Approved March 27, 1984
Date
MINUTES OF THE __HOUSE  COMMITTEE ON ASSESSMENT AND TAXATION
The meeting was called to order by Representative Jim Braden at
Chairperson
~9:00 _ am./gF#EXon March 15 1984 in room _5198 of the Capitol.

All members were present eXcepi .

Committee staff present:
Tom Severn, Legislative Research Department
Wayne Morris, Legislative Research Department
Don Hayward, Revisor of Statutes' Office
Nancy Wolff, Secretarv to the Committee

Conferees appearing before the committee:
Commissioner Claussen, City of Topeka
Mayor Wright, City of Topeka
Chris McKenzie, League of Kansas Municipalities
Don Harmon, City Manager, City of Manhattan
Gary Stith, Community Development Director, City of Manhattan
Representative Judy Runnels
Susan Lindamood, City Commissioner, City of Manhattan
Mark Furney, Manhattan Attorney
Harold Seymour, Rural Riley County
G. L. Hersh, Manhattan Businessman

Hearings were held on Senate Bill 631 which would amend the tax
increment financing law to authorize a second category of bonds which may
be issued under the Act - full faith and credit tax increment bonds. Under
current law, only special obligation bonds may be issued and the full
faith and credit of the city may not be pledged as backing for the bonds.

Commissioner Claussen, City of Topeka, testified in support of
Senate Bill 631. (Exhibit I)

Mayor Doug Wright, of Topeka, testified in support of Senate Bill
631 and asked the support of the committee.

Chris McKenzie, spoke as a proponent of Senate Bill 631. (Exhibit IT).

Don Harmon, City Manager of Manhattan, spoke briefly in support of
Senate Bill 631 and introduced Gary Stith, Community Development Director
of the City of Manhattan, who presented testimony in support of Senate Bill
631. (Exhibit TIT) '

Representative Judy Runnels spoke briefly in support of Senate Bill
631 and related the use of tax increment financing in a city in California
and the positive effect such financing has on that city.

Suzanne Lindamood, City Commissioner in Manhattan, testified in opposi
tion to Senate Bill 631 in its current form. (Exhibit TV)

Mark A. Furney, an attorney from Manhattan, spoke in opposition to
Senate Bill 631. (Exhibit V)

Harold Seymour, rural Riley County, testified in opposition to Senate
Bill 631.

G. L. Hersh, a Manhattan businessman, presented testimony in opposi-
tion to Senate Bill 631. (Exhibit VI)

The meeting was adjourned.

Unless specifically noted, the individual remarks recorded herein have not
been transcribed verbatim, Individual remarks as reported herein have not
been submitted to the individuals appearing before the committee for

editing or corrections, Page
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TESTIMONY ON SUBSTITUTE FOR S.B. 631

House Committee on Assessment and Taxation
March 15, 1984

Commissioner Claussen - General comments on Tax Increment Financing

Commissioner Clausser - Specific actioms oun Santa Fe project, Topeka

Commissioner Claussem - Highlights of S.B. 631

Mayor Wright - Present and future implications for redevelopment

Ernie Mosher - Statewide implications and League of Kansas Municipalities position
Dennis Mitchell - Marketing considerations.

Questions and Answers

Exhibits:
A. K.S.A. 12-771 requiring comprehensive feasibility study
B. Cash flow study on Santa Fe project
C. Santa Fe corporate guarantee to pay debt service

D. Statement from Financial Consultant showing corporate guarantee
makes it a taxable bond issue - (IRB).

E. Comparison with other states.

F. Assessed valuation - Cities of the First Class

Exhibits attached

- EXHIBIT I 3/x§/y¢ -
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12.1772

CITIES AND MUNICIPALITIES

date the redevelopment plan was adopted, as
p_r.ox_'ided in subsection (c}2) of K.S.A. 12-

1773,
{f) Before anv redevelopment project is

undertaken, a comprehensive feasibilitv

studv, which shows the benefits derived

trom such proiect wiil exceed the costs and

that the income therefrom will be sufficient

to pay for the project shall be prepared.
History: L. 1976, ch. 63, § 2; L. 1979, ch.
52,§2; L.1982, ch. 73, § 7; July L.

Law Review and Bar Journal References:

“Urban Redevelopment: Utilization of Tax Incre-
ment Financing,” Randall V. Reece 2and M. Duane
Covle, 19 W.L J. 336 (1980).

CASE ANNOTATIONS
1. Mentioned in upholding constitutionality of 13-
1770 et seq.; no unlawful delegation of legislative
_ powerand no violation of sections | and 3 of Article 11
of the Kansas Constitution. State ex rel. Schneider v.
City of Topeka, 227 X. 115, 1186, 122, 123, 603 P24 336.

12-1772. Redevelopment plan; resolu-
tion required; hearing; notice to county
commissioners, board of education and
property owners; adoption of plan. (a) Any
city proposing to undertake a redevelopment
project in accordance with the provisions of
this act shall first prepare a redevelopment
plan in consultation with the planning com-
mission of the city. The redevelopment plan
shal] include 2 summarv of the feasibility
study required by X.S.A. 12-1771 and
amendments thereto, a description and map
of the area to be redeveloped, the relocation
assistance plan required by K.S.A. 12-1777
and amendments thereto, a description of
the buildings and facilities proposed to be
constructed or improved in such area and
other information the governing body deems
necessary to advise the public of the intent
of the plan. A copy of the redevelopment
plan sgall be delivered to the board of
county commissioners cf the county and the
board of education of any school district
levying taxes on property within the pro-
posed redevelopment project area. Upon a
tinding by the planning commission that the
redevelopment plan is consistent with the
comprehensive general plan for the devel-
opment of the city, the governing body of
the city shall adopt a resolution stating that
the city is considering the adoption of the
plan. Such resolution shall:

" (1) Give notice that a public hearing will
be held to consider the adoption of the re-

development plan and fix the date, hour and
place of such public hearing;

(2) describe the boundaries of the central
business district of the city or the bounda-
ries of the enterprise zone to be established;

(3) describe the boundaries of the area
proposed to be included within the redevel-
opm)ent project area; and

(4
including a summary of the feasibility
study, relocation assistance plan and finan-
cial guarantees of the prospective developer
and a description and map of the area to be
redeveloped are availabre for inspection
during regular office hours in the otfice of
the city clerk.

(b) The date fixed for the public hearing
shall be not less than 30 or more than 70
days following the date of the adoption of
the resolution tixing the date of the ﬁearing.

(¢) A copy of theresolution providing for
the public hearing shall be delivered to the

board“of county commissioners of the .

county and the board of education of any
school district levying taxes on property
within the proposed redevelopment project
area. Copies shall also be mailed by certified
mail to each owner and occupant of land
within the proposed redevelopment project
area not more than 10 davs following the
date of the adoption of the resolution. The
resolution shall be published once in the
official city newspaper not less than one
week or more than two weeks preceding the
date fixed for the public hearing. A sketch
clearly delineating the area in sulficient de-
tail to advise the reader of the particular land
proposed to be included within the project
area shall be published with the resolution.

(d) At the public hearing, a representa-
tive of the city shall present the city’s pro-
posed redevelopment plan. Following the
presentation of the plan, all interested per-
sons shall
heard. The governing body for good cause
shown may recess such hearing to a time and
date certain, which shall be fixed in the
Eresgnce of persons in attendance at the

earing.

(e) Following the public hearing, the
governing body may adopt the redevelo
ment plan by ordinance passed upon a 33
vote. Any substantial changes to the plan as
adopted shall be subject to public hearing
following publication of notice thereof at
least twice in the official city newspaper.

