COMMITTEE ON LEGISLATIVE RESEARCH

OVERSIGHT DIVISION

FISCAL NOTE
L.R. No: 1980-03
Bill No.: Perfected HCS for HB 600ith HPA 1
Subjec Taxation and Revenudseneral, Income, Saland Use
Type Original
Date March 19, 2003

FISCAL SUMMARY

ESTIMATED NET EFFECT ON GENERAL REVENUE FUND

FUND AFFECTED

FY 2004

FY 2005

FY 2006

General Revenue

$17,332,535 tq

$17,566,851 tq

$17,565,733 t¢

Unknown Unknown Unknown
Total Estimated
Net Effect on
General Revenue $17,332,535 to $17,566,851 to $17,565,733 to
Fund* UNKNOWN UNKNOWN UNKNOWN

*Assumes Unknown revenuegceed Unknown costs.
ESTIMATED NET EFFECT ON OTHER STATE FUNDS

FUND AFFECTED FY 2004 FY 2005 FY 2006
Various State Funds Unknown Unknown Unknown
Total Estimated
Net Effect on Other
State Funds UNKNOWN UNKNOWN UNKNOWN

Numbers within parenthesq ) indicate costs dosses.
This fiscal note contains4 pages.
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ESTIMATED NET EFFECT ON FEDERAL FUNDS
FUND AFFECTED FY 2004 FY 2005 FY 2006

Total Estimated

Net Effect on All
Federal Funds $0 $0 $0
ESTIMATED NET EFFECT ON LOCAL FUNDS
FUND AFFECTED FY 2004 FY 2005 FY 2006
Local Government UNKNOWN UNKNOWN UNKNOWN
FISCAL ANALYSIS
ASSUMPTION

Officials of theMissouri Gaming Commission, Missouri House of Representatives, Office of
the Governor, Missouri State Senate, and theMissouri Ethics Commission assume this
legislation makes sevémzhanges to the sect®relating to taxationThese agencies assuthes
legislation would not fisdly impact their respeive agencies.

Officials of theOffice of Administration (COA), Division of Budget and Planning and the

Division of Purchasing assume this bill changes a variety of tax laws. The revenue impacts are
best estimated by the Dapment of Revenue ather agencies dirtg affected. The mvision

of the bill that requirg each state departmeo ensure all employgare in compliance vitall

state tax laws couldselt in some cost to the COA.

COA assumes this legislatiorould apply to all contras awarded by the Divigioof
Purchasing. COA requests one additional FTE — a Buyer Il position to handle the additional
workload created byis proposal and to ensuall additional requéments are met.

Oversight has, for fiscal note purposes only, changed the starting salary for the Buyer I
position to correspond to the second step above minimum for comparable gasitibe state’s
merit system pay grid. This decision reflects a study of actual starting salaries for new state
employees for a six mongeriod and the policy dhe Oversight Subcommitteé the Joint
Committee on Legislative Remeh.
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ASSUMPTION(continued)

State Treasurer (STO) officials assume this pposal makes various aliges relating to
taxation:

. Makes lottey and gamig winnings inthe state art of Missairi adjuste gross incme
for tax purposes.

. Allows Office of the State Courts Administrator to participate in the debt offset program
on behalf of the cotiof a political subdivision.

. Creates an escrow@unt within the treasy (Section 488.5028.5pi1f the deposit of
income tax refunds integpted. The STO assuntbss is the debt offsescrow fund
already established winh the treasury.

. Adds language that busseelicenses and permits ynaot be renewed unkeserification
from DOR is received thatate tax returns i@ been filed and aditate taxes, interesihd
penalties have beeniga

. Requires that all employees of the state, and state contractors file state tax returns and pay
all taxes owed.

. Requires that the tax status of all employees of the state, all members of the general
assembly, all elected officials, every elected or appointed member of the judicial branch
have their tax statusviewed annually to enee they have filedtate tax returns andhjl
all taxes owed.

. Requires that no profaesal license or permgursuant to Chapter 32826 be renewed
without verification from DOR that state tax returns have been filed and all state taxes
have been paid.

