Approved January 24, 1984
Date

MINUTES OF THE __SENATE COMMITTEE ON __ASSESSMENT AND TAXATION

The meeting was called to order by Senator Paul "Bud" Burke at
Chairperson
_11:00 am/Em. on January 18 19-84n room 526=S _ of the Capitol.

All members were present XX0e¥K

Committee staff present: Tom Severn, Research Dept.
Wayne Morris, Research Dept.
Don Hayward, Revisor's Office

Conferees appearing before the committee:

Don Willis, Vallis/Wngroff Business Forms Inc., Cherryvale

Bill Ledford, Kansas Small Business Trust, Wichita

Bill Abbott, Boeing Co., Wichita

Harry Williford, Boeing Co., Wichita

Bob Weary, General Counsel for Kansas CATV Association, Junction City

Peggy Proestos, Lenexa Chamber of Commerce, Lenexa

Herman Simon, Plant Manager, General Foods Manufacturing Corporation, Topeka

The committee held a hearing on SB 467 which prohibits the use of trended
cost factors in property valuation guides used by appraisers to determine the
fair market value of business personal property for property tax purposes.

The following appeared in support of SB 467:

Don Willis, co-founder and president of Vallis-Wngroff, noted that their
personal property taxes on their equipment increased 59% between 1982 and
1983 after the application of the trending factors to value the eqguipment.
He urged the committee to find a better method to supply our revenue.
{(Attachment #1)

Bill Ledford, Kansas Small Business Trust, told the committee that trending
is not a proper or fair method of setting the price of machines for taxing
purposes. (Attachment #2)

Bill Abbott introduced Harry Williford, business manager for Boeing Co. He
reported to the committee that the aerospace industry is characterized by
advanced technology in products and the processes to produce them, and that
the failure to consider technological obsolescence in the trending factors
emerged as a key factor in their unfairness. He stated he believed de-
preciated cost is the best guide to fair market value and that trending
factors, using the consumer price index comprised of items such as food,
clothing and shelter, is completely irrelevant to the fair market value of
commercial and industrial property. (Attachment #3)

Bob Weary, CATV, said trending is not working well for them because TV
property is being assessed on the basis of what businesses would sell for
as a going concern. (Attachment #4)

Peggy Proestos, Lenexa, stated their job is to attract new business and
retain and expand the businesses they have, and Lenexa has guadrupled in
size and increased industries. Now she is concerned with the trend to
increase taxation in Kansas, which she feels is causing companies to move
away and out of the state. She said the main criticism of doing business
in Lenexa and Kansas was the trend to increased taxes.

Herman Simon, Plant Manager, General Foods, said their reasons for select-
ing Kansas for their plant are as valid today as when the decision was made
to locate here more than a decade ago, except for one thing - taxes. 1In
1983 General Foods' taxes went up 40%. He said the current tax law, which
uses trended cost factors for setting personal property valuation guides,
has shifted a disproportionate share of the tax burden on business and
industry. (Attachment #5)

The chairman reported that the committee will hold further hearings on
SB 467 on Monday, January 30, in order for the other conferees to appear
and give their testimony.

The chairman adjourned the meeting at 12:00 noon. The next meeting of
the committee wi 11 be Tul/enlég'p%&édally}I)éﬁlgg'&Xualgééa{ks re;b;'de%i erQin h@vd'nm °

been transcribed verbatim. Individual remarks as reported herein have not
been submitted to the individuals appearing before the committee for

editing or corrections. Page .L Of i__
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Attachment #1

S~

\

VALLIS | WNGROFF

BUSINESS FORMS INCORPCRATED

P.O.BOX7 e CHERRYVALE, KANSAS 67335 o PHONE (316) 336-2171

January 17, 1984

My name is Don Willis, co-founder and president of Vallis/Wngroff
Business Forms Co., Tnc., located in Cherryvale, Kansas.

We started our business in 1964 with four employees - today we
have 102 fulltime employees, 82_living in Cherryvale and the other
20 in surrounding communities. Our payroll in 1984 will be close
to §2,000,000.00.

Vallis/Wngroff is locally owned and operated with 94% of our sales
generated outside the state of Kansas. With this amount of sales

outside the state the trending factors put us in a non-competitive
position. ‘

We are a highly capitalized business. In ‘the past three years
we have spent over $23 million for new equipment. This investment
was made necessary by the revolution in computer technology.

Three years ago we produced ''unit-set" business forms 100%. Today
45% of the forms we produce are 'continuous' business forms. This
change in product line requires a heavy investment in high tech-
nology equipment.

While much of our equipment is satisfactory for producing the old
"unit-set'", it is either sized wrong or not cost effective to
produce '"continuous' forms for computers. Right now we need to
replace a $12,500 piece of typesetting equipment with new laser
equipment that will cost over $225,000.00. We must improve our
product through new technology giving our customers more and at

a better price than they can get elsewhere.

I am concerned about foreign manufacturers with their sophisticated
technology. We have seen watches, cars, cameras, and steel go to
the foreign manufacturers when technology lapsed in the United States.

In December 1971 we built a new building and installed lots of new
equipment. Our 1972 personal property taxes were $5792. In
comparison our 1983 personal property taxes were $62,847 - an
increase of $57,055.

Here are some relative comparisons:

S‘Allla[,i

TMONE,




The selling price of our product is up 89%

Our hourly wages are up 111%
Number of people employed is up 247,
Total annual sales are up 300%
Personal Property Taxes are up 985%
Our 1982 personal property taxes were $39,560, Our 1983 personal
property taxes are $62,847. This is a 59% increase in one year.

The trending factors place a high market value on a machine that
1s possibly mechanically sound while technologically impractical
. to produce the products we will be selling tomorrow.

I urge you to find a better method to supply our revenue. One
that spreads the taxes out amoung all users of government services.



Attachment #2
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BEFORE THE BOARD Ol TAX APPEALS OF THE STATE OF KANSAS L
IN THE MATTER OF THE PROTEST OF A e
BRITTAIN MACHINE INCORPORATED, ot al.

TOR TAXES PAID FOR THE YEAR 1987 1N
SEDGWICK COUNTY, KANSAS.

Nocket No. 1158-83-PR, et al.
(See Attached LlstW

Now, on this 12th day of October, 1983, the above captioned
matter comes on for consideration and decision by the Board of
Tax Appeals of the State of Kansas.

This Board has conducted several hearings in the above cap-
tioned matters, commencing Mayv 24, 1983, and terminating October 4,
1983. The Board, being fully advised in the premises, noting the
testimony and evidence pres*nted 4t all of the hearings, finds
and concludes as follows:

1. The Board has jurisdiction over the partices and the
subject matter of these nroceedings, pursuant to
K.S.A., 79-2005.

.. The subject matter of these 1982 tax protest proceedings
is commercial personal property owncd by the protestants
herein and located within Sedgwick County, Kansas.

3. This seriecs of hearings arises out of the application
of the 1982 Miscellaneous Personal Property Valuation
Guide established by the Director of the Division of

Property Valuation for the State of Kansas. Initially,
this valuation suide was ueed by the Sedewicl County
Appraiscer o0 R Tt Covn o oawmplaint s

to the county arosc out of the dppil(d[iﬂﬂ ot this
gulde to those persons involved in manufacturing and
foundry businesses within Scdgwick County. These tax
protests arose after >ub90guont modiiications to the
1982 Guide were made by the Sedeowick County Appraiser
and approvcd (as the corrvection of ¢lerical errors) by
the Sedgwick County Commissioncrs.

4. At the first scries of hearings (on May 24-25, 1083)
several individual protestants stated they did not
wish to have their cases consolidated {or the purposces
of the Board rendering a decision bused upon the
mamended" 1982 PVD (Guide. Rather, at subscquent hear-
ings held July 19-21, 1983, they prescnted thelr cases
with testimony g¢given by individuals rvepresenting them-
selves as experts in the field of valuing manufacturing
equipment utilized by thesec taxpayers. None of these
individuals giving testimony considered the cost of
freight or installation of the equipment. It is nec-
essary in the computation of valuation of such machinery
to consider these costs. Most of the appraisals were
conducted 15 menths after the tax dav in guestion

e  (January 1, 1982z). Tlestimony by the protestants'

/ experts i< that the value of this machinery does fluc-
; fuate.  One witness estinates theve is a five year

§ trend to decreasc in valne.  No ostudy owas presented in
| support of this theorv. he Board is disinclined to

! accept the individual appraisals, finding an insuffi-

j cient factual basis is involved to support these as u

5 {fair market valuation.
el




Docket No. 1158-83-PR, et al.
Sedewick County, Runsas
Page lour

Cammissioncers. As such, these valuation changes must
he rescinded.  See, for example, State, ex rel., v.
Dwver, 201 Kan. 3 160 .24 507 (1969).
Ihe

10. The Board has considered the voluminous testimony of

all parties and their witnessces and finds the 108
“Guide, as applied to the protestants’ property, resulted
in_an overassessment for the tax year. Icsplmonv from.

personnel within the Property Valuation Division 1is

that the ‘economic life of mdnu{agturlng CQUmeentrmﬁ,
(“hlch is omputer controllced) was changed from the 15
y01r general economic 1ife within the 1anuf1utur1n0 i

v indU\tr to a seven year economic life in tax year 1983.

‘This recognizes the eguipment is subject to a functional
obsolescen Q§ due to a rapidly éxpanding computer 1n-
dustry itionally, trending factors utilized 1n the
1983 tax year reflect wholesale values in the cons

‘price index (rather than vetail) and are weighted 1
less, based upon a rccognition of the existencc ol of

cconomic and socla] ohsOICxCONLC

e L P

The Board, therefore, tinds that valid tax protests
were entered bL-IwapﬂltigS herein for the 1982 tax vear.

Further, through the testimony glveh at these hearings,
this area was faced with a deprCssed ‘market causing
some ecconomig¢, functional and social obsolescence to

‘be in effect for the 1982 tax year. The Board, there:

fore, finds that the valuwat ion puide as cstg 1th(‘d_b
the SrJto te Property Valuatlion. DJLLLLQ} for tax year 19%)>
i ‘ recoentoing these market factor ¢ and shor t(" onémic
A Tives) s Should be applied to the protestants. glopélt;
LY Tor the 1987 tax kClI _The Boqrq will, the ICfOIC order
o the Sedgwick County Appraiscr's offlcc to review the
;W\\ prote\ted property rendiﬁlﬁps “Chunging the economic
N lives of the computer controlled cquipment from 15 years
to 7 vears for the resasons stated above ; and, further
“to utilize tJlo\L trenling Yoo tors oS \1(‘ J\A in the

7 71983 Kansas Appraisal Guide tor
Plopcrt) (found at page 2) for a
_property contained therecin. '

IL\LCiLdHLUJQ Perscnal
1T of the “personal

11. It is further found that the clerical error gasscssments
of manufacturing and foundry cc (uipment within Sedgwic
_County, Kansas, which chanuod theyr valuation (based
upon a modification of the 1982 Kansas Appraisal bulge
For Miscellancous Personal Property) should be res-
cinded (See paragraph 9 above). ThQ_M&lUALlQn&.‘
1nally"§;5bllihed by the 1982 Guide mu bﬂ.IQtur_gg

“to_ the tax rolls, unles/ are

thosc._taxpayers are parties to
valld protest n1occod1ng: before this Board. Amended
"fax statements for the 1982 tax ‘year shall be resub-

%k mitted to those td\pa\crs who did not protcgt It is
“ioted That upon receipt of the amended tax statement
“thos¢ persons may file prote pursuant to K.S.A,

' 797005, 1if they believe their machinery has heen the
\UbJCCt of the same cconomxc variances .found. _herein.
Pwopot Jgjtsdlctlon for a_Llanwe in aqsesgment will then

be obtdined, as envis onod hv the Kansas Ieglblature

IT 1S, THEREFORE, BY THE BUARDL U TAXL APFEALS oOr THE 0Es
OF KANSAS, CONSIDERED AND CORDERED that the Sedgwick County
Appraiser is authorized and directed o review the renditions of
the protestants hercin and to correct saild renditions as to valua-
tion in accordance with the findings and conclusions made above.

i,

-



1455 Veterans Highway
Hauppauge. N.Y. 11787

516-234-7330 January 6, 1984

Ledford Machine and Gage Lab.
1542 South Market Street

Wichita, KS 67211

Attn: Mr. Bill Ledford, President

RE: Price and Product Policy for 1984 ) vy

DIXI USA Newsletter No. 3
Dear Bill:

We at DIXI feel that starting sometime in Che mecond hatf oot 1984, there will be
a strong recovery in the sale of machine tools.  Most products ol Poreiun coun=
tries become more and more competitive boecause of the strong U.s. Dellar. Just

due to the difference in the cxchange rare belween sl yadl and thig aear, 2.00
e ————— -
7,

apainst 2.10, wWolmve o price teduchiol Ol Qul machines of abouteddbés. In ad-
ition to that, DIXI S.A., Switzerland slightly diopped their prices!

1. The Product Range

DIXI 200 Model (former designation: DIXT 3 §*

This machine remains unchanged and wi'll still be known as a traditional
horizontal jig borer with optics (manually operated), or with DIXI-VIDISET
PSV 31, 3 axis M.D.I. with memory and digital readout, or with DIX1~VIDI-
MATIC 2203 CNC point-to-point and straight cut 3 axes system. This machine
cannot perform contouring operations. The positioning of the built-in
rotary table, "B" axis or fourth axis. is obtained "optically."

hAvs

éL '-—155’ You will note that we could substantially reduce ir's price. This makes

“The 200 model more attractive and competitive to 2 Traditional verrical,
3Tz borer, such as the SIP ~ HAUSER., As vou very well know, a horizontal
DIXI is much more versatile and universal thun o vertical machine. and de-—
finitely has comparable, or even better. workirg accuracyv.

DIXI 300 Model

In Asia and Europe, this machine fe still o heat seller' for any possible
tool room or production applications. We have separate guotations, L.e.,
310 with optics manually operated and 300 Scries TE for machines ready to be
Ffitted with VIDISHET or VIDIMATIC 3 or 4 axes control system.  Please note
that only the VIDIMATIC 2200 CNE has (wo axes contouring capabiliiies.  Op~
tionally, three different sizes Of automitic tocl changers could be fitted
to the F 300 machines equipped with the hvdroalbis roeol clamping system.



