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The 1999 Nebraska Tax Burden Study

December 2, 2002

Introduction

Pursuant to the Nebraska Revised Statutes sections 77-3, 115 and 77-3, 116, the
Department of Revenue has completed the 1999 Nebraska Tax Burden Study. The study was
mandated in the second session of the Ninety-second Legislature through LB719A. The
Legislature directed the Department of Revenue to gather, prepare, and study material that shall
be used as a basis for developing tax policy changes. It was the intention of the Legislature to
use such information in analyzing the impact of taxes on different economic sectors and the
impact on those sectors of any policy changes in taxes.

This is the fourth Nebraska tax burden study produced by the Department of Revenue in
an effort to comply with the Legislature’s mandate. The 1999 study will expand on the previous
two studies from 1991 and 1995, will present a comparison of the results from the 1991, 1995,
and 1999 studies, and will include an updated historical analysis of the Nebraska Individual
Income tax burden by adjusted gross income group. In addition, this study will make preliminary
use of a computable general equilibrium (CGE) model in tax burden analysis. The genesis of this
model was LB1373, passed by the Nebraska Legislature in 1996. The resulting model is referred
to as the TRAIN model (Tax and Revenue Analysis In Nebraska), and is currently used by the
Legislative Fiscal Office (LFO) for analysis of tax issues. The model will be discussed in more
detail later. The Department of Revenue would like to thank the Legislative Fiscal Office for
their assistance in providing the model. However, any errors in the use of the model or
description of the results are the responsibility of the Department of Revenue. 

History

The 1990 Nebraska Tax Burden Study was published December 1, 1993. This pilot study
dealt specifically with actual and imputed taxes paid by the wage and salary employees of
Nebraska businesses. The 1990 tax year data was analyzed to determine the legal incidence of
each tax type on Nebraska’s ten major industry sectors as defined by the Nebraska Business
Classification Code. The 1990 study examined jobs, wages, imputed employee sales tax, and
imputed employee income tax for each of the ten sectors. Each sector was examined individually
by summing the above information for each employer.

The 1991 Nebraska Tax Burden Study, published December 1, 1994, expanded on the
1990 study by including detailed information on adjusted gross income, deferred compensation,
and dependent care. In addition, tax information was detailed by size of employer (based on the
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number of employees) and by area of the state.

The 1995 Nebraska Tax Burden Study, published December 1, 1998, expanded on the
previous studies by including detailed information on adjusted gross income, deferred
compensation, and dependent care. In addition, tax information was detailed by size of employer
(based on the number of employees) and by area of the state. An analysis of the relative
Individual Income tax burden by Adjusted Gross Income (AGI) group was added to the study. 

Scope and Purpose

Section 77-3115 states that the tax burden study “shall include, but not be restricted to,
the following types of information:

(1) Compiling an accurate and dependable set of indicators that show the role
each economic sector plays in Nebraska’s economy and each sector’s legal tax
incidence by tax types. The purpose is to develop an appropriate share for each
economic sector’s responsibility for state and local taxes; (2) The amount of
taxes, fees, and other governmental costs imposed on each economic sector which
amount shall include those taxes, fees, and other governmental costs imposed on
individuals employed in industries in such sector; and (3) If possible, an estimate
of those state and local taxes, fees, and other governmental costs which are
exported outside the state or offset by provisions of state and federal tax laws.”

The 1999 Nebraska Tax Burden Study is presented in two major sections: (1) 1999 tax
data and analysis, and (2) recommendations for the future of this report.  The first section
develops the construction and analysis of income tax data from the U.S. Department of the
Treasury Internal Revenue Service and the Nebraska Department of Revenue. After these data
sets are constructed, they are analyzed and compared against each other and against Nebraska
economic data prepared by the U.S. Department of Commerce Bureau of Economic Analysis
(BEA). Then the results of the 1991, 1995, and 1999 studies are compared. Next, a history of the
Nebraska Individual Income tax by AGI decile is presented. The final part of this section is an
analysis of the Nebraska Individual Income tax using a Computable General Equilibrium (CGE)
model. 
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Data and Analysis

Introduction to Data Sources

The 1999 Nebraska Tax Burden Study is based upon a series of data sets constructed
from tax files developed by the Nebraska Department of Revenue and the U.S. Department of
the Treasury Internal Revenue Service. These files contain information on Nebraska resident
taxpayers and businesses. The four tax files used in this study are the 1999 Federal Information
Return Master File (IRMF), the Nebraska Business Master File (NBMF), and the 1999
Nebraska Individual Income Tax Form 1040N. In addition, wage and salary information for
the State of Nebraska developed by the U.S. Department of Commerce Bureau of Economic
Analysis (BEA) is used in this study for comparison purposes.