. Allows DOR to prescribe thuse of electronitind payment systems foithholding
taxes for quarter-maomly filers.

No impact to the STO.
Department of Conservation (MDC) officials state this pmosal makes severdianges to

several sections reilag to taxation. This prasal could have a fiatimpact on MDC because
of administrative costs icomplying. MDC assumes the ingbavould be minimal.
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ASSUMPTION(continued)

Officials from theDepartment of Transportation (MoDOT) assume this legislation requires

every vendor or affate of a vendor sééng to contract to provalgoods and servicesttoe

State of Missouri to collé@and pay all sales ange taxes, modifies iterased to calculate the
Missouri nonresident adjusted gross income, specifies that articles used as trade-in to offset sales
tax must have had sales paid or been exengal from tax, allows thstate courts administer

reduce an individuals income tax refund by any outstanding court debts greater that $25, states
that a business license permit cannot be issti®r renewed unless thpplicant has filedlla

state tax returns aradl taxes paid, statelsat State of Missouri emploge must file and pay all

state taxes as a coton of employment, and g&s that no person shediceive or renew

professional licensesiless all state tax rgnhs have been fileahd all state income tex paid.

MoDOT assumes no fiscal imgdor Section 34.040 leted to vendor or fifiates of a vendor
required to be curne on all payments of sal@nd use taxes, Sectib#3.181 related to the
adjusted gross incomelcalations, and Section 48828 related to outstaing court debts.

Section 144.025 would creaa positive fiscal imga to revenue from thacreased sales ande
tax; however, MoDOT is ulbée to provide an estimafor this section. Thefore, MoDOT
must rely upon the Department of Revenue's response.

Additionally, Sections 1, 2nd 3 may cause additedrworkloads to existing dtao verify if
employees and licenserpet applicants are ctent in the filing of heir Missouri tax formsral

all taxes are paidHowever, at this time, MoDT is assuming that this woddd can be

absorbed by existing stafue to the Departmenf Revenue’s new dabase (in Section 2.2).
However, if the number of professional/business permits/licenses requests is too largmaddditi
staff may be requite This is dependent orhieh licenses and permaiare covered by Sen 1

and Section 3.

Officials from theMissouri Lottery Commission (LOT) assume this proposed legislation does
not have a fiscal impaon the LOT. The LOTwrently withholds Missouri ate taxes from
winnings over $599 from outf-state residents.

Officials from theState Courts Administrator (CTS) state there are aently $23.4 million
unpaid fines, fees drcosts on criminal case However, CTS has no yaf knowing how many
fines, fees and cosisll be collected as eesult of refund offets. CTS assumes since the
interest earned on tlfiends realized is togbused to pay the offsadministrative costs diis
proposal, then no costs wid be incurred by CTS fahis proposal.
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ASSUMPTION(continued)

Officials from theAttorney General’s Office (AGO) assume this proposal wouddbhibit the
Office of Administration from entering into contracts with businesses that do not collect taxes
pursuant to Chapter 14AGO assumes the Offiad Administration and thBepartment of
Revenue would adjust contracts and monitor compliance appropriately, but that thepropos
would result in additionaltigation from those seelgrto do business with the s&a The
proposal also effestely requires agen@do terminate employe&® non-payment of taxe
AGO assumes this would rdisim additional employment Igiation. The proposalsal prohibits
the professional boardi®om issuing or renewinicenses to individuals witunpaid taxes.
Again, AGO assumes this waulesult in additional ligesing litigation. Finally, vaous
provisions of the bill couldesult in additional coltgion litigation on behalbf DOR. Based on
the assumption that the vasajority of contract@, state employees anceinsees pay their
taxes, AGO assumes costaild be absorbed witlxisting resources; but bause a significant
increase in activity imany of these areasould require additionataffing, cost of thiproposal is
UNKNOWN (potentially in excess of $100,000).

