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Update to Analysis of Kansas Corporate Income Tax Dated October 14, 2004
To Reflect Tax Year 2006 Sample Data

The Analysis dated October 14, 2004 focused on the Kansas corporate income tax
during tax years 2000, 2001 and 2002 and the impact of the 4 largest business income tax
credit incentive programs on corporate income tax receipts, in an effort to determine how
the corporate income tax burden falls within various industry sectors. This Analysis has
been annually updated to reflect sample corporate income tax data from the new tax year.
Attached are updates to Tables 2 and 3 of the Analysis, to reflect tax year 2006 sample
data. The discussion of the Top 20 claimants of the Business and Job Development
(B&J) income tax credit is updated for tax year 2006 data. Data on the Top 20 claimants
of the High Performance Incentive Program (HPIP) tax credits for tax year 2006 is also

discussed.

Recent History of Corporate Income Tax Receipts
Annual Kansas corporate income tax receipts (by fiscal year) since 1995 are

shown below:

Fiscal Amount Percent
Year Collected Change
1995 $229,421,376

1996 $218,586,552 -4.7%
1997 $263,573,332 20.6%
1998 $281,651,300 6.9%
1999 $227,369,923 -19.3%
2000 $250,122,826 10.0%
2001 $211,906,919 -15.3%
2002 $03,958,484 -55.7%
2003 $105,222,316 12.0%
2004 $141,173,000 34.2%
2005 $226,071,634 60.1%
2006 $350,200,874 55.0%
2007 $442 448,739 26.3%
2008 $432,088,732 -2.3%

Although corporate income tax receipts recovered well after FY 2002, the current
revenue forecast and trend is not encouraging. Fiscal Year 2008 corporate income tax
receipts were not a record (2.3% below the record FY 2007 receipts), but were still higher
than any other fiscal year prior to FY 2007. Corporate income tax revenues are expected
to decrease significantly in the current fiscal year, as reflected in the November 2008
Consensus Revenue Estimate of $340 million for FY 2009. Thus far in FY 2009,
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corporate income tax receipts of $147.5 million through the end of December 2008 are
running -12.7% below the current Consensus Revenue Estimate and -22.8% below actual
corporate income tax receipts for this same time period last fiscal year.

Corporate Income Tax Burden

In updating the Analysis dated October 14, 2004, tax returns from a sample of the
largest 402 corporate income taxpayers for tax year 2006 were reviewed in order to
determine how much impact the business tax credit programs (Business & Job
Development, High Performance Incentive Program, Research & Development, Business
Machinery & Equipment) have on the corporate income tax burden. These corporations
accounted for at least 75% of the corporate income tax base for tax year 2006. The North
American Industry Classification System (NAICS) code, Kansas taxable income, Kansas
corporate income tax liability before credits, credits claimed, and the net tax receipts
(amounts paid to the state) after credits for tax year 2006 for each of these corporations
were captured in the database.

The update to Table 2 (attached) summarizes the results by NAICS code
categories (using the first 2 digits of the NAICS code) for tax year 2006. The number of
corporations included in each NAICS code category is shown in patenthesis in the first
column.

Consistent with the Table 2 in the prior Analysis, the Update to Table 2 for tax
year 2006 shows some disparity between the various industry sectors in the proportion of
tax liability that is reduced or eliminated by tax credits through participation in business
incentive tax credit programs. However, as the strong growth in corporate income tax
receipts has continued in recent years, that disparity appears to be narrowing and the tax
payment percentage rate generally appears to be increasing across the board. The
“payment percentage” column shown on the Update to Table 2 reflects the percent of tax
liability (measured before credits are taken) actually paid after credits were applied to
reduce tax liability. Manufacturers experienced a moderately low tax payment
percentage rate, 76.28% for tax year 2006, although higher than the 72.8% for tax year
2005 and significantly higher than the 45.6% tax payment percentage rate for tax years
2000 through 2002 and 59.9% for tax year 2004. The manufacturing sector generated the
largest portion of tax liability (27.5%) as well as corporate income tax receipts (25%),
compared to any other sector in the sample of 402 corporations for tax year 2006. The
retail sector generated the next largest share of taxable income and tax receipts for tax
year 2006, experiencing a tax payment percentage of 90.08%, higher than the
manufacturing sector tax payment percentage, and higher than the 80.43% tax payment
percentage for the retail sector tax year 2005. The wholesale trade sector had a slightly
higher tax payment percentage than the retail sector in tax year 2006, 93.16%.