The federal IRMF is initially used to develop a data set detailing wage and employment
information for Nebraska residents. This file contains information regarding the number of
employees, number of jobs, total wages, and the amounts of deferred compensation and
dependent care benefits. The IRMF data is used to study employment and compensation
summarized by the size of the employer and by the location of employees. 

In order to obtain employment and compensation information, the IRMF data is merged
with the NBMF data summarized by business sector of the employer. This merged IRMF and
NBMF data is merged again with information from the Nebraska Individual Income Tax Form
1040N in order to develop adjusted gross income (AGI) information for each Nebraska
household. The AGI data is used to calculate imputed Nebraska income and sales taxes. The
results of the calculated taxes can be summarized to study Nebraska taxes by location,
employer size, or industrial sector. Finally, the study uses BEA data on wages by industrial
sector to compare the results of the study data.

The Form 1040N files from 1996, 1997, 1998, and 1999 are used in the 1999 Nebraska
Tax Burden Study to update the decile analysis first used in the 1995 study. In this section, the
Nebraska Individual Income tax data and is used to compare the income tax burden across
income deciles. This section provides a history of the income tax burden across income classes
from 1986 through 1999.

The table below presents the information used in the preparation of the data sets
constructed for this study and the source of the information.  



4

Sources of Information for 1999 Nebraska Tax Burden Study

Information  Source 

Individual social security number  IRMF 

Federal employer identification number  IRMF 
Nebraska Business Classification Code of employer  NBMF 

Employer size (number of employees)  Calculated 

Employee wages  IRMF 

Employee deferred compensation  IRMF 

Employee dependent care  IRMF 

Employee federal adjusted gross income  1040N 

Employee Nebraska liability before credits  1040N 

Employee Nebraska liability after credits  1040N 

Employee imputed sales tax  Calculated 

Employee imputed income tax  Calculated 

Employee region  IRMF 

Adjusted Gross Income decile  1040N 

Construction of the 1999 Nebraska Tax Burden Study Data

1999 Information Returns Master File

The initial data set prepared for the 1999 Nebraska Tax Burden Study is constructed
from elements of the 1999 Information Returns Master File (IRMF), which is obtained
annually from the U.S. Department of the Treasury Internal Revenue Service by the Nebraska
Department of Revenue. The IRMF consists of all federal forms or schedules submitted by
employers and employees with Nebraska addresses. Due to this format, only a portion of the
IRMF records pertains to Nebraska residents who are the subjects of this study. Employees
who are Nebraska residents are identified in the IRMF using the federal Form W-2. The W-2
form is also the source of information for employers and employee’s wages.

The IRMF provides information on employee identification number (or social security
number), employer identification number (FEIN), total wages (including employee wages and
employee allocated tips), employee deferred compensation, employee dependent care, and
employee zip code. The IRMF initially contained 1,083,067 resident records. The original
IRMF was edited to eliminate duplicate and amended records. A number of jobs were
eliminated in the editing process by summing the wage and compensation information from
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W-2s that indicate that the same person worked for the same business and had been issued
more than one Form W-2. Information on the numbers of jobs, and the numbers of employees
and employers, and total wages contained in the edited IRMF, is summarized in the table
below, labeled  Record Information from the Edited IRMF. Note that the number of jobs is
identified with the number of records in the edited IRMF. For the purpose of this study, a job is
defined as a Form W-2 containing a unique employee social security number and a unique
employer ID. The number of employees refers to the number of employee identification
numbers (social security numbers).

      Record Information from the Edited IRMF
Number of Records (jobs) 1,083,043
Employee identification numbers 711,690
Employer identification numbers 99,104
Total wages $20,344,247,617

Nebraska Tax Files: Nebraska Business Master File and 1999 Form 1040N

In order to identify the business sector that provided the wages on which Nebraska
taxes were paid, and to determine the Nebraska taxes paid by these employees, the federal
information must be merged with Nebraska Department of Revenue tax files containing
information on businesses and Nebraska Individual Income tax. This section outlines the
construction of the final 1999 Nebraska Tax Burden Study data set.

