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Executive Summary

Total tax liabilities have been calculated for hypothetical firms in
nine industries for each of six states in the region, Kansas, Colorado,
Towa, Missouri, Oklahoma, and Nebraska. Federal taxes have been included in
total taxes because of state and local tax payments, which differ across
regions, affect federal taxable income. The states have then been ranked
according to the total taxes a firm would pay in each of the states.

The study concludes that for all of the industries analyzed, Missouri
firms would pay lower taxes than firms in the corresponding industries in
other states in the region. This is due to a combination of low Missouri
tax rates and generous enterprise zone credits. In a ranking based on all

industries, Kansas places third lowest among the states.



Introduction

This report is a the second part of a two part study, Tax Structures of
& ortuctures of

Kansas and Nearby States. This volume of the study analyzes the tax

situation which would be faced by representative firms in each of several
industries in Kansas, Colorado, Iowa, Missouri, Nebraska, and Oklahoma. The
firms included in this study have been chosen to illustrate a Ccross section
of industries which might be attracted to locations in the region. The
industries examined include agricultural processing, manufacturing, tele-
communications, and data processing. The study is designed to rank the
States in the region according to business tax liabilities.

As illustrated in Part 1. of this study (Description and Data), the tax

structures of individual states vary considerably. Economic development
incentives such as new job and investment credits and property tax abate-
ments magnify the variations in state and local taxation. The diversity of
tax credits and exemptions across the states makes it difficult to judge
whether Kansas has high or lov business taxes in comparison with its
neighbors. The hypothetical firm study provides a way of evaluating the
combined effect of a state’s tax rates and tax incentives. The resulting
tax bills for hypotheticél firms in Kansas can be compared with the tax

bills in other states to assess the competitiveness of the Kansas taxes.



Methodology and Assumptions

Part 1 of this study (Description and Data) pointed out the importance

of tax credits, exemptions and deductions in determining the taxes which
will actually be paid by a firm doing business in Kansas or one of the other
states in the region. All of the states in the study provide tax incentives
to new manufacturing facilities, and a few of the states extend incentives
to firms in non-manufacturing industries as well. Many of the states
designate special enterprise zones in which additional tax benefits apply.
The abundance of such incentives makes it difficult to compare the business
tax structures of states, since so much of any firm’s tax environment will
depend on whether it meets the qualifications for various tax breaks.

The approach that we have taken in this study is to look at the case of
newv or expanding firms considering opening nev facilities in the region.
Hypothetical firms in each of several industries have been constructed. The
firms are assumed to qualify for all tax based economic development incen-
tives allowed for their respective industries. Firms locating in states
which designate special enterprise zones are assumed to take advantage of
these additional credits. The examination of new and expanding firms
focusses the study on the role of business taxes in Kansas'’s ability to
compete for new jobs and investment. This is not meant to imply that taxes
facing established firms are unimportant. However, a careful consideration
of the taxes facing these firms could not be carried out within the time
framework of the study. Moreover, those established firms which are growving
will probably qualify for the tax advantages granted to new or expanding

firms, and hence fall into the framework of our study already.



Profiles of the Hypothetical Firms.

Hypothetical firms were constructed for this study to represent a broad
range of industries, asset structures, and profitability. Included in the
study are two food processing firms (meat products and grain mill products),
several basic manufacturing firms (plastics, metal products, construction
machinery, motor vehicles), a high technology manufacturing firm (electronic
components and accessories), a telecommunications firm, and a data process-
ing firm. Profiles of the hypothetical firms in each industry were devel-
oped to reflect the amounts of various assets which would be used, the
costs which would be encountered, and the sales which would be expected.
The hypothetical data reflect national averages for firms in each industry.
Tables 4A through 12A present the costs, assets and sales of the representa-
tive firms. Details of the construction of the firm profiles are found in

Appendix A.

Tax Calculations.

The profiles of the hypothetical firms provide information which can be
used to calculate most important business taxes, including federal and state
corporate income taxes, unemployment taxes and worker’s compensation,
property taxes, franchise taxes, and sales taxes on business purchases.
Briefly, property taxes and franchise taxes are calculated on the basis of
the firm’'s assets, business sales taxes on the basis of the firm’s original
investment plus calculated replacement investment, and income taxes on the

basis of sales minus costs. A detailed discussion of the tax calculations

for each firm are found in Appendixes B and C.



Variations in state 1ﬁcome taxes and property taxes reflect state to
state differences in tax rates, differences in tax bases, and differences in
the types and amounts of economic development credits for which the firms
qualify. Variations in unemployment taxes are explained both by differences
in tax rates and in taxable wage bases. Worker’s compensation rates vary
widely across the states and account for differences in this payment.

An important feature of this study is that it fully incorporates the
"federal offset" to state and local taxes. State and local taxes are
deductible from federal gross income for corporations. This means that
federal taxable income and federal income taxes will differ across the
states. In states where state and local taxes are low, federal income taxes
will be high. The differences between the states due to state and local
taxes will be in part offset by counterbalancing differences in federal
taxes.

Tax calculations have been made for each of the first 15 years of
operation of the hypothetical firms. The major reason for considering
several years of taxes rather than a single year 1is that the timing and
duration of tax credits vary greatly across states. For example, Nebraska
allows a large S$1000 new employee tax credit in the first year that a firm
operates. Kansas, on the other hand, grants a much smaller credit, but
extends it for up to 10 years. Several years of tax projections are needed
to make interstate comparisons accurately.

The tax calculations in Tables 4A through 12A are reported in present
value terms. The present value of a future stream of payments is a finan-
cial concept which indicates the maximum amount of money that a firm would

be willing to pay today in order to avoid any payments in some specified



future period. Present value calculations are a tool used to compare
streams of payments which differ in their timing. The 15 year present value
calculations used in this study can be annualized to get a time adjusted
average over the period. The annualization factor used to convert the 15

year calculations to annual equivalents was calculated to be 8.3667.



Ranking of the States

Total tax liabilities were calculated for all of the hypothetical
firms under each state’s tax laws. Federal taxes were included in the
totals because of the federal offset factor described above. Table 1.
presents a summary of the ranking of the states based on total taxes. A
ranking for each industry wvas developed, and the resulting ranks were
averaged over the nine industries.

For all of the industries included in the study, a firm locating in
Missouri would pay lower taxes than a similar firm locating in any of the
other states in the region. This is due to a combination of low Missouri
tax rates and generous enterprise zone credits. Oklahoma ranks second,
primarily due to low property taxes. As shown in the industry summary
reports (Tables 4A through 12A), Oklahoma property taxes are among the
lowest for all industries except telecommunications. Kansas ranks third
among the states. Kansas state income taxes appear to be higher than
average for all industries, but this is compensated by lower than average
property taxes for qualifying firms in enterprise zones. For most indus-
tries, Tables 4D to 12D to show that overall taxes paid by a Kansas firm are
very close to the regional average. Exceptions are structural metal
products, where Kansas taxes are about 4 percent lower than average, and
telecommunications, where taxes are about 4 percent higher than average.
Kansas has neilther the highest nor the lowest taxes for any industry.
Nebraska taxes are the highest in the region overall, and four of the nine

specific industries.



The rankings of the states in Table 1. are confirmed by the rankings in
Table 2. Table 2 adjusts the total taxes paid by various firms by a measure
of firm size, the number of employees. The total taxes per employee are
then averaged over the nine industries. The ranking resulting from these
statistics is identical to the ranking in Table 1. In the ranking based on
total taxes per employee, Kansas and Oklahoma are very close.

