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Madam Chairman, Mr. Vice Chairman, members of the committee, [ am Paul
Finney of Humboldt.

I made an error in filing my income taxes for the year 2004, which resulted in my
over paying my income tax.

I had sold farm land that had been in my family for 3 generations. For the capital
gains tax bases, instead of using the value of the land on my mother’s death in 1994, 1
used the value at the time of my grandfather’s death in 1931. That’s a difference between
about $5 per acre and $1,000 per acre. Had I used the 1994 values instead of the 1931
values, there would have been no capital gains taxes due.

In my thinking at the time, I thought I should use the 1931 value, as my mother
never really owned the farms. Mr. Mark Beshears of the Kansas Revenue Department
confirmed to me yesterday via telephone that indeed the capital gains tax basis of
property in a generation-skipping trust is stepped up upon the death of the person who
was “skipped.”

Let me tell you how this all came about. In 1995, I purchased the only building in
downtown Humboldt still standing that had ever been a hotel. In an effort to re-vitalize
the downtown, I restored the hotel to its turn-of-the-century splendor, borrowing money
from a bank and pledging farms [ had inherited from my grandfather’s generation-
skipping trust as collateral.

A few years later, though I was not in arrears, the bank called my loan. The hotel
had not been a success, unfortunately. I had had the hotel on the market, but there was
little interest from prospective buyers.

So I had to sell farms to satisfy my note at the bank. As I used the value of the
farms in 1931 as the capital-gains tax basis, I had a Kansas tax liability of about $27,842
including penalty.

The following year, 2005, the hotel sold at a loss large enough that on my federal
return, I was able to carry the loss back to the previous year which offset the gains on the
farms and allowed for a full refund of the federal capital-gains tax paid.



I could not do this on my Kansas return, as it was not allowed. The legislature
some years before had repealed the provision of Kansas law allowing tax losses to be
carried backward. Instead, it allowed the loss to be carried forward ten years. If the loss
were not offset by taxes owed during the ten-year period, a refund would be issued.

I was waiting for the ten years to pass so I could get a refund, But then the 2012
tax bill repealed the provision that provided for a ten-years-later refund.

If my hotel had sold in 2004 instead of 2006, this would never had become a tax
problem for me, as the loss from the hotel would have more than offset the gain on the
land, even using 1931 values.

An often overlooked rational for the stepping up of tax bases on a death is that it
gives some relief from being taxed on inflation. $ 27, 842 was nothing more than a tax

on inflation. It was the same land as 100 years ago with no improvements whatsocver.

Also, I repeat that if I had used the value of the farms at the time of my mother’s
death, there would have been no taxes due.

[ hope you will please pass SB 236 which will resolve this problem. Thank you.
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