Officials of theDepartment of Revenue (DOR) state this legislation maké¢he following
changes:

Section 34.040 (Tax Cleaices) - Requires eny vendor or affiliee of a vendor seeldrno
contract to provide gosdand services to the &af Missouri to collecnd properly pay all
sales and use taxes;

Section 143.124.10 (Pension ExemptioQ)larifies that pension befits must be included in
federal adjusted gresncome in order to dadt those benefits throighe pension exemption.
Currently taxpayers thaave railroad rement benefits can sustt their retiremeriienefits
from their adjusted gresncome on their Missoumcome tax return andisa deduct those
benefits again throughe pension exemption. THegislation will eliminate educting the
benefits twice;

Section143.181 (Gambling Winnings)Requires all lottery ahother gaming winnings to be
included in Missouri nonresident adjusted gross income when the waaregrom a Missouri
source;

Section 143.225.9 (Electronic Payment&)lows the Director to @thorize electronicgyments
for businesses requd¢o submit their withholding xgpayments quarter-month{weekly).
Electronic payments speeep the processing timagimprove the state’sash flow and interest
earnings;
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ASSUMPTION(continued)

Section144.025 (Ag for Autos) — Specifies that an article used in a trade-in to offset sales tax
must have had tax paid lbeen exempted fromxa Articles used fotrade-in must be owneg b
the person trading them:;i

Section 488.5028.1 — Authoeigz debt offsets of inme tax refunds for dequencies in excess
of $25 to the OfficefaState Court Administrators

Section 1 (Tax Clearaes) - Requires a tatearance from thBepartment of Revenywior to
the issuance or renewal of any local government business license;

Section 2 (Tax Clearaes) - Requires as ardition of employment with thexecutive branch of
state government that atate taxes due biefd and paid by the emplee; and

Section 3 (Tax Clearaes) - Requires a tatearance from thBepartment of Revenymior to
the issuance or renewal of any professional license granted by the state.

HA 1 - This legislation atiws the Director of Re&nue to authorize eonic payments for
businesses required tolsnit their sales tax payms quarter-monthly (wé&by). Electronic
payments speed up thepessing time and improtee state’s cash floand interest earnings.

HA 2 - Clarifies that théax clearance lguage only applies to iome taxes.

HA 3 - Allows persons whare 100% disabled tokta both a subtractiomd a pension
exemption for certaifrailroad) retiremet benefits.

Administrative Impact:

Section 34.040 (Tax Clearces) — For sevengars, DOR has providdists to the Office of
Administraton of noncepliant vendrs. Therfore, thiswill have noadditionalimpact to D®.

Section 143.81 (Gamblig Winnings)- This legitation will have no addional impatto DOR.
Section 143.124.10 (Pensiordtnption) - DOR assumes ndditional impact.

Section 143.225.9 (Eleotnic Payments) - DOR is gently set up to reces electronic
payments. fereforethere is o administrave impactto DOR.
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ASSUMPTION(continued)

Section 144.025 (Ag for Autos)No administrative impact.

Section 488.5028.1 (Debt ©¢ts) — MINITS programmgwill be needed to allo¥or the

electronic match of the tapes and for the production of the letters. DOR estimates that 346 hours
of programming will be neked at a cost of $11,54 DOR will need postader the mailing of

the letters, but the cissare UNKNOWN.

Sections 1-3 (Tax Clemnces) — This legislatiamill require a tax learance from DOR. OR
intends to work with the o¢h state agencies amder to provide a ligif delinquent employees,
business license applita or professional licses applicants throughiape match. DOR
assumes the other statepartments will provide OR with a list of names arsbcial security
numbers of individuals, arfdOR will run those namegainst the income tax systan order to
provide a list of delinque taxpayers. Howevgior new employees @rofessional license
applicants, DOR intends on providing a new internet based system that will atlemagiencies
and local governments terify quickly that an pplicant has complied withll state tax filings
and payments. DOR estimathis system will include MINITS Interface (Jprogrammers for
3 months or $51,942) andMEB-Based Application (&eeks of programming @00 hours -
$6,672).

