Kansas Economic Activity

PERSONAL INCOME AND INCOME
TAXES



Personal Income and Income Taxes

Withholding Collections
Kansas
Annual Growth Rate
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Source: Kansas Department of Revenue, Office of Policy and Research



Personal Income and Income Taxes

Income Tax Migration
Kansas vs Missouri
Adjusted Aggregate Gross Income
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Personal Income and Income Taxes

Net Different State Wealth Migration
AGI Inflow/AGI OQutflow
Kansas Counties
2013 vs 2012
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“ Linn County does not have a ratio equal lo 1, however since it is surrounded by counties thal do, it appears lo have a border.
Source:Internal Revenue Service, Kansas Department of Revenue, Office of Policy and Research




Personal Income and Income Taxes

Net Different State Wealth Migration

AGI Inflow/AGI Outflow
Kansas Counties
2014 vs 2013 Doniphan
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Source Internal Revenue Service, Kansas Depatment of Revenue, Office of Policy and Research



Kansas Economic Activity

CONSUMER SPENDING AND SALES
TAXES



Consumer Spending and Sales Taxes

Sales Receipts
Kansas
Annual Growth Rate
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Consumer Spending and Sales Taxes

Leisure and Hospitality Jobs
Kansas
Percent Change from One Year Ago

Percent

Source: U.S. D.O.L. Bureau of Labor Statistics



Consumer Spending and Sales Taxes

Sales Tax Growth
Kansas
Fiscal Year to Date - September 2015 Dyﬂphan

MSA Areas Sales Tax Growth Bold= Sales Tax Rate Change Greater than 5.7%
I I Lavsrence I:I <=-20.0% County Name
: Manhattan I:l 19.9% - -10.0%
E Kansas City Area [ o.9%-0.0%
Topeka I o1%-10.0%
— 0T B - - o1+ Percent Change

|Slale of Kansas grew 6.2% in state and local taxes in Fiscal Year lo Dale - September 2015

Source, Kanzas Deparim enf of Revenue, Office of Polcy and Rezeath



Kansas Economic Activity

KCHEALTHYKIDS STUDY ON FOOD SALES
AND CROSS-BORDER SHOPPING



KCHEALTHYKIDS STUDY

‘"
In Kansas, among 105 counties, seventy counties share at least one border with

another state.”

The purpose of the study is to estimate the impact of sales tax differentials on food
sales in Kansas counties, with particular emphasis on border Kansas counties.

The study found that food tax rate differentials negatively food consumption; For
every 1 unit increase in the tax difference food sales volume decreases by 9.769%

per person per year.

“On the average, per capita food consumption is 51,042 per capita, thus for every one percent
increase in food tax difference, food consumption drops by about 5101 per person, controliing for

other factors.”

There are many issues with the report and it’s applications as a policy
measure.,



1.
2.
3.

KCHEALTHYKIDS STUDY

Counties with a higher sales tax rate may see lower food sales, however that does not mean people are
crossing county lines.
The study does not suggest causality between local tax rates and food sales
The study does not adjust for a “convenience” measure, especially for rural counties
Not all groceries are sold under the NAICS 445-Food and Beverage Stores. As an example, Walmart and other large
Supermarkets may be considered in NAICS 452 — General Merchandise Stores, Ergo the magnitude of the food sales
elasticity may be over-stated.
The study does not look at food sales over time, and so it may mis-state findings that have been a trend regardless of
fax rates.
This model also assumes that persons are completely knowledgeable about sales taxes and state/local government
decisions about i.

The study does not prove that lowering food sales tax will reverse “people crossing county lines”

Nebraska, Oklahoma, and Colorado have had low sales tax on food for decades, colilectively. Is it not
reasonable to believe that persons have been shopping for groceries in different counties/states due to
lower tax rates for decades.

The study implies that EITC and the food sales tax credit have had no effect.
The study implies that the low income tax exclusion will have no effect.

if this study is to be believed as being true, then the effects on food sales lost are very small. The average
tax differential is 0.4%. Using their elasticity, that means that loss in food sales is on average $40.00/per

capita/per year.



State and Local Sales Collections

Kansas
KCHEALTHYKIDS STUDY Grocery Stores
The study does not use food sales tax
revenue from the Kansas Department $294,000,000.00
of Revenue

$292,000,000.00

Actual data from KDOR show growth in
food sales tax that exceeds inflation $290,000,000.00
(adjusted for sales tax drop)

$288,000,000.00 -

$286,000,000.00 -

$284,000,000.00

$282,000,000.00 -

$280,000,000.00 -

$278,000,000.00 -

CY 2012 CY 2013

Source: Kansas Department of Revenue, Office of Policy and Research



KCHEALTHYKIDS STUDY

* Policy implications of the study
— Revenue Neutrality vs Net Economic Good
— Cheaper Price of one Good vs Lower Income



Questions?

Thank You