The findings of this study should be viewed with two qualifications in
mind. First, the results are based on the assumption that firms locate
within a state in the areas where the largest packages of tax breaks are
available. 1In contrast, an actual firm may pick locations outside enter-
prise zones. Second and perhaps more importantly, tax considerations are
only one of many factors which influence a firm’s location. The avail-
ability of well trained labor, quality education, good public services, and

good transportation may easily outweigh an unfavorable tax ranking.



Table 1
Ranking of States for each Industry

(1 = lowest tax liability)

SIC KANSAS COLORADO  IOWA  MISSOURI NEBRASKA OKLAHOMA

201 2 6 4 1 4 5
e s s e o e -
TR 3 i s o 6 2
BT ‘T s s o 6 2
Sy 2 6 . o 3 5
e i 2 s T 6 3
e s e e . e e
el s 2 6 T s 3
o s 2 6 o s 3
AVERAGE  3.22 3.89  4.89  1.00  5.00  3.11
oveRaLL
RANK 3 4 5 1 6 2

Overall rank based on averages.

Industries:

SIC 201 meat products

SIC 204 grain mill products

SIC 307 misc. plastic products

SIC 344  fabricated structural metal products
SIC 353 construction and related machinery
SIC 367 electronic components and accessories
SIC 371 motor vehicles and equipment

SIC 481 telecommunications

SIC 737 data processing and computer services
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Relative Size of Tax Differentials

For all industries, tax differences between the highest and lowest
taxed states, and between Kansas and the extreme states have been calcu-
lated. These tax differences have been expressed as a percent of before tax
profits, as shown in Table 3. The difference between the high and low taxed
states is fairly small for meat products. The difference for five of the
industries is around 6 to 7 percent. Two of the industries, structural
metal products and motor vehicles, have tax differentials in the 9 to 10
percent range. The tax differential for telecommunications is more drama-
tic, amounting to 18.7 percent of before tax profits.

The difference between Kansas and the lowest taxed state indicates that
Kansas falls in the mid range for most industries. For meat products, the
difference between Kansas and the low taxed state is small; for telecom-
munications it is relatively large.

Although these findings show significant differences in the profits
that a firm would experience in the various states, the findings should be
interpreted cautiously. Differences in labor costs, labor productivity, or
materials costs could easily cause profits differences as large as those
caused by taxes. Unfortunately, a complete examination in business cost

differences between the states was beyond the scope of this study.
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Table 3

Profit Differences as Z of Kansas Profits

Difference Difference
SIC Code High to Low State Kansas to Low State
201 4.58 1.84
204 6.83 4.06
307 612 2.84
344 10.05 2.58
353 6.57 2.97
367 701 3.386
371 9.16 3.68
481 18.71 14.71
737 6.06 4.38

12



Profiles of the Nine Industries

This section presents the firm profiles and tax data for the individual
industries. Tables 4A through 12A show the costs, assets and taxes for all
firms in all states. Tables 4B through 12B show taxes in each state as a
percentage of Kansas taxes. Tables 4C through 12C show the profitability of
the industries. Finally Tables 4D through 12D compare Kansas taxes with
regional averages.

Because the individual industries in this study differ in terms of size
and profitability, absolute differences in the levels of taxation across
industries are to be expected. Of more interest is the relative composition
of Kansas taxes and a comparison with regional averages. 0f additional
importance are the relative differentials between the high and low states,

and the Kansas position between the extremes.
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Industry 201: Meat Products

Kansas taxes in this industry are about average for the region. The
state income tax comprises a relatively high proportion of total taxes, and
consequently, property, and labor are relatively low.

Among the nine states, the profit differential between the highest and
lowest state is smallest. The differential between Kansas and the lowest
taxed state is also small. In terms of taxes alone, this is the industry
vhere Kansas has the greatest ability to compete against the low taxed

state.

14
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Industry 204: Grain Mill Products

Overall taxes in Kansas are about average for the region. Kansas
income taxes and sales taxes are relatively high, and property and labor
taxes are relatively Ilow. Federal and Kansas income taxes comprise the
largest share of total taxes among the nine industries. The profit differ-
ential between Kansas and the lowest taxed industry is 4.06, third highest
among the industries. In terms of taxes alone, Kansas is having some

difficulty competing in this industry.

19



HTATEA R S7¢T0LYS £G8L9LS %GT"Z0YS 8L E6ES £26°86£S QAZITYNNNY
98Y‘ZBTCS TLE16E‘ES 9T/°LL0°ES 6TG GI9E°ES 129°v6T°CS 899°/CEfcs TVLOL
0% [8ELTS 0s 0s TTE 98 908°G1S SATVS
816°%1$ 606 7S 888°‘8S €8.8 0% 58798 ASTHONVYEA
%25°09$ 806°612$ 799983 z09°Ce1S T1€°801% 01L‘6%S AI¥Ad0¥d
6CY111S £67 ‘998 G80‘08$ 760°2LS 870°021$ 1£€°68S *dH0D YEMYOM ANV * AOTdWANN
#%1°09€$ 9%7‘69€S GBT‘EYS 164°L0GS 2199088 08%‘627%S XVl FWOONI HIVIS
TLYSEL TS B8T9'GTLTS G6/L°8GBTS 097°799°TS %9Z°CGL TS 9GG°9%/°TS XVl AW0ONI TvyAadd
NOILVYAd0 SYVAL GI
:SAXVI 40 INTVA INISHId
Z19°196$ £81°996$ 796°%00°1S G/8°GE6RS 69G°896% 806G ‘G963 aaZ I'TYNNNY
L0S°S%0‘8S Zv1‘/B6°LS 61T‘80%‘8S LLI‘0E8‘/S [LIL°EO1°8S GOI“BL0°‘8S NOILVYHEd0 S¥VAL GI
AHOONI ATIVXVLI "add :INTVA INISHIJ
[22°21S IRAANA LS 12TET1$ L2T°T1S 130 CIs LTT'TIS INIHAVd INF¥ TVIOL
Z0L°198 Z0L19S 70L°19% 0L 198 T0L“19% TOL 198 INIHAVd ILSAYALNT
9/°0 9.0 9/°0 80 9.0 9,70 0ILVY ALINDI/1GFA
vL6°701S 9/Z°001$ 86/ °L6S 080°%11S ov1°66$ 196°86$ NOILVIDHYdEd TYNNNY TYOILIHLOALH
1/%°962S 1L7°96CS 179628 1L%°962S 1L%°962S 1L%°962S XYOINZANI TVOIIFHIOJLH
8/%‘T08S 8.%°2708S 8/%°T08$% 8/%°708S 8/.%°708S 8/%°T08S% A9ANTHOVH TVOIIFHIOJLH
1€€°L2%S 1E€“LT%S$ TE€“LTYS TEE LTYS 1e€‘Levs TEC /298 SONICQTING TVOILAHLOJAH
CELTYS gecLievs €EL TYS €EeLE TS €L TYS €ELTHS ANVT TYOILAHIOJLH
S1ASSY TVOILIHLO4AH
9I%°09L°TS 91%°09L°TS 91%°09.°CS 91%°09L°CS 91%°09L‘TS 91%‘09.°TS STVINALYW 40 1S0D TVOILAHLOJAH
IS% 197 9SS TISvTI9%‘vS T1S% T19%‘%S 1G%°19% ‘%S 1S%°19%‘vS 1G% 19v ‘%S SATVS TYOILAHIOAAH
©9¢‘Eys 79g‘EVS VIR R4S 9 ERs %9 ‘CHS %9 ‘eHs INIWAVd SIIJANAL S ¥IL0TIHI
ZO%E1S 608°LS 969 ‘6$ 801°LS ¥88‘%1$ ¥9€°01$ (TV101) INHWAVd DM S YHAOTIWH
98% ‘TS 669°1S 991§ 106°€S 888°T1S WARNAS (IVIOL) INZWAVA IN S 9IA0TIWH
GS6%°228 S6%°22$ S6%7°7CS S6Yv‘T7ZS G6%‘2ZS 6% ‘2CS (IVL01l) INFWAVA SS S ¥IA0TINI
%(5°801% %LG°80T1S %/G°80T1$ %/G°801S %(G°801% %4G°801§ ¥AALO
(%0908 (7049028 (%0°90Z$ L%0°90T$ L%0°902% L%0°902$ NOIIONQ0¥d
129°v1€8$ 129°%1E$ 129°%1¢€S 129°vI€ES 129°%1¢E$ 1Z9°%1€S TI0¥AVd TYOILIHIOJAH
€1 €1 €1 €1 €1 €1 SHAROTINE # TVOIIZHILOJAH
%07 %07 20T 20T %0T 702 4000 IS
YHOHVTAO VASVIgIN TYNOSSIH VHOI 0av¥07102 SYSNVA 11M0dTY AIYHWAS