Letter To Mr. Bill Ledford
January 6, 1984
Page Three

also be equipped with DIXT master =-ales ant ViDLMaIo Coy CNC with absolute
measuring system. DIXI remains open L study tihe adaptat ton of any other
specific CNC system, such as the GU JO00, providing the system meols the re-
quirements of the machine.

DIXI 500 Model

I

This machine is available as a monuaiiy spersted [Iy bover with optics ox
prepared (Model "PE') for the Fitring A A G axes autesaat foocontrotl. such
as the VIDISET - PSV 42 (M.D.i. =svstem), o the VITVIMAT 1L 2200 CNt..  Borh
systems are based oun high precision X musier groales and are now inte-
grated in the pendant control panei. In it's present execution. the ma-s
chine cannot be fitted with autematic tool and pallet changer.  However,
DIXI S.A. is presently designing . new H00 with D.oo. drives, ATC and Pallet
Loading system. Please give us your comments bont markeling sueh farge
high precision machining centers iv Chee LS. . ile.. strokes. size of table
and pallets, R.P.M."s, moving quii’ or tixed spindle. eto.

The Prices

Although some price increuases occcurred in Switzertand during the past vear

N ind despite a substantial increase of

W=, |

on "bought—out " materials iand
software developments on sophisticatod machines, DiXt S.n., Le locle, decided
To MAIntain Thelr actual aversge nice levei tor a further period of one year.

e

This means that with the favorable exchange cate and some prices “out", (for

example, DIX1 210 model! n the gitierent DiXl models n 1987 . we have a prige
Ssdoction of max. 19.37% and min  4.8%7 i compared with 1ist vear's price list!
| S—

Please note that the 1984 price !is=t is bhased on the exchange rate of 1 US § =
2.10 Swiss Francs aud the cost o7 jnstallation is not inciuded. However, if

.° A‘ L o4 Ty t H T 3
\uai“jfjﬂ requested by the customer, we could gquote a turn-kev installation.
—~— -
Due to the continuous pre=sure oo soles nroees caused by vhe wor ldwide econo-
mical situation and the roduetion i ovr cewcsrib i prot i marygic, we ask you

to participate more actively wilh s in o absorsing part o0 the loss incurred in
negotiated sales prices. The DIt ionp iv sresentlv Lo oan excellent economi-
cal and financial situaticn. however, s compel itors {Sii. DeVlieg,
Mitsui~Seiki) and other mohiine 1. ot anly trom Switrmevland, ave
offering any discount to ohtair .o Cecluding DINIDL 1s con-
siderably suffering becaunsc ot Ll it b

.

N O T

Neoo L84y

Enclosed you will find a wvew conl tdentiah prore Pint, Reterence /
dated January 1, 1984, ot o1l Dixd me b ines wirh main oyt ions and accessories.
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SUPPLEMENTAL NOTE ON
HOUSE CONCURRENT RESOLUTION NO. 5009

As Amended by House Committee on
Assessment and Taxation

Brief of Resolution*

H.C.R. 5009 would amend Article 11, Section 1 of the
Kansas Constitution to classify the property tax system.

The resolution would provide for the following assess-
ment ratios:

Class Ratio
Class 1(A) - Public utility real property 30%
Class 1(B) - Industrial, commercial, rail transporta- 15

tion, and motor carrier transportation real property

Class 1(C) - Agricultural land valued under use 20
valuation

Class 1(D) - Agricultural land except property used 6
for residential purposes '

Class 1(E) - All other urban and rural real property 8
not otherwise classified (primarily residential property)

Class 2(A) - Rail transportation and motor carrier 15
transportation personal property, including motor
vehicles

° Bill briefs are prepared by the Legislative Research Department and do not express
legislative intent.



Class R.

Class 2(B) - Inventories of merchants and manu- 30
facturers and livestock, with 20 percent of such

values exempt the first year classification is imple-

mented, and an additional 20 percent becoming exempt

for the next four years so that such property is

exempt in the fifth and following years

Class 2(C) - Public utility personal property, including 30
motor vehicles, industrial and commercial personal

property not otherwise classified, ineluding motor

vehicles, mineral products and mineral leasehold

interests, and all other tangible personal property not
otherwise classified

Class 2(D) - Mobile homes used for residential purposes 8

Class 3 - All commercial and industrial and farm 15
machinery. Such machinery is to be valued at its

retail cost when new less straight line depreciation

over a 10 year period.

The resolution would exclude motor vehicles, mineral
products, intangibles and grain from the requirement of a
uniform and equal rate of assessment and taxation.

If adopted, the resolution would take effect on January 1
of the year following adoption of a bill authorizing the
implementation of reappraised values.

Background

Article 11, Section 1 of the Kansas Constitution cur-
rently requires that the Legislature "provide for a uniform and
equal rate of assessment and taxation" and authorizes the

Legislature to classify and tax separately certain classes of
personal property.

2-5009



The classes and assessment ratios in the resolution are
identical to those in 1982 H.C.R. 5030, as amended by the
House Committee during the 1982 Session. The Committee
has also recommended a bill ordering the gathering of reap-
praised values by 1987 (see S.B. 275).

3-5009
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Attachment #3
BOEING MILITARY AIRPLANE COMPANY

A Division of The Boeing Company
Wichita, Kansas 67210 . Seattle, Washington 98124

January 13, 1984
Kansas State Legislature

Senate Committee on Assessment and Taxation

Mr. Chairman:

Members of the Committee:

I am Harry Williford, Director of Business Management, Boeing Military Airplane Company,
Wichita. The Boeing Company is pleased to have this opportunity to share our experience
and concerns on the use of Trending Factors to value machinery and equipment.

The aerospace industry is characterized by advanced technology in products and the
processes to produce them. Things change rapidly. Technological obsolescence is a
major impact on the product design/life.

Our initial review of the change to Trending Factors raised major concerns in our
minds. We brought in a property valuation consultant to help us. Technological
obsolescence emerged as a key factor. Our local assessor was open to reviewing
with us our documentation and evaluation methods. We are satisfied with the results
of that appraisal process.

None-the-less, I believe there is a major flaw in the structure of trending factors.
Trending factors utilize the consumer price index. This index is structured to
measure the cost of living for an average family. It is comprised of such items as
food, clothing, shelter and recreation. This index is completely irrelevant to the
fair market value of commercial and industrial property. Other indexes such as
those in the "Producer's Price Index" series of the Bureau of Labor Statistics,
while seemingly appropriate to the valuation of commercial and industrial property,
are also flawed.

The principal problem is that the continually improving productivity of capital
equipment is not considered. (It is not the purpose of the BLS index series to
measure productivity changes.) The prices of a given type of equipment may be
inflating because of increased capability. This type of index increase accelerates
the obsolescence of older equipment and therefore should reduce rather than increase
its fair market value.

Let's take milling machines as a general example. We owned many single spindle
machines. Then we obtained numerically controlled single spindle machines. They
cost more because of the numerical controlled devices, but were more productive.

Now we have two spindle and three spindle milling machines, numerically controlled,
with robotic devices that change the chuck. They cost lots more and are lots more
productive. Their increased cost can be considered a measure of the technological
obsolescence of the older machines, rather than price escalation of m1111ng machines
as generated by trending factors approach.

Depreciated cost is still the best single guide to fair market value. The introduc-
tion of price indexes tends to overstate the fair market value of our property in the

Tong run. Respectfully,

/15;'CZA£L// /?Ql__,//

y E. Willifgrd N

'/ 42///)
. /// / uf



Attachment #4

Before the Kansas Senate Committee
On Assessment & Taxation

Hearings on the Use of Trending Factors
on Value Machinery & Equipment
Wednesday, January 18, 1984

Presentation by the Kansas CATV Association
Richard Thiessen -- President
Robert K. Weary -- General Counsel and Presenter

e e P

Prepared by:

WEARY, DAVIS, HENRY,
STRUEBING & TROUP
819 North Washington Street
Post Office Box 187
Junction City, Kansas 66441
(913)-762-=2210

General Counsel for

the Association
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.................... Useful Life and Salvage Value of
: Used Cable Television Equipment
Ceeesrcesasseseneens Portions of depositions of John
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INTRODUCTION

The Kansas CATV Association is a voluntary association
of cable television companies in the State of Kansas. The
association represents over 100 cable television companies
serving communities in every county in the state. Although there
are some larger multiple system owners in the State, the majority
of cable television companies are small, single system operations
that are owned locally and operated by people who live and work
in the communities they serve.

In 1983, the Director of Property Valuation arbitrarily
instituted changes in the system of valuing cable television
tangible, personal property which has the immediate effect in
many cases of doubling the amount of personal property taxes for
cable companies. Not only are the changes arbitrary, they have
no logical basis in the actual operation and experience of Kansas
cable companies and therefore violate statutory mandates for
valuing tangible, personal property.

The Association feels so strongly that the changes are
arbitrary and unlawful that it, together with several individual
companies, are presently seeking redress before the State Board
of Tax Appeals. The Association welcomes the opportunity to
testify before this Committee and hopes that this testimony will
be helpful in selecting a fair and reasonable system of taxation
for business tangible, personal property.

THE PRESENT SITUATION

For nearly 15 years pursuant to an informal agreement,
with the Director of Property Valuation (DPV), cable companies
have voluntarily followed a system of valuing their tangible,
personal property based on the historical cost of such property
decreased by a factor for depreciation. A more detailed explana-
tion of this system is discussed later.

In late 1982, the DPV notified the Association and key
people in the industry that they wished to review and possibly
change the current system to one using trending factors. The
Association met with the DPV in order to provide information and
hopefully reach mutually agreeable changes to the system of

valuing such property if it seemed that a change were necessary
or would be helpful.

The Association's efforts were given short shrift by
the DPV and it has since become apparent that the DPV had made up
its collective mind before even contacting the Association.



DPV indicated to the Association that, to the cost of
any given item of tangible property, DPV wanted to assign a
uniform economic levy based on the Internal Revenue Service ADR
guidelines and then apply a "trending factor" based on the All
Items Category of the Consumer Price Index.

Initially the DPV issued the trending factors and
guidelines reflected in Exhibit "A". After the deadline for
filing personal property tax reports, DPV issued, on May 1=2,
1983, a directive to county appraisers revising the guidelines
and setting forth the economic lives to be used for cable tele-
vision property. The directive 1is attached as Exhibit "B".
Contrary to the statements of DPV that the directive was based on
I.R.S. guidelines, DPV used economic lives much longer than those

suggested by the I.R.S. The I.R.S. ADR guidelines are attached
as Exhibit "C".

To these economic lives, the DPV applied a trending
factor based on the Consumer Price Index, All Items Category
which takes into account the general inflationary trends nation-
wide. The trending factors adopted are reflected in Exhibit "A".

The purpose of assigning an economic "'life and using
trending factors is to arrive at a fair market value of any given
item of personal property. The Kansas statutes mandate that
personal property taxes are to be based on the far market value
of property which is defined as what a willing Buyer would pay
for the tangible personal property from a willing seller, both
having negotiated at arm's length and neither party being under
any kind of compulsion to either buy or sell. The Association
realizes further that it would be difficult for county appraisers
to individually appraise each item of tangible, personal property
owned by a business and that it would be helpful if a statewide,
uniform and reasonable system could be devised to value such
property.

However, the economic lives and trending factors used
by DPV grossly overstate the fair market value of cable tele-
vision equipment and were not devised as a uniform system of
valuing tangible, personal property but rather were developed
arbitrarily to arrive at a pre-determined level of taxation which
attempts to value more than items of tangible, personal property
-- that is, to tax cable television systems on the basis actual
market value of what they would sell for as a going business and
not on the basis of items of tangible personal property utilized
in the business.

There are two important considerations in the use of
trending factors for property tax purposes. The first of these is
the applicability of the particular trending factor selected to
the industry and type of property involved and the other is the



economic life assigned to the various types of machinery and
equipment. The latter of these two probably has the greatest

impact upon the taxation of the property and for this reason we
will analyze it first,

Originally the DPV in their guidelines issued before
the assessment date prescribed for twenty year life of towers and
antennae, a fifteen year life for cable, and a seven year 1life
for 'all other equipment. Apparently they felt this did not
produce as much in the way of taxes as they wanted to obtain, and
hence quite a while after the returns were due the DPV sent out a
notice of updated economic lives adopted by the department. In
so doing they broke the property down into three categories,
headend, subscriber connection and distribution systems, and
program origination equipment. These three categories were
described exactly as they are described in the I.R.S. ADR guide-
lines but instead of using the 1lives prescribed by the I.R.S.
guidelines for the first two categories which include the bulk of
the equipment of a cable television system, the DPV assigned a
twenty year life to the headend equipment and a fifteen year life
to the subscriber connection and distribution system.

The economic lives assigned to cable television proper-
ty by the I.R.S. ADR guidelines as shown in Exhibit "C" have been
developed by the I.R.S. over a number of years and are calculated
to accurately reflect the true economic life of any particular
piece of equipment. The ADR assigns both a lower and upper limit
life and a mid range life. This is a reasonable approach in
light of the fact that different types of equipment are involved
and the fact that the economic life of even two similar pieces of
eguipment can vary depending upon such factors as quality of
construction, use and the like. As has been noted for cable
television property commonly referred to as the headend which,
with the exception of the tower and headend building, consists
entirely of electronic gear (and is that part of the cable
television system that brings the signal to the community off the
air, from microwave or satellites) the DPV arbitrarily assigned a
flat twenty year economic life. This is some nine years (almost
100%) longer than. that used by the I.R.S.

An economic 1life of twenty vyears for processors,
modulators, receivers, amplifiers and other similar kinds of
electronic equipment is unreasonably 1long. Experience in the
industry is that most, if not all, of this kind of equipment
rarely lasts ten years. The reason for this is two fold. First,
this kind of equipment simply wears out and becomes unuseable
generally within five to ten years of purchase without excessive
maintenance and replacement costs. Second, as it true of vir-
tually all kinds of electronic equipment, there are continual and
fast technological advances and innovations which make existing
equipment obsolete. For example, in the industry a similar



amplifier which is smaller and easier to handle and install and
which performs a number of additional tasks not performed by the
old amplifier and which has a much greater degree of reliability.
Because of rapid technological advancements and programming
changes, the industry is constantly having to upgrade and update
its electronic equipment. Once the older amplifier is replaced
it essentially has very little useful life or salvage value left
because it 1s an outmoded and outdated piece of equipment.
Attached As Exhibit "E" is an example of the distorted valuations
yielded by present guidelines, based upon actual figures of a
typical Kansas cable television company.

