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Individual Income Tax
The modern Missouri individual income tax became ef-

fective January 1, 1917. Be cause this tax was independent 
of the fed er al income tax adopted the same year, the en-
abling leg is la tion spe cifi   cal ly defi ned all related tax items, 
in clud ing gross income and deductions. The original tax 
was a fl at rate levy of one-half percent of net taxable in-
come. Exemptions for taxpayers and dependents were not 
introduced until 1919 and the present tax rate structure of 
grad u at ed tax rates and bracket was not in tro duced until 
1931.

 Exhibit 3 contains a historical summary of the major 
parameters of the Missouri in di vid u al income tax. Ap-
pendix II contains a historical summary of the statutory 
tax rates.

While there have been many mod i fi  ca tions to this tax 
since its inception, the most sig nifi   cant was the enactment 
of what is now Chapter 143, RSMo. This change, which 
became effective January 1, 1973, redefi ned the Mis sou ri 
income tax in terms of federal statutes. As a con se quence, 
ad just ed gross income and most de duc tions are now deter-
mined by the Internal Rev e nue Code.

The base of the Missouri individual income tax is, in 
essence, federal adjusted gross. The latter is defi ned as 
total, or gross, income less selected sources of income and 
specifi c mod i fi  ca tions. These items are called statutory 
ex clu sions. They include such items as pay ments to IRA 
or Keogh plans and insurance premiums paid by self-
employed individuals. Also in clud ed in this category are 
interpersonal transfers, such as al i mo ny paid and gifts 
received which are ex clud ed to avoid double taxation of 
these items.

The largest group of tax preference items excluded from 
the defi nition of in come, how ev er, consists of specifi c 
sources of income such as government transfer pay ments 
(for example veterans benefi ts and income main te nance 
pay ments) and em ploy er provided fringe ben e fi ts.

Taxable income is defi ned as adjusted gross income 
less total deductions. The latter consists of two parts. First 
are personal expenditures per mit ted by law, for example 
charitable con tri bu tions and cer tain interest payments. In 
lieu of itemizing such ex pen di tures, taxpayers have had 
the option of using the standard deduction since 1944.

The second set of deductions are tax pay er and depen-
dency exemptions. These have also been the result of both 
political and practical con sid er ations, such as keep ing the 
total number of returns within manageable pro por tions 
and dif fer en ti at ing liability based on family size.

Exhibit 4 provides a schema of the re la tion ships be-
tween the federal and Missouri defi   ni tions. Those items 
des ig nat ed with a  are con sid ered tax ex pen di tures.

Exhibit 5 presents estimated revenue losses for all 
currently defi ned individual income tax ex pen di tures. As 
with all such estimates, some cautions pertain to their 
potential use and misuse.

First, they cannot be meaningfully ag gre gat ed. This is 
the result of interactions between the various items. In 
general, the simultaneous elimination of more than one 
deduction will have a smaller revenue effect than the sum 
of their individual com po nents. Conversely, the elim i -
na tion of more than one exclusion would have a larger 
impact than the sum of the individual exclusions.

Secondly, these estimates may not ac cu rate ly project 
what the actual revenue gains would be as a result of 
eliminating a particular ex pen di ture. Many of the pro-
 vi sions are de signed to reduce the  cost of a particular 
ac tiv i ty, for example, ac cel er at ed depreciation or chari-
table contributions. If either were to be altered or elimi-
nated, the ef fec tive price of investment or charity would 
be increased. Economic theory would suggest that the 
purchases of items so affected would decline, perhaps 
quite pre cip i tous ly.

Another issue involved is that of the “timing” of certain 
expenditures. This issue is of particular im por tance in the 
case of the expensing of busi ness ex pen di tures. For indi-
viduals and cor po ra tions that opt to either expense or am-
 or tize certain outlays, the tax expenditure is mea sured by 
the dif fer ence be tween the de duc tion utilized and that of 
cap i tal iz ing the ex pen di ture. As a result, these decisions 
will lead to negative tax ex pen di tures in later years when 
the taxpayer does not have the de pre ci a tion de duc tion.