VS 419Vl

20



%5€°86 Z19° 101 Z1C°C6 %Z€8°001 Z1L°86 2007001 TV10L
#£00°0 2007011 %#00°0 20070 #Z00° 0% 007001 SHTIVS
%88°61C #£88°¢% Z00°1€1 Z5G°11 %Z00°0 #00°001 ISTHONVIA
ZSLT1C1 Z8E°ThY e YLl 289°9%¢ Z68°L1T Z00°00T AL4dd0dd
AL 9T Ale vL 259768 Z0.°08 Z6E° %1 #00°001 *dW0D ¥ENIOM ANV ~“XO0TdWENM
498°¢8 #%86°6G8 %480°01 FAYAR 0! Z%6°0L #2007 001 XVI FHOONI HLVIS
#£09°66 48786 460°%01 ZE6°96 %2001 2007001 XVI1 HWODNI TVYdadd
VHOHVTAQ VASYIEEN TUNOSSIN VHAOI 0avya07102 SVSNVA

SEXVIL SVSNVJ DNIANOJSTY¥0D 40 HIVINIDYEd SV SHXVI

g6 d149VL

2



%8S vE %6S°GE %61°2€ XELGE %06 %€ 26" %€ 1T301g Jo y ‘saxe] Te10]
%000 %81°0 %00°0 %00°0 %L0°0 ZL1°0 11J01d Jo % ‘xe] SOTES
Z91°0 %€0°0 %60°0 %1070 %00°0 %L0°0 113014 JO % ‘@STydURIY
%%9°0 %0€°C %16°0 %0€° 1 ZE1°1 %2570 11301g 30 % ‘xel A1asdoig
%171 %69°0 %Zv8°0 %9070 %9771 %%6°0 11301g jo z ‘OM pue 1IN
%6L1°¢€ 2ig*g %S0 %6€°6 %Z61°¢€ %05 % 113014 JO % ‘saxe] dwodOUl 231BIS
%61 8T %9%° 8¢ %0661 %5T°8¢ %58° 8¢ %SL° 8T 11301d JO y ‘soxe] TeIapay
ZvE€°0- Xt- %90°Y LT %0570 %0070 173014 sesuey y ‘S0uUsI933ITQ 1T3F0Id
%99°66 %66°86 %90 %01 %ET° L6 %06 001 %00°001 11301g Sesuey jo % Se 11301g
%01°89 Zv9° 19 Z01°1¢ %% 99 %L9°89 Z€€°89 s1essy [®iol JOo % ‘11joig
887°890°TS %IE‘190°TS 66S‘STT‘IS 96E°CTYO‘IS 9¥¥‘LLO‘1S T60°TLO‘IS (sexey] 1913V) 113019
1£2°040°1$ T99°190°1$S T99°9TT“IS 68Y‘TYO‘IS 9%%LL0°1S €06°TL0°1S Xe] SWOOUT P34 2I1033¢ 1T13J01d
IE‘ETT IS G6L°GOT‘IS GEBITI‘IS IBI‘EOT‘I$S T198°EIT‘IS SGETHTI‘IS SaXe], dWOOUT 210F3¢ 31301
IGY‘GET IS 0SELO7T IS [£TBTYI‘IS SHS9T1‘I$S S8Y IVI‘IS #99°I%1°1$ sexel [Ty @a310Fag 113014
VWOHYTIO  WISVMEAN  T¥NOSSIN YAOI 0av40102 SYSNVA

S1ONQ0¥d TIIW NIVYD :¥0Z A¥ISNANI
SYSNYA 0L NOSI¥YVAWO0D ‘1LId0dd

26 d19VL

22



2647901 %8691 2€6°61 2114 Z1L° L1 ALTTIEVIT XV TV10L S.¥0T 2IS
0 INAD¥Id V SY XVI TVO0T ANV ALVLS

%87 801 €06 ‘G¥SS #49/°G19S TT6°81TS TITC16GS IVI0L XVI TVD0T ANV HIVIS
Z0% 101 G9G‘16Z°ES zLE16E°CS 91L‘LLOES 899°/€E€°€ES SAXVI TVIOL
%00°0%¢ 98598 LBECLTS 0% 908°G1$ XVl SATYS
Z%L 811 y1L°GS 606°CS 888°8S G898 XVl ASIHONVHA
%250 9% £€66°L01S 806°61ZS #9998% 01L°6%$ XV1 AI1¥dd0dd
%6€°66 08868 £6C°99$ G80°08$ T€€°68S *dHOD S ¥IMYON ANV INFAHAQTAWANN
216121 0LL°GEES 9%Z‘69€S g8z iews 08% ‘6TvS XV1 AWOONI HIVIS
%€0° 001 €99°GH/ ‘TS 8T9°GTL TS G6.°858°TS 965 9%/ ‘2§ XYL FWOONI TvdEadd
:(NOILVYEd0 ¥VHAX GI) SEXVL

%00°001 167 19%‘%$ IS 19 ‘%S 1S 197 ‘98 ISY 19% ‘%S SATVS TVNNNY TYIOL

WISYHIAN TINOSSIH
9AV % NVA 9NV AIVIS ISAHOIH HIVIS ISTIMOT  SYSNVI

S3onpoid TITH UTBI) %07 OIS

se8e1aay TeuorSay pue Sa1e]1S 1S°A07T pue 1Say3TH

as °I1qelL

23



Industry 307: Misc. Plastic Products

The miscellaneous plastics industry is an average industry in terms of
taxes. In Kansas, both the total level of taxes and the distribution of the
individual taxes comprising the total are rather average. The profit
differential between Kansas and the lowest taxes state is small, third
lowvest among the industries. In terms of taxes, Kansas should be able to

compete well.
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Industry 344: Structural Metal Products

Kansas taxes are somewhat lower than average for this industry.
Although state income taxes are higher than the regional average, this is
compensated by relatively low property and labor taxes. The differential in
profits between the Kansas and the lowest state is second lowest among the
industries. In fact, Missouri and Kansas taxes are nearly the same.
Additionally, the difference between Kansas and the highest taxed state is
large. On this basis, Kansas has a large relative advantage in this

industry.