Therefore, arbitrarily assigning a twenty year economic
life to all kinds of headend equipment solely to arrive at a
predetermined result fails to take into account the nature of the
industry and equipment involved and therefore is not representa-
tive of the true market value of this kind of tangible personal
property.

This same analysis holds true with regard to cable
television property commonly referred to as the subscriber
connection and distribution system. The DPV has assigned an
economic life of fifteen years for such equipment which consists
of cable, amplifiers and other equipment used to deliver cable
television 'signals to individual homes. The I.R.S. guidelines
assign a lower limit life of eight years and a maximum of twelve
with a mid range of ten. Again the DPV economic life is substan-
tially higher (50%) than that used by the I.R.S.

During attempts to negotiate with the DPV regarding
changes in the system, the cable industry was told that the state
was planning to use and adopt and in fact had relied on the
I.R.S. guidelines. In May, 1983, when the DPV belatedly an-
nounced the much longer economic 1lives (which it regards as
clarifying materials), the cable industry was naturally puzzled
as to why the DPV had assigned substantially longer lives to the
equipment that used by the I.R.S.

In preparing for the upcoming hearings before the Board
of Tax Appeals, we have discovered that the economic 1lives
assigned to cable television property by DPV bear no relationship
to the experience in the industry as to the life of equipment and
further such 1lives were arbitrarily assigned to support an
unlawful method of valuing cable television property.

It is our understanding in this regard that the DPV
wants to value cable television companies for personal property
tax purposes at $300 per subscriber. Thus, taking a small system
that has only 1,000 subscribers, the DPV wants to value that
system for tax purposes at approximately $300,000. This
valuation is apparently based not on what the DPV thinks is the



fair market value of the equipment and tangible personal property
used int he business but on what they regard as a low

approximation of what the business could be sold for as a going
concern.

The Kansas Personal Property Statutes provide for the
taxation of only tangible personal property and do not provide
for taxation based upon the sale value of a business as a going
concern. A large part of the value of . a cable television system
sold as a going concern must be attributed to intangible property
or value such as the franchise from the city, goodwill, program-
ming, management experience and a capability, market size and
relationship to programming sources, competitive factors in a
given market place, the degree of saturation or development of
the system, and a multiplicity of other factors. Kansas Personal
Property Statutes dealing with the taxation of tangible personal
property do not provide for taxing these intangibles. Therefore
attempting to value a system on this basis, and interpolate that
to a figure of so much per subscriber, is clearly not within the
mandate of the KXansas statutes and does not even attempt to
arrive at the value of the system's tangible personal property.

The DPV has admitted in its depositions that in order
to support a value of approximately $200 to $250 per subscriber,
it has simply used or backed into an economic life which if
applied to average mix of cable television property would achieve
this predetermined result. Therefore, in assigning the economic
lives used by the DPV no real thought was given or effort made to
determine the real life of the tangible personal property itself
or the experience in the industry with respect to the useable,
economic life of such property. Furthermore, this approach makes
no effort to take into account or factor out the intangible
aspects of a cable television business sold as a going concern.
Thus the economic 1lives selected were simply a subterfuge on
attempting to justify an otherwise unlawful method of valuing
cable television tangible personal property.

A stark example of the complete unfairness of this
approach is easily demonstrated by looking at other communica-
tions media. Not too long ago the Wichita Eagle sold for a price
of $42,000,000. We have not taken the opportunity to check and
see at what value the tangible personal property of the Wichita
Fagle is assessed. -However, from checking with the industry
sources we have determined that if all of the equipment utilized
in the business were replaced it would not exceed $5,000,000 in
cost. If the DPV were correct in its analysis that it could
value the tangible personal property of a business based on the
sale of a business as a going concern, the property of the
Wichita Eagle should be on the tax rolls at $42,000,000. Simi-
larly, there were recent reported sales of television broadcast
stations in Wichita for amounts in excess of $13,000,000 and in



Kansas City for approximately $80,000,000. Again, it would be
impossible to spend more than $5,000,000 on the tangible personal
property of such broadcast stations. Yet, if the legal analysis
of the DPV were correct the property of the stations should be on
the tax rolls at approximately $30,000,00 and $80,000,000 respec-
tively. The same situation would be true with respect to the
sales of radio stations. ©Not only is this form of taxation of
tangible personal property not authorized by the Kansas statutes
but to tax one communication medium on the basis proposed by the
DPV, whereas all of the others are taxes in the traditional and
accepted way, would be grossly discriminatory. When this issue
was raised with the DPV the only response was that television
stations and newspapers ought to be taxed on the basis of what
they would sell for and that they just had not gotten around to
proposing to tax them this way vyet. Perhaps the real reason 1is
that it may be a little easier to pick on a lot of small cable
television operators than it is upon the entrenched representa-
tives of the mass media. We would hope, however, that it is
still a 1little difficult for the government to abandon the
fundamental precept that what is fair for one is fair for all.

The second matter to be considered is the trending
factor shown in Exhibit "A". The trending factor is supposed to
take into effect appreciation of the sales value of the asset
from inflation, if any, and, depreciation as the asset becomes
older. The trending factors are multipliers based upon a consum-

er or user price index. The goal of using a trending factor is
again to arrive at a fair market value of any particular piece of
equipment or machinery. The actual effect of using the trending

factor selected by the DPV with regard to cable television
property, and especially the electronic equipment associated
therewith, is to produce a value which is much higher than the
fair market value of any given piece of cable television equip-
ment as experienced by the industry in Kansas, not only because
of the arbitrary lives selected by the DPV but also because the
trending factor is an inappropriate one for the industry.

The trending factors used by DPV are based upon the All
Items Category of the Consumer Price Index. This particular
index is a compilation of all of the various and separate price
indexes maintained by the United States Department of Labor.
Accordingly, it mixed together diverse factors such as the price
of food, the price of new automobiles, the price of housing,
interest rates, fuel, and many others. This general index for
the last several years has been a very inflationary index.

Using a trending factor based on this general index
does not fairly reflect the fair market value of tangible person-
al property belonging to cable television companies. The reason
for this is that the vast majority of cable television property
is electronic in nature or at least has electronic components.



As we have all seen, for a number of years the price of electron-
ic equipment has not been inflating but deflating. Therefore its
fair market value is not truly represented by a trending factor
based on a general consumer price index. BEcause of rapidly
advancing technology in transistors, micro processing, circuitry,
memory and storage capabilities and other components of electron-
ic equipment, existing equipment becomes obsolete very quickly
and is replaced by more sophisticated equipment which often times
costs less than the original piece of equipment. In addition,
once the original piece of equipment is replaced, it is econom-
ically obsolete and generally has very little salvage or resale
value because someone 1in the market for such equipment can
generally buy something better or at least something that will
perform more functions at the same or a lesser cost.

Therefore, the DPV trending factors produce the absurd
result of assigning to a piece of cable television equipment
which is functionally and technologically obsolete a value which
no one would be willing to pay. The goal of using trending
factors is to arrive at a uniform system of assigning a fair
.market value. The application to cable television property of a
trending factor which is based on a general price index does not
arrive at a fair market value because it does not take into
~account the rapid physical and functional depreciation and
obsolescence that occurs in property of an electronic nature. A
more appropriate trending factor would be one based on the
Standard Industrial Classification categories for Semiconductors
and Related Devises (SIC 3674), Electronic Capacitors (SIC 3675),
Electronic Resistors (SIC 3676) and Electronic Connectors (SIC
3678) . See attached Exhibit "D" for a study which shows that
this index is the more appropriate to use.

CONCILUSTION

For a number of years prior to 1983 and the changes
made by the DPV, cable television companies in Kansas uniformly
reported for property tax purposes their tangible personal
property pursuant to a plan based on historical cost less
straight line depreciation with a minimum residual value. This is
a method still currently used and recommended by the DPV in many
situations. This plan had been worked out with the DPV and was
being used statewide by nearly all cable television companies.
The plan was easy for the various county appraisers to use and
was being used uniformly throughout the state with good results.
The plan was one that was easy to monitor since balance sheets
and equipment accounts were supplied to the DPV and could be
verify comparison with the company's income tax returns. We are
not aware of any other industry in the State that has offered
this kind of cooperation with the DPV.

In lieu of this reasonable arrangement, used by Kansas
- with respect to most businesses, the DPV has selected and is



attempting to apply trending factors that bear very 1little
relation in many instances to the industry involved but simply
represent the most inflationary trending factor that could be
used. Then in the case of the cable television business it has,
without any authorization from the 1legislature, gone a step
further and decided that it should tax cable television systems
on the basis of their sale value as a going concern. In order to
accomplish this, the DPV has arbitrarily assigned economic lives,
without regard for the facts or even much of an attempt to
investigate the facts, which mathematically would produce the
desired result, i.e. arrive at an approximation of what the DPV
conceived to be a conservative or low value of the sales price of
a cable television system sold as a going concern. These econom-
ic lives arbitrarily arrived at are far in excess of the economic
lives developed by the I.R.S. as a result of substantial inves-
tigations. They are also economic lives that have no relation-
ship to the real world and experience of the industry in light of
its particular needs and type of property. Finally, it is a
process the DPV apparently has no serious intention of applying
to other communications businesses and thus discriminates against
the cable television industry.

Therefore we urge the KXansas Legislature to either
abolish the use of trending factors or establish some sort of
guidelines or directives that would preclude the DPV from arbi-
trarily and unfairly seeking to subvert our taxing statutes. We
submit that changes in the impact of our taxing statutes are
matters for legislature and not for the DPV through indirection
or by any other method.

The cable television industry thinks that the most
reasonable and fair method of taxing cable television tangible
personal property is to continue with the system that has worked
for a number of years in the cable industry and which is being
used by most states. That system is to base such value on the
historical cost of the equipment and then annually apply to that
historical cost a straight 1line-type depreciation factor and
further to prescribe a residual value below which a particular
piece of property will not go as long as it is in service. Such
a method of valuing machinery and equipment is not subjective,
can be uniformly and easily applied and also has the advantage of
producing a value which closely approximates the fair market
value of such machinery and equipment.
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TOPEKA, KANSAS 66625

MEMORANDUM

DATE: January 25, 1982
TO: All County Appraisers

FROM:  Philip W. Martin, Director
Division of Property Valaution

RE: Trending Factors

Trending factors have been published in the Miscellancous Personal
Property Guide since 1978 and represent the policy of this Division
vregarding the valuvation of personal property which is not included in
any other guide prepared or prescribed by the Division of Property

"Valuation.

‘ The useof these. factors is necessary unless adequate market infor-
mation is available to you for the purpose of estimating market value
of the property for ad valorem taxation and unless the resultant valua-
tion by use of the trending factors clcu;T; results in an over state-
ment of the market value of the properviy.

In using this method, care must be taken to select the appropriate
econimic life table for the specific property. Secondly, an inventory
of the machinery, ecquipment, and fixtures comprising the property must

be made and analyzed before the correct cconomic life can be determined
and applied,

Ve recognize that this cannot be accomplished overnight, but must

be done on an on-going continuous program. If we may be of assistance
to you, please lct us know. ’

PWM: JRC: skb

EXHIBIT A



CABLE TV SYSTEMS

There is a total of 151 systems in Kansas serving 198 communities with 328,800 subscribers,

For uniformity in valuing these systems the trending factors are to be applied to the historical cost on

the following economic lives:
Tower and Antennas 20 years
Cable 15 years 7 g~ -

All other in house equipment

associated with the system 7 years

TELEPHONIC EQUIPMENT

Because of a change in Federal laws many users of telephone equipment are purchasing instead

of leasing from telephone companies.

The trending factor should be applied to historical cost using a 10 yeér economic life.

EXHIRIT A
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State Office Bulldlng
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TO: County Appraisers

FROM: John R. éooper, Supervisor
Personal Property Section

DATE: May 2, 1983

SUBJECT: Updated Economic lives ado

pted by the department to be applied
in conjunction with Section 3 of Cable TV Form PP-12

Headend . , . ., . , . Tttt s e s e o oo v . . 20 Year Economic Life
Includes assets such as towers, antennas, pre-~
amplifiers, converters, modulation equipment,
and program non-duplicating systems. Doesg not
include headend'buildings and program origina-

tion assets. Includes wicrowave equipment.

Subscriber céﬁnection and distribution systems -« 15 Year Economic Life-
Includes assets such ag truck and feeder cable,
connecting hardware, amplifiers, power equipment,
passive devices, directional taps, pedestals,
pPréssure taps, drop cables, matchling trans-

tormers, multiple set connecter equipment, and
converters.

Program origination .

© v e e *+ + « =+ « .+« . .17 Year Economic Life
Includes assets such as cameras, film chains,

video tape recorders, lighting, and remote

location equipment excluding vehicles. Does

not include buildings and their structural

components. Includes testing equipment tools.

JRC: jd
EXHIBIT B
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These synopses are Intended only as aids to
the reader in identifying the subfect matter
covered. They miay nolfn relled upon as
authoritative Interpretations.

INCOME TAX

Rev. Rul. 83-78, page 5.
Industrial development bonds; exempt facilities; some

ot

IS

,‘ other similar official action. The adoption by a city
R of a resolution to issue bonds to finance construction
g of an exempt facility described in section 103(c)(4)
of the Code followed by the adoption of a supple-
N mental resolution to issue the bonds in a larger face
<

. amount because of a construction cost overrun are
considered some other similar official action taken
before construction commenced as required by sec-
tion 1.103-8(a)(5)(iii) of the regulations. Therefore,
the bonds qualify as obligations to provide exempt
facilities described in section 103(b)(4) and the in-
terest on the bonds is excludable from gross income,

Rev. Rul. 83-79, page 7.

Protective claims; FICA tax overpayment. An em-
ployer's timely filed protective claim for refund of
FICA tax will also protect its employees' individual

claims filed after the period of limitations has ex-
pired.

Rev. Proc. 83-35, page 54.