Individual Income Tax
   by Calendar Year

 2008 Rank of portion of gross receipts: 1   
 Maximum 2008 Tax Rate:    6.0%
 2006 2007 2008
Gross Receipts
 General Fund 5,473.2 5,912.6 6,232.3 

 Other 0.0 0.0 0.0
 
Tax Expenditures
 Exclusions 48.6 49.6 47.5
 Deductions 3,745.5 3,981.6 4,230.4
 Credits 237.9 315.7 293.7
Figures in millions of dollars
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- Tax expenditure

Exhibit 4
Derivation of Missouri Taxable Income—Individuals

Total or Gross In come

minus

Exclusions from Gross In come

equals

Federal Adjusted Gross In come
plus

Positive Ad just ments

minus

Negative Ad just ments

equals
Missouri Ad just ed Gross Income

minus

Deductions

Wages, salaries
Annuities and pensions
Dividends received
State and local income tax refunds
Alimony received

 Taxable interest received
Net business profi ts
Net gain on sales or exchanges
Commissions, bonuses and tips

 Certain taxable fringe benefi ts
Net rent and royalty
Prizes
Net farm income

 Taxable social security
Unemployment compensation

 Self-employed retirement plans contributions (Keogh)
Alimony paid

 Contributions to individual retirement accounts
Interest forfeited upon premature withdrawal from time savings account

 Employment-Related moving expenses
 Self-Employment tax
 Self-Employed health insurance premiums

Interest on state and local obligations
Partnership, fi duciary or S corporation adjustments
Other positive adjustments

Interest from exempt federal obligations
 Interest on Missouri state and local obligations

State income tax refund included in federal adjusted gross income
Partnership, fi duciary or S corporation adjustments
Other negative adjustments:

 Exempt railroad retirement benefi ts
 Enterprise zone income

 Standard or itemized deductions
 Federal income tax
  Other federal tax deductions
 Taxpayer exemptions
 Dependency exemptions
 Government pensions
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  Multiplied by the effective tax rate or rates

 Senior citizen's property credit
 Neighborhood assistance credit
 Development reserve credit
 Wood energy credit
 Seed capital credit
 Special needs adoption credit
 Enterprise zone credit
 Affordable housing credit
 Export fi nance credit
 Low income housing credit
 Small business incubator credit
 Infrastructure development credit
 Qualifi ed research expense credit
 Small business investment credit
 Brownfi eld tax benefi ts credit
 Community bank investment credit
 Business use incentives credit
 Youth opportunities credit
  Charcoal producers credit
 Historic preservation credit
 Maternity home credit
  Domestic violence shelter credit
  Sponsorship & mentoring credit
 Film production credit
 Wine & grape production credit
  Rebuilding communities credit
 Transportation development credit
 Agricultural product utilization contributor credit
 Bank tax credit for S corp. shareholders
 Dry fi re hydrant credit
 Family development account credit
  New enterprise creation credit
 New generation cooperative incentive credit
 Remediation tax credit
 SBA guaranty fee credit
 Shared care credit
 Disabled access credit
 Rebuilding community/neighborhood preservation credit
 Bank franchise credit
 Demolition tax credit
 Development tax credit
 New Enhanced Enterprise Zone credit
 Missouri Quality Jobs 
 Children In Crisis
 Residential Treatment Center
 Pregnancy Resource Center
 Family Farm Credit 
 Food Pantry Tax 
 Self Employed Health Insurance 
 New Market Credit 

 

equals
Missouri Taxable In come

equals
Gross Tax Due Be fore Cred its

less

Credits

equals
Net Tax Due

  - Tax expenditure

Exhibit 4 (continued)
Derivation of Missouri Taxable Income—Individuals
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