29



099 ‘%G$ 696°6%S 87993 8%0°1GS 696°95S TEG 6%S AIZITVNNNY
12€°LG%S LL0'E1%S [8T°06E€S 701°L2%S 79991 %S 61V vIvS Y101
0$ z8%‘cs 0$ 0$ 766°1$ %86 ‘%S SHTVS
GEB‘HS 7EL'TS 888°‘8$ 06%$ 0$ 8L6°18 ASTHONVII
€9/°12$ 78 ‘4SS 687°61S 19%°EES E6°wES 876°G1S AL¥ddodd
GOE‘6S1S 89¢‘09% £09°/8$ 9Z8‘%I11S 6€1°502S 8EG°L6S *dH0D YINI0A ANV - AOTJWAND
607°GES 908°9Z$ (gsv‘cs) €T10Es 19€°€2S 9/%‘Z¢ES XVl AWOONI HIVIS
602 ‘9€TS c08°€92ZS 6G6°64TS G0z ‘84S L1T 12TS S6% 1928 XVl FWOONI TVYIadd
NOILVYEd0 S¥YVIX GI
1SAXVI 40 ANTYA INAST™
7EYTITTS AR TALS AL R TARS OIT‘SIIS 078901 #81°611S QAZITVNNNY
9€£*ZE6S G60‘EO0‘TS 91G‘#¥0°1S €£60°€968 S68°€68S TL1°1668 NOIIVYHAd0 SYVIAX GI
FHOONI HTAVXVI *Q@dd :INTVA INASHEd
99/'6% 99/ ‘6% 99/ 6% 99/ °6S 99/°6% 99/°6$ INAWAVd INTY TVIOL
958°%Ts 968‘%Z$ 968 %Z$ 958‘%T$ 968°%ZS 958‘%eS INIHAVd 1SAMHALNI
96°0 96°0% 96°0 960 96°0 96°0 O0ILVY ALIN03/1gdA
8¥9‘/Z$ 09%‘82S 8%9°/28 8%9°/2Z$ 0z8‘L2TS L10°8TS NOIIVIDEYdId TYNNNV TVOILIHIOJLH
%#98°681S$ 798°681S 798°681$ %#98°681S %98°681S %98°681% RY0INIANT TVOILAHIOAAH
119°8L1$% 119°8L1S 119°8L1$ 1198418 1198418 1198416 RYANIHOVH TVOILAHLOAAH
I7€°L218 I7e LT1S 1€LT1$ 7€ L2168 I7€“L21$ IvELTTS SONIQTING TYOILAHLOJAH
YELTIS ¥ELTTS ¥ELTIS wEL'TIS EL TS VANAA §S aNVT TVOILIHIO4LH
SIASSY TVOILAHIOAXH
0€S‘6/9% 0E€G‘6/9S 0ES ‘6498 0EG‘6.49S 0€G 6498 0£G ‘6498 STVYIMALIYN 40 1S0D TVDILIHIOJLH
8ZE'6IT 1S BTE‘6TT‘IS BTL61T‘1S 8TL6IT'IS B8TZE6IT‘IS 8IE‘GITIIS SETVS TVOIIAHLOJAH
zOE‘1ES ZOE‘1ES ZOL1€ES zTOE‘1¢gES zog‘1es A0 R £ XS INAWAYd SLIJANAE S.YAX0TIWT
£L0°8I1S 65698 Z81°01S 9GG 11S 06%°GZS %769°01S (TV101) INIWAVd DM S MAXOTAWI
GeE8'es 119°2S 705°2Z$ [S6°GS £88°CS 92L°¢ES ("IVvI0l) INAWAVd IN S.¥AXOTAWI
LYY 618 Loy 618 L7618 Ly%i61S LY% 618 LYYE61S ("IVI0L) INIWAVd SS S 9AX0TANI
8%6 ‘%GS G9E‘zOIS 69t ‘201S$ G9EZO1S G9E‘Z01S G9EL‘201$ ¥AHLO
170°L12S GZ9°691% GZ9°691S GZ9°691$ GZ9‘691S GZ9°691S NOI1ONnao¥d
066‘1.T$ 066°1LTS 066°1LTS 066°1.42$ 066°14T$ 066°1L28 TI0¥AVd TYDILIHIOdAH
€1 €1 €1 o | () €l SHIXA0TINA # TVOILIHIOAAH
Va4 %¢ whe VA2 %€ #%¢ 400D OIS
YHOHYTAO VISVIEAN TENOSSIH VHOI 0avi0109 SYSNVA 1190439 LAVHHNS

V. 314V



ZSE 011 %89°66 #81°%6 #Z90°¢€01 #¢0°GT1 4007001 TVLOL
Z00°0 2007011 20070 Z00°0 200°0% 2007001 SHTVS
205 %ve 269°.8 “SY 6y £8L°%2 Z00°0 #00°00T HSTHONVHEA
Z9%°9¢t1 4£C9°1%¢E 2567021 Z18°60C Z%E°9G1 42007001 A1¥3d0¥d
4ZEETE9I #08°29 Z18°68 ZTLTLTT ACE°01T Z00° 00T "dHOD YEMYOM ANV ~AOTdWANN
ZT% 801 47578 4260791~ ZSL°T6 AE6° 1L 4007001 XV1 HHOONI dIVLS
AZEE°06 4887001 %#90° L0T %C6°%6 Z09°%8 2007001 XV1 HWOONI TvYaadd
YHOHVTA0 VASVIGIN TUNOSSIN VMOI 0dvy07102 SYSNVA

SHXVL SVSNV DNIANOdSHYE0D 40 SADVINIDYId SV SHXVL

g/ dT4VL

31



%1€°GE %90°2¢ ZY1°0€ %86 € %58°9¢ %60°2€ 11J01g 3o % ‘xel TElO]
%0070 %E7°0 %00°0 %00°0 %51°0 %6£°0 11J01g 3O ¥ ‘xe] S3TES
%L€°0 %E1°0 %69°0 Zv0°0 %0070 ZS1°0 173014 Jo % ‘asiydueiy
%89°1 %ET"Y %671 %8G°2 %€6°1 ANAN 113024 30 % ‘xel A1xadoxg
Z0€°2C1 %Ly 29L°9 %08°8 %98°G1 b (oA 1T301g 3o % ‘Op pue 1IN
LT %80°¢ %T°0- 2EL"T %18°1 %15°¢ 1TJ03g Jo % ‘saxe], dwOduI 3IEIS
%9781 %8% 02 %2912 %1761 %01° L1 %5702 113014 Jo y ‘saxe] TeIspad
%20°G- %S1°0- %85°¢ %09°1- %Yy L- %0070 11joag sesuey y ‘90uUL1333TQ 1T30ad
%86 %6 %58° 66 %8S 201 Z0v°86 %€5°T6 %00°00T1 11Jo1g sesuey Jo y Se 113j0ig
%69°61 %0L°0¢ %9712 %0%°02 %81°61 %€L°0T S19ssy Te10] JO % ‘113014
0E1‘001$ 192°G01$ v1°801S I7L°€01$ ¥SS L6S vTY OIS (sexe] 1213V) 113014
79¢‘8T1$ 16L°9€TS €09°1¥1$ LOYEETS v66‘€T1S 8L9°9€1S XeJ SWOdUI P34 21039 11J0ig
0LG°ZE1$ S66°‘6E1S 1S6°0%1$ LOO‘LETS 98, °921$ 0950718 sexe], awodu] 3103J3g 3TF0id
68L‘¥G1S LL6ESTS 68L‘¥G1S 68L°%S1S$ 819°%S1S 09€ ‘¥G1$ soxel IV @2103jag 11j01g
VHOHYTIO  VASVYgaN T¥NOSSIH  VAOI 0av40102 SYSNVA