Class Life Asset Depreciation Range (CLADR) Sys-
tem; guidelines. Asset guideline classes, asset de-
preciation periods and ranges, and the annual asset
guideline repair allowance percentages for the CLADR
System are set forth. Rev. Procs. 77-10, 77-14, 78-
4,78-5, 79-26, 79-35, 79-41, 79-42, 79-60, 79-
64, 79-65, 80-15; 80-33, 80-58, and 82-67
superseded.,

Finding Lists begin on page 107,
Announcement of Suspensions on page 104,

Announcement of Notice of Proposed Rulemaking on page 105,
Departinent ef e Treasury

Internal Revenue Service

I et b R e, Bt e JE L P S e Al B o T U TR DTN S X Ty e T

May 16, 1983
Bulletin No. 1983-20

KANSAS UNIVERg;-
LAW LIBRARY '

MAY 2 3 1983

202 A

D
DOCUMENTS DEPOSITON

LR-100-78, page 83.

Proposed amendments to the regulations under sec-
tions 901 and 903 of the Code relate to the descrip-
tion of income, war profits, and excess profits taxes
and taxes in lieu of such taxes imposed by foreign
countries and possessions of the United States. The
proposed regulations also relate to the amount of these
foreign taxes paid or accrued to the foreign country
or U.S. possession which are creditable against U.S.
income tax liability.

EMPLOYEE PLANS

Rev. Proc. 83-36, page 72.
Rulings and determination letters: employee plan and
exempt organization matters. Procedures are pro-
vided for issuing rulings and determination, opinion,
notification, and information letters and for entering
into closing agreements on specific issues in em-
ployee plan and exempt organization matters. Rev.
Proc. BO-24 superseded; Rev. Procs. 76-47 and 80-
39 modified.

EXEMPT ORGANIZATIONS

Rev. Proc. 83-36, page 72.

Rulings and determination letters; employee plan and
exempt organization matters. Procedures are pro-
vided for issuing rulings and determination, opinion,
notification, and information letters and for entering
into closing agreements on specific issues in em-
ployee plan and exempt organization matters. Rev.
Proc. 80-24 superseded; Rev. Procs. 76-47 and 80-

39 modified.
(Continued on page €)

E¥YHIBIT C



26 CFR 601.105: Examination of returns and
claims for refund credit, vr abatement; deter-
mination of correct tux liabiity. (Also Part 1,
Section 167; 1.167(a)-11.)

Rev. Proc. 83-35

SECTION 1.

.01 The purpose of this Revenue
Procedure is to restate, pursuant to
section 167(m) of the Internal Rev-
enue Code of 1954 with certain sub-
stantive modifications as noted be-
low, the asset guideline classes, asset
guideline depreciation periods and
ranges, and annual assct guideline re-
pair allowance percentages for the
Class Life Asset Depreciation Range
(CLADR) System. For purposes of
defining the classes of recovery prop-
erty under the Accelerated Cost Re-
covery System (ACRS), section
168(c)(2) of the Code makes refer-
ence to the present class life for the
property. The present class life is the
asset guideline period (midpoint class
life) established for the class as of De-
cember 31, 1980, except for asset
guideline class 48.12. Asset guideline
class 48.12 is effective on January 1,
1981. See section 168(g)(2) of the
Code.

.02 The Class Life Asset Depre-
ciation Range (CLADR) System can-
not be elected for recovery property
(within the meaning of section 168 of
the Code) placed in service after De-
cember 31, 1980. Sce section
167(m)(4) of the Code, which was
added by the Economic Recovery Tax
Act of 1981 (H.R. 4242, 97th Con-
gress; Public L.aw 97-34). In addition,
Public Law 97-34 repealed section
263(e), Reasonable Repair Allow-
ance, for property placed 1n service
after December 31, 1980).

.03 This Revenue Procedure
supersedes Rev. Proc. 77-10, 1977-1
C.B. 548, and the supplements and
revisions of the asset puideline classes,
periods, and repair allowance per-
centages published since the publi-
cation of Rev. Proc. 77-10. These
Revenue Procedures are as follows:

77-14, 1977-1 C.B. 571

78-4, 1978-1 C.B. 555

18-5, 1978-1 C.B. 557

79-26, 1979-1 C.B. 566

PURPOSE

79-35, 1979-2 C.B. 498
79-41, 1979-2 C.B. 506
79-42, 1979-2 C.B. 507
79-00, 1979-2 C.B. 574
79-64, 1979-2 C.B. 579
79-65, 1979-2 C.B. 579
R0-15, 1980-1 C.B. 618
80-33, 1980-2 C.B. 768
80-58, 1980-2 C.B. 854

82-67, 1982-52 I.R.B. 54
S, ‘2.

.01 The asset guideline classes, as-
set guideline periods and ranges, and
annual asset guideline repair allow-
ance percentages set forth are for use
under the rules set forth in section
1.167(a)-11 of the Income Tax Reg-
ulations.

.02 It should be noted that the fol-
lowing special rules apply as speci-
fied:

(i) It is expressly provided that as-
set puideline classes and subclasses
00.4, 20.5,°30.11, 30.21, 32.11, 33.21,
34.01,37.12, 37.32, 37.33, and 49.121
are part of existing activity classes to
which the assets included in them re-
late as stated in the revenue proce-
dures establishing these subclasses;
therefore, assets included in these
classes and subclasses are not sepa-
rately subject to possible exclusion
from an election to apply sections
1.167(a)-11(b)(4)(i1) and 1.167(a)-
11(b)(5)(v) of the Income Tax Reg-
ulations.

(ii) If the asset guideline class re-
pair allowance for class 32.1 is elected
in accordance with section 1.167(a)-
11(d)(2)(ii) of the regulations, **cold
tank repairs”, including refractory re-
lining expenditures 1o glass furnaces,
shall be treated as deductible repairs
within the provisions and limitations
of section 1.167(a)-11(d)(2)(iv)(a)
dealing with the application of the as-
set guideline class repair allowance.

(i11) General rebuilding or rehabil-
itation costs for the special tools de-
fined in class 30.11 that have been
traditionally capitalized as the cost of
a new asset are included in class 30.11.

(iv) Asset guideline class 00.3,
“Land Improvements’, includes
“other tangible property” that qual-
ifies under section 1.48-1(d) of the

RULE OF APPLICATION

54 EXHIBIT C

regulations. However, a structure that
is essentially an item of machinery or
equipment or a structure that houses
property used as an integral part of
an activity specified in section 48
(a)(1)(B)(i) of the Code, if the use of
the structure is so closely related to
the use of the property that the struc-
ture clearly can be expected to be re-
placed when the property it initially
houses is replaced, is included in the
asset guideline class appropnate to the
equipment to which it is related.

.03 Property that is used predom-
inantly outside the United States may
be eligible property if the require-
ments of section 1.167(a)-11(b)(2) of
the regulations are met. In the case
of property first placed in service and
used predominantly outside the United
States during the taxable year of elec-
tion, an asset guideline period, but no
asset depreciation range is in effect.
Accordingly, such property shall not
be treated as included in the same
asset guideline class as property used
predominantly inside the United States
for purposes of determining the asset
depreciation period under section
1.167(a)-11(b){4). Thus, for this pur-
pose, each asset guideline class de-
scribed in this revenue procedure has
an exact counterpart that consists of
property otherwise includable within
the class, but used predominantly
outside the United States during the
taxable year of election. Generally,
for this purpose, property is used pre-
dominantly outside the United States
if such property is physically located
outside the United States during more
than 50 percent of days of the taxable
year of election, beginning with the
date the property is first placed in
service. However, there are ten ex-
ceptions to this general rule and these
are contained in section 48(a)(2) of
the Code. The asset depreciation pe-
riod for property, which is deter-
mined in the taxable year of election,
will not be changed because of a
change in predominant use after the
close of such taxable year. Although
treated as in a separate class for pur-
poses of determining the asset depre-
ciation period, property predomi-
nantly used outside the United States




Aunsct
guide-
line
class

Description of assets included

Asset depreciation range

(in years)

Assct

Annual as-
set guide-
line repair

Lower guidcline Upper allowance

limit

period

Hmit

pereentage

48.2

48.32

48.33

48.34

48.35

48.36

48.37

48.38

48.39

Radio Television Broadcastings:

Includes assets used in radio and television broadcasting, except transmit-
HNE LOWETS oot i ammo oo ee oo escemomi oo
Telegraph, Ocean Cable, and Satellite Communications (TOCSC) Includes
communications-related assets used to provide domestic and international
radio-telegraph, wire-telegraph, ocean-cable, and satellite communications
services: also includes related land improvements.

TOCSC-Electric Power Generating and Distribution Systems:

Includes assets used in the provision of electric power by generation, mod-
ulation, rectification, channelization, control, and distribution. Does not
include these assets when they are installed on customer’s premises ...

TOCSC-High Frequency Radlio and Microwave Systems:

Includes assets such as transmitters and receivers, antenna supporting struc-
tures, antennas, transmission lines from equipment to antenna, transmitter
cooling systems, and control and amplification equipment. Does not in-
clude cable and long-line systems .. oo

TOCSC-Cable and Long-line Systems:
Includes assets such as transmission lines, pole lines, ocean cables, buried
cable and conduit, repeaters, repeater stations, and other related assets.
Does not include high frequency radio or microwave systems

TOCSC-Central Office Control Equipment:

Includes assets for general control, switching, and monitoring of commu-
nications signals including electromechanical switching and channeling ap-
paratus, multiplexing equipment, patching and monitoring facilities, in-
house cabling, teleprinter equipment, and associated site improvements
TOCSC-Computerized Switching, Channeling, and Associated Control
Equipment:

Includes central office switching computers, interfacing computers, other
associated specialized control equipment, and site improvements ......

TOCSC-Satellite Ground Segment Property:

Includes assets such as fixed earth station equipment, antennas, satellite
communications equipment, and interface equipment used in satellite com-
munications. Does not include general purpose equipment or equipment
used in satellite space segment property

TOCSC-Satellite Space Segment Property:
Includes satellites and equipment used for telemetry, tracking, control, and
monitoring when used in satellite communications - ... ..o oo

TOCSC-Equipment Installed on Customer’s Premises:

Includes assets installed on customer’s premises, such as computers, ter-
minal equipment, power generation and distribution systems, private
switching center, teleprinters, facsimile equipment, and other associated
and related equipment oo m e

TOCSC-Support and Service Equipment:
Includes assets used to support but not engage in communications. Includes
store, warehouse and shop tools, and test and laboratory assets .._._..

Cable Television (CATV): )

Includes communications-related assets used to provide cable television
(communications antenna television services). Does not include assets used
to provide subscribers with two-way communications services.
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21

13

8.5

6.5

11

19

13

26.5

16.5

10

10

13.5

23

15.5

32

20

12.5

12

9.5

12

16

10




Assel
guide-
line
class

Deseniption of assets included

Assct depreciation range

(i yeurs)

Assct

Annual as-
set guide-
line repuir

Lower guidcline Upper allowance

limit period

limit

peroontage

48.41

48.42

48.43

48.44

48.45

49.11

49.12

49.121

49.13

49.14

CATV-Headend:
Includes assets such as towers, antennas, preamplifiers, converters, mod-
ulation equipment, and program non-duplication systems. Does not include
headend buildings and program origination assets

CATV-Subscriber Connection and Distribution Systems:

Includes assets such as trunk and feeder cable, connecting hardware, am-
plifiers, power equipment, passive devices, directional taps, pedestals,
pressure taps, drop cables, matching transformers, multiple set connector
equipment, and converters

CATV-Program Origination:

Includes ussets such as cameras, film chains, video tape recorders, lighting,
and remote location equipment excluding vehicles. Does not include build-
ings and their structural components
CATV-Service and Test:

Includes assets such as oscilloscopes, field strength meters, spectrum ana-
lyzers, and cable testing equipment, but does not include vehicles
CATV-Microwave Systems:

Includes assets such as towers, antennas, transmitting and receiving equip-
ment, and broad band microwave assets if used in the provision of cable

television services. Does not include assets used in the provision of common
carrier services

Elec!ric, Gas, Whiér and Steam, Utillty Services:

Includes assets used in the production, transmission and distribution of
electricity, gas, steam, or water for sale including related land improve-
ments.

Electric Utility Hydraullc Production Plant:
Includes assets used in the hydraulic power production of electricity for

sale, including related land improvements, such as dams, flumes, canals,
and waterways

Electric Utility Nuclear Production Plant:

Includes assets used in the nuclear power production of electricity for sale

and related land improvements. Does not include nuclear fuel assem-
blies
Electric Utility Nuclear Fuel Assemblies: .

Includes initial core and replacement core nuclear fuel assemblies (i.e.,
the composite of fabricated nuclear fuel and container) when used in a
boiling water, pressurized water, or high temperature gas reactor used in

the production of electricity. Does not include nuclear fuel assemblies used
in breeder reactors

Electric Utility Steam Production Plant;
Includes assets.used in the steam power production of electricity for sale,
combustion turbines operated in 4 combined cycle with a conventional
steam unit and related land improvements. Also includes package boilers,
electric generators and related assets such as electricity and steam distri-
bution systems as used by a waste reduction and resource recovery plant
if the steam or electricity is normally for sale to others

Electric Utility Transmission and Distribution Plant:

Includes assets used in the transmission and distribution of electricity for
sule and related land improvements. Excludes initial clearing and grading
lund improvements as specified in Rev. Rul. 72-403, 19722 C.B. 102 ..
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PROPERTY VALUATION

Currentls the Division of Froperty U«]u«+lun of the State of
Kansas yszesz frwndnnu tfactors tg Undate historical cost w

property,  The trending factaors Bre intended to comb
depreciation with inflation in arder fo vajye permnn«
owned by cable TU COMmparn |

l"[l
i

for ad valarem tax purposes

of determln the mquﬁt value of an
ol Iowing formuyl a

azset inuvolue

Market Ualye = Historical coct ¥ Trending Factar

The trending factor is de termined hy the econcmic life of the
25set and & meassure of inflation, The Kansas Division of Froperty
Valuatiaon Currently uvses the Conzumer Fr:ce Index as the meas

aof inflation,

SUre




THE CONSUMER PRICE INDEX

The Consumer Price Indesx is the
staticstic that meacures changee
goods and services purchased b
underlying concept is

market basket of goods
the market bashet does
the truction of the Consumer Price

compiled and pub)ished month)

and servijces JFy

s

L
4

change =zuch changes
Index,
by the Buresy of Labor

le,

househaold,

name trpically applied to the

in prices of & large number of
the typical
to measure the change in the

The
cost of

=

fixed

from time ta time,
are accounted Sor

This

ir

Statictics,

index i

The Consumer Prjce Index j= gz Laspervres Index, The formula j=:
Imndex{ty = [ 5 Potygeays L PCOECaY] % 100
Fois price
B ie quantity
2 is the summation of products of price and quantity
t is the time pericod to which the index refers
& is the base period tor quantity Weights
0 ise the kase reriod to which the prices refer
The seven major catagories in the Consumer Frice Indew and theijr
weightings are:
Catagorijes Weighting
Aol es w=rlonting