The Anatysis dated October 14, 2004 (see Charts 2 and 3 of that document)
indicated that manufacturers represented the largest portion of Kansas tax liability before
credits (and Kansas taxable income) in the sample during tax years 2000 through 2002.
The 2006 tax year sample data is consistent with that. As Update to Table 2 for tax year
2006 indicates, the manufacturing sector’s total corporate income tax liability taken from
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the sample before credits was $93.2 million and tax payments after credits (see “net
receipts” column) were $71.1 million, while the next largest sector, the retail sector, had
total corporate income tax liability before credits of $62.8 million and tax payments after
credits of $56.6 million. '

B&J Cre_dit Data

‘Within the sample of 402 corporations, the group of top 20 corporations that
claimed the most B&J credits during tax year 2006 were identified. Corporations in this
group were divided into 2 broad categories by NAICS code:
manufacturing/transportation/warehousing and retail/wholesale/other. The effective tax
rate for each corporation was computed, as well as the average effective tax rate for each
of the two categories. The results are shown below.

Top 20 B & J Credit Claimants Tax Year 2006

Tax Year 2005

8 in Manufacturing/Transportation/Warehousing 12 in Retail/Wholesale/Other
Total Taxable Income: $155.8 million Total Tax. Inc.: $590.6 million
Total Net Tax: $5.7 million Total Net Tax: $37.1 million
Ave, Effective Tax Rate: 3.66% Ave. Effective Tax Rate: 6.28%
Range: 0% to 6.14% Range: -.23% to 7.27%

The tax year 2006 results show a higher average effective tax rate for the
retail/wholesale/other category among the 20 largest B&J tax credit claimants (6.28%)
than the manufacturing/transportation/warehousing category (3.66%) within that same
group. The range of effective tax rates for each corporation is narrower for the
manufacturing/transportation/warehousing category (0% to 6.14%) than the
retail/wholesale/other category (-.23% to 7.27%).

The Update to Table 3 for tax years 2000 through 2006 (attached) compares the
manufacturing firms and retail firms within the group of corporations included in the “top
20” in B & J credit claimants during cach of tax years 2000 through 2006 (a sample size
of 220 corporations). The amount of tax liability (measured before credits are taken),
credits and net tax receipts to the state (tax paid after credits were taken) for all five tax
years for manufacturing and retail firms in the group are listed. Of the 220 corporations in
the group, 59 were manufacturing corporations and 53 were retail trade corporations.

The “total” row at the bottom sums the information not only for these 59 manufacturers
and 573 retailers, but also the rest of the 220 corporations in the group.

The Update to Table 3 for tax years 2000 through 2006 shows that manufacturing
firms that are large B & J credit claimants continue to succeed in offsetting significant tax
liability with tax credits, paying only 36.62% of the amount of their tax liability measured
before credits were applied, while retailers that are large B & J credit claimants offset a
much smaller portion of their tax liability, paying 83.26% of the amount their tax liability
measured before credits. The average payment percentage for all 220 corporations in this
group of largest B&J credit claimants is 66.69%.
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HPIP Data

Within the sample of 402 corporations, the 20 corporations claiming the largest
HPIP credits during tax year 2006 were identified. Corporations in this group were
divided into 2 broad categories by NAICS code: manufacturing and other. The effective
tax rate for each corporation was computed, as well as the average effective tax rate for
each of the two categories. The results are shown below.

Top 20 HPIP Credit Claimants Tax Year 2005

Tax Year 2005

10 in Manufacturing 10 in Other

Total Taxable Income: $203.1 million Total Tax. Inc.: $184.6 million
Total Net Tax: $4.4 million Total Net Tax: $3.119 million
Ave. Effective Tax Rate: 2.17% Ave. Effective Tax Rate: 1.69%
Range: -.92% to 3.59% Range: -7.46% to 7.63%

The tax year 2006 data indicates that large-scale HPIP participants benefited significantly
from the HPIP program, with 10 of the “top 20” HPIP claimants being manufacturers and
paying a low average effective tax rate of 2.17%. Five of the 10 participaling
manufacturers had negative effective tax rates, eliminating their corporate income tax
liability entirely with credit offsets and refunds. The 10 non-manufacturer HPIP
participants in the “top 20” group also succeeded in offsetting significant tax liability
with tax credits, maintaining an even low effective tax rate of 1.69%, with 5 of these
participants eliminating their tax liability entirely and getting refunds. This data shows
that large-scale HPIP participants are able to offset most, if not all, of their corporate
income tax liability with tax credits..

Updated Conclusions

Many of the conclusions in the Analysis dated October 14, 2004 remain valid for
the tax year 2006 corporate income tax data sample: manufacturers continue to utilize
the business tax credit incentive programs heavily and have claimed the largest share of
the HPIP credits. Retailers claimed the largest sharc of B & J credits. Because tax credits
are used to lower tax burden, the effective tax rates continue to vary within industry
groups of all types, although that disparity confinued to narrow in tax year 2006, a year
for strong corporate income tax receipts. During years when the economy and tax
receipts are strong (such as 2006), tax credits are a smaller proportion of taxable income.
Therefore, corporations generally will have a higher tax payment percentage. This was
certainly true for manufacturers, who were able to offset a lower percentage of their tax
liability with credits than in prior years. The tax year 2006 data indicates that the average
tax payment percentage for manufacturers increased from 72.87% for tax year 2005 to
76.28% for tax year 2006, while the average tax payment percentage for all corporations
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in the sample increased slightly from 83.36% for tax year 2005 to 84.19% for tax year
2006. Also, among the top 20 B&J credit claimants for tax year 2006, the
retail/wholesale/other category average effective tax rate (6.28%) exceeded the average
effective tax rate for the manufacturing/transportation/warchousing category (3.66%).