At this point in the process, the IRMF-based data set contains an employer
identification number (FEIN) for each individual job. The next step involves merging the
IRMF-based data set with the Nebraska Business Master File. The NBMF data set contains the
FEIN and the Nebraska Business Classification Code used to identify the employer’s industrial
sector. The FEINs are used to assign each individual job record in the IRMF-based data set an
industry classification code. All of the records in the NBMF contain a Nebraska Business
Classification Code, which is based on the first four digits of the six-digit North American
Industrial Classification System (NAICS) code. In this study we will aggregate to the same
industrial sectors used in the 1991 and 1995 studies. Working at this level of aggregation
prevents the disclosure of individual taxpayer information and allows for comparison with
previous years. Each record in the IRMF-NBMF file now contains primary and secondary
SSNs, FEIN, Nebraska Business Classification Code, wages, deferred compensation,
dependent care, and employee region.

The next step in constructing the 1999 Nebraska Tax Burden Study data set involves
merging Nebraska Individual Income tax information with the IRMF-NBMF data. Preparation
of the 1999 Nebraska Form 1040N requires eliminating duplicate records and accounting for
amended returns. In addition, steps must be taken to ensure that the employees who were
identified by a primary social security number on one form and by a secondary number on
another form are not double-counted. This occurs for a number of reasons, but most often
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occurs for members of households whose filing status on their Form 1040N is “married, filing
separately.” However, if filing status is considered when building the data sets, much of this
problem is easily eliminated.  Once this is completed, the Nebraska income tax data is merged
with IRMF-NBMF data set. The edited Nebraska income tax data is developed from the 1999
Nebraska Form 1040N file. Form 1040N information includes primary and secondary social
security numbers, federal adjusted gross income, Nebraska liability before credits, Nebraska
liability after credits, and zip code. The final data set is constructed by matching records in the
last data set with records in the 1040N file. The employee social security numbers in the
IRMF-NBMF data are first matched with the primary social security numbers in the 1040N
file. Then the employee social security number in the IRMF-NBMF data set is matched with
the secondary social security number in the 1040N file. The results of the two matches are
combined and then summed to construct federal adjusted gross income records in the final
merged data series. The AGI is then used to calculate imputed Nebraska individual income tax
liability and sales tax liability.

The merged IRMF-NBMF-1040N data set contains 1,083,067 jobs. Of these, 947,618
had matching records in the Form 1040N file,  indicating that approximately 12.5 percent of
the jobs did not result in a Form 1040N, or were otherwise lost in the process of constructing
the final data set. The table below describes the merged data set in terms of jobs, and Nebraska
Individual Income tax before and after credits.

 Record Information from the Merged IRMF-NBMF-1040N Data Set

Number of records (jobs) 1,083,067 

Primary social security numbers 721,777 

Secondary social security numbers 225,841 

Total primary and secondary SSNs 947,618 

Nebraska income tax liability

      before credits  $1,236,782,329 

Liability after nonrefundable credits $1,099,168,555 

Liability after credits and refundable 

      child care credit $1,094,920,692 

In the 1991 and 1995 studies, the NBMF was edited prior to merging with the IRMF to
eliminate records with invalid or missing FEINs and records for businesses that withheld no
Nebraska income tax in the study year. The remaining NBMF records were merged with the
IRMF. Editing the NBMF in this manner reduced the number of businesses that could be
merged with the IRMF, because this procedure had the effect of removing businesses that did
not withhold income tax—and employees who did not file a 1040N—from the final study. 
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This procedure was changed in the 1999 Nebraska Tax Burden Study.  The reason for
changing the procedure in is that the elimination of non-filers from the final data set removes
these employees from our consideration of the impact of the sales tax. In previous studies the
process of merging files from the IRMF through Form 1040N resulted in the loss of
approximately 20 percent of the original IRMF records.  The new procedure used in this study
resulted in the loss of 135,449 of the total 1,083,067 records, or approximately 12.5 percent of
the original records. The 135,449 records can be interpreted as the number of jobs that did not
contribute to the Nebraska Individual Tax liability. In terms of employees, the number of lost
records is 83,023 of 711,690 employees, or 11.7 percent. There are several reasons for the loss
of records between withholding and filing of Nebraska Form 1040N. One reason is that federal
withholding was deducted but not Nebraska withholding, which can occur when total wages
are low enough to cause a federal liability but not a Nebraska liability. Another reason is that
the taxpayer simply did not file a Nebraska (or possibly a federal) return. In this case federal
income taxes were withheld from the employee’s wages, but the taxpayer did not make a final
Nebraska payment or receive a refund. A final reason is that data processing errors occurred in
either the IRS or the Nebraska files that prevented a match between FEIN or social security
number.