Food and beverage
Housing

Appare)
Transportation
Medical Care
Entertainment
Other

12,8
7.0
4.4
4.5
4.5

-,

Source: U.8. Department of Laber, Bureau of Labor
Concepts and

Statistics, The Consumer Price Index:
Content over the ;

Each of the catagories is broken down
example, the Housing Componen
included as Table I,

years, May 1978 (reviced), p. 8,

into =sub catagorie
t of the Consumer Price Index |

<

it

A




Table 1
HOUSING

Shel ter
Fent, residential
Other rental costs
Lodging while cut of teown
Lodoing while at schoo)
Tennat insuran
Home ownership

1

e

Home purchasze

Financing, Imnsurance and Taxes
Froperty Insurance
Froperty taxes

Contracted Mort

Sage interesst Costs
Maintenance and repairs
Maintenance and repair services
Maintenance and repair commodities

Fuel arnd other utilities
Fuel oil, ccal and bott)
Fuel ail
Dther fuels

i
(W8
U]
X0
n

53
iy
'TJ
'T_"_‘l
'[
CL
i
2
oL
i
[
n
D
-1
u]
-+

-,

i

tility (piped) gas ‘

Other utilities and public zervices
1

Telephone services
Local charges
Interstate toll calls
Intrastate toll calls

Water amd zewerage maintenance

H

Househo

1d furnizhiings and operation
Housefurnishings ,
Textile housedy r‘ni-shirugs-

Household 1in
Curtains, ardpe « Slipcovers and sewing materials
Furniture and bedding
Bedroom furniture
Sofa
Living room chairs and takles
Other furniture
Appliances including TV and =ound equipment
TV and sound equipment
Televieon

g

l‘[l
[ fl

1]

mn

o

m

cound equipment

Househaold equipment
Refrigerator and home freezer
Laundry equipment
Other houzehold appliances




indeces,

THE PRODUCER PRICE INDEX

The Froducer Price Index, formerly known as the Whole ale Frice
Index, is one of the cldect continuous statistical serijec
published by the Bureau of Labor Statistics. The Index was first

publizshed in 190F.

Frice Index was desiqned to measure price cha ange s
seruices zald in primary markKets in the Unrtea
PYE the name of the indes Was changed to Producer
o oindicate that the 1oex measures changes in selling
gived by producers from whoever makes the firct
purchase.
The Froducer Price Index is currentlyw Undergoing & comprehensiue
cuerhzul . By the mid 1980°s z1) indeces will be calculated Using
the new methodology., Az of Janoars 1982, nearly 2,450 commodities
were included in the PPI. The Bureau receives some 18,000 price
quotations per month. The data base i= being expanded ew =

LT ]

a e
511 492 manufacturing and mining industries are
the index. Under the new methodology the Bureau wil)
70,000 price guotes and publish &,000 product

months until
included |
receiuve some

The prices vsed in constructing the index are those that apply tao
the first zignificant transaction in the Unijted Statez. The
Frices are generallyw coilected the Tussdaw of the week containg
the 13th day of the month. Frices are based on actual transaction
Frices, Companies are to report prices less discounts,
sl lowances, and rebates, Frices are generally f.o.b. proguction
BEoREntral marketing point to eliminate affects of transportation
charges,
Alithough orices of goods are reported each month it is necessary
t = far 2170ty & A onew price serjes
auality tted for the earlier
Series. The sobstitution -t comparison or Tinking.
Linking iz = Frocess des anly the changs in
Frice which was not duoe Titw,
RS an example of linking consider the following situation. In
September and antenna dish cost €£20,000. In October the dish cost
$22,000.  However, the new dish haz =& motorized, chain driven,
automatic rotation svetem not included on previcus models., The
addition ta the system cost 1,850, The linking pracecs
gstablishes 3 September dish price of 21,850 ($20,000 + $1,55|).
Thus the charge in price, not attribut ted to gquality change j= &%
CEZ2Z2,000 7 21 ,8%0. Thus » the purpose of the linKing pPGCEEE is
to el iminate z1) qudlltv changes when measuring changes in the

Froducer Price Index

o

d

The specific items in the Producer Price Index ar uguufed both

t =
by Industry Code and by Product Code. Foar example, Semiconductors

and Felate Reuices are Industry Code 2479, The components of the
industry are shown in Table 11,

A0 o]
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Table I1
SIC Code 3874

Produrct Froduct Code

Frimary Froducts 2ETA-P
Imtregrated dircujte TEFg~1
Digita) monolithic ZETE -1y
integrated circuijts
Eipolar ZEFA-iz
Memor v SEFTd-1 51
Other SETd-12105
Logic ZETA-1 27
Transiztor laogic ET4-1221 4
other logic tvpes B7Ed-12228
Metal axide on silicon JEFE-13
Metzal proceseor S&Fd-1321 28
MOZ sxcept Mic Foprocessor I8F4-152
MOS memor SETY-1 3231
MOS digita) SEFg-13z52
Amplifier JETI-14114
Interface 2ETVS~1421%
Vol tage regulatar JEFI-14117
Hrbr i g integrated circujts ET-1
Film interconnected diveces 3479-111
This film SAFd~-11111
Multi chip trpe SETI-1121 &

~{
5
]
-+
]
-

o=

Y
-
Zaoom
3
oo

Al
b
-
o
9

OO 00 G0 0 0

[aaliu]
o]
f
-+
-+
111
e
3
C1
o
-

Dicdes and rectiftisre JEFd-3
Signal diades JEFd-21 1 =0
dener. diodes J&EF-321194

Semiconductor rectifijer 3474~-232240

Other Semiconductor deivces
Optoelectraonic devices
Thyristare
Semifinished parts
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Secondary products
Other secondary parts
Electronic companents
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CABLE TELEVISION

an be demonstrated that the CFI ie not indicative of price
changesz to Cable TV Companies. These Companies do not face the
2 shown in Table 1. The price changes facing Cable
Companies may be more accurately reflected by the Standard
Industrial Classification 3474, Semiconductors and Related
Devices. The following Table compares the Consumer Frice Indey
and the Price Index for SIC 34749,

Tabie 111

INDEX TABRLES

Year CPI SIC 3874

192 "1 20,8

1931 F2. 4 0,9

198 29& .8 S04

1 217.4 24.8

15 195.4 25,3

1 181.5 1.0

1 170.5 FELT

1 141.2 10z.0 4
1 147.7 ¢e. 4
1 1331 2. 4

1 125,535 1.

1 121.3 ERCI- ‘
1 114,32 FOLA é
17 109,85 24

1% 104, 2 v2.3

The base year for the Consumer Price Index is 1947,

The base year for the SIC Code ic 1967 for the years 1970 to
present. The 1968 and 1949 figures have a base period of
December 1984, The 1948 and 1949 have not been thanged to
the 1967 base. However, if the 1948 and 1949 figures were

adjusted to the 1947 base both indeces would be slightly
higher,

should be noted the Consumer Frice Index has increased almost
three times from 15948 to 1527, This can be =een by dividing the
1782 CFI by the 1948 CFI [ 2.77 = 2689.1 7 104.2]. However, the
index for the Standard Industrial Classification Index 2474 has
declined slightly cver this came pericd of time, currently

standing at 98.27 percent of the 1968 index [.98237 = 0.8 / 2.3
] L]




TRENDING FACTORS

The "198% Trending Factors" Table, as published by the Division of
Property Maluation, has estimated the inflation rates for 1982 and
1%8%. Since it ie not the purpose of thie presentation to
cualuante the zaccuracy of the forecaste used by the Divieion, the
following Table uses data published by the U.E. Department of
Labor, Bureau of Labor Statistice. The base year is 1982, this

is the most current data available

e inflation factor iz the Current Consumer Price Indewx divided
by the Hiztoric Consumer FPrice Index., For example, the 1%70
inflation facto would be 2.7745 = [ 28%.1 /7 104.2 1.

Table IW
INFLATION FACTORS

Year CPI €IC 3&74

192 1.,0000 i.0000

1781 f.08132 0.,78as

120 1,1714 1.0022

1597% 1.22%8 1.0708

1778 1.47%5 1.0445

1977 1.5%28 0.9%7%8

1974 1.&7548 o,ea%0

{775 1.77324 0.8%0z

1974 1.5573 0,.7135

1772 2.1720 0,9827

1772 Z2.307F3 0.78%1

1771 2.3832 0.7a7F0

1770 Z.4350 0,947

PRET 2.8330 0.5780s8

1748 2.774% 0

Thisz Table agaxin dramaticily demonstrates the significant
difference in the price changes reflected by the fwo indeces.

i «-;(,ﬂw‘ 1 »._,” e




The trending factor is computed as follcowe:

TF = [ CCPI/JHCPI 1 / [ (HC - AD)/ HC 1

where
TF = Trending Factar
flation Factor
CCFI = Current Consumer Price Index
HOFI = Historical Consumer Price Indes
Asset Base
HC = Historical Cost of Acesst
Trpicaily the purchasze price

Ab = Accumulated Depreciation
Im calculating the trending factors the Divieon of Fropertw
Yaluation uses a straight line depreciation computation with & ten
percent salvage value. This translates to an annual depreciation
expenze of 20 percent of historical cost for the class of zcsets
having & three wear life, 18 percent for the class of aszzetc
having tive »ear life, nine percent for the class of aczets
having & ften wear life, etc.
After calculating the trending factor, as explained above, the
Divizian then reduced the trending factor by fifteen percent,
Tablez W and M1 compare the differences in trending factors using
the Standard Industrial Classification Mumber 2474 and the
Consumer Frice Index as &= measure of the rate of inflation., Faor
iTlustrative purposes Table V iz for classes of aszetfs hawving a
five vear life. Table VI is for classes of ascets having a ten
#ear life.,
AE indicated in Tables V and WI, there are significant differences
in the trending factors couputed using the Conzumer Frice Index
and the Standard Industrial Classification =474, The trending
factors based on the Consumer Price Index results im more than
doubling the walue of the taxed aszets when compared to the
Standard IrdJ:trl d Clasification 34749,




Year

1782
1981
1980
1979
1978
1977

Year

1982z
1981

1980 .

1979
1978
1977
1974
1975
1974
1973
1972

Base

I.oo
.82
&4
aE
.28

10

1.00
91
.82
73
.44
.35
44
37
28
19
.10

Table W

Trending Factors 1982 Guide
Using CPI and SIC 3474
I wear 1ife 105 salvage value
Without 15w reduction
in trending factor -

CP]

CPI Facior SIC 2474
t.ao0q .00 p.00oo
1.0613 &7 L2900
1,1714 W71 1.0022
1.3298 A1 1.0708
1.4795 41 1.0445
1,5928 18 2972

Tabhle I

Trending Factors 1982 Guide
Using CPI and sIC 3674
13 »ear 1ife 0w salvage valye
Without 15 reduction
in trending factor

CP]

CPI Factor SIC 3474
f.0000 1.00 1.00
1.0413 o7 2989
1.1714 LS4 1.0022
1,3z298 7 1.0708
1.47%5 .95 1.0445
1.8928 .88 L9978
1,4954 .78 L2390
1.7954 Y 8902
1.9573 .95 9135
2.1720 .41 9827
2.3073 .23 . 9891

sic

Factor

1.00
.81
+ 44
49
.30

10

SIC
Factor

1.0000
.91
B2
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Difference

Difference
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&0.0%
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Table WIII recomputes the trending facteors usin
1

2

Industriazal

ju)

sesification 23474 as the measzure of price

In order to recompute the 1983 trending factors it was

to forecaste the inflation for 1983

preformance of the Standard Industrial
waz projected. The recults

price cha

o
[
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Table WII

1982 Trending
Using SIC

ear Years Years Years

[2n]

1.00 1.00 1,00

2z A0 .70 W74
i .34 .54 A3
.08 .39 L2
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CONCLUSIONS

A comparieson between the trending tactors published By the
Divncnon of Property Ualuation and that shown in Table VITI, using
t sndard Industral Classification 3474, indicates a LuﬂSlstnnt

ttern of excessive valuation of the assets for taw purposss,

]

Class of Acsets Excess Valuation
3 years T
S rears 2.
7 ovears 20038
10 weares 34.'U”
2 years 45.32%
15 weare &b, 5a

T
]
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n
or
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C Ble Televizon Indus he Standard Industria)l
C [

ation 32474 ig g mor e & indicator G+ industry price
« The trending factaors ed on 2474 are gnificantly

&
nt from the trend;nu factore ba sed on the _Gn:umer Frice
and would reaylt in & much lower Froperty valuatian,
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EXHIBIT "E"

Selected Head-end Purchase 1983 List Used
Equipment Year Cost (new) Price
Jerrolds Pass

Band Fitter 1971 92 93 65
Jerrold Processor not

CMMP-3 1976 1,732 manufactured 895
Jerrold Module

IFC~6 1977 406 472 250
Sci. Atlanta

6601 Receiver 1979 2,775 ——— 1,890
Sci. Atlanta

Modulator T9 1981 1,751 —— 940
4.5 Meter Antennae 1979 12,485 4,200 —-—
Low Noise

Amplifier 120K 1978 2,520 325 -
Terracom Receiver 1978 6,490 2,350 ——
Andrew Earth Station

and related

Electronics 1976 96,000 16,000 -

Assessed Value
per guidelines

90

1,801

426

2,802

1,540

12,609

2,620

6,750

99,840



) _ EXHIBIT F 9
1 Ae Rignt.
2 c. And then you supervised Mr, Cooper?
3 K. wall, hoth,
4 Q. Does Mr. Kingman report first to ME . Cooper ox
5 dees he also raport dlrectly to you?
& A oh, we're faivly loose in that regard., My 3doorx
7 is open. M2 can cone in and soe we 1f John's not around.
R Welre pot stroctured vherd he has o0 go to John first and
< then me, you knoew,.
16 G If{ theore was an organization flow chart of those
21 three, Mr, Kingman would be lower and then #r. Tooper in
12 7| the aldidile and you above both of then, correct?
13 A, That's correct,
14 Q. When was 1t first brought to your attention thate-
A by vour staff that there ocught to be sore chenges made in
16 cable TV tangible property assoessmant?
17 2. I'm guessing it wag in 1982 som&timu.
iz O And who brouwght that to your attention?
19 A, Both John and Henry.
3t . Can you t<ll us, you know, how they put it?
21 A Very simply they felt that cable TV wanted to
22 deal exclusively in the cost area and did net want to look
23 at the marketkapproach cr the income approach to value ani
24 that the cost approacn under the previous guidelinas in
2% their opinfon was newiere close te market value.