Revenue Impact:

Section 34.040 (Tax Clearces) — DOR anticipat@an UNKNOWN increas@ revenues.
Section 143.124.10: In a previous fiscal note filed in March 2000 (SB 992, LR 4415-01),
Oversight estimated thewenue impact at $1.@illion. Therefore, D& assumes the revenue
impact somewhere betwe81.6 to $2 million.

Section 143.181 (Gambling Wimgs) — According to thgaming commission, there$410
million of nonresident caso winnings paid out in Missour Therefore, with % tax rate, the
increase in revenagdotals $6.6 million.

Section 144.025 (Ag for#os) - DOR anticipatesi dJNKNOWN increase inevenues.

Section 488.5028.1 (Debt ©¢ts) — DOR assumes tBtate Court Administrators fofe will
supply the revenue impac
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ASSUMPTION(continued)

Section 1 (Tax Clearaes) - DOR anticipatesidJNKNOWN increase inevenues.
Section 2 (Tax Clearaes) - DOR anticipatesidJNKNOWN increase inevenues.

Section 3 (Tax Clearances) — Michigan, who issues 700,000 professional licenses, began
requiring compliance whtprofessional licensesd reportedly brougit $20 million. DOR
assumes that because Migs issues half of thiecenses Michigan doeagproximately
350,000), then Missouri woulgenerate approximdyehalf of the revene ($10 million).

HA 1 - This legislation will require verification that the taxpayer is 100% disabled. DOR does
not anticipate that theumber of 100% disable@sons receiving radad retirement befits

will not be significant eough to request additionBlTE. Therefore, nodaninistrative impact to
DOR.

HA 2 - This kgislation wl have noimpact on D®.

HA 3 - Thee is no impacto DOR.

Section 143.225.9: If mandated electronic withholding tax quarter-monthlygragmere
implemented, the Cashieriiggction estimates paymemisuld be deposited into th@ank two
days sooner. The stat®uld earn an additiohd1,011,478 in intereshaually based on the

following assumptions:

Withholding Quarter-Monthly:

Annual # W/H qtr-monthly due dates 48

# days processing X 3

Total Days 144

FY02 W/H qgtr-monthly colleabns $2,326,721,487

Deposit days / 144

Ave. daily bank deposit $ 16,157,788

Annual rate of return X 3.13% (avd-Y02)
# days faster deposit X 2

Additional Interest Eaed Annually $ 1,011,478

Oversight assumes the revenue aap of electronic wihholding tax quarter-monthpayments
for FY04 would be redwd to $842,898 since onlgrt months would be availelfor the
additional interest eaings.
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ASSUMPTION(continued)

Officials of theOffice of Administration, Division of Budget and Planning (BAP) did not

respond to our fiscal t®request for this sulitsite. However in igponse to SB 992 from the

2000 session, BABtated that currently taxpayers that have Railroad Retirement Benefits can
subtract their retirement benefits from their adjusted gross income on their Missouri income tax
return. These same taxpayers may currently also take the pension exemption on the Missouri
income tax return. Thigroposal does not allowwa pension exemption f&ailroad Retirement
Benefits, because theye already exctled from adjusted grosscome. This would eliminate
deducting the benefits twice.

According to Table 54,ithe 1999 Statistical Absirt, Railroad RetireméBenefits are $8
billion nationally. BAP stafbissumed that 1.9% of thatal is paid to MissouriansA 4.5%
marginal tax rate wasssumed.

In Senate Bill 922Qversight stated that according to the actuary section of the Railroad
Retirement Board, themere approximately 31800 railroad retireenationally. Dividing $8
billion by the 315,100 retes yields an averagension of $25,400 arally. Oversight
assumes that 1.9% of tB&5,100 retirees (5,98@re located in Missou The maximum
amount of the pension axetion is $6,000.0versight has calculated thevenue impact of this
proposal by multiplying the $8)0 by 5,987 retireesid assuming a 4.5% marginax rate.

This would yield a savings of $1,616,490 annually by eliminatiegathility to deduct Railroad
Retirement Benefits twice.