Imputed Income and Sales Tax Liability

The final step in constructing the 1999 Nebraska Tax Burden Study data set is
calculating imputed sales and income tax paid by the individual and attributable to the wages
earned from each business. The income tax calculation is made by dividing wages earned by
federal adjusted gross income and multiplying the result by Nebraska income tax liability
minus nonrefundable credits. This simple formula ensures that only income taxes from wage
income is counted toward the tax burden of each industrial sector, and not income from other
sources. In equation form:

TI = (W/YF) * LNebr

where:
TI = Imputed Nebraska Liability
W = Total Job Wages
YF = Federal Adjusted Gross Income
LNebr = Nebraska Liability minus Nonrefundable Credits and Refundable Child Care   

    Credit

Imputed sales tax paid by individuals is calculated using the same approach as in
previous studies. This approach recognizes that the sales tax is regressive to the extent that
lower income households devote a larger portion of their income to consumption of goods and
services that are subject to the Sales and Use tax than do higher income households. Federal
AGI is used to assign a sales tax rate based on household income. The rate is then multiplied
by wages earned from each individual’s W-2 form. The rate schedule is presented in the table
below.
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Adjusted Gross Final Imputed Sales
 Income Group & Use Tax Rate

Less than $5,000 8.56%
$5,000 to $9,999 2.81%

$10,000 to $14,999 2.22%
$15,000 to $19,999 1.82%
$20,000 to $29,999 1.63%
$30,000 to $39,999 1.35%
$40,000 to $49,999 1.20%
$50,000 to $69,999 1.11%
More than $70,000 0.98%

The imputed Nebraska Sales and Use tax is calculated using the Consumer Expenditure
Report from the U.S. Department of Labor Bureau of Labor Statistics. The results of the
consumer expenditure survey of households from the Midwest regional report for the years
1999-2000 are used for this study. The expenditure categories chosen represent taxable
expenditures from categories that most closely represent Nebraska’s Sales and Use tax base,
and are listed in the first column of Table 1 on page 16. These expenditures are summed to
represent the total taxable expenditures by income group. These totals approximate nonmotor
vehicle net taxable sales, and are multiplied by the appropriate sales tax rate to calculate the
total sales tax paid by income group. The total sales tax for each income group is divided by
the median AGI to arrive at the Sales and Use tax as a percentage of AGI.  The median AGI is
taken from the Nebraska income tax data. The final imputed Sales and Use tax rate is based on
the fact that during calendar year 1999 the Nebraska Sales and Use tax rate was 4.5 percent
from January through June, and 5 percent for the rest of the year.

The 1999 Nebraska Tax Burden Study data is completed by calculating an imputed
value for the sales and individual income tax based on the AGI for each record in the merged
IRMF-NBMF-1040N data set. An analysis of the final data set is presented in the next section.

Analysis of the 1999 Nebraska Tax Burden Study Data

Three summaries of the final the 1999 Nebraska Tax Burden Study data are presented
in Tables 2 through 4, beginning on page 17. Each summary is discussed below.

Employer Size

The final data set is summarized by employer identification number to calculate the
number of employees working for each employer. Employers are classified by size according
to the numbers of employees, and each employer is assigned to one of fifteen size
classifications. Table 2, on page 17, titled “Summary by Employer Size,” presents the final
1999 data set summarized by employer size. The table includes the number of employers in
each size classification, as well as the numbers of jobs, employees, total wages, deferred
compensation, dependent care, imputed sales and use tax, and imputed net income tax. Total
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wages is the sum of salaries and tips. The sum of total wages, deferred compensation, and
dependent care is equal to total employee compensation.