246

state that the redevelopment plan,

be given an oppertunity to be .
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CITY OF TOPEKA, KANSAS ‘
TAX INCREMENT BONDS'- SERIES 1983 g f b+ B

( SANTE FE PROJECT)
CASH FLOW PROJECTIONS

SURPLUS TAX ADJUSTED
ESTIMATED INVESTMENT & INVESTMENT GROSS TOTAL- ESTIMATED
CAPITALIZED  TAX INCOME ON INCOME PARKING REVENUE DEBT SERVICE

YEAR  INTEREST INCREMENT DSRF*] CARRY-OVER©  REVENUE AVAILABLE REQUIREMENTS COVERAGE
1983 $159,549.8 -0- $27,000 | $ -0- -0- $ 186,550 $159,459 1.17x
1984  438,452.50 -0~ 54,000 27,000%2 -0- 519,452 438,452 1.18
1985  438,457.50 $ 36,353 . 54,000 81,000%2 -0- 609,810 438, 452 1.39
1986 - ~0- 577,558 54,000 135, 000%2 $ 141,505 908, 063 538,457 1.68
1987 644,300 54,000 93,101*3 141,505 932,906 536,457 1.73
1988 644,300 54,000 161,843 141,505 1,001,648 530,295 1.89
1989 644,300 54,000 168,005 141,505 1,007,810 516,470 1.95
1990 644,300 54,000 181,830 . 141,505 1,021,635 498,182 2.05
199) 644,300 54, 000 200,118 141,505 1,039,923 483,607 2.15
1992 644,300 54,000 214,693 141,505 1,054,498 462,645 2.28
1993 644,300 54,000 235,655 141,505 1,075,460 444,520 2.42
1994 644,300 54,000 253,780 141,505 1,093,585 417,575 2.62
1995 644,300 54,000 280, 725 141,505 1,120,530 371,475 3.01
1996 644,300 54,000 326,825 141,505 1,166,630 336,600 3.47
1997 644,300 54,000 361,700 © 141,505 1,201,500 306,975 3.9
1998 644,300 54,000 931,325 141,505 1,771,130 509,175 3.47

*] Debt Service Reserve Fund of maximum debt service requirement funded from bond proceeds of approximately $540,0
invested at 10%,

*2 Deposited to and Part of the Debt Service Reserve Fund

*3 Estimated surp]us available for scheduled debt service for current and the following year, if not so required surpl
will be used to redeem bonds

In addition, a one year's maximum Debt Service Reserve Fund will be funded from bond proceeds and until 1-1-87 a
surplus investment and tax {increment revenues will be deposited to Debt Service Reserve Fund. Total debt service reser
funds available on 1-1-87 are estimated to be $675,000. Additionally, Realty has agreed to provide a guarantee
deficiencies in debt service requirements up to 25% of the interest or principal on the obligations, whichever {s highe
This guarantee has an estimated maximum amount available of approximately $1,750,000.

Total AdditionaT Amounts Available for Coverage:

Funded DSRF $ 540,000
Accumulated DSRF 135,000
Raflway Guarantee : 1,750,000
Total Additional Security for Issue $2,425,000

Est. Maximum Annual Debt Service Requirement 540,220
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In the event the actual tax bill presented by the Treasurer of Shawnee County
for taxes on the site (as described in ARTICLE I hereof) is less than the
indicated taxes on the due dates as itemized above, Santa Fe will, on the date
the taxes are due, make payment to the extent necessary for debt service

requirement to the (1ty of the difference, which amount shall be applied in

the payment of principal and interest or deposited in the Reserve Fund of the

. 1ax_Increment Bonds. With respect to the remainder of the Iife of the Bonds,

1n_the event that the sum of the Pledged Property Tax Revenues plus Pledged

Parking Garage Revenues plus available reserve funds in any given year are not

sufficient to pay the current year's debt service on the Bonds, Santa Fe will,

upon 30 days written notice from the City, pay to the City, at least 20 days

prior to the due date of either the principal of or the interest on the Bonds,

an amount in addition to taxes equalling the difference, which amount shal] be

applied by the City to satisfy the debt service.

7.

Except for provisions contained in Article IT, subparagraph 3 of

this Agreement requiring Santa Fe to make payments to the City in the event of
non-completion of the Project, the City and Santa Fe mutually agree, if tax
exempt obligations are issued for the financing of the Project, that such
payments over and above the amounts paid representing real property taxes
shall not exceed 25% of the principal of or interest on the tax increment
bonds without the City first obtaining an opinion from a nationally recognized
bond counsel to the effect that such additional payments over and above the
payments equal to 25% of the principal of or interest on the tax increment
bonds that has or is to be paid by Santa Fe, will not result in the interest
on the Bonds to be included in the calculation of gross income for federal

income taxation purposes.

8.

To comply with all federal, state, and local laws and regulations in

the construction of the office building and computer building and to provide
landscaping, sidewalks, and fill to bring the site to grade.

ARTICLE III

CITY AND SANTA FE MUTUALLY AGREE:

1.

Either party shall have the right to terminate this Agreement on

seven days' written notice to the other party, deposited with first class
postage prepaid in the United States mail, should any of the following
contingencies occur:

a. Disapproval of Santa Fe's application by the City or

disapproval of Santa Fe's redevelopment proposal submitted to the

City,

pursuant to Ordinance No. 15019 (published September 20,

1982).

b. Failure to implement the use of tax increment financing

pursuant to K.S.A. 1981 12-1770 et seq. and Ordinance No. 15019 of
the City Code.

C. Fajlure of Santa Fe and the Secretary of Administration of

the State of Kansas, on behalf of the State of Kansas, to agree on
the sale of properties pursuant to the provisions of Chapter 343 of
the 1982 Session Laws of Kansas.
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Shearson/American Express Inc~ 2345 Grand Avenue Kansas City MO 64108 816 346 6100

December 2, 1983

James Claussen
Commissioner of Finance
City of Topeka, Kansas
Municipal Building _
215 East Seventh Street
Topeka, Kansas 66603

RE: Tax Increment Financing
Dear Commissioner Claussen:

In response to your telephone request of December 1, I am herewith enclosing a
copy of the material presented to the rating agencies on June 2, 1983 in
regard to Topeka'a Tax Increment Financing.

In regard to your question on the corporate guarantee, I would offer: the
following explanation: ~

The proposed corporate guarantee on the Bonds would have required that the
Bond issue meet all the relevant tests of an industrial revenue bond
issue. One of those tests is the "Capital Expenditure Rule" which in
effect says that for the interest on the Bonds to be exempt from Federal
income taxation, the company {corporate guarantor in this case) cannot
spend a total of more than $10 million for capital expenditures in the
City during a six-year period starting three years prior to the bond issue
and ending three years after the bonds are issued.

Since Santa Fe was anticipating a capital expenditure in excess of $40 million
to build a new office building, the corporate quarantee on the Bonds would
have made it a taxable bond issue rather than a tax-exempt bond issue.

If we can provide additional information, please do not hesitate to call.
Best regards,

Dennis Y. Mitchell

Assistant Yice President

DVM:mt D%@EUME
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Shearson /American Express Inc 2345 Grand Avenue Kansas City MO 64108 816 346 6100

February 2, 1984

James L. Claussen
Commissioner of Finance
City of Topeka, Kansas
Municipal Building

215 East Seventh Street
Topeka, Kansas 66603

RE:\ Full Faith and Credit Pledge for Tax Increment Bond Issues

Dear Commissioner Claussen:

This is in response to your request for information on tax inérement financing
Taws in other states which allow the pledge of a municipality's full faith and
credit as security for the tax increment bonds.

By way of general information, I am enclosing a copy of an article from State
Government Quarterly, Vol. 55, No. 1, 1982, entitled, "A Comparison of State
Tax Increment Financing Laws" by Jack R. Huddleston, Assistant Professor,
University of Wisconsin - Madison. The article presents a comparison of
various aspects of tax increment financing laws in 14 states, including Kansas.