SI1ONA0dd TVIIW TVINLONELS dILVOI¥IVd ."ﬁqm A4LSNANT

SVSNVJ Ol NOSI¥VAW0D ‘lLId0¥d

oL dTEVL

(s3]
(381



Z11°68 2191y %265 €S %LT°8T %206 °9¢€ ALITIEVIT XVI TVI0L S.%%E JIS
A0 INFOWEd V SV XVL TVD0T QNV HIVIS
%76°G8 €66°LLTS LTY¥°GSTS LTEOTIS £T6°CG1S TVI0L XVI T¥D0T ANV FLVIS
%T%°96 608°62%S 75%9°9/%§ /8T 06ES 617 71%S SAXYL TVIOL
%00 °0%¢ L10°TS 766°1S 0$ 786 %S XVl SHIVS
261799 186°TS 0s 888°8$ 8/6°T1S XV1 ASTHONVIA
%EE 9GS £1£¢82S €6 ‘YTS 687°618 876°‘S1$ XVI AI¥HEd0¥d
%0L°08 £98°0718§ 6€1°602S £09°/8S 8EG ‘L6 *dH0D S YIMMMOM ANV INIWAOTIHINN
ZTL°9¢E1 ¥GLETS 19€°€2S £Gv“6s- 9L%7°TES XV FHOINI HIVIS
Z%8° €01 G18°1G2S L1E*12TS 6S6°6LTS G6v° 19TS XVI FWOONI TviEQdd
:(NOIIVYEJO ¥VAX GI) SAXVL
%200°001 8ZE 61T 1S 8ZE6IT 1S 8ZE‘61Z1S 8ZE‘61Z 1S SHTVS TYANNY TVIOL

0av¥07102 TYNOSSIH
OAV % NVA AV AIVIS ISHHOIH HIVIS ISTIAOT  SYSNVA

S1onpoig TeIaH "19NIIS "qBj 4% OIS

so8eiaAy TRUOTS9Y pue S91B1S 1S2A07T pue 1saystg

as °19eL



Industry 353: Construction and Related Equipment Manufacturing

The construction machinery manufacturing industry is another rather
average industry in Kansas and the nearby states. Although property taxes
do represent a somevhat larger share of total taxes for this industry than
for other industries, the difference is not large.

Among the nine states, the profit differential between Kansas and the
lowest taxed state is average, ranking fourth out of nine. The differential
between the high and low taxed states is also average. In terms of taxes,

Kansas has an average ability to compete in this industry.
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Industry 367: Electronic Components and Accessories

This industry has relatively low profits as a percent of total taxes.
Not surprisingly, income taxes as a percent of total taxes are relatively
low and the property tax share of total taxes is relatively high.

Between the high and low states, the difference in taxation as a
percentage of profit is quite high. Kansas falls about mid-range between

the high and low state, and should be able to compete well against the

higher taxed states.

39



897 °09$ 969°£9% ZETTSS 668°19% 121098 999°09¢% AIZTTVNNNY
042 706$ 619°6GSS 141°9€%S 068°L1G$ 078°€0GS %G L0GS TVLOL
0$ Gl2'6TS 0$ 0% 9%79‘018$ %19°92$ SATVS
118°6% 606°TS 888°8S GG9S$ 0$ 181°%$ ASTHONVIA
#8E1YS 8YLETS 106°16$ 6E%°08S 18€°G9S %€Tees A193doud
68G°1LS 81.°%wES 69€ ‘0%S L16°9GS 188°6GS 711°96% *dW0D YEIMOA ANV " A0TdWANN
688°0%S 690°6ES (9%1‘6%) GBS ‘%Gs 8/9°CTS 191°¢%S X¥1 FHWOONI HFIVIS
89G‘0O%ES 991°91€$ 8GG ‘#vES 769°GTES GETSYES 0LT ¥¥vES XVl AWOONI Tv¥aqdd
NOIIVYIdO S¥VHAX GI
PSEXYI 40 dNTVA INASHE
£8EEV1S LI% LETS 6£9¥H1S 0G8°8C1S GOB YH1S 60G‘7H1S adZ I TYNNNY
TY9°661°1S GB6'SET1S #ST'O1Z'TIS E€IL°19T°1S 1w TIZ 1S 190°60C°1$ NOIIVYEdO SYVHAL GI
FHOONI ATIVXVL "Qdd INTVA INISHEd
%06 11S 706°11% 706°T1S 706°11% %06°T1S Y06°11$ INIHAVd INT¥ TVIOL
€12°8%S grziers T141es c1z8%s c1Z8%$ c€178%¢$ INIHAVd ISTIAINT
88°0 88°0 Vil | 6°0 88°0 88°0 0ILVY A1IN0I/193a
6¥Z‘E0T1S 0ZE“LOTS 8¥Z ‘€01S 6%C‘€01S £€97°%01% %8L°G0T1S NOILVIDAYAHA TVNNNY TVOIIIHLOJAH
L21°2€28 [z14zees 1T et LT1°TETS LT1T€TS LT12¢8TS KMOINIANI TVOILIHIOJLH
£88°9/%8 £88°9/%% £88°9.%S €88°9/%S £88°9/%% £88°9/%S IMANTHOVH TVOILAHIOJLH
9ZG ‘€628 975‘€6TS 925°€62S 9ZG°€6TS 926°€62S 926°€62S SONIATING TVOILAHLOdAH
£GE‘62S £6£462S £6E‘62$ €ce6es €GC6TS £€GE 678 aNvT TVOILIHIOdAH
S1ASSY TYDIIAHIOAAH
7L6°66%S TL6°66%S 7L6°66%S TL6°66YS TL6°66%S TL6°66%S STYIYIIVH A0 1S0D TVIIIAHIOJAH
08€‘/0E°TS 08BE“/Z0E“1S 08E/OE‘TIS 08E‘LOE‘TS 08E‘L0E‘TS 08L LOETIS SHTVS TYOILAHIOIAH
190°8%S 190°8%$ 190°8%S 190°8%$ 190°8%$ 190°‘8%$ INIHAVd SITJANTE S:¥AAOTIWA
€148 96°TS 818‘¢S G0Z°ES L67°9S 806 ‘%S (TVI01) INIWAVd OM S ¥IX0TINI
9y798 rASA 13 101 ‘%S LOL°6S G99°%$ LS098 (Tv101) INFWAVA IN S.¥AA0TdWI
106°92$ 106°9TS 106°92S 106°92$ 106°92$ 106°92$ (TV101) INIWAVA SS S ¥IX0TIWI
7ZE4661S #ZE661S ¥2E 6618 %7ZE4661S %2E 6618 7ZE 661S ¥AHLO
8169418 BI6°9/1S 8169418 8169418 816°9L1% 816°9L1$ NOILONao¥d
T7T9LES AFALTARS A FAR VAR A XA VAR AT TA%S A XA VAR TTO0¥AYd TVDILIHIOdAH
L1 L1 A} L1 Z1 L1 SHIXOTIHE # TYOIIAHLOJAH
L9€ L9€ L9€ £9€ L9€ L9€ 4000 DIS
YHOHVTIO VASVIGaIN TYNOSSIK YAOT 0av407102 SYSNV 1190dFd R9VHWOS