CURTIE, SCHLOETZIFER, STOREY & FOSTLR



1 Qs At that time, at the time they first contacted or

2 discussed this with you in 1982 did you personally have any
3 sufficlent besis for either agreeing or disagrecing with
4 them?
n N 1o .
f 0. wWere you aware pricr to 1982 of any work bwing
7 done by Mr. Ringman ir evoluating cable TV companies and
£ thriy properby?
£ '!;’ Ve (23N
10 Ge  Vag thie sometbing that he had bean doing at your
11 direction?
‘ 12 N It was an ongoing, I bslleve, study that ke had
13 started back in the lats '70's,
14 G Did he make any periodic repurts to you or to
15 your knowledqge your predecessor in reqard o what he was

14 firnding in this study?

17 e I can't spsak for my predecessor but for myself
18 he would try te gather up as much information as he could
19 i terms of sales that were according and also would look
20 brck into the income analyels,

21 Q. All right. This hsd been an ongoing thing even

22 prior to 1982 then?
23 x, Well, that was something he was looking at, yes.

24 Q. Was he slso discussing his finding with you prior

25 te 19827

CURTIE, SCHLORTZER, STOREY & FLSTRR
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1 or on an sverage inventory basis,
2 Q. All right, now, when Mr. Kingman and Mr, Cooper
3 first brought this problem to vour attention in 1982 1
4 believe you indicated ai that time you didn't4have & basis
4 to either agree or disagree with their conclusions, ig that
6 corrent?
7 P That's corract.,
3 R what veazen Ald they give you for belicving that
9 the then existing systwn of taving cable TV tangible
19 personal property was inadeqguate or inappropriate?
11 - N The ssles and the income approach which thay were
12 utilizing,
13 14 You mean ths income as to an cntire cahle 7V
14 syntem?
15 & The income that would he derived from o cable TV
16 syoctam, veaes,
17 (ia Just no we can be absolutely clear, you presently,
1z the State of Kanpsas or the leocal countise, 4o nor hove the
1a suthority to tax n cable TV company, is that correct, as a
20 geing business?
2] A 3 think we have the obligation of valuing the
22 property that the cable TV system bhas,
23 C. The tangible personal property, correct?
24 A. The property which they have, yos.
28 Q. well, do ycu have any statutory or other

CURTIS, SCHLOETZER, STOFPLY L FOSTOR
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1 authority to tax anything other than tangible personal

2 property?

3 . I believe that they fall under 501, 79-503.

4 0. Do you hive any auvthority to tax anything other
5 than tangible personal property of the cable TV company?

6 h I think, yéu know, our authority lies in 79-503,
7 IV e owore than happy to reasd that for you.

5 e All right. Ffre oyou not able o answar yes ot no
b whether you belivve YoU have authority te tax other than

10 tangikle personal property?

11 X, what I balieve is ihat our authority to tax aable
12 TV companias come undusr 70-303,

13 . Al right. Uvhat does 79-503, say?

14 LN 1f vou would card to hand me a statute hoown I'd
15 by mors than haopy to read it to you.

16 2. I don't have wmine hamdy witn me. I'm zure we

17 hava one someplaca,

1¢ ME. DICKINGDW: I've gov a cepy of it if voun want
19 to leok at itz

20 A Yeeh, why don't we read [t. 79-503r, "Fair

21 market valie® meens the amount in terms of money that =

22 well inforred buyer is justificd in paying and a well

23 informed scller is justified In accepting for property in
24 an open and competitive market, assuming that the parties
25 are acting without undue cémpulsion. Por the purposas of

CURTIS, ICHLORTAER, O$TOREY & FQUYER
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A, 1€ 4t would b2 it would be in the intangible
scetion, Y would suppose, That I'm not c¢lesr on. I would
axpert that they would be like other people and pay an
intangible tax on thelr intangible properties.

e With respect to thé personal property valuation

gulide for 1237, who on vour staff s invelved in the

A, Tnopersonal proverty?
O Yas, it's Oxhibit 3 or Exnibit 2 and 3 of our--

this documeantc nore?

A The whole persenal property staff would he

invelved in the preparation of the #iscellanecous Proporty

Guide hut 1f vou're speaking of just coable TV that would he
Henry and John,
3 With resncct te the antire guide, would thar be

somothing that the ultimaze appreval or ddsapproval of its

contants would be yours?

:1- ‘J" “H o
L then after Myr. Kinaman and ¥r. Jeopor contact you

in 192 did you become convinoed that they were corrsct
that there vere some problems with the present method of

ABBOGSSNUNLT

Fie Chortly after we had a discussion because they
had met with some representatives for cahle TV. I becsme

very convinced that there was probably a problem in the

CURTIE, SCHLONT2ZER, STOREY & FOSTER
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{ present or the past method of schieving market value.

2 Q. and why was that?

3 b The first thing thet really convinced me that we
4 were probably correct in our analysis is when I had a visit
5 by Roblharshall with the association,

£ 0. A1l right. npd what did #r. Marshall tell you

7 that convinced you?

£ A That he didn't want to look ot any type of sales
2 or didn't want to do an income approach to it. They wanted

D strictly the cost spproach of valus,

11 Qe Wnhy dc¢ you say that caused you to be concerned

12 about the preassnt method?

12 A, Because 1 felt that they had semething to hide.
14 Q. what deficiencies-- 1 assume then you'iﬁ

1% suggesting that the cost apprecash is not & proper approach?

16 e I'm suggesting that it could be deficient.
17 0. K1l right., What deficlencies do you see in
18 vtilizing the cost apnroach?

- L0 A Aogocd appraiser will always want te loeX ot
20 three apnroaches to value, He'll want te look at the sales,
21 he'll want to look at income approach and he'll want to
22 look at cost approach. They should bo taken into context
23 and it was very obvicus to me that the industry did not
24 want to deal {n sales or the income analysis.
25 Q. tlow, when we'réttalking about saeles, using thé

CUORTIS, SCHLOETZER, STOREY & FOLGTFR
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. sales approach, arc you talking ebout sales of an entire
2 calble TV company or sales of a tower or an antenna ox
3 subscriber davice?
4 Ao foth.,
) Qe Can you toll me, please, of what baring sale of a
G going bhusiness cencern would bave in valuing the-- of a
7 ploce of eguipnment owned by thai business?
[ B Wnll, it would have an indicaticn on whet ius
3 fair meriet value might be.
10 0. Can you be a littls wmore specific about how you
11 would analyze that from the going concern sale price?
12 fia wWell, we would want te look at the Seotails of the
12 sales and whst ccourrad,
14 G. Can you be a little more spscific. What details
19 would vou want to look at to valve the tengible personal
16 proporty?
17 Mo well, wé would like to talk to both the buyer and
1% the seller about their analysis on why they hougnt this.
18 C. dave you done that in régard to any cabkle TV
20 company transaétions?
21 A, I hope tc do thart.
22 Q. Then your answer is no, you have nok?
43 B, Not to this point but we hope tc get to that
24 point at some day.
25 G Is the income approach helpful in valuing

CURTIS, SCHLOETZER, STOPLY & FOSTER
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1 property that dovs not by i{tself gencrate inceme?
2 A, I would never cver exclude ocut an approach to
3 value. 1 have secr a lot of propercties that maybe for one
4 year or tho next year do not generate income but typically
5 a comnercial or an industrial properxty is bought on a hasis
f of what tyoe of income it will produce so if it's not
7 aroducing invome 1 would questicon why poeple are buying or
2 selling ity There has vto b enovhar motive in thers,
9 Ge Well, for oxanple, would tho iﬁcome of my law

0 fivm be of any relavanes 4o vou in valving the typewriter
11 on my secretary's desk?

12 A Well, 1f we wanted to snar about anzlysis, the

33 laow firms zre, 1 don't think, bonght and s=eld hassd upon

14 typewritars,

15 0. Arw you suggesting thst cable television

16 companias are bought and sold basically upon their hardware?
17 N I'm suggesting that some prepertices are bougnt

1% and eeld becausa of tneir hardwarc,

1o . po yvou know of any such properties?

20 A ¥og, 1 do.

21 G Which proverties are those?

22 A The Mobile Refinery just sold to the williams

23 Brothers.

24 G. J'm sorry, I meant cable TV nroperties?

25 A, Well, if I could finish my answer.

RTI&, GCHLOETZER, STCREY & FCSTEER
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A Oo All ‘fiqh‘.o

2 A, And it sold all cf thelr property that they had

3 at the refivery alonz with some other propertices and 1 sce
4 no dfference between 1t and the cable TV propertics.

5 C. You see no difference between a rafinery and a

6 cuble TV company?

7 Fe From the standpoint thet they sold in

@ conslomerate and there are other occasicnz where they

G parcel that stuff out so there are tvo different types of
10 sales thars are-- we would look at.

11 C. Have you censidered any data of sales of tangible
12 persenel »roperiy of cahle 9V companies?

13 A, In my discussions with the cablo TV industry they
14 wevre just abaclutely hard lined that they would not get

1% into salaes appreach to valur sad I ha§e noct bheen able to

15 crack that at this point,

17 G You're aware that there are comnanios invelved in
13 s¢lling urzed cable TV sguipment, are youw not, that have

19 price lists available for the general public?

23 A I suspect that rhore probably are, yas.

21 Q. 8¢ thwre is sales data available for individual
22 property that is not =old with a cable TV systoem, isn't

23 that correct?
24 A, and there sre sales data availlable for thosc

L8]
wn

which sell in totalit? just like there are with the

CURTIS, SCHLOETZER, STOREY & FOGTER
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1 refineries. There are people that will sell components of
2 that refineory and there are pesople who buy the total thiﬁé.
3 Qe Other than refineries or ceble TV conr@ni es, i=s
4 there any other industry in tﬁ& State of Kansas in which

5 you think it is appropriate to value the tangible personal
) property of a company based upon the sales price of its

7 antire-- of the entire aoing concsrn?

a L 011 and gas would be the first oma that cemes tc
a my mind, I'®™ sure there ere propnably others but not, you
10 know, thinking ahout thaot,

11 Q. How eabout newspaper, for oxample?

1z ' e A newspapoer could alac be, a TV station, a radio

13 st

3

tion, thure is-~ probably they would be beught and scld

14 on some type of subscoriber basis.

15 Qu Is a subecriber that-- dpes a subscriber to o

16 cable TV company, newspapers or whatever, constituts an

17 item of tangible persensl proporty that is subiact to

i6 tavation under the Xansas statutoes?

19 A, Ho.  Whet I think it is is a method of breaking
20 out into a laymen's tern in eassy definition of where thess
21 people are #t for equalization purpose,

22 Q. You don't-~ you den't claim to have the authority
23 to bhe &ble to tax a company on the number of suhscribers it
2¢ has because it has a subscriber?

25 k. What we're saying is that there are many

cupTiLs, SCHLOETZIER, STOREY & FOSTER
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1 dlfferent roads, many different moethods to geot to valuation
2 that are included within cosgt, market and income but when
3 you finally break it out so that it's sn easily
4 understandable thing rather than just dealing in raw
) figures, it's very easy to deal in a per subscriber hasis
6 cr a per harrel anelysis ¢r 3 pumber of fazctors, That is
7 duste- that 1s just a levouedgs 1s what that is,
&) D Let'se take the case, lor exoemple, of a newspapor,
e the only newspaper in 2 metropolitan area?
10 A Um~hum,
11 O Now, presumably because it's the only one it can
12 chsyge its huyers mere than i€ {1 had comwpotition, righe,
13 uzually?
14 Mo I gquess. You know, you're dealing ir
15 hyootheticals and it's difficalt fer me to deal in
& hypetteticalas, Tt could be higher, it could be lowsr,
17 Q. You recall the interrogatories and re~uest for
18 adinissions rthat vou signed and answoered that I nad sent to
19 You?
20 e I think I recall them. I looked at them.
21 T Yoeu read those over and those vcre your ansgwers,
22 your signature?
23 A, Yes, yes.
24 Q. Now, I asked you dn Mo, 3 to admit that the 1983
25 Kansas appraisal quide for miscellanecus personal property

CUORTIS, SBCHLOETZITRE, STORRY & POGTER
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appreisal guide was Intended to increase the assessment of
anyone who was followlng the nrior guidelines?
A, It was intended to find falr market value.
Qe And it was your judgment that the prior

quidelines were less than falr market value, corrsct?
N Yoo,

[

Wwith regncct to Moo 4 vou danied that raguest and

2
*

I would ask you 1f your danial is becauss you didn't know
or hecauze you were stating that you did know that there
was no such property swnad by other coeonmpenies that was

identical or substantially siailar teo cable TV tangiblo

property?

N Well, T don't think that there was, you kuow,
substantisl comparability.
Q. £11 riaht., Do you have any enginvering or

technical backaround treining?

5o NO .
0. Rid eny members of your stafl bave such training

or bacharound to your knowledge?

N T don't helicve we've oot any enginecring degrees
on board.
Q. o you knew then what the differcence between the

satellite dish that's out on the Holidome out wost of
Toprka and onc owned by & cable TV company might be?

A 1O o

CURTIS, SCHLGOGETZEY, ETOREY & FOSTER




i Q. and in fact so far as you»know they may be

2 identicael or substentially similar?

3 ., In my opinicen they're probably not‘comparable but

4 that's a lpoyman's opinion,

£ 0. Uoon what do you base that opinion?

6 . Just expericnce.

7 o well, they pboth have the samz function, 4o they

1 not, to ast sigrials off of szttelites?

9 M They could have a different function or T would
10 just suspect, agzin, bhased upon just a layman's experience
1l in this aree and understanding that I'm not en enginzer
12 that thore would he a differocnce.

13 2, All right, ‘“what?

14, A, I might be incorrxect, I don't know,

18 Ca o you kKnow of 2 differsznce of purpose in the two

14 satellite dishes? One owned by the Holidems and one owned

17 vy cable TV?

10 A, Ho, T don't know of any Ciffgrence between thoe

1@ two. I susoect that there is a differance but I don't kneow,

Z0 I Jon't hold myself‘out te be a technical export.