On page 32 of the article, it is interesting to note that the author states
that, "Al1 states (in the survey) allow general obligation bonds or the
general fund of the Tlocality to finance redevelopment projects, pledging the
future tax increments to their repayment.”

In our own research, we have learned that three states; Arkansas, I1linois and
Michigan allow property tax revenues to be pledged to pay debt service on tax
increment bonds. Other revenues, such as sales tax revenues or general
revenues of the municipality may also be pledged in each of the three states.

We have also found that in Missouri and Wisconsin, general obligation bonds
may be issued for the same purposes as tax increment bonds. In Missouri, an
election is required while in Wisconsin the issuance is subject to a petition
for an election.

We hope this information is of use in the efforts to modify the Kansas law.

Yours truly,

D srran

Dennis V. Mithcell
Yice President

DVM:mt
Enc




A Comparison
of State Tax
Increment
Financing
Laws

By
jack R. Huddleston

Tax increment financing (TIF) has been used by
state governments for nearly three decades as a way
to finance the redevelopment of blighted areas
within eities. Started as tax allocation financing in

California, use of tax increment financing laws .

spread slowly during the 1950s and 1960s, and ex-
ploded in the 1970s.1 Initially used to generate local
matching funds for federally funded development
projects, TIF has increasingly been adopted by
states as the primary financing mechanism for local
development efforts.?

Unlike development programs that lean heavily
on federal or state grants, TIF relies on local prop-
erty tax revenues and is administered and monitored
almost entirely by local government officials. Typi-
caliy under TIF, cities spend for developments such
as land clearance and street improvement within
specially created “districts.” These expenditures by
the city are gradually reimbursed through the pay-
ment of “tax incréments™ from the various local
governments having taxing authority over the prop-
erty located within the TIF district. The increased
tax revenues come from increases in property values
which result from the expenditures on development.
Thus, taxing authorities create development capital
by deferring potential revenues. For example, if
property values within a TIF district increase by 31
million following a development project by a city,
the affected county government that has a property

E;Jué/'{‘ E-1

tax rate of 5 mills generates a $5,000 tax increment
payment to the city. If the local school district has a
property tax rate of 20 mills, the $1 million increase
in TIF district property values produces a $20,000
tax increment payment from the school district to
the city.? This process is continued cach year until

* the original development expenditure by the city is

totally recovered. Then the district is dissolved, and
the entire tax base in the district is returned to full
use by all local units of government.

In theory, tax increment financing werks because
several local governments share the same tax base.

‘City, county, school district and other local taxing

jurisdictions, for example, all raise revenues from
properties located within a city. Without TIF, cities
often bear the cost of development alone, while all
local taxing jurisdictions share the benefit of an
increased local tax base. Tax increment financing
provides a way to share the cost of local develop-
ment among the various taxing jurisdictions which
ultimately benefit from an improvement in their
collective local tax base.

States currently using TIF and states considering
the possible adoption of TIF face several common
major issues. The key questions are usually: which
projects should be funded, where, and at what scale?
The issues arise because tax revenues from several
local governments are used to finance projects
within particular cities and most state TIF laws give
wide discretion to local governments. Equally im-

~ portant are questions concerning which govern-

ments should pay tax increments, how much they
should pay, and for how long. Protection for local
taxpayers, information dissemination, Jegal consid-
erations and implications for local government
planning are also often important.

Each state that hasadopted tax increment financ-
ing legislation presents a case study in how these
common issues can be addressed. This paper com-
pares 14 states, which enacted T1F legislation before
1980.4 The states were chosen primarily on the basis
of availability of public information concerning

Jack R. Huddleston is assistant professor in the Department of
Urban and Regional Planning, University of Wisconsin-
Madison and was formerly an cconomist with the Wisconsin
Department of Administration and Chief of Local Fiscal Policy
A..na]ysis, Wisconsin Department of Revenue. The research as-
sistance of Ms. Lynn McCormick was an invaluable asset 1o this
research.



STATE GOVERNMIENT VOL. 55, NO. 1

their TIF laws. For convenience, the comparison is
structured into four major categories: nature of en-
abling legislation; receipt and distribution of tax
increments; planning and implementation process;
and major TIF project requirements and limita-
tions. The accompanying table summarizes this

comparison for the 14 states.

E bt E£2

Nature of Enabling Legislation

The majority of states included in this study had
existing urban renewal laws prior to their use of tax
increment financing. For these states, amendments
to these laws were the primary vehicle by which tax
increment financing was institutionalized. For two

Table 1
COMPARISON OF STATE TAX INCREMENT FINANCING LAWS

ICzh'f. l Fla. f il [Xan. I Me. WMinn. L\Aont.l Nev. IN.D. 10re. I S.D. I Tex. IUrah 1 Wis. J

NATURE OF ENABLING LEGISLATION

constitutional amendment required 1951 1960
amendment to urban renewal law 1952 | 1977 1 1969 | 1974 1973 | 1961 1977 {1965
original TIF law 1976 | 1576 { 1977 | 1974 1975 1978 1975
RECEIPT AND DISTRIBUTION OF TAX INCREMENTS
authorized agency:
—municipality ’ X X X X X X X X X X X X X X
—redevelopment, housing or urban '

renewal agency X X X X X X X
—counly X X X X
accumulation of tax increments:
—partial tax increments allowed to

be returned to local jurisdictions X X X X
—"losses”” reimbursed X
overlying taxing jurisdictions
—exclusion of school districts X X X X X
—exclusion of state government X X X
TiF PROCESS
blight finding required X X X X X X X X X X X X X
plan requirements:
~conformance with existing plans X X X X X X X X X X X X X
~—special features X X X X X X X
hearings/resolutions required:
—3t plan adoption X X X X X X X X X X X X X X
—at district creation X X X X
additional participatory mechanisms X X X X X
tax increment/allocation bonds allowed X X X X X X X X X X X
MAJOR REQUIREMENTS AND LIMITATIONS
areal limits X X X X X X
property value limits X X X
time limits X X X X X
{re)development projects allowed:
—residential X X X X X X X X X X X
—industrial X X X X X X X X X X X X
—commercial X X X X X X X X X X X X X X |

Detailed notes for this table, with references 10 each state’s TIF provisions, are available from the author upon request.
P P q

30



of these states, California and Oregon, constitu-
tional amendments were required before adoption
of TIF legislation. Free-standing tax increment fi-
nancing legislation was enacted in states without
existing urban renewal laws.

Receipt and Distribution of Tax Increments

The primary local government responsible for im-
plementing TIF projects in all states is the munici-
pality. However, in eight states redevelopment,
housing or urban renewal agencies are given author-
ity touse TIF, and in four of these states, the author-
ity to use TIF also rests with county government.

As a general rule, state TIF laws provide for full
tax increment payments by local taxing jurisdictions
over the life of TIF districts. As described earlier,
full tax increments are generated by applying the
property tax rate for each unit of government to the
growth in property values which occurs within the
TIF district. In four of the states surveyed, however,
provisions are made to return partial tax increments
to affected local taxing jurisdictions. This is done by
reimbursing only each year’s outstanding indebted-
ness by tax increments and returning the remainder
to each overlying taxing jurisdiction in proportion
to their normal share of the total tax levy. Counties,
school districts, and other affected taxing jurisdic-
tions (if any) in these states, thus, make only partial
tax increment payments during some years. The
State of Maine goes further—once a partial incre-
ment has been returned, the full tax increment for a
TIF project cannot subsequently be collected.’