V6 dT4VL

40



Z7€°66 ZGT°0T1 46768 Z€0° 201 %29T°66 2007001 TVLOL
20070 Z00°011 %00°0 Z00°0 #£00°0% %00°001 SHTVS
ZE9°9ET %8G769 %9G°T1¢ £L9°G1 Z00°0 200°001 dSTHONVYA
YAAIR A ZL9°E1Y 296 °%S1 #70°The Z€L°961 4007001 A194d04dd
£8S7LT1 ZL8°19 276" 1L 4¢L°001 Z1L°901 #00° 00T *dH0D ¥HNYOA ANV °A0TdWENN
VL6 4TS 06 Z61°1¢- ZL%79T1 VoA A 4007001 XVL HWOONI HLIVLS
%C6°86 Z%8° 16 %80°001 209°%6 %Z87°00I £00°00T XV1 AWOONI TVydadd
YHOHVTAO VASVIGEN THNOSSIN vnoI 0avy0102 SVSNVA

SEXVI SYSNVX DONIANOdSE¥Y0D 40 SIIVINIDUAL SV SHXVI

46 d19VL

41



%ST 1€ ZEY°GE %18°8¢ %01°2¢ %6€° 1€ %88° 1€ 113014 Jo z ‘xe] Te10]
%0070 %58° 1 %00°0 %0070 %9970 %0971 113014 jJo y ‘xel sates
%19°0 %81°0 %S5°0 %%0°0 %00°0 %9270 113014 jo 3 ‘astydueiyg
%96°¢ %0L°8 261°¢ %66°Y %L0"Y %60°2 113014 30 7 ‘xe] A31adoag
vy %0T°¢ %05°C %06°¢ %EL°E YIS 113014 3O % ‘DA PpuE In
%€5°T YT %€5°0- %8€°¢ 171 2L 1TJ01g Jo % ‘Saxe] SwoduI 3IBIS
Z11°1C %20°02 %60°€2 %61°0T %187 1¢ %79°12 1TJ0ad Jo % ‘sexe] [eIapay
%261°0- %09°¢G- %9¢°¢€ AL & %60°0- %00°0 1TJ01g sesuey y ‘SousIa3JIQ 311301d
%18°66 Z0%" %6 %9€ " €01 %6586 %16°66 %00°001 113014 sesuey Jo y se 311301
%58°C1 %817 21 %0€°€1 269721 %98°C1 %L8°T1 S19ssy Te10L JO % ‘3T301g
0LS°TETS BLE'STIS €8Z‘LETS  8E6‘OETS L69°CTETS L18°ZE1S (sexey as13y) 113014
SLT ELTS L91°€91$ 808°181S 998°691$ 096 ‘€L1S v96°ELTS XeJ, SWODUI PaJ 21033¢ 113014
Z91°8L1$ 9€8°/91% G6L°081S  06£°9L1$ 0L9°9L18 ETI 6L1S Saxe] Swoduy a1033g 3ITF0Id
LEB TOHTS C9/‘881$ 8€8°T61S LEBTH1S €78°161$ Z0E‘061S sexel IV @1o03jag 11joig
VHOHVTIO  VASVY4IN T¥NOSSIN  VAOI 0av¥0T00  SVSNVA

SETY0SSEIIV ANV SINANOJWOD DINOYLOATE ."hwm A4LSNANI

SVSNVY 0L NOSI¥VAWOD ‘I1I40¥d

26 dT9VL

42



%80° L6 291°¢€¢ %0G° €Y %G8°61 %ZL1°2€ ALTTIGVIT XYL TVIOL S./9€ OIS
J0 INO¥dd V SV XVI TVD0T GNV FIVIS
489796 G16°891¢ ESYERTS B/T°T6S 0€‘€91¢$ TVIOL XVI TVD0T ANV HIVIS
%65°66 859 °605S 619°65G6S 908 ‘#9%$ %.G°L0GS SAXYL TVIOL
wwmuoem 680°11$ SlLT6Ts 0s$ 71992 XV1 SETVS
4 m.qm LO7° %S 606 ‘C$ 888°8$ 181°%$ XVl ISTHONVYA
mmq.mm LEE 895 ¢8Y7°LETS 10G°16$ vETEES XV1 A1¥Ed0¥d
er-s I moﬁ.mmm mﬂh.qmm 69€‘0%$ %11°96S *dH0D S.¥DYOM ANV INZWAOTAWANN
Nmo.~m~ 786 1£$ 690°6€S 08%°8$- 191°¢%S XV1L FWOONI dIVIS
01 EYLO%ES 991°91¢$ LTS TLES 0LT¥%ES XVl dWOONI Tvdaqdd
:(NOILVYAd0 ¥VAX G1) SHXVI
%00°001 08€“/0E“1S 08E“L0E°1$ 08E“L0E“TS 08€°L0£°1S SATVS TYNNNY TYLOL
. VISVEEIN T¥NOSSTH
DAV % NV AV dLVIS ISHHOIH FIVIS ISAMOT  SYSNVY

S9110SS200y pue sjusuodwo) DTuOIIIITH :/9€ IIS
sa8e1aAy Teuor33y pue sajelS 1Samo] pue 1saydrg

a6 =19eL

43



Industry 371: Motor Vehicles, Parts and Equipmeﬁt

Taxes are a fairly high percent of profits for this industry. Worker’s
compensation and unemployment insurance are relatively high in comparison
with most of the nine industries.

The difference in taxes as a percent of profits is 9.16 percent between
the highest and lowest states. Kansas ranks second among the states

overall, and should be able to compete well.
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Industry 481: Telecommunications

Telecommunications is a unique industry. A firm operating in Kansas
would pay over 43 percent of its before tax profits in various taxes; this
is the highest rate among the industries. In Kansas, property taxes
comprise an extraordinary share of total taxes, ranking just behind federal
income taxes.

The high to low state difference in taxes as a percentage of total
profits is greater in this industry than in any other, 18.7 percent.
Kansas taxes are higher than in any state except Iowa, due primarily to high
property taxes. The difference in taxes between Missouri, the lowest state,
and Kansas amounts to 14.7 percent of before tax profits. The Missouri

advantage is very great.
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Industry 737: Data Processing and Computer Services

For this industry, the interstate differential in taxes is about
average, 6.1 percent of profits. The difference between Kansas and the low
taxed state, Missouri, is fairly large, 4.38 percent. In comparison with

Missouri, Kansas taxes are relatively large.
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Appendix A
Details of the Firm Profiles

Hypothetical Number of Employees

Data from County Business Patterns were used to calculate the median

number of employees per plant or establishment in each industry. These
statistics were then used as the hypothetical number of employees for the
representative firm in the manufacturing industries. The median number of
employees per plant proved to be quite small. This is consistent with 1986
data on new manufacturing provided by the Kansas Department of Commerce,
which indicate that about 85 percent of new Kansas manufacturing firms hire
fewer than 50 new workers. For the service industry included in the study
(data processing and computer services), median firm size was also calcu-

lated from County Business Patterns. However, the median firm size was

smaller than four employees. For this industry, we chose a somewhat larger
than median firm, one with 10 employees. About 30 percent of firms in the
data processing industry have at least this many workers. For telecom-
munications, we somewhat arbitrarily picked a firm size of 100 employees.
It should be noted that any of the firm profiles can be scaled up or down to

represent realistic firm sizes.

Hypothetical Payroll, Employer’s Benefits, Social Security.

For manufacturing industries, payroll figures were taken from the 1985

Annual Survey of Manufactures. All costs including payroll are measured in

1985 dollars. Since the units of measurements (1985 dollars) are the same
for all states, the failure to adjust costs for inflation between 1985 and
1987 has no consequence for the relative rankings of tax payments across the
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states. For data processing and telecommunications, payrolls were obtained

from County Business Patterns, 1984, and adjusted for inflation to 1985

dollars.