Employee Region

For purposes of identifying taxpayers and taxes paid by regions in the state, each IRMF
record is assigned to one of ten regions in Nebraska (and one unassigned category), based on
the employee’s zip code. This information was carried through to the final data set. These nine
regions are identified in Table 3, “Summary by Employee Region.” The “Other” category
includes records with no reported zip code or those located outside the state. For purposes of
comparison, the employee regions, as well as the employer size classifications used in the 1999
study, are identical to those defined in the 1991 and 1995 studies. A map illustrating the
regions appears at the end of this report. Table 3 contains information on the number of
employees, employers, jobs, total wages, deferred compensation, dependent care by region,
imputed sales and use tax, and imputed net individual income tax.

Industrial Sector

For purposes of identifying taxpayers and taxes paid by industrial sector, each record of
the final data set contained an Nebraska Business Classification Code. Using this code, the
final study data set can be summarized by industrial sector. For purposes of comparison, the
industrial sectors used in the 1999 study are identical to those defined in the 1991 and 1995
studies. Table 4 on page 19 contains information on the number of employees, employers, jobs,
total wages, deferred compensation, dependent care by region, imputed sales and use tax, and
imputed net individual income tax. The resulting data details each sector’s contribution to the
Sales and Use tax, and net Individual Income tax.

Note that the total number of employees and the total number of jobs in these tables are
different. This is because an employee is defined as a social security number on a Form W-2,
and a job is defined as a unique employee social security number matched to a unique
employer identification number. The difference in these numbers reflects the fact that some
employees work for more than one employer during the tax year, either because an employee
moves from one employer to another, or works for more than one employer during the same
time period. Because Form W-2 contains no information on the period of employment or the
number of hours worked per week or month, it is not possible to determine the reason for the
differences between the number of employees and the number of jobs using IRMF data. 

In addition, note that the total number of jobs is equal between tables, even though the
total numbers of employers and employees do not match. The number of jobs match because a
job is defined as a Form W-2 containing a unique employee social security number and a
unique employer ID, and this will not vary between employer size groups, location, or
industrial sector. The number of employers and employees may not match between tables
because an employee is defined as an SSN, and an employer is defined as a FEIN and an SSN.
The number of employees is different because an employee may work in more than one sector
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and more than one location in a year. The number of employers is different when comparing
employee regions because regions are defined by employee address. This results in the
situation where two employees living in different regions but working at the same place will
result in two employers. 

Comparison Between BEA and Final Tax Burden Study Data

The 1999 Nebraska Tax Burden Study, like the previous studies, relies on taxpayer
information from the Nebraska Department of Revenue merged with IRS information linked to
wages reported by each individual’s employer(s) on the federal Form W-2. In so doing, some
records were lost, either because there was no Form 1040N filed corresponding to the federal
Form W-2, or information was insufficient for the records to be merged successfully. The final
tax study data set amounts to more than 87 percent of the original edited federal Individual
Return Master File.

The loss of records raises the question of whether there is a pattern in the lost records.
In general, the loss of records would not be a problem from a statistical inference perspective if
the lost records could be treated as if they were a random sample drawn from the universe of
all resident Nebraska taxpayers. This process could be statistically tested if it were possible to
draw a sample of the lost records, fill in the missing information to complete the merging
process, and test this sample against the final data set. However, it is not possible to do a
statistical test on either the IRMF-based data set or the final merged data set. It is useful,
though, to make an ad hoc comparison between the data constructed for this study and some
other independent source of data. One independent source of data is published by the U.S.
Department of Commerce Bureau of Economic Analysis (BEA). The BEA data can be thought
of as representing a second sample of Nebraska wage and salary information. This approach
was used in the previous studies.

Comparison of the Final Tax Burden Data Set with BEA Data

The BEA publishes estimates of the wage and salary component of personal income on
an annual basis. This data is published by business sectors for each state. For comparison
purposes, the 1999 Nebraska study utilizes one of the BEA’s tables, Table SA07—Wage and
Salary Disbursements. Figure 1 shows the percentage of wages and salaries for the state by
industrial classification and compares the BEA analysis and the 1999 Nebraska Tax Burden
Study estimates of wage proportions by industry. 