All states allow tax increments to be generated
only when district values exceed their level at the
time of district creation (or subsequent revaluation).
In general, no provision is made for periods in which
district property values drop below their original
level, which might happenduringtheland clearance
phase of a TIF project, for example. North Dakota,
the only exception to this rule, stipulates that all “tax
losses™ of local taxing jurisdictions which are due to
a decrease in property values below original levels be
recorded each year. Then, when the district’s value
begins to increase above the original base, tax in-
crements are first used to repay losses of all affected
taxing jurisdictions.

Tax increments are normally generated by all jur-
isdictions having taxing authority over the property

3

Exhibit £3

TiF

within a TIF district. In five states school districts
are exempted from the tax increment process. This
can be done by not including the school tax rate in
determining each year’s tax increment calculation
(as in Florida), by returning calculated tax incre-
ments directly to school districts (as in South Da-
kota), or by compensating school districts indirectly
through state school aid formulas (as in Wisconsin).
The first two approaches have a significant impact
on the absolute size of each year’s tax increment
since school taxes tend to dominate total property
tax rates for most areas. The latter approach leaves
the size of the tax increment unaffected while intro-
ducing an additional contributor, the state, to the
TIF process. On the other hand, three states specifi-
cally exempt state property tax revenues from tax
increments to local governments.

TIF Planning and Implementation

All states require some determination of blight be-
fore a redevelopment district can be created. This is
largely done to satisfy constitutional requirements
that a “public purpose™be served by the use of TIF.$
Wisconsin law further specifies that at least 25 per-
cent of the project area be designated as blighted, in
need of conservation or rehabilitation, or suitable
for industrial development. South Dakota statutes
require a similar quantified finding, although only
the blighted classification applies.

After the blight criterion has been met, all states
require preparation of a district plan describing the
proposed projects to be developed. A few states have
mandated that special elements be included in the
TIF redevelopment plan to guard against Jocal
abuses in devising redevelopment projects. Both
Minnesota and South Dzkota require a fiscal im-
pact analysis for all contributing taxing jurisdic-
tions, while California law necessitates the filing of a
neighborhood impact statement for a TIF district
and adjacent areas. Illinois and Xansas require all
TIF plans to state the specific dates of project initia-
tion, completion and the retirement of all related
debt.

In addition, all states require a public hearing to
discuss the plan or future plan amendments. Only
four states require an additional hearing and local
legislative approval for the designation of a TIF
district’s boundaries. These hearings, in most cases,
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are the only formal mechanisms provided for partici-
pation by local residents and affected overlying jur-
isdictions in the tax increment financing process.
Many states require localities to keep all parties
informed of the status of TIF projects through an-
nual reports to affected governments and through
published statements in the press.

Four states have included legislative provisions to
increase control and provide recourse for, parms
affected by TIF projects. Maine law requires an
advisory board for each development district, and
more than half of the members of this board must be
property owners and residents of the district or adja-
cent areas. Municipal residents are also gzvcn addi-
tional power through a referendum provision for
approval of district creation.

Utah requires a referendum when three-fourths of
the project area’s property owners object to the
redevelopment plan, and a majority of local resi-
dents must sanction the plan before adoption by the
local legislative body. Texas also has a referendum
provision by which voters must approve the use of
the tax increment financing mechanism before a
municipal TIF project plan is begun.” In Kansas
municipalities cannot procycd with a proposed tax
increment financing project if cither affected coun-
ties or school districts present objecting resolutions
(stating expected adverse effects) within 30 days fol-
lowing the TIF project public hearing.

Lastly, state TIF processes vary only slightly in
regard to project financing. All states allow general
obligation bonds or the general fund of the locality
to finance redevelopment projects, pledging the fu-
ture tax increments to their repayment. Most states
surveyed have also legislated the use of tax incre-
ment (or allocation) bonds or notes, which are gen-
erally excluded from statutory local debt limits and
referendum requirements. Most states also allow
lease-revenue bonds, industrial revenue bonds, spe-
cial assessments and municipal improvement bonds
to be used as project financing mechanisms.®

Project Requirements and Limitations

The final area of difference in state TIF laws is the
controls placed on the TIF process. These controls
include project completion time limits, areal or
property value constraints on the tax increment fi-
nancingdistrict and the types of redevelopment pro-
jects allowed.
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Wisconsin has more constraining requirements
than most states surveyed. For example, Wisconsin
statutes limit project expenditures to no more than
five years after a district’s creation and limit the
payment of tax increments to no more than 15 years
after the last project expenditure. Wisconsin TIF
districts must meet the 25 percent blight/conserva-
tion/industrial development criterion and must also
be contiguous, containing only whole parcels. In
addition, the total taxable property value within all
municipal TIF districts cannot exceed 5 percent of
the municipality’s total value at the time a new dis-
trict is created.

South Dakota, with a law patterned after Wiscon-
sin’s, has equally rigorous controls on municipality
flexibility. It has similar time limits and a 25 percent
blighted area criterion for its TIF districts. In addi-
tion, no local district can exceed S to 12 percent of
the total taxable property value, depending upon
community size. (Smaller places caninvolvealarger
proportion of their tax base in tax increment dis-
tricts.) Tax increment districts in South Dakota
must also be contiguous.

Three other states have time limits controlling
project completion. Illinois law sets a 23-year limit
onthe accumulation of tax increments from the date
of the ordinance adopting the project area. Kansas
requires that development start within one year
from the acquisition of property by the municipality
and must be completed within five years from the
date of the plan adoption. It also stipulates that tax
increments can only accrue up to 20 years. Montana
law stipulates, in addition, that locally adopted tax
increment provisions to redevelopment plans expire
within 10 years from plan adoption or when all
bonds are repaid, whichever occurs last.

Besides Wisconsin and South Dakota, district
areal constraints are included in five additional state
TIF statutes. Illinois and Nevada require a min-
imum district size of one-and-one-halfacres and one
block, respectively. 1llinois further stipulates that
each tax increment financing district must contain
only contiguous parcels. Although California allows
noncontiguous sections to be included within a sin-
gle district, recent amendments require that each
section must be proven individually blighted or ne-
cessary for redevelopment.

Other areal and property value controls exist in
Minnesota and Maine TIF laws. Bothstates’ Devel-



opment District Laws require that a TIF project
area be at least 60 percent platted and developed at
the time of district creation. This prevents abuses of
the major underlying purpose of tax increment fi-
nancing, whichis to eliminate blight. Minnesota law
further limits the acreage or property value of each
development district and all such districts within a
municipality. A Minnesota city can designate a sin-
gle district with up to six acres, or multiple districts
with either ] percent individually or 3 percent cum-
ulatively of total municipal acreage, or 5 percent
individually and 10 percent cumulatively of total
municipal property value.

Similarly, Minnesota’s Port Authority Act, which
creates tax increment financed Industrial Develop-
ment Districts, limits the acreage of each district to 3
percent of the municipality’s industrially zoned
property and to a 10 percent maximum for all such
districts. The State’s Industrial Development Act
limits project size indirectly by applying a spending
limit of $5 million to each participating industrial
user or development:

The final common constraint found in the states
included in this surveyis the type of development or
redevelopment activities allowed in each state sta-
tute. Eleven states have 'made provisions to allow
residential, commercial or industrial property de-
velopments. Kansas and Maine specifically restrict
or imply that tax increment financing be used for
‘commercial areas only. South Dakota prohibits the
use of tax increment financing for residential devel-
opment, although allows the use of TIF for com-
mercial or industrial projects.

Summary

The use of tax increment financing can reasonably
be expected to spread to additional statesas respon-
sibility for development and redevelopment is in-
creasingly shifted to state and local governments.
States considering the adoption of TIF legislation
will find that they face issues which are common to
most other states and, at the same time, that tax
increment financing has proven flexible enough to
meet cach state’s particular goals and circumstances.
The comparison of state TIF laws presented here
reflects both the common themes and the flexibility
of the tax increment financing concept.