Employer’s benefits payments include contributions made by employers
for health and life insurance, pensions, and other fringe benefits. For
manufacturing, benefits as a percentage of payroll were obtained from the

Annual Survey of Manufactures. For data processing and computer services,

this ratio was obtained from the 1982 Census of Service Industries; this was

the most current data available. For telecommunications, the ratio of

benefits to payroll was obtained from the Survey of Current Business series

on employee compensation.
Social security payments were estimated by multiplying the 1987 rate of

7.15 percent time payroll.

Hypothetical Sales and Cost of Materials.

For manufacturing, the ratio of sales to payroll was calculated from

the Annual Survey of Manufactures. This was multiplied by the hypothetical

number of employees to obtain the sales of the hypothetical firm. Similar
calculations provided the hypothetical cost of materials figure. For data
processing and computer services, sales figures were provided in the 1986

U.S. Industrial Outlook. Sales were divided by estimated number of employ-

ees to get sales per employee. A ratio of the cost of materials to sales
wvas available for 1982 for a broader industry grouping (S.I.C. code 73,
which includes all business services). Since no better data were readily
available, this ratio was used to calculate hypothetical cost of materials.

A ratio of operating costs less depreciation to sales for the telecommuni-
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cations industry was available in Telephone Statistics, 1987. This number

vas adjusted to exclude labor payments. The remainder was assumed to be

materials costs.

Hypothetical Assets.

The gross book value of depreciable assets for manufacturing industries

is recorded in the Annual Survey of Manufactures. Assets are broken down

into two categories, machinery and buildings. The gross book value of
assets must be adjusted for depreciation and inflation to arrive at an
estimate of the market value of capital. Two adjustment ratios were
calculated. The Bureau of Economic Analysis estimate of the current value

of U.S. manufacturing equipment (Survey of Current Business, Jan., 1986) was

divided by the Annual Survey of Manufactures estimate of the gross book

value of machinery. The ratio for 1985 was 0.85, indicating that deprecia-
tion outweighed inflation in the preceding years. Similarly, the B.E.A.
estimate of the current value of structures was divided by the gross book
value of structures. The resulting ratio of 1.42 indicates that for
structures, inflation outweighed depreciation.

The gross book value of assets in the telecommunications industry is

detailed in Telephone Statistiecs, 1987. Adjustments similar to those used

for manufacturing were applied to arrive at estimates of the current capital
to labor ratio in telecommunications.
Information on assets in the data processing industry was obtained from

Dun and Bradstreet Industry Norms and Key Business Ratios. No breakdown

between structures and machinery was available; a ratio of 0.4 to 1 was

assumed.
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No information on the current value of land was available for any
industry. It was assumed throughout the study that land values were equal
to 10 percent of the value of structures.

Inventory to sales ratios for manufacturing were available from the

Annual Survey of Manufactures. For telecommunications and data processing,

inventories were assumed to be zero. While it is true that these industries
may keep supplies in inventory, it is 1likely that the values of their

inventories are much smaller than for firms which keep final goods in stock.

Depreciation.

The Internal Revenue Service publishes estimates of the average life of
various types of assets. Many of these asset types are specific to indus-
tries, for example, grain milling equipment. The hypothetical firms are
assumed to hold machinery exclusive to their industries. The asset lives
estimated by the I.R.S. are used to place equipment into categories for
depreciation. Most of the firms in this study have assets which fall in
the 7 year category. Specific depreciation rates apply to each category of
asset life. The rates used for this study are those which will apply in
1987. Straight line depreciation is applied to structures over 31.5 years,
in accordance with I.R.S. rules.

Since this study looks at a firm’s operation over 15 years, it is
necessary to look at depreciation of replacement investment as well as of
the initial investment. Firms are assumed to replace a fraction of their
equipment equal to 1/(estimated life) each year. This keeps the real value

of the firm’s capital constant over the 15 year period.
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Depreciation is highest in the early years of the firms’ operations,
when a large stock of nev equipment is eligible for accelerated depreciation
rates. An annualized depreciation figure, shown in the profile of the
hypothetical firm, gives a time adjusted average of depreciation over the 15
year period.

Depreciation of equipment varies slightly across states because
depreciation is calculated on the basis of the full price of assets includ-
ing sales tax. Sales tax varies from state to state both because of

rate differences and because of differences in exemptions.

Interest and Debt to Equity Ratio.

Debt to equity ratios were obtained from Dun and Bradstreet, Industry

Norms and Key Business Ratios. The ratios used to estimate the amount of

the debt. The debt of each firm was assumed to remain constant over the 15
year period. Debt was multiplied by an interest rate of 10 percent to

estimate interest payments.

Rental Payments.

For manufacturing industries, a ratio of rental payments to sales was

obtained from the Annual Survey of Manufactures. The 1982 Census of Service

Industries provides a similar ratio for business services; this ratio was
used for the data processing industry. No information on rental payments

was available for telecommunications.
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Appendix B
Details of the Tax Calculations

Querview.

As a first step in calculating the taxes of the hypothetical firms,
corporate income tax forms were obtained from the I.R.S. and from each of
the individual states. Simplifying assumptions about the activities of the
firms were made in order to set some lines on the tax forms equal to zero.
In particular, it was assumed that the firms' income derived exclusively
from sales, and that the firms had no capital gains or losses for the time
period considered. For the most part, the state and federal tax laws in
effect in 1987 were assumed to remain in effect throughout the 15 year
period (1987-2001). However, vhen a specific change was scheduled to become
effective after 1987, appropriate adjustments to the calculations were made.
Worksheets incorporating an abbreviated version of state and local tax forms

were developed using Lotus 1-2-3.

Federal Taxes.

State and local taxes, payroll, benefits, labor taxes, depreciation,
rent, material costs, and interest were subtracted from gross sales to
arrive at federal taxable income. As discussed in Appendix A, depreciation
was calculated using I.R.S. depreciation rules as they apply in 1987.
Clearly federal taxable income depends on state income taxes. However, most
state income tax calculations begin with federal taxable income. As an easy
vay around this simultaneity problem, state income taxes lagged one period

were used to calculate federal taxable income.
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State Income Taxes.

State tax calculation in all of the states begin with federal taxable
income. Adjustments are made to federal income in order to arrive at gross
state income. For the purposes of this study, the most important adjustment
to federal taxable income is the deduction of federal income taxes, applic-
able in Missouri and Iowa. An allocation formula determines the portion of
the remaining income which is taxable in a specific state.

Allocation formulas vary across the states, as shown Part 1 of this
study. All allocation formulas require firms to calculate the percentage of
in-state sales to total firm sales. Calculation of the percentage of in-
state payroll to total payroll and in-state property to total property may
also be required. For the purposes of this study, all firms except tele-
communications (discussed separately in Appendix C) were assumed to have 100
percent of their payroll and property in-state. This assumption is reason-
able for a small firm which operates only one plant. However, the firms
were assumed to sell to out of state as well as in-state customers. This
required us to gather information on factor allocations actually in use.
Data were obtained only for Kansas; we assumed that the percentage of in-
state to total sales was the same in the surrounding states.

To estimate individual in-state to total factor ratios, various
business lists and directories were examined to produce a list of six or
seven sample firms for each S.I.C. code within Kansas. The selection
process sought to include average size firms and firms specializing in the
particular industry. Small, very large, and multiple S.I.C. firms were
excluded. Where possible the selection of firms included a regional

distribution within Kansas. Summary data on the actual allocation ratios
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used by the firms in each S.I.C. code were provided by the Kansas Department
of Revenue. Using corporate income tax returns, the Department of Revenue
averaged the percentages used within each S.I.C. code, after eliminating
extreme values. The in-state sales to total sales ratio proved particularly
useful for this study.