The figure shows three sectors where the differences between the BEA data and the
final tax burden data set appear significant: services; transportation, communications, and
utilities (TCU); and manufacturing. The BEA data for the percentage of total wages in the
manufacturing sector is significantly higher than the Department of Revenue’s estimate in the
final tax study data set. Further, the service and TCU sectors of the tax study are greater than
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the BEA estimates. The difference in the service sector is particularly large. This pattern was
repeated in the 1995 and 1991 studies as well.

This situation could be the result of two problems with the Department of Revenue’s
data sets. First, there is a problem with the miscoding of businesses in the Nebraska Business
Classification Codes. A large number of businesses are coded as “other” when they should in
fact match an industrial sector in the BEA data. In addition, a number of businesses are
probably listed in the wrong sector. The disparity between the services and government sectors
could be explained by miscoding. Nebraska has a large number of public utilities compared to
other states. If these employers are classified by the BEA as government employees, rather
than as employees in the TCU sector, it could account for some of the disparity between these
two sectors.

The second potential source of errors deals with the likelihood that much of the missing
data comes from small employer size categories.  This observation was made by the
Department of Revenue in the previous studies, where it was noted that the greatest portion of
the missing records are in the smallest employer group. If employer size is not uniformly
distributed across all sectors, and because wages per job is less for the smaller employers, it
would tend to skew the tax burden study data sets relative to the BEA data.

Conclusions from Bureau of Economic Analysis Comparison

At the level of disaggregation of data used to divide the data into industrial sectors,
there are differences in some industries between the Department of Revenue data and the BEA
data for percentages of total wages broken out by industry. These differences are greatest in the
manufacturing, transportation, and services sectors.

 
Comparison of the 1999 to Previous  Nebraska Tax Burden Studies

The 1999 Nebraska Tax Burden Study represents the third time a full tax burden study
has been completed. Although there were some modifications in the process of constructing the
1999 study data, the 1999 report purposely used the same criteria for summarizing data by
employer size, industrial sector, and region. This allows for comparisons between the 1999 and
previous studies. Tables 6 through 8 compare the IRMF-based data set in Tables 2 through 4 to
the corresponding tables in the 1991 and 1995 reports. Table 6 indicates that the numbers of
employers identified in the IRMF-based data sets increased between 1995 and 1999 in all but
the smallest size classifications. The total number of employers identified in the IRMF data
decreased by 10,096 or 9.2 percent. The number of jobs identified grew by over 84,024 or by
8.4 percent. Total wages identified grew by 27.0 percent. Table 7 indicates that the numbers of
jobs identified in the IRMF data increased in all regions, reversing the trend from the 1991 to
1995 period.
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Table 8 shows job gains in all industrial sectors between 1995 and 1999. Similarly,
wages grew in all sectors. This trend did not continue, however, through all sectors in terms of
imputed Sales and Use tax. Manufacturing, TCU, wholesale trade, and government
contributions to the sales tax base fell between 1995 and 1999. Two factors would account for
this. First, there was the temporary sales tax rate reduction in the first half of 1999, which
resulted in a rate cut of 5 percent. The second factor may be due to the re-estimation of the
imputed sales tax rates. Finally imputed net income taxes increased between 1995 and 1999 in
all sectors. Overall, imputed individual income tax grew by 33.8 percent between the 1995 and
1998 study years.

Historical Analysis of Nebraska Income Tax by Decile, 1995-1999

Table 9, Federal Adjusted Gross Income and Nebraska Income Tax after Credits by
Deciles, presents Nebraska income tax records by decile from 1995 through 1999. This was
accomplished by sorting all Form 1040N returns by adjusted gross income (AGI), dividing the
total number of returns by ten, and analyzing each group. For convenience, the first seven
deciles, or 70 percent of the returns, are treated as a single group. Thus, the tenth decile in
1999 represents the 75,722 returns reporting the highest adjusted gross income. This represents
$12,666.5 million in AGI and $576.7 million in Nebraska individual income tax. The lower
two blocks of the table present the same information as a percentage of the total AGI or as a
percentage of the total Nebraska income tax after credits. Thus, summing the numbers across
all ten deciles will result in 100 percent of the AGI or of the Nebraska Income Tax. The last
column in each block, labeled “Top 500 Returns,” represents the 500 returns with the highest
AGI. This is presented because generally there is a great difference between the characteristics
of returns at the extremes, compared to a larger group at the top decile or quartile level. For
example, in 1999 the top decile begins at an AGI of $77,690 compared to the top 500, which
begins at an AGI of $1,345,486. This column in Table 9 indicates that in 1999, the top 500
returns represent 6.94 percent of the total reported AGI, and they pay 6.83 percent of the total
Nebraska personal income tax.