Exhibit E-5

TIF

Notes

1. Two states enacted TIF legislation between 1951 and 1960,
four states between 1961 and 1970, 11 states between 1971 and
1975, and 20 states between 1976 and 1980. For a list of states
using tax increment financing sce Alternative Sources of Murnici-
pal Development Capital: Tax Increment and Indusirial Rev-
enue Bond Financing for Cities, Volume I (Washington, D.C.:
National League of Cities, 1979), pp. 7-11.

2. Jonathan Davidson, “Tax Increment Financing as a Tool
for Community Development,™ University of Detroit Journal of
Urban Law 56 {Winter 1979): 406.

3. Tax increment payments are based on the growth in TIF
district property values. Affected taxing jurisdictions, such as
county and school districts, continue to derive their normal tax
revenues on the property value as it existed prior to a TIF
district’s creation. Cities also pay tax increments to themszlves,
applying their general property tax rate to the growth in TIF
district property values. See Davidson, “Tax Increment Financ-
ing,” pp. 408-31 fora description of the typical process involved.

4. The states compared in this study, in order of their appear-
ance in the accompanying table, are: California, Florida, 1llin-
ois, Xansas, Maine, Minnesota, Montana, Nevada, North Da-
Yota, Oregon, South Dakota, Texas, Utah and Wisconsin.

5. Oncee a partial tax increment has been accepted by the
municipality, it can only decrease (or remain constant) in per-
centage of the total tax increment available.

6. Davidson, “Tax Increment Financing,” p. 414,

7. This provision is to become void once a constitutional
amendment has been passed specifically allowingtax increment
financing.

3. Some state specifically prohibit their use in financing tax
increment projects. Industrial revenue bonds, for example, can-
not be used for TIF projects in Kansas.
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AYCHISON

COFFEYVILLE

DOOGE C1TY
EMPORTA
FORY SCOTY
GARDEN CLTY
HUYTCHINSON
JUNCTION CITY
KANSAS CITY
LAMRENCE
LEAVENWORYH
LENEXA
LIBERAL

SHANHATTAN

NEWTON

OLATHE

OVERLAND PARK
PARSONS
PITTSBURG
PRAYRIE VILLAGE
SALINA

SHAWNEE

TOPEKA

WICHITA

* §82,710,261 Riley County

Cities of the First Class

POPULATION
1983

114407
154185
18,001
25,287
B8y89)
18,256
404284
194305
1614148
524738
33,656
184639
14,4911
324644
164332
374258
814704
124898
1441710
244657
414843
294651
118,690
27194835

URBAN RE
1982

9.1
8.8
8.5
95
8.2
9l
9.8
10.8
9l
92
9.3
Ted
Te7
10.7
8.0
Te3
Ta3
8.7
Te6
Ta3
8e3
Tel
8e3
Teb

4,511,191 Pottawatomie County

cIrTy

ABILENE
ANTHONY
ARKANSAS CITY
AUGUSTA
BAXYER SPRINGS
BELLEVILLE
BELOIY

BONHER SPRINGS
BURLINGTON
CALDMELL
CANEY

CHANUTE
CHERRYVALE
CHEYOPA

CLAY CENTER
coLay
COLUNMBUS
COHCORDIA
COUNCIL GROVE
DERBY

EL DORADG
ELKHARY

Cities of the Second Class

POPULATION

1983

69572
244661
13,201
6y968
44730
2,805
4y 36T
6y 266
24901
14501
24284
10,506
24769
1,751
44948
Se544
Ivh26
64847
24381
9,786
11,551
24243

URBAN RE
1902

11.5
P43
95
Ge2
9.5

20.0
943
el
8.9
T.0
Be8
Te9
et
8.7

13.3
Te9
9.5

1442
9.9
T8
8.2
8.8

1983 City Tax:Rates for 1984

ASSESSED
VALUAYION

22477841729
3049044617
56965149324
6641079574
1946145760
5947849154
10046584141
3947844227
37049569123
12844124575
55¢056,4999
12546909977
3391664300
BT9221 4452
3548594473
1169263347
31198934043
2640624321
3642774922
714987302
104¢4103,201
T0+8875478
32346304628
90846704915

ASSESSED
VALUATION

1598350248
64013,911
239210394
1470154381
840519344
492014241
992749256
1249804118
492274296
248624995
491134288
2993324221
399524800
24y157,050
1191504955
1642644434
596554401
1645764833
443439404
2347644898
2594634943
5¢9954723

~

BONDED INDEBTEDNESS

cxhibit F

e ey

TAX LEVIES IN MILLS

SPECTAL GENERAL UrTILITY TEHPORARY NO—-FUND TOTAL GENERAL cIry ALL
ASSESSHENTY OBLIGATION REVENUE NOTES WARRANTS INDEBYEONESS FUND LEVY PURPOSES
146984550 1+ 842,000 45,000 T44000 346594550 49.454 52.579 145.968
107,006 196984994 219725,000 375,000 23,906,000 17.550 48,220 149.910
115264000 34,485,000 14550,308 164561,308 Te943 264914 127.304
449264000 295304000 3,098,000 1,305,000 11,859,000 214299 464343 126574
390,206 879,500 44281,000 364000 114350 505984056 13.73) 38.000 148,003
595404000 4492314000 3,128,000 247394635 15943084635 8.830 26,700 107.880
13,074,353 1091449647 3,500,000 19252,000 268,051,000 17.917 41152 1464440
694414682 142814094 543554000 2614745 13,4339,521 2,000 33.573 93.263
496454809 25, 7744191 19246944000 944584933 23245724933 5T«138 684732 151.120
144474,000 T+330,000 541754000 S4, 000 27,033,000 11474 44,300 12744620
Jyhblel06 2+908,894 150,000 63,500 6956834500 23940 454672 130.099
898724547 10+4084431 5+810,000 25,090,978 T«940 314610 138,050
627,000 343754000 442854000 299,500 895864500 470 26970 120.090
B9701,4000 24826,000 44610,000 246324000 184769,000 294370 109.830
352024389 Ay625+031 3,309,000 1+026,000 1241629420 264950 49,860 135.270
144328+693 590794507 29,750,000 540424200 54492009400 11.260 384480 132.680
4420345224 991864776 147804000 15,170,000 10.240 106240 137.180
11,000 930,000 405,000 211,370 146234370 19.230 51300 161680
1,621,000 1,009,000 1v940, 000 6224321 51924321 6851 4Te46TT 154,018
294654000 364000 2,501,000 64650 18.030 148.430
498624000 &92614000 44389,000 468280 15,980,280 12.960 364360 1234641
. 594244000 14075,000 69499,000 60150 17.650 138,200
1048104710 4193064290 22,180,000 34768,000 170,000 814293,000 7 13.313 654610 163.120
103,861,308 G4¢535,692 364320,000 13,345,000 248,062,000 84931 384744 119340
tincludes $3,050,000 in Tax Increment Bonds