For tax year 2006, as with tax year 2005, the manufacturing sector generated
largest share of the corporate income tax liability and corporate income tax receipts,
compared to the income tax liability and income tax receipts generated by other sectors of
the economy. See Update to Table 2 for tax year 2006. The tax year 2006 data contrasts
with the tax year 2004 and 2003 data (see the annual updates for those tax years), which
showed the retail sector as the most dominant portion of the corporate income tax base,
generating the largest amount of Kansas corporate income tax liability and contributing
the largest portion of the corporate income tax receipts. In tax years 2000, 2001 and 2002,
the manufacturing sector generated the largest amount of Kansas corporate income tax
liability (but not corporate income tax receipts).
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Update to Table 2: Tax and Credits Statistics by Industry from a sample of 402 Corporations for Tax year 2006,

Total Total NR Other Ref. Payment

Hindustry Tax Liability Credits B&J R&D HPIP |BMRE Cradit |Credits Net Tax Percentage
Mining (15) $27,326,264 $432,376 30 $0 $432,375 $372,559 $0| $26,521,330 97.05%
Utilities (7) $17,270,211 $120,853 $120,853 $0 50 $59,428 $0| 17,089,930 98.96%
Construction (7) $1,554,485 $458,969 $0 $0 $458,969 $41,213 $0 $1,054,303 67.82%
[Manufacturing (79) $03,182,246| $15820,796] $1,692,742] $1.011,608] $9,358,973] $6,252,843 $12,500]  §71,077,107 76.28%
Wholesale Trade (84) $35,821,279 51,156,496 $318,177 $366,367 $245,658)  $1,294,950 $0] $33,379,833 93,16%|
Retail Trade {59) $62,801,648 $4,192,164] $2,995,379 $40,215 $134,876] $2,040,475 $0] $56,569,019 90.08%
Transportation and Warehousing (14) $25,317,574 $701,446 $451,946 $0 $50,000f $1,182,357] $653,927| $22,779,844 89.98%
Information (27) $28,051,012 $3,827 606 $391,665  $1.608,328  $1,551,417] $4,816,026] $2,877,098] $16530,283 58.93%
__u_:msom and Insurance (28) $14,367,622 $1,178,626 $19,500 50 $760,943 $230,555 $0] $12,958,441 90.19%
_mmm_ Estate and Rental and Leasing (8) $3,425,412 $49,259 $0 S0/ $49,259 $54,434 $0] 83,521,719 96.97%
—_u«o_mmm_o:m__ Scientific, and Technical Se (19) $7,962,457 $2,126,418 $450,625 $1,902] $1,673,889 $43,263 $0 $5,792,778 72.75%
Administrative and Support and Waste Manag (19) $6,931,407 $1,018,312 $619,124 $154,535 $62,303 $372,558 30 $E,540,537 79.93%
Heaith Care and Social Assistance {(6) $1,087,864 $0 $0 $0 $0 $20,531 50 $1,067,333 98.11%
Accommodation and Food Services (9) $3,808,891 $243,659 $100,806 $0 $0 $110,180 50 $3,5655,062 90.95%
Other Industries (21) $9,265,517 $1,303,027 $529,107 $0 $841,420 $321,327 50 $7,561,163 81.60%
Total All Industries {402) $338,283,880| $32,738,993] $7.689,924| $3,182,953] $15,610,982| $17,212,700| $3,543,525| $084,788,672 84.19%

Other industries includes: Agriculture, Forestry, Fishing and Hunting; Educational Services; Arts, Entertainment and Recreation; and other service and industry sectors

not specified by the current codes



Update to Table 3. Suramary information for the corporations that claimed most B&J Credits from TY 2000 to 2006

Tatal Tax Total NR Total Ref. ) Paymeant
Sector (# of sample) Liability Credits B&J R&D HPIP BM&E Credits Net Receipts|Percentage
Manufacturing (59) $67,531,863| $37,267,842{%18,700,511] $6,293,472] $12,936,603] $5.235,676 $298,675] $24,729,670 36.62%)
retail Trade (53) $109,004,518| $16,061,993{$16,320,131 $0} $2,509,171] $2,195,276 SO} $90,837,249 83.26%)
Total {220) $292,809,702| $74,566,8241576,184,420| $9,900,266] $29,313,342 $15,073,565] $7,003,466| $195,348,038 66.60%)
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