Table 10 is based on the information in Table 9. The block labeled “effective tax rate,”
is calculated as a percentage of the Nebraska income tax paid by the decile class divided by the
AGI total for that class. This effective tax rate reflects the rate at which all the AGI in the
decile is taxed. That is, if there were a flat tax rate on all AGI, with no credits or exemptions,
the effective rate would produce the amount of tax paid by the returns in that decile class. 

The block in Table 10, labeled “tax burden index,” is calculated by dividing the
numbers in the lower right block of Table 9, labeled “Nebraska Income Tax after Credits as 
percent of Total,” by the numbers in the lower left block of Table 9, labeled “Federal Adjusted
Gross as percent of total.” This results in a share index that relates the percent share of income
in each decile to the percent share of tax paid in the same decile group. For example, a
hypothetical decile group with a tax burden index of 1.00, reporting 20 percent of the AGI,
would have paid 20 percent of the tax. Similarly, if this decile paid less than 20 percent of the
tax, the tax burden index would be less than one.  As a final example, consider the tenth decile
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in 1999. This 10 percent of the returns reported 41.61 percent of the AGI and paid 56.55
percent of the individual income tax, resulting in a tax burden index of 1.36. 

Reading these index numbers across a row for a single year shows that the index
increases as one moves up the decile numbers. This demonstrates that the Nebraska Individual
Income tax is progressive, in that lower income taxpayers pay a lower percentage of the total
tax than do higher income taxpayers. Reading down the columns, one can follow the history of
the tax burden on the decile in question. The stability of the index through most years indicates
that the progressivity of the income tax has not changed significantly through the years. The
possible exception is that the lower two decile groups presented (the first 7, and the eight
deciles) appear to have had their income tax burden lowered through the period of the analysis.
The other exception is in 1993, after LB 240 was enacted to shift a portion of the income tax
burden to the upper income taxpayers, and in 1993 and 1994 the burden index increased for the
tenth decile. 

TRAIN Model Analysis

This section contains some examples of dynamic effects of the Nebraska Tax system. 
These dynamic impacts were determined by using a version of the TRAIN model that was
developed jointly by the Legislature’s Fiscal Office and the University of Nebraska.  The
TRAIN model is a computable general equilibrium (CGE) model.  The basis for the TRAIN
model is a social accounting matrix (SAM) that contains 72 sectors that detail interactions
within the Nebraska economy and how the Nebraska economy interacts with the rest of the
world.  Of the 72 sectors in the economy, 26 sectors deal with industries, 33 government
sectors, 9 sectors represent households, and 1 sector each to represent capital, labor,
investment, and the rest of the world.  In the model, the rest of the world is everything outside
of Nebraska. The model uses these variables in a series of nonlinear equations that are solved
simultaneously. 

The model is useful for studying tax burdens because after the model solves for the
base case, changes to tax policy can be evaluated for their effect on the whole economy.  In the
1999 Nebraska Tax Burden Study, we are going to look at a simple case of the impacts of
changing the per household income taxes paid by Nebraskans and how this effects their
consumption patterns.

Table 11 on page 26 contains a list of the industry sectors that are contained in the
TRAIN model.  The numbers presented as percentages represent the percent change in
household demand from a 10 percent decrease in per household income taxes. That is, each
household sector is defined by AGI group, and for each group Nebraska Individual Income tax
is reduced by ten percent. Read down the columns in the table, the percent changes represent
the changes in the demand for goods from that various industrial sectors by that particular
income group.  As illustrated in Table 11,  the household group that shows the greatest impact
of this simulated change in income tax is the over $70,000 income group. For example, a 10
percent reduction in individual income taxes results in a 2.86 percent increase in the final
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consumption of products from the printing and publishing industry, 8.33 percent increase in
consumption from the metals and machinery industry, and 1.25 percent increase in final
consumption from the retail sector.