BONDED INDEBTEDNESS TAX LEVIES IN MILLS

SPECYAL GENERAL urTILtYY TEKPORARY NO-FUND YOTAL G ENERAL clvy ALL
ASSESSHENT OBLIGAYION REVENUE NOTES WARRANTS INDEBYEONESS FUND LEVY PURPOSES
5454945 844,098 945,000 304416 243664259 15.530 36,810 116,050
90, 000 . 2364500 060,000 151864500 8.500 35.500 125.560
341,789 355074661 616,000 2424449 32,000 49 739, 899 "19.080 44.310 137,800
15486,000 T15+000 591344000 195084395 89903,395 18.708 354930 119,106
10,000 8504000 335+000 14195,000 9.950 22,820 109.220
1754000 8235000 998,000 16,010 26,510 129,390
144264000 814500 3,975,000 59482,500 18.110 33.430 135,320
1944275 248274615 1,740,000 3734500 Ss1354450 19152 544265 179.702
335,306 120,000 4¢140,000 2254000 84900 4,829,206 15.750 41,670 19.223
180,280 180,280 34,870 46890 164.010
2554000 2254000 480,000 T.830 28,740 120.800
197224622 803,000 5+040,000 2854300 T+850,922 9. 860 264120 132.830
44000 1744000 65,000 243,000 124110 234920 134,450
614000 205,000 212,000 13.970 314350 13%5.230
8424600 2704426 115,000 1,828,026 16,740 41.530 134.530
8824+259 144004000 4454000 9114232 3,6384491 9.480 27.450 135.320
25,4000 1,020,000 14045,000 14.580 24A.87T0 121.330
1644571 68684229 6754000 4924645 61,000 242814445 da413 31,839 150.924
464500 90,000 105,000 50,046 352,346 184330 36,846 1134597
5e¢T94 4757 196394243 8744795 B89308,795 13.676 AT.012 108,380
342384861 644000 294134000 2,733,000 Byb48,661 21650 4T.763 118,386
192,400 3004600 3054410 1984410 12250 34,900 82.920
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TC: House Committee on Assessment and Taxation
FROM:  Chris McKenzij?y\ﬁﬁt\o/rney /Director of Research
DATE: March 15, 198

RE: Statement Regarding Substitute for Senate Bill 631

By action of its Convention of Voting Delegates, the League of
Kansas Municipalities has adopted a policy position in support of Sub.
SB 631. Since the enactment of the Tax Increment Financing Act in
1976, the League has been a strong supporter of using tax increment
financing to make downtown redevelopment projects more feasible. The
recent experiences of the City of Topeka with the Santa Fe project
have convinced many tax increment supporters that a general obliga-
tion bond option is necessary in order to make many such projects a
reality.

Sub. SB 631 does a number of things to make the use of tax in-
crement financing more feasible. The first and most significant of these
is that it would allow the issuance of what are termed full faith and credit
tax increment bonds, subject to a protest petition and possible referendum,
which are payable from all the traditional sources of revenues and, if
those revenues are insufficient, from a pledge of theicity's full faith and
credit. Secondly, the bill would authorize the issuance of temporary notes
to provide up frat financing for projects that are financed through
the issuance of full faith and credit tax increment bonds. This option
would not be available for projects that are financed with traditional
tax increment bonds (i.e., special obligation bonds).

At the same time Sub. SB 631 authorizes cities engaged in tax in-
crement projects to exercise important additional powers, it places some
important limitations on those powers. First, the issuance of full faith and
credit tax increment bonds is subject to a petition for a referendum. Second,
temporary notes may not be issued and property in the redevelopment
project area may not be acquired until the opportunity for a referendum is
made available to the voters. In addition, the tax increment act's existing
safeguards are retained: (1) the county and the school district have the
opportunity to veto the project; (2) a project feasibility study and a
redevelopment plan must be prepared; and (3) a public hearing on the
project is required. Finally, the amount of any full faith and credit tax
increment bonds exceeding 3% of the assessed valuation of the city will
be applied to the city's bonded debt limit.

We respectfully urge you to give Sub. SB 631 favorable consideration.

- EXHIBIT II  5//c/ss -
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CITY COMMISSION:

MANHATTAN

WANDA L. FATELEY, MAYOR
DAVID J. FISER CITY HALL, 11TH AND POYNTZ, MANHATTAN, KANSAS 66502

E. A. KLINGLER, M.D. P.O.BOX 748  PHONE: (913) 537-0056
SUZANNE LINDAMOOD
J. ERIC (RICK) MANN

M. DON HARMON, CITY MANAGER

Statement on SB 631 —- Redevelopment of Central Business District areas in cities
To House Committee on Assessment and Taxation

By Gary Stith, Community Development Director

March 14, 1984

My name is Gary Stith, Community Development Director of the City of Manhattan,
Kansas, appearing in support of Senate Bill 631 and requesting some modifications to
certain provisions.

The City of Manhattan, Kansas, has been working on a downtown redevelopment
project for approximately five years. On October 28, 1983, the City of Manhattan
received notification through Senator Robert Dole's office that the City was being
awarded a $10 million Urban Development Action Grant from the Department of Housing
and Urban Development. This grant will assist the City in financing a redevelopment
project which will result in the development of 310,000 square feet of gross leasable
area enclosed shopping mall, containing two major department stores in the east end
of the central business district. Other projects will also include 67,000 square
feet of office space and 45,000 square feet of service commercial development in the
central business district area.

These projects represent approximately $30 million in private investment which
will generate 789 new permanent jobs and 644 construction jobs. It will maintain
Manhattan's central business district as the regional shopping center for a market
that includes parts of twelve counties in north central Kansas having a 1980 popula-
tion estimated at 180,837 people. The new shopping mall should generate nearly
$433,900 of revenue annually from city and county sales tax. It will preserve the
existing tax base in the central business district which has declined by 33% over
the past twenty years at its present level for the 3 taxing units of government.
The increase in tax base on the redevelopment site will be seven times greater than
the existing tax base. The project will generate $144,000 in additional tax base
outside of the project area in the central business district which can be taxed by
the three units of government. In addition, the personal property tax base will be
increased by approximately $1,800,000 generating $72,000 annually in tax revenues.

The City of Manhattan will be responsible for upgrading many of the public
facilities in the central business district which are in need of improvement and
expansion. We are developing two miles of arterial street creating a connecting
link in the city's arterial street system, improving access to the central business
district and removing heavy traffic from a residential neighborhood. This redevelop-
ment project will also require the acquisition of approximately nine blocks of land
and relocation of 85 businesses.

e EXHIBIT ITI _2//5/5%
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To finance this project the City is using the $10 million Urban Development
Action Grant, $5 million in benefit districts, the majority of which will be assessed
to the redevelopment projects, $2.6 million in gasoline tax revenue bonds, $3 million
in federal highway funds, $100,000 in National Endowment for the Arts grant, and
$4.3 million in tax increment financing.

The City of Manhattan has received a commitment from bond underwriters to
purchase the $4.3 million in tax increment bonds. The same underwriters are pur-
chasing industrial revenue bonds to finance the private development projects. . The
two bond issues will be tied closely together by making a default on payment of
taxes a condition of default on the industrial revenue bonds. This will help assure
that tax payments are made in a timely manner to support debt service for the tax
increment financing bonds.

The provisions of Senate Bill 631, however, will allow the City to use the full
faith and credit of the City's tax base as a guarantee, in effect, of bond repayment.
With this kind of backing by the City we should be in a position to issue the bonds
for approximately 1-1/2% to 2% less interest rate than without this type of guarantee.
In addition, bond reserve accounts can be reduced. Under the present law the City
will have to issue approximately $5 million in bonds to cover the $4.3 million in
project improvement costs. This additional $700,000 is to create bond reserve
accounts and to capitalize interest payments in the first two years during construc-
tion of the redevelopment project. With the full faith and credit backing by the
City's tax base we should be able to issue the bonds with a smaller reserve account
and at a much lower interest rate. This would result in the initial bonds being
much smaller. It should save the City approximately $132,000 annually in debt ser-
vice and over the lifetime of the bonds reduce the cost of the bonds by approximately
$2.25 million. This would allow the City to pay the bonds off more quickly, thus,
giving the local government units the advantage of the increased tax base much earlier.

The City of Manhattan has been working on this project for some time and has
proceeded to the point where the Redevelopment Plan has been adopted by the Govern-
ing Body. The review period has been completed by the County and School Board and
in order to proceed in a timely manner and stay within the time frames required by
both the tax increment law and the Urban Development Action Grant requirements, we
have proceeded with appraisals on property in the redevelopment area. Because of
our progress and to assure that we are given the opportunity to utilize the pro-—
visions of Senate Bill 631, we would like to request that the following amendment
be made.