Oversight assumes DOR could havslaht increase in wolad, however the inease is not
expected to be enougthshow a cost for addinal FTE. Oversight assumes the revenue impact
for the pension exemptiastimate would have gum only slightly howeverQversight assumes
the amount of 100% disableailroad retireegensions is unknown and wshow the revenue
impact for this portion afhe proposal as a pos#i unknown.

Officials of theDepartment of Economic Development (DED) assume theilbaddreses some

sales and use tax preins which would have nmpact on DED other thddED would have to
insure that vendors uséat purchasing of go@dor services had mhall tax due to the stat

DED assumes that DOR or COA would provide information to insure that vendors were or were
not in compliance. Secti@ deals with checkingnce per year to eef state employees V@

paid applicable individdancome tax. Again, DERssumes that DOR will cHea list of

employees to see if they are in compliance. DED would have to rely on DOR to work out issues
identified in the annuaheck on employees.

Since most checking on buesses and individuals woutdve to be done by othstate entities,

DED assumes no impact. this interpretation is imerect, DED may neeiy request FTE and/or
expenses at a later date.
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ASSUMPTION(continued)

Officials of theDepartment of Economic Development - Division of Professional
Registration assume this legislativeqposal requires the Daion of Professional Regiation
to receive verificéon from the Departmermf Revenue that statexteeturns have beeied and
that all state taxes,dluding any interest anaenalties, have be@aid prior to issuing or
renewing a professiohlécense or permit.

Pursuant to conversationgth the Department of Renue, DED assumes tlthé Division of
Professional Registrationillyprovide the Departnmd of Revenue with a listinof all licensees
for each renewal cycle. DED assumes that this will be done by a computerized tape in which
DOR can match by social security number for each licensee. DED assumes that for initial
licensure that the Division of Professional Registration wiliz¢iDOR's internet site to verify
the applicants tax statu8ased on these assumpspDED is of the opinion #t this legislation
in its present form, haw fiscal impact to theildision of Professional Regration. However, if
the Division's computer systeis not compatible with DOR d@fradditional computercqgipment
is needed in order tonk, additional approprieon authority may be rexred in order to
implement this proposal. Note: The Division of Professional Regish currently has over
350,000 licensees.

Officials from theDepartment of Agriculture did not respond to our fiastnote request.

This legislation will increase Total State Revenue.

FISCAL IMPACT - State Governmeén FY 2004 FY 2005 FY 2006
(10 Mo.)

GENERAL REVENUE FUND

Income- General Revenue
Increase in tax compliance from tax

clearances (Sec 3410) Unknown Unknown Unknown
Reduction in pension exgtions Unknown Unknown Unknown
Electronic sales/ugax payments Unknown Unknown Unknown
Electronic withholding gyments $842,898 $1,011,478 $1,011,478
Nonresident casino wimgs $6,600,000 $6,600,000 $6,600,000
Reduction in Motor Vehieltrade-ins Unknown Unknown Unknown
Fines and costs on criminal cases offset Unknown Unknown Unknown
Increase in tax compliance from tax

clearances to issuefrew bus licenses Unknown Unknown Unknown
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FISCAL IMPACT - State Governmeén FY 2004 FY 2005 FY 2006

(10 Mo.)

Increase in tax compliance from tax
clearances on emplog® Unknown Unknown Unknown
Increase in tax compliance from tax
clearances to issue/renew prof licenses __ $10,000,000 _ $10,000,000 _ $10,000,000
Total Income - GR $17,442,898 to $17,611,478 to $17,611,478 to
UNKNOWN UNKNOWN UNKNOWN

Cost- Department of Revee

Programming (debt offt® ($11,543) $0 $0
Postage (debt offsets) (Unknown) (Unknown) (Unknown)
Programming (tax cleamnces) ($51,942) $0 $0
WEB-Based Application ($6,672) $0 $0
Total Cost - DOR ($70,127 to
Unknown) (Unknown) (Unknown)