21 AN An? would that be the same with reaspoct to say an

22 antenna ownsd by a cabie TV company and an antenna owned by

Z3 a television station or radio station? WRould you have any
/

24 knowledge as te how those differ?

25 o I would suspect that one would be more complex
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than the other,
Q. Which would be more complex?
A well, {f you're comparing it to 2 satellitn dish

that somebody might have in thelr backyard versus a

be much more conplex. The same thing goes with the cable
TV system, I yoo're condaring it to o Jdish fhne tney've
got on top of a Holidome over in Lawronce. 1'd think
that's fairly simple compared to the equipment that you
heve in sone of your larger cable opersticns.,

Do Well, how about--~ wolre not talking about dishe=
in somebody's backyard., How about an antenna that'sz owned
by & TV staticn, commarcial TV station and one owned by a

ceble TV company? Do you know whether in {act those

antennas have any significant difference?

guidelines that those jtems of pfoperty would he taxed.

differently because of the business in which the owner was

involved rather than because of the value of the proeperty?
) Wezll, I think thet there could be o differences?
Ao Yes.

c. RlY right. Do you believe it is lawful under

27

television antenna, I would think that the telovision would

Ao There could he a difference. Bgain, 1 4don't know.
Cra But sgain therse may net be?

W May not he. Preobably ids,

T Is it yeur understandind that with the present

CURTIS, STPLCGRTIER, STOREY & FGSTER
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1 television tower would be ¢ifferent than a cable 7TV tower

2 or cable TV would be different than television, you in fact
2 den't know that there's any difference?

4 A. I would suspect that there is a difference.

5 Ce Why would you suspect that?

6 Me Bacausae they're different operations,

7 C. well, speaking of going te court, have you

3 consultaed yel with any experts ouvtside of this division o
4 autgide of the Department of Revenue in regard o this?

1 A. I beliove Henry er John hag contacted an
11 iondividual by the name of Jes Veck (sp).

12 Ce Bave you consulted with any of these technical orx

13 enyincering experts that you've referred to that you would
14 havee-

-,

e Ho. Ag the casc develops If we qgc to court ws

—
(¥l

16 will probably consider thot,

17 T If a technical expert were to substantiate that
13 the matellite dish on the Holideme is essontially similar
1e and may be the same model as thoe one of the cable TV

20 cempany &

nd costs the asme, wounld, in your judgment, it be
21 | permissible to tax those two itoms of property differéntly?
22 A, ¥e would want to lock at the two other approaches
23 to velue, also. The income and the sales and, of course,

24 there, T think you're talking about substantially different

25 criterfa. )
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1

it Q. Do I understand you then to gay that you do feel
2 that an identical item of personal property con have a
2 different value for tax purposcs depending on who owns it

4 and how much money they make?

) A. Whot I'm saying is that the valusz could be higher
9 or coculd ke lower depending upen the facts of the other two
7 approaches to valus,

2 Q. Oray. fo tt would, in your Jjuldamert, be

9 peymigsible under Kansas law to aséign two different values
15 to the same preoperty owned hy twoe different owners {f the
11 income and--

12 e I think you're missing the point. Chviously with
13 the Holidome vou're leoking at somoething that's involved in
14 the hotel and motel industry. ¥ith the cable TV vou're

1 Jooking at o dif{ferent anolysis there and cbviously in the
16 sale of Mr, Brock's Holidome over there, that little dish

17 that's sitting up there is just going to play 3 little
16 portion of it z0d there could bhe a different value that
14 could be assigned to it in cowmpyrison te a cable TV system.

an That is going to be something that is the buyer and the
21 sellor would probhably tell us what value they placed in
)7 purchasing it.

23 Q. That disn has a fair market value as a dish

a
oo

though, doesn't it? Can be bought and scld?

| 5]
wn

he The dish hags a» falr market value being bought angd
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Q. r1l right.

H Tt hzs a value to those people who run that
particular cperation.

(e That's note-

A Tt mluht be groater than and it might be less

e Ckay. That value (o the peoenle who run the
oparation is not what we're taxing, correct? That's nes
folr market value, woald you agree with that?

N Well, the peopls that are running thot oneration
sy and se2llothings in conglowmerate, Cbviously when Drock
sells e hotel he docsn't sell it one room ot a time or bhod

at & tipe or pillew at a time cor sheet ot & time. He's

selling it as an operatien and T think that that's

ocourrad and I othinx what the cable TV industry has said to
me very clear is thet we don't want to look at sales,
period,

. while we're on thet subject, have you considered
valuing tangible property owned by motels based upon the
sale price of the whele motel?

Ao If they are bought and sold in that mannexr and I
think there is some disagreement as to whether they are but

I have talked to a number of people in the hotel-motel

CURTIEZ, SCHLORTZER, STORLY & FOSTEPR
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1 you'rse asking for,
\ 2 MR, TROUP: 1I'm asking for eny of these that were
3 not in conpliance with the 20, 1%, 7 and with the trending
4 facrors and if there was gsome other adeguate. justxficatxo
1) given then I want to know that, too.
f %8, BOLEBRAKL: Ckay.
7 Te Ne. 9 oof vear adrissions you denied that the
2 uwsefel lives de ths guidelinegs wore ner based upon any
p empricel cvidence or data aesrived from actual experience in
1e vhe cable t?lwvisgmn industry in Xans or alsewhere., Can
1l you state the {wperial evidence or data ycu‘Favo to support
32 those uvseful lives?
13 e e the study that the ctaff had,
14 C. ALY right, If there were such data would Mr.
15 Kingman know about |
14 A, Mr. Ringman or My, Ceconer, 1 would imagine,
17 G ~11 right, Are vou aware that Mr, ngnan has
15 testified wnder oath that thore is no such data aud that he
19 hag—~ that the guidelineg were in affsct artificial in
20 order to achlieve a value that they wanted te reachk?
21 A. Well, they were wanting to achieve fair market
22 value and their empirical evidence would be the study that
23 he hag dono, 1 understand what you're saying there but we
24 would stend with our admission.
25 (638 Al) right, Mr, Kingman was ssked and 1°'11 just

CURTIS, SCHLOETZER, STOREY & FOSTER
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ask if you agree or disagres with his testimony in each of
these instarnces. He was asked to produce at page 79 of
Volume cne of his deposition any documents thot he had to

substantiate the 20 yeor useful Yife was appropriate for

B
s

hesdend

o

HAocumonts

with that

of the

thiink that that gots into this particular ouide, =

{1

of his Jdepesition by Mr. Dickinson, "Did you make any

useful life in thelr eperations of the usseis deoscribed in

the sub

ang he

ENBWEY?

[0

Qe

anyone on yvour staft or you persconally who did make such an

attempt to determine actuzl life?

A,

taslking about ampirical evidence or data derived from

sesets, fifteen {ovr the subscriber connection,

svon tfor

sales and the income epproach that he used

datermine the actual wxperience of cither Kansas
companies or other cable TV companias as to 2he

[

criber connection snd distribution system category™

snavered no. Do you agree or disasgree with his

39

the programer and he answered, "I don't have any
to asudbstantiate that." Do you agrec ov Jdiscqgres
teatimony?

well, I think iFf vy

1

O
P
a
Q
N
e
(o
-
‘*

from the contoext

o 1

&
[
0

oudd

SG‘

Ckay. e was alse eegked st page 13 of Velume two

I

I1'11 lat Henry's stoterents stand for itself.

If he d4idn't make any such sttomot 4o you know of

What they determined was thet of course you're
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1 actual exparience in the cable television industry so I

2 woulid suguest that are other criteric that are in there,

2 hgain, the cable TV industry just wants to deal in the cost

4 approach, That's what this thing is all about ard if we

% ever get down te the point to where we either use sales and

& incore approaches in tnis thing, then we'll elther go

7 forward with this case or it will go away.

g e well, we wouldn't care about useful lives 1t wo

9 weren't talking abcut the cost appreach, ilgn't that correct?
190 A useful life is an elament in the cost approach?

1] P UGgeful life, that is something that is
12 ergurentatives - 1 mean it's an argumentative tcbl that this
13 industry has used for the past deczde te keep their taxes
14 rouzlized on real property.

15 . hre you asware cf any evidence of any kind te

14 support the suggestion that the cable--

17 L T wille—

18 A Let me findsh my guoatien,  Cable TV tangible

19 personal proeperty sctually hes in practicel useful lives of
20 2G, 1% and 7 yasr as cateqorized in your guidelines?

21 M. There are possibly some that are out there but
22, from the standpoint of the overpll view and, again, we're
23 looking at thia from more of the cost approach, I think

24 there's an enhancement to this particular property. Sales
25 will indicate thst,

CURTIS, SCELOETZFR, STOREY & FOSTEP
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Do you agree with Mr, Kingman that the useful

luded in the guidelines were artificial in orxder

a certain predetermined level of fair market value?
I agree that -the gquide which we put out would

arket walue. 1 don't think they're artificial in

ret.

50 you would agree-- 1 asked him, “All right.

that the descrintion ¢f those jtams as

hoving a 20 economic

o ee‘r
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in effect artificial in order tec achieve that

answercd, "That's cerrect. It wag

ernd result, all ve wantesd.d
The end result is whalt we want to market value,

's what we're leoking for is market velue and 1

enhancement to a process to that

s

equipment,

Zan you exnound on hot o you

enhancement?

the value of the propsrty is snhencad,

by the ngenerating, Again, we
We'lre dealing with an

that wants to dezl with cost and cost alonc.

come pack to the Game sqLars one.
infSustry
(e { understand., You're

not talking to the

legizlative committec

editorinls?

now S0 wa don't need to hear the
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i G tow, would the converse of that be correct that
2 if you 4o havo--

3 A, Current ceost information.

4 Qe Then you weuld rnot need the trending factors to
5 an-datae histerical cost?

6 A, Lo, 1 wouldn't-~ no, 1 wouldn't necessarily go

7 along with that becsuse wvithio thse cost appreach thers are
g thre: acoepted methads that you can look at. There is

Q criginal cost, depreciated cozt and your tremded cost.

1¢ Q. Under what cirvrcumztances would it be appropriete
11 to value property fer tax purposes at o higher value then
12 shat you csn yeplees that preperty for, what the owney

13 could replace it for?

14 2. where the sales indicate that they're above

18 roplaceinent cost.

16 T Bxles of what, sales of the entire company?

17 He Sales of the property or in sales of the antire
18 property, I omesan we've got to leek at the sales, that'es
1¢ the whnla thing,

20 D Lett's talk about an individual?

21 A e 1€ the income approach isralso indicating that,
22 you know, the properties are eaxning way above what it's

23 replacement cost ig. That would be another,
24 0O You mean if the income apprcach justified it, If
25 I've got 2 thousani-- if I buy today & thousand dollar
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4 picce of equipment for my cable TV company, put it in

2 service tomorrew, that it might possibly be justifiably

3 zsnessed at twoe thousand dollars if my company is

4 successful, making a lot <of money?

5 & Well, maybe that thousand dollsar piecce of

5 cegulpment might be very scarce and? sales today is just like
7 the some comparisen witi the drilling rigs. You might not
4 be able to oot that piece of equipment. ®ere again, ws

G start to Jdeal in bypotheticels,

1o (. 211 right, I'm not talking about hypothaticuals
11 though, 1f you heva u piece of equipment sich as we do in
]2 the cable TV industry which is presently svailable at a

13 price lesgs than what it i3 assessed at through the use of
14 trending factors, 4o you feel that the use of trending

1% factors has resched falr market valua?

1 R 'Therp again, you're looking at just the cost

37 zpprosch to valus and I think yeu are desling in
g hypotheticels because vou're not being specific with we.

19 G A1l right. Mow, you cun kesp leoxing at that for
a0 thig questicn. I did ask you to adwnit that tha trending
21 factors in. tho guidelines are intended to provide an

22 estimate of cutrent roplacement cost., tow, after looking
23 at this language there under trending factors in the
24 guideline can you row state whether that's true or f{alse?
258 Al what admission are you on,

CURTIYS, SCHLOETZEP, STCOREY & FOCSTER




N

>

(%]

(29

~1

P
Lt

—
P

Te rourtoen?
N well, ago

tegigned o get the
Ce A1) right

rosponsibility for

in, I'1ll stand by my answer that they'rec

fair market value,

« And you'tre just disclaiming

the contrudiction in the text of the

e WHITIMORE: Ohvieoctleon, misstating the
contente of the guide,
C. There's ne-- you'll agree that there's nothing in

the text undey tre

market valae,

e [":U .

vzlue cotimats, so

guide and it Is wit
Ge Plaass &1

MHorket Valuye Gu
currant replacomant
used it in there?
e ve'lre ind
replacesent cost

{or market

n3ing

it talks about current replacement cost,

rin

would bwe

value but the

actors thoat talks about {ailr

the indicated markoet

tne context of all the guidos.

stinguish as vsed in this page one of

ide, tell me the diffesrence botween

cost and faly wmarket value as you've

fcating in this case that the

the indlicator that would be usad

ultimate goal of the guide is to

attain market value.

Q. Mdmission

Mliscellaneous Persc

No. 15, I asked you to admit that the

nal Property Culde is based on the cost

Ur{l Io.”
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1 approach to valuation and you denied that. Dc you still
2 deny that?
2 I Um~hunm,
4 Qe The flrst sentance of the Hiscellancous Personal
S Property Cuide says that the Miscellaneous Perscnal
6 Property CGuide ig based on the cost approach?
ki Mo Um-lium.
f Co Can you ploase explain or rocconcile theoso, what
9 seem to be, inconsistencies?
Le . hat we're locking at is the three approzxches to
11 valuves, also, ‘The sales and the income, alszo,
g 0. Hould you agrze that there is nothing in the
i3 Miscellancous Parsonal Preperty Cuida that indicates that
i4 you'ra using any approach other than cost?
15 Fa hao, bwut when I put out a guide I have to
is eorrelate to those threoe.
17 e Be, you don't agreo oY no--
1z M I agree thar the gulde is intended to represont
13 marknet value hut it's based upon my anaslysis of all three
20 agproachos.,
21 0. But it expressly states that it's hasced upon the
22 cost approach, correcl.?
23 Ne But our answer states we're trying to do three
24 approaches of value,
25 J. Ahy didn't you just say in the gquide that you
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1 were using other approaches other than the cost approach?
2 W I cdon't know.
3 Q. wWhot In the guideline woulé sssist a county
4 assessor in using anything other than the cosp approach for
5 vaiuing cable ?V company nroperty?
6 Ao Salvs and income that's in the ziatute of 503,
7 . Please show mo in the quide how a coupty asscssor
& couvla une that in assessing the sales o inco%é approach?
9 A. Bicauace the guide is intended to achiove merket
10 valus under 503 and he can use any part of 503 that he
11 wants to,
13 Q. P'm not =zsking sbout the stztuise?
i3 M I understand that,
14 Q. I'm asking about the guide. You're saying the
15 quiég is hzsaed not on the co3t anprosch?
15 B Bo can deviate from that gquide.
17 e ticw, why ir the guide doew it give bim any
13 guidelines 2g te how to usa any approach other than the
14 cost approach orx donp it?
20 Fue Well, it doenn't specifically give hin any other
21 gquldelines but it does, vou know, state that we are Lo
22 achieve market value and that's what the whole nrincipel is.
§3 Now, if the guy doesn't, then hz has al) the authority and
74 #ll the ability to deviate from it that he wants tec.
25 Q. Why?