SECTION 5. KSA 12-1774(b) (3). Any Redevelopment Plan adopted by a
city prior to the effective date of this Act, in accordance with

KSA 12-1772 and amendments thereto, shall not be invalidated by any
requirements of this Act. Any city which at the time of the effective
date of this Act, has adopted a Redevelopment Plan in accordance with
KSA 12-1772 and amendments thereto, and has not acquired property in
the redevelopment project area subsequent to the effective date of

this Act, may issue full faith and credit tax increment bonds if the
Governing Body of the city adopts a resolution stating its intent to
issue the bonds. (The remainder of this section would remain the same.)

The effect of this proposed amendment would assure that the City of Manhattan's
actions to date do not preclude the City from utilizing the provisions of Senate
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Bill 631. 1In addition, this provides for a clarification of the language which
presently reads "and has not commenced the acquisition of property in the redevelop-
ment project area'. We were afraid that this language might not be clear enough
since the City in the past has acquired some property in this area to remove some
substandard residential structures and to provide for parking, and is presently

in the process of appraising the properties which may be considered the commencement
of acquisition of property.

I respectfully submit this amendment for your consideration and will be available
to answer any questiomns. Thank you.



My name is Suzanne Lindamood and I am a city commissioner -from
Manhattan, Kansas. The cpinions I express today are my own, and
do not necessarily reflect those of the other commissioners, as

the commission has not discussed the present format of SB 631.

I testified at the Senate hearing in favor of allowing general
obligation bonds under the tax increment law, because citizens
would have the right to petition for a referendum. However, I
speak here today in oposition to parts of the present form of the

bill.

My main concern today, as in my previous testimony, is that
citizens should have the right to petition for a meaningful vote
on the issuance of bonds. The present form of this bill does not

preserve the right for a meaningful vote in Manhattan.

At the Senate hearing, I requested that cities be required to
state their intent to issue general obligation bonds early enocugh
in the redevelopment process that citizens would have the right
to vote before acquisition and demolition took place. The
amendments to the bill do incorporate my concerns and insure
adequate notice in future projects. As stated in lines 135-138,
cities must indicate their intent to issue general obligation
bonds in the redevelopment plan, prior to public hearings. The
problem I find, however, is in lines 279-291i, which to the best
of my knowledge apply only to(Manhattan. These lines allow

Manhattan to state its intent to issue general obligation bonds

: EXHIBIT IV 3/ 5/



at any time. Under the present form of the bill, this could be
after acquisition and demolition Df'property. I do not believe
that this was the intent of the amendment. The situation can he
corrected'very‘simply by stating a time limit within which cities
that have alregdy adopted a redevelopment plan but have not
acquired prnpertiés (Manhattan) must state an intent to issue
general obligation bonds. I believe that 90 days after the
-passage of the amended bill would be adeguate time to issue such
an intent. As other projects must state the intent to issue
general obligation bonds in the redevelopment plan, I believe a
time limit would equitably place on Manhattan essentially the
same limitation placed on other cities. I also think that a new
pﬁblic hearing would be reasonable as the public hearing upon
which the original redevelopment financing»plan was held was
based upon a very different set of facts and potential taxpayer
burdens than would be true under general obligation bonds allowed

. by the present bill.

I am also concerned with the addition of line 212 to the bill,
which allows special obligation bonds to be “"paid from other
funds or revenues of the‘city.“ This is a very opén source of
revenues, and seems to me to be in the nature of a general

abligation.

The orginal act was very specific in requiring that special
obligation bonds be paid with the increase in taxes and other

project revenues, such as lease revenues. With the addition of

-3
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line 212, if the citizens turn down a general obligation vote
(lines 270-274, 195-198), special cbligation bonds could be
iésued and be paid not only with the increment in taxes as
before, but alén with "other revenues of the city." I believe

this was not the intent of the amendment, and it makes a mockery

" of the right to petition for a vote.

The problem can be easily solved by deleting line 212.’I§
citizens do not petition for a vote, or if they do but a majority

vote in favorg the bondé rould be general obligation. If a vote

failed, bonds could only be backed by the tax increment, as in

the original act. We have been assured in Manhattan that we would
be ableAtD carry out the project under the original act, so the
deletion of line 212 should not have a negative impact on our
project. The only request that other Manhattan commnissioners made
regarding the tax increment bill was that Manhattan be allowed to
act under the old version of K8A812-1772 in regards to payment of
the bonds; Deleting line 212 would achieve that request. The
difference between general and speéial obligation bonds would be
made‘clear. If line 212 is not removed, voters may feel they are
being blackmailed, because if the bond vote fails, the bonds
could still be issued, with the possibility that city revenues
could be used to pay them off. This would have essentially the
same impact on the taxpayers as the general obligation bonds they

may reject.

Thus, I support maintaining the right to a vote on a project. I
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believe the intent to issue general obligation bonds should be
stated at a time when a vote would still be meaningful, not (in
Manhattan’s case) when there'might be 30 acres of rubble. The

addition of a definite time limit would solve the problem.

The tax increment issue is not a small issue in Manhattan. As the
attached map shows, ouf tax increment district would cover 15
blocks —— virtually all of our downtown. I hope you will preserve

citizen rights for a vote on general obligation bonds.



MARK A. FURNEY 1010 Westlaop, [Rem. 203
Attorneq AJC |__aw Kans‘as S{:ate Banl{ BIJg

Manlﬁaﬁan, Kansag 665072
March 14, 1984 Phone (913) 539-3773

The Honorable James Braden

Chairman

House Assessment and Taxation Committee

State Capitol Building

Topeka, Kansas 66612

Re: Comments regarding sub-

stitute for Senate Bill
No. 631, Session of 1984
Kansas Legislature

Dear Chairman and members of the Committee,

I represent Mr. A. L. Ptacek and Doug Long, businessmen
in Manhattan, Kansas, who own property in the Central Busi-
ness District which is subject to being taken by eminent
domain, pursuant to a Central Business Redevelopment plan
adopted by the city commission of Manhattan, Kansas. There-
fore, with regard to my comments, I shall admit the bias of
my clients with regard to their feelings about this pending
legislation. Obviously, these businessmen would 1like to
remain in business where they are. However, my clients' con-
cern for the pending legislation, and in fact the whole
Central Business Redevelopment Act, sincerely goes beyond
their motivation to remain in business at their present loca-
tion. Mr. A. L. Ptacek has owned and operated his own busi-
ness in Manhattan, Kansas, since 1937. Doug Long is a
native resident of Manhattan, and has been 1in business in

Manhattan for many years. They are truly concerned about

the general well-being of Manhattan, as this is where they
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have made their homes, and are raising their families.
Senate Bill No. 631 provides many changes which my clients
believe could be seriously detrimental to the tax structure
of Manhattan, Kansas.

I. TAX INCREMENT FINANCING - THEORY OF PRESENT LAW:

The theory of tax increment financing, as it was
adopted by the Kansas Legislature in 1976, can briefly be
stated that if there is a blighted area which is a drain on
the public tax base, the «city should have the power to
assemble the property in this blighted area, clear this prop-
erty with the tax base of said property frozen at its pre-
acquisition assessed value. With the tax base frozen, the
property would be transferred to a private developer who
would make substantial improvements upon the property, thus
increasing the tax base of this property. Any increase
assessed valuation and the tax payments resulting therefrom
would go to a special fund for the repayment of tax incre-
ment bonds after the bond proceeds had been used to pay the
public costs associated with assembling and clearing the
blighted property.