The allocation formulas for each state were calculated using a 100
percent payroll figure, a 100 percent property figure, and the sales figure
provided by the Kansas Department of Revenue. For the purposes of this
study, it was assumed that the firms paid taxes in only one of the states in
the region. However, the firms might also encounter some state income tax
liabilities due to their multi-state sales. This additional taxation was
not incorporated in the study.

State specific deductions must be subtracted from state allocated
income before taxes can be calculated. This was especially important in
Missouri, where 50 percent of income earned in an enterprise zone can be
deducted from Missouri taxable income. Taxes are calculated on the basis of
state taxable income after deductions.

All of the states in the region allow economic development credits
against the calculated tax liability. The size of these credits generally
depends on the number of new jobs and the amount of investment brought into
the state by a new or expanding firm. Credits for each state were calcu-
lated according to the individual state regulations. In most of the states
in the region, credits are allowed up to 100 percent of tax liability. 1In
Kansas, the figure is 50 percent. In Missouri, refunds are allowed when
earned credits exceed total tax liabilities. This explains why state income

taxes are actually negative for some Missouri industries.
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Unemployment and Worker’s Compensation.

Worker's compensation rates vary by industry and by state. Current
information on rates was provided by the National Council on Compensation
Insurance. For each industry, workers not directly engaged in production
vere assumed to qualify for a special office and clerical worker’s rate.
Worker’'s compensation rates were multiplied by respective payrolls to
calculate the total payment in each year. A 15 year present value figure
was also calculated.

Unemployment compensation as a percent of actual payroll was calculated
using data from a sample of firms, the same firms chosen to estimate the
factor allocation rates. The Research and Analysis section of the Kansas
Department of Human Resources provided 1986 unemployment compensation tax
payments, taxable wages, and total wages for each of the selected firms.
Firms with fewer than four quarters of tax payments were eliminated; this
excluded firms just starting business and firms ceasing business during the
year. An average tax rate, contributions divided by total wages, was
calculated for each firm. For each S.I.C., extreme values were eliminated
and for the remaining firms (at least four in each industry) an average tax
rate was calculated. The rates used in this study are averages of individ-
ual firm tax rates; they are not weighted by firm size. The analysis
done for Kansas was extended to the other states in the region. A state
adjustment factor was calculated from Division of Actuarial Services, U.S.
Department of Labor data. The data employed are the 1986/1987 total tax
contributions divided by total wages for each state. These effective total
state tax rates were expressed as a percentage of the comparable Kansas tax

rate, The adjustment factors were applied to the calculated Kansas average
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tax rates by S5.I.C. 1In this way, the Kansas particular profile of tax rates
by S.I.C. are prorated to other states on the basis of the overall relation-

ship of these states to Kansas.

Property Tax.

The study applied state average effective tax rates on various classes
of assets, real estate, equipment, and inventories, to the amounts of these
assets used by the hypothetical firms. Replacement investment was assumed
to occur at a rate exactly sufficient to keep the real value of the firm’s
machinery and equipment constant at its initial wvalue. Machinery and
equipment were assumed to be appraised at their real values. The rates
applied to the various classes of equipment were essentially the rates found
in Table 12 of Part 1 of this report. The property tax rates used for
Kansas were those estimated to apply after classification and reassessment
of property.

All of the states in the region allow reductions in property taxes for
newv and expanding enterprises. Credits in Nebraska, however, are very
limited and apply to none of the firms in our study. For the remaining
states, it was generally assumed that the firms qualified for the maximum
credits alloved for their industries. Exceptions were made for Missouri and
Colorado. Discussions with the Missouri Department of Economic Development
revealed that applying an abatement of 100 percent for 10 years instead of
the maximum allowable length of 25 years would more closely represent actual
average practices in the state. Discussions with the Colorado Department of
Local Affairs indicated that Colorade localities have so far shown little

interest in granting property tax reductions; .since the inception of the
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program in July, 1987, no abatements have in factlbeen granted. In view of
this information, Colorado firms were assumed to be granted abatements only
on real estate rather than on the much larger base of real estate and
equipment. Even this may overstate the importance of Colorado’s property
tax abatement program. In Colorado and Missouri, firms engaged in any
revenue producing enterprise are eligible for property tax abatements if
they qualify in other respects. In Kansas, Oklahoma, and Iowa, such
abatements are limited to manufacturing and a few other selected industries.
For the purposes of this study, telecommunications and data processing

qualify for abatements only in Colorado and Missouri.

Franchise Tax.

The franchise and licence taxes described in Part 1 of this study were
applied in each state. In all states except Missouri, franchise taxes are

very small in comparison with other business taxes.

Sales Tax.

As noted in Part 1 of this study, sales taxes are levied both locally
and at the state level. For the purposes of the hypothetical firm study,
the average sales tax rate for the largest cities in each state were used in
making state comparisons. Sales tax exemptions on new and replacement
equipment are common throughout the region; these were applied as applic-
able. Some states distinguish between manufacturing equipment and other
equipment in granting exemptions. For this study, it was assumed that 100
percent of the equipment purchased by manufacturers is used directly in the

manufacturing process.
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Appendix C.
Taxation of the Hypothetical Telecommunications Firm.

A profile of the hypothetical telecommunications firm 1is constructed

using data from Telephone Statistics, 1987. The industry has the highest

capital to labor ratio of any of the firms included in this study, about
$270,000 per worker. About 40 percent of this capital consists of lines and
cables, and 60 percent consists of central office equipment. Given the
large amount of capital employed in this industry, it is not surprising that
property taxes form a substantial part of total tax payments.

The analysis of taxes begins by assuming that the hypothetical firm
expands by 50 percent over a base of 67 workers for a total of 100 employ-
ees. The proportion of in-state to total payroll, property, and sales are
each initially 53 percent, a figure derived from actual firm data supplied
by the Kansas Department of Revenue. As the firm expands its labor force,
it is assumed to expand its capital proportionally. All new workers and
central office equipment are assumed to locate in-state. Only 53 percent of
new lines and cables are assumed to locate in-state. Proportions of in-
state to total payroll and property are recalculated after the expansion;
the sales factor is assumed to remain at 53 percent.

The expanded firm is subject to all major business taxes. Since the
firm is not located entirely within a single state, taxes are calculated
somevhat differently than for the other firms in the study. To arrive at
federal taxable income, state and local taxes in all jurisdictions must be
subtracted from gross income. The in-state part of state and local taxes is
calculated according to the specific state’s tax structure. The out of
state part of this component is assumed to bé 8 percent of out of state
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sales, a figure derived from national data. The tax figures in Tables 11A
though 11D reflect the firm’s entire federal tax payment, but only the in-
state portion of state and local taxes.

States employ distinctive methods of taxing public utilities, including
telecommunications. The firm is assessed by the state rather than by local
taxing agencies. 1In general, the individual states value the entire firm
rather than specific pieces of property. An exception is Missouri where
both the entire firm and individual properties are assigned values. Once
the value of the firm has been established, a share of the value is appor-
tioned to the state according to the ratio of in-state to total property.
In calculating the taxes of the telecommunications firm, it was assumed that
all states valued the firms at a figure equal to the value of its assets.
An effective assessment ratio provided by each state, generally equal to the
statutory assessment ratio, was then applied to the in-state portion of firm
value to get the tax base. Finally, the tax base was multiplied by the

average property tax rate.
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