CURTIS, SCUHLORTZKER, STOREY & FOUTER



53

. x, 1f he can justify his position.

N

Q. why didn't you just put out a guide saying

2 achiove falr wmerket value. Wwhy the stuff with the 20, 15,
4 7 yoarst

5 A. Belps with uniformity,

& Q. - The useful lives would he of any assistance in

7 using the other twe approaches, would it?

& fie Thet's strictly cost aporcach but Lhe sales and
% tne dncome would be anotner analysis that tney could do

10 themsgelvas.,

11 T Is it correct that there is nothing in the

i2 guideline to helr the county ossseasor in using either of

bs
Ll

thiose approachas?

]

14 . Wellew

(SO
Wl
L

The quideline is only of a benefit if ho's using

ls the coat approach, right?
17 A, right.,
13 Q. Thank you. You're aware that there are othor
19 price indexes other than the consumer price index?
et e Yas,
21 e Aind can you explain why you would not allow the
2 use of tronding factors incorporating a price index for
23 clectronic equipment or semlconductors?
24 A. We haven't ever scen any information that is that
25 detailed.
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1 Q. ¥hat do you mean?
2 N ve know ¢f no index that speaks to semiconductors
3 by-- standing by themselves,

4 Q. ara you faxiliar there is an index\fér

L semicenductors and relsted devices?

& A, Mo, 1'm not.

7 2. Okay. That wosn't made availabls te you Auring

G the ogurse of the nsgotiations with the associction?

4 A ot wo my knowledge that I can remember, no.

10 e I{ thers ware such a2n index weuld you consider

11 that that might be useful in adopting trending factors feor
12 use in a high techinology industry such as cable 7Tv?

12 2, It woﬁld e one of the approaches that we would
14 use in zdopting a quide Lo value the cahle TV industry but
15 again, 1 would ﬁot oot all my welight on that stunding by

16 ivself,

17 C. Skay.

14 Ive And 1 thipk that's agaln where cur broeskdown

13 cemes whathey I'wm on a Boap box or not,

20 . tow, in Adrmdssicon He. 192 you stated wou denied my
“ reguest that you admit that you acquired no emplrical

22 evidence or data with réspect to the actual current

23 replacement cost of any item of personal property generally
24 used by cable TV companies in Kansas. Cen you please state
25 what evidence you have with regard to actual current
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types,
‘ ? . They don't talk about actual current replacement
3 cost of spucific itewms cof property, Jdo they?
4 B Ho .,
) C. Do you have anvihing like that?
o A, et that I know of.
7 e Ckay. Maybe your denial is becauvse you Qidnt's
2 gyndorptand what 1 was askiong in that?
8 2. Right,
10 Ce would you ayroe with that then?
11} P rignt.
iz (e Okay. Mow, since yon rzfsrreﬁ to Mo. 21 Itli ask
1z you abnut that, 1'm - intrigued hy your suggest that cuvrrent
14 cost information is irreleovant., I understood you te s&y
15 sarliar it's net the enly thing you would use bubt--
1 A, tell, ocur goal--
17 U How do you determing thnet the amcount that it
14 would cost you to bhuy & piece of property right now is
19 ixrelevaﬁt to determining what the falr market valun cf
o0 that property 1s?
21 2. Well, the relevaencs is what the market place is
22 doing.
23 Q. Right, and isn'g that part of current cost
24 information, what this {ten would cost?
25 A Kot necessarily, no, not necessarily. Cost and
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1 market don't actuslly eguate in all cases.

2 Q. What-- maybe we don't understand what we're

2 talking about or maybe we don't agres on what curront cost
4 information means. wWhat does current cost information mean
5 to you?

5 A. Current cost infermation I guess would he the

7 trice that propovty is bringing at 2 retail hasis,

H 2. Gray. amd you don't feel that that would have

9 any relevange on what that pronexty is worth?

10 Mo Mot necessarily.

1] Qe You'lre saying it's irgslevant. As an appraiser
12 you would not oven ceonsider what preoperty was bringing on
13 the market today?

14 A, s an appraiscry whot 1 would look at i{is the three
1% approschas to value,

16 Te Isn't currert coest infeormastion part of one of

17 those approaches, ot least one of those mpproaches?

18 M One-third of the cost deprecistien, There's
1@ depreciated Looks and trended cost as well,

0 . So, how would you say that it ie not-- that it is
21 irrelevant to determing fair market value?

22 A. You've got to lecek at zll three approaches.

23 Q. Okay. In other words, it is relevant, it's one
24 of the three factcrs you would consider?
25 A Cost is pretty irrelevant though,
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1 G It {s the least important or leust relevant of

2 the three approaches-

3 A Um-hom,

4 Qe -=-in your judgmrent? [3 that just for cable TV

5 companics or anything?

£ H That's basically my whele opinion on valustion,
7 that ceet information is rot proabably the hevter tool theve
5 in to wra, I profer to look at sales and the income

5 APLTYoAtn.

12 Q. s it correct thet your inttention at the present
11 time Is that cable TV proeperty should be taved upen the
2 aoing value of the cable %W compeny as & business entity,
1z the sals price of the entire company or the value of the
14 _éntira cumpany’?

13 A tio, it is our intent to value them acceording to
14 the statutes {n 50632 and when we get down with that procuoss
17 we would like to brask it out on & per subscriber basis so
18 that we can use that as an equalization towl., How, that
19 might give us-- the sales will obwiously give us benefitzs
20 in that recard es to what thiz industry is worth, the
21 income slso,

22 . You'ra more concernad with what the industry is
23 worth rather than what the anuts and bolts and the tangible
24 personal property is worth then, is that correct?
2% Ao We're concerned with both in that regard.

~ -~

CURTLS, SBCHLOLETLZER, STOREY & FOSTER




1 C. Why are you even concernced with what the business

2 itself in worth?

3 A Well, becausc I feel that that gives an

4 indication ag to what the nuts and bolts are worth,

5 Do i} you feel there's anything in a ceble TV

& company other then the value of 1ts nuitzs and holts, other

7 than the tangible versonal propsrev?

8 Ao There cculd be semsthing else, T don't know., 1

4 haven't nad ﬁho honor to check the sales out yet but if we
1% evor get te that point--

11 Q. 2s 1 know {t yoﬁr guidelines are based upon seles,

 1~ is that correct?

13 Ae Right, but the industry hae not cooperated, lot's

it
e

cay, in that roegard,

15 BR., TEOUP: I have no other guesztions., 1 beljeve
16 My, Dickinson»dc@s.

17 ME. DICKINRGH: May I procoed?

18 P To ahead,

1y MR, DICKINSDH: Thank you.

o
()
d
-
X3
.

WHITIMOPE:  You have nineteaen minutaes.

21 ' CROSS EXNANMINATION

22 BY MR, DICKIMSOM:

23 O Mr. Martin, are you familiar with the

24 interrogatories submitted over your name to the World
25 - | Company doing business as Sunflower Cablevision?
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64

L intervenor, Kansas CATV Association, your response was
2 quote, the uvseful lives were based on a review of seven
3 years vendition for the 15C cable systeoms in Kansas, period.

4 renditions ware reviewed to determine the longth of time

% that the equipnent was actually kept, perioﬁ, unguote.

G thich is corrent, Mr., Kingman's response Or yours?

? 2. I think that they both are. It gots back down

3 intz s deflinition of what you're talking about in teras of

a your study. You know, I view this that we put down a8

10 truthful and honest., Ve have zeven yoars worth of

1) renditions up there and they were roviewed and I understand
12 snct I read the portien of nils where you sald, show me those
13 repditiens, #ell, 1 think it gets down into what actually
14 secomplishes the geal that you're asking about. In my sind
1h I was satigfiled with the answey that I gave.

18 e fo you see ne inconsistencies betwoesn the

17 Kingman's responses and your own?

164 Ne That's caorrect.
i Ge Also in part twe of the Xingman deposition at
20 nage 108 beginning on line seven, the stotermants are as
21 fellews and T will need to read this so that ycu recall

22 what it states. Question by Mr. Rickinson, quote, axe you
23 permitting county ascessors to exercise any discretion as

24 to whether they will or will not apply the May 2 guidelines.

25 Answer, negative, period. The Directer ordered that to be
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" used and followed, period. That's his orders and {t's up
2 to them to follow his directive, perioed, Does that

3 correctly state your position with respect to the

4 permissibility of deviation from those guldelines by the

! county appraizers?

o A, He, 1t wonld not,

7 O What then 1s your position with respect to

8 deviatiens?

} Toe That they can daviate from our guldelines with
10 documentation as to why they did.
11 . H#ve you informad Mr, Kingman that his position
12 ] stoted in the Jdepoeitd is incorrect?
13 MNe NG, 1 have not.
14 Ve Is {t vermissible unfex Kensas law to tax

15 idantical personal property ezt different values depending
14 epon the bosiness in which the proparty o usad.
17 MRL. O WHITTHORE:  I'm geoing to object ta that
13 question. Tu's been asXed several times in this deposition
19 and you're just plowing eld ground. MHr. Troup went through
a¢ that,
21 MR, TROUP: Me hasn't zsked that.

22 MR, DICKINACGH: With a8ll due spect, Mr.

23 Whittmore, 1 have carefully phrased it.
24 MR, WHITTMORE: You have twelve minutes.

ny
w

MR, DICKINSNH: Thank you.
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1 from there.
2 . I theought you said we were going to get over it
3 in two or throez minutes,
¢ Ce Well, that wage-
S ME. TROUP:  Thot wes without objections.
G MR. WHTTTMORE:  This wss with the one questicon.
7 Cie 1 bave three or four, Is it poemissibls under
e ¥onzgas law to tax personal preperty at Aifferent valuas
9 depsnding vpon the respective incomes earned by tns
1¢ different users of that identical property?
11 . Paexrhaps.
12 MR, WHITTHORE:  I's going te ebject to that one
13 tca?
14 MR, TROUP: iHe has answer it.
15 e Uncer what circumstsnces wauld that be
la sporopriste?
17 Ao T can't go inte that zt this point. Thay're
18 hypotheticals, FMost of yeur questions are hypothetical
19 guestions,  If you would be concrete with me in terms of
20 facts that vou've got, I'1ll answer it.
21 MR, DICKIHNGESH: 1 have no meore guestions.
22 ¥R, WHITTMORE: Counsel, any furtner questions?
23 MR, TROUP: (Counsel shakes head back and forth)
24 MR, WHITTMORE: No questiens.
25 MR. TRCUP: KXo, thcy'il probably get referred
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GENERAL FOODS MANUFACTURING CORPORATION

TESTIMONY BEFORE THE KANSAS SENATE
COMMITTEE ON ASSESSMENT AND TAXATION Attachment #5

JANUARY 28, 1984

Chairman Burke, members of the Assessment and Taxation Committee, thank you

for the opportunity to address you this morning.

| am Herman Simon, Plant Manager of General Foods Manufacturing Corporation's
plant here in Topeka. The facility is one of two locations that manufacture

dog food in the United States for the Gaines Pet Foods Division of General Foods.

Actually, we have two plants in Topeka. The first one began operation in 1971,
while the second was commissioned in 1974, There are 245 people employed at

the present time. As a site we spend in the order of $60 million annually for
materials, goods, energy, service, parts and payroll. Seventy-five percent of

these expenditures are with firms in Kansas.

General Foods came to Topeka for a variety of reasons:
1. To be close to the source of raw materials.
2. Good transportation.
3. Favorable business conditions in terms of labor availability
and cost of energy and utilities, and taxes.
The reasons for selecting Kansas are as valid today as when the decision was

made to locate here more than a decade ago, except for one - taxes.

In 13 years our property taxes increased at a reasonable rate of about 7% a

year until last year. IN 1983 GENERAL FOODS' TAXES WENT UP L0%! A tax increase
of this magnitude in any single year indicated one of two things. |If the tax

law is fair, reasonable and equitable, then it is not being administered property.
If it is in fact being administered appropriately, then there is surely something

fundamentally inequitable or arbitrary about the law.

! would like to make two points concerning the impact of taxes on General Foods'
business. General Foods assigns production volume to the plant that produces

and distributes its products at the lowest cost. The Topeka plant has an enviable
record over the years of containing costs which it can control. Uncontrollable
costs, of which taxes are a part, are another matter. As uncontrollable costs

rise, the plant comes under heavy pressure to compete. Eventually, it can raise

et 5
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costs to a level that causes production to be shifted elsewhere, a condition
which might no longer enable us to gainfully employ all 245 individuals. The
second point to be made is that when the time arrives to consider expansion,

or locating another new facility, the tax structure will be one of the principal
selection criteria. You can be assured that the present tax law and/or the

way it is being administered will no longer be considered as favorable a factor

as when General Foods selected Topeka, Kansas in 1969,

The current tax law, which uses trended cost factors for setting personal
property valuation guides, has shifted a disproportionate share of the tax
burden on business and industry. | have pointed out the inequity in the present
law to firms doing business in the State of Kansas and submit two viable alter-

natives to trended cost factors for your consideration and enactment.

1. Establish an equitable property tax base through reappraisal
of all classes of real property throughout the state, Further,
to phase in this new base over several years so it does not

place a heavy first year burden on any one group in the private

sector.
OR

2. Base property valuation guides on historic costs and depreciate

the value over the useful life of equipment and facilities.

Thank vyou.