Cost- Office of Administréion

Personal Service ($25,650) ($31,550) ($32,339)
Fringe Benefits ($10,381) ($12,768) ($13,088)
Expense and Equipment ($4,205) ($309) ($318)
Total Cost - COA ($40,236) ($44,627) ($45,745)

Cost- Attorney General

Litigation expense (xaclearances) (Unknown) (Unknown) (Unknown)
ESTIMATED NET EFFECT ON $17,332535t0 $17,566,851to $17,565,733 to
GENERAL REVENUE FUNDS* UNKNOWN  UNKNOWN  UNKNOWN

*Assumes Unknown revenuesll
exceed Unknown costs.
VARIOUS STATE FUNDS

Income- Various State Funds
Increase in tax compliance Unknown Unknown Unknown

ESTIMATED NET EFFECT ON
VARIOUS STATE FUNDS UNKNOWN UNKNOWN UNKNOWN
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FISCAL IMPACT - Local Governnre FY 2004 FY 2005 FY 2006
(10 Mo.)

Income- Cities/Counties
Increase in tax compliance Unknown Unknown Unknown

ESTIMATED NET EFFECT ON
LOCAL FUNDS UNKNOWN UNKNOWN UNKNOWN

FISCAL IMPACT - Small Business

Small businesses not in compilce with Missouri tax lawould be impacted asrasult of this
proposal. Also, small busisges that file quartenonthly sales, use or \wholding tax could be
expected to file elémnically as a resudf this proposal.

DESCRIPTION

This proposal makes vats changes relatedtaxation. The bill:

(1) Requires every welor or affiliate ol vendor seeking to ctract to provide goodshd
services to the State bfissouri to collect and pperly pay all salesnd use taxes;

(2) Requires any amouot pension, annuity, oetirement allowance dacted for state
individual ncome tax prposes todincludedn the taxpger's fedeal adjustd gross incame
and not otherwise dedied in the calculationfdissouri taxable incomeThe amendment
makes an exceptionoim this section for any 006 disabled individual’setirement;

(3) Requires all lottgrand other gaming winnings be included in Missouriamresident
adjusted gross income when the winnings are from a Missouri source;

(4) Allows the Directoof Revenue to requitbe payment of sales@use, and withholding
taxes on quéer-monthy filers through an @ctronic tinds paymersystem;

(5) Includes courtasts in excess of $25a&ed to the State Suprer@eurt, Court of Appealsr
any circuit court of Misouri as amounts thatche offset againstrafund of taxes owet a
taxpayer;

(6) Adds additional requirements on any article being traded-in for the purpose of receiving a
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DESCRIPTION(continued)

sales or use tax di¢ against a new arteebeing purchased.hé article being traatl-in must
have originally had sadeor use tax paid on it bave been speciity exempted from sadeand
use taxes by law. lin¢ case of motor velss, trailers, boatsy @utboard motors the samal
only be allowed as aade-in. Grain and lestock raised or proded by a purchaseray be
traded-in on a motor vehicle or trailer used for agricultural use by the purchaser;

(7) Requires a taxehrance from the [partment of Revenue prito the issuance oemewal of
any local government business license;

(8) Requires as a condition of employment with the state government that all state income taxes
due be filed and paid by the employee;

(9) Requires all staiacome taxes due to baigd by members of the Geral Assembly,
statewide elected affals, and members dié judiciary; and

(10) Requires a taxtearance for incomexes from the Depanent of Revenue prior the
issuance or renewal of any professional license granted by the state.

This legislation is not fedally mandated, would noluplicate any other pgram and would not
require additional capital improvements or rental space.

SOURCES OF INFORMATION

Department of Revenue
Office of Administration
Division of Budget and Riaing
Division of Purchasing
State Treasurer
Department of Conservan
Department of Transp@tion
Missouri Gaming Commission
Missouri Lottery Commission
State Courts Administrator
Missouri House of Representatives
Attorney General’'s Office
Missouri Ethics Commission
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Division of Professial Registration

NOT RESPONDING: Department of Agriculture
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