This simulation did not show as great an impact on other income groups. The effect of
the simulated tax cut for other AGI groups on the industrial sectors of the Nebraska economy
was much less. Rounding nearest 100th percent, only seven sectors had a non-zero change in
final consumption due to the simulated tax cut in the $50,000 to $70,000 AGI group. Similarly,
only three sectors were impacted by the cut in the $15,000 to $19,999, and the $40,000 to
$49,000 groups. One possible explanation for this could relate to the progressivity of the
Nebraska Individual Income tax. In this analysis, each AGI group had its tax liability reduced
by 10 percent. As the decile analysis demonstrates, the total number of dollars for the cut at the
upper level is much larger than at the lower AGI levels. This can be seen in the effective tax
rate on page 24. The simulation shows the impact of reducing income taxes 10 percent, which
is approximately the same as reducing the effective rates by 10 percent. Because the top group
in the TRAIN model is approximately the same as the 10th decile, the reduction in effective
rates for this group is larger than the reduction for any other group. Also, the Tax Burden Index
on the same table indicates that AGI in the top decile is taxed at a rate nearly one-third higher
than the income at the 9th decile.
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1999 Nebraska Tax Burden Study Recommendations

This section of the 1999 Nebraska Tax Burden Study presents the recommendations of
the Nebraska Department of Revenue for future tax burden studies. These recommendations
are based on the Department’s experience in producing the current study, and considers an
alternative approach to the current study.

The 1999 Nebraska Tax Burden Study represents something of a departure from
previous studies. The most important difference is in the way the Nebraska NBMF and Form
1040N were edited prior to merging with the federal IRMF data. This resulted in two major
differences from previous studies: the first is the loss of the direct comparison between the
IRMF and final data sets, highlighted in previous studies; and the second is the difference in
interpretation of the records lost between the IRMF and the final data set. The change was due
to the idea that editing the NBMF to eliminate businesses that did not withhold Nebraska
Individual Income tax resulted in the elimination of many individuals where there was no
income tax paid but, a sales tax liability would have accrued. We believe that this is a better
interpretation of the tax code and should be continued.

A second departure from previous tax burden studies is in the use of a model to
estimate tax burdens. Previous studies attempted to meet the requirements of section 77-3115
in its entirety by directly calculating the tax burden on each economic sector. This approach
was natural given that the statute asks for a compilation of indicators showing the role of each
sector the Nebraska economy, and that the Department has access to individual tax records to
serve as the basis for constructing the final tax burden information by sector. However, this
approach requires a high degree of correspondence between identification numbers from
different sources of data. The results of the 1999 study, as well as the previous tax burden
studies, indicate that the degree of correspondence between data sets is not great enough to
provide a highly “accurate and dependable set of indicators” as required by the statute. We do
believe that the data sources are improving—largely due to the electronic filing of W-2
information; however, this approach still results in a large amount of lost records. If the data
sets could be improved upon, calculation would be the preferred method of constructing data
sets for examining tax policy. 

In the recommendations in the 1995 Nebraska Tax Burden Study, we suggested that the
use of the CGE model being developed pursuant to LB 1373 should be explored. The
Department took its first steps toward making use of this approach in this study. We believe
that this approach has merit. However, due to time constraints, and the steep learning curve in
using this model, we were not able to make full use of the TRAIN model in this study. We
recommend that the Department continue to work with this model, and make full use of it in
the next report, due in December 2006. In our initial work with the TRAIN model, we
identified a number of alternative types of analyses relative to the tax burden study that should
be completed for the next study.
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In the 1995 study, the Department of Revenue recommended that the Department of
Revenue be charged with calculating and providing specific sets of data and coefficients
necessary for the TRAIN model. These data sets may be used as substitutes or complements
for federal data used in the model, or they may be used to calibrate the model. The data sets for
the model could be published in the Nebraska Statistics of Income. The specifics of this should
be discussed through consultation with the Legislative Fiscal Office. The Department extends
this recommendation for future studies.

Finally, the Department of Revenue recommended in the 1995 study that the decile
analysis be updated annually. This has been done, and appears annually in the Nebraska
Statistics of Income report. 
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