Attached hereto is Exhibit A, which is a brief state-
ment outlining how tax increment financing works prepared by
the League of Kansas Municipalities in October of 1980.

It is apparent from a review of the tax increment fi-
nancing law, passed in 1976 with minor amendments since that

time, that the overriding theory of tax increment financing



was the project should proceed only 1if the increased tax
revenues to be received because of the improvements made by
a developer were sufficient to pay for the special obliga-
tion bonds. It is apparent from a review of the original

act that the city's general fund and other taxing powers

were not to be used on behalf of a private developer.

II. SENATE BILL NO. 631 - A SUBSTANTIAL CHANGE OF

THE ORIGINAL TAX INCREMENT FINANCING LAW:

However, Senate Bill No. 631, is a substantial devia-
tion from the Tax Increment Financing Law as it was original-
ly passed. With substitute Senate Bill No. 631, the cities
would be authorized to issue two forms of bond pursuant to
this law. First would be the special obligation bonds and
second would be full faith and credit tax increment bonds.
The special obligation bonds authorized under Senate Bill
No. 631 are similar to those as allowed under the 1976 Act,
however, with this major difference: the city would be able

to pledge other funds or revenues of the city for payment

of the tax increment special obligation bonds. (Section 5

of Senate Bill No. 631). This is a complete deviation from

the Act as it was originally intended.

The full faith and credit tax increment bonds are bonds
which would simply pledge the city's full faith and credit
and taxing authority, i.e. the city's authority to 1levy ad
valorem taxes upon all assessable property within the city's

taxing authority. The Senate was disingenuous in label-



ing these "full faith and credit tax increment bonds". A
full faith and credit tax inérement bond is nothing more
than a general obligation bond, and if that 1is what the
Kansas Legislature intends to give authority to do, the
Kansas Legislature should have the courage to call this form
of bond what it is--a general obligation bond. The city
will have to pay these bonds with increased assessed valua-
tions on real property and personal property, if other funds
contemplated for payment therefor are insufficient.

My clients' main concern is with the alteration of the
special obligation bond from the 1976 Act. The Central Busi-
ness District Redevelopment has been a controversial issue
in Manhattan for over five years. For over five years,
responsible city officials, commissioners of the city of
Manhattan, the Chamber of Commerce, the private developer
and other supposedly knowledgeable people have continually
informed the citizens of Manhattan that the bonds to be
issued under the authority of this act would not be general
obligations of the city and would not be subject to payment
from the general fund of the city. However, the amendment
in effect makes no distinction between the special obliga-
tion bond (supposedly to be paid for only from the increased
tax increment) and the mislabeled full faith and tax incre-
ment bonds. The new act, even with regard to the special
obligation bond, pledges any other funds or revenues of the

city for the payment of those bonds. As a lawyer, it is my



opinion that the clause which states these bonds shall not
be general obligations of the city is ineffectual if there
is ever a default on these bonds. It is 1ineffectual for
these reasons: at the time these bonds are to be issued,
the city will have the power to pledge its general fund for
the payment of these bonds. A bond holder could, by legal
action, force the city to pay for these bonds out of its
general fund. The city's only other recourse, should there
be a default, would be bankruptcy.

Thus, under substitute Senate Bill No. 631, the city
will have two choices. First, it can issue special obliga-
tion bonds, which are supposedly not general obligations
of the city, but they will still be legally bound to use any
other funds or revenues of the <c¢ity for payment of these
bonds. This change is being made, even though after five
years of public debate wupon this 1issue in the city of
Manhattan, responsible officials have continually promised
the voters in Manhattan, Kansas, that the general fund,
sales taxes or other taxing authority of Manhattan, Kansas,
would not be used to pay for the special obligation bonds.

Now, in this late stage, this law 1is to Dbe changed
which would give carte blanche to the city of Manhattan to
tax its citizens for the payment of these bonds.

The second alternative would be for the city to issue
"full faith and credit tax increment bonds". True, the citi-

zens would have the authority by reverse referendum to



reject these bonds. But this is a Hobson's choice. If the
citizens of a community do reject the full faith and credit
tax increment bonds, the city commissioners still have the
authority to issue special obligation bonds, even though
they supposedly would not be a general obligation of the
city, and vyet the city would have the authority to pledge
any other funds or revenues of the city for the payment of
these special obligation bonds. This is bad legislation,
and can lead to nothing more than a cynical reaction from
the members of the community. If they reject one form of
bond, the city can turn around and issue another form of
bond which can be just as devastating in the form of future
tax increases as those which have previously been rejected.
This is the height of governmental arrogance, and for this
legislature to even consider giving this power may lead to a
substantial public reaction against future use of tax incre-
ment financing.

RECOMMENDATION: Amend Senate Bill No. 631, so that

if the «city is empowered to issue special obligation bonds,
they shall do so pursuant to the terms of the tax increment
financing law as in effect in 1982. This would simply mean
removing paragraph D from Section 5 of substitute Senate
Bill No. 631. This would preserve the law as it has been in
effect during the pendency of Manhattan's Central Business
District Redevelopment planning. Manhattan has passed an

ordinance based upon the law as in effect at this time, and



if the law is changed, sgrious legal questions arise as to
the wvalidity of those? ordinances passed by the city of
Manhattan, and whether the city would have to back track and
redo its ordinances and resolutions pursuant to the new act.

Thank you for your consideration of this matter.

Sincerely,

F
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EXTBIT A

DOWNTOWN REDEVELOPMENT
Through

TAX INCREMENT FINANCING

- the Proceedings of a Seminar —

TAX INCREMENT FINANCING — A BRIEF SUMMARY

In brief, tax increment financing is a means of providing public funds for community
development and redevelopment in partnership with private business. The increase in
property taxes resulting from the new improvements is used to pay for the public investment
in the development. In Kansas, K.S.A. 1979 Supp. 12-1770 et seq, as amended, establishes a
comprehensive law to authorize cities to redevelop blighted "central business district areas,"
to be financed by private developers and by the issuance of city bonds retired by the
property tax increment. A comprehensive plan and feasibility study must be prepared,
notices issued, public hearings held and then approved by a two-thirds vote of the city
governing body; the county or school board may veto the plan on a finding of "adverse
effect." Areas acquired by the city for clearance and resale or lease to a private developer
must meet certain conditions of blight. Bonds issued to finance the public cost (difference
between the cost of acquisition and improvements and the price received for the land) may
be financed by 20-year "special obligation bonds," which are retired by the future "tax
increment." The property is assessed and taxed in the same manner as other property, but
the growth (increment) in real property taxes levied by the county, city and school district,
which results from the increased assessed valuation from the project, is pledged to retire
the bonds. Under a 1980 amendment to the act, the city may issue industrial revenue bonds
to finance the facility for lease to a private developer, with the facility subject to property
taxes.
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If I understand this bill, S.B. 631 its
intent is to allow the taxpayers a volce in ma jor
spending by their local government. This idea is
fine, but to amend it so that such spending can

st1ll take place against the voter's wish smells.

I Have been against burdening the tax-
payers of Manhattan with this White Elephant (no
reflection on Republicans intended) called a Down-
town Mall since its inception. I tried for weeks to
discover a way to bring it to a vote of the taxpayers,
but what good would that do if our local government

"

could build it anyway?

I have really been scared by one line on
page six, I might have missed it except it is italicized.
Not only would they be able to push a project through
against the voter's wishes but they could use "other
funds or revenues of the city". They could take the
dogcatcher's budgét, or just about as bhad property

taxes for their project.

A better idea than all of this complicated
language is: Any project that costs more than $1.00
per person in the city needs a vote of approval before
it gets started. If the project fails to secure a majority

vete it is finished.
Please do not pass this bill in its present

form. If you do you will have just given the Cats the

Key to the Creamery!
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