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Date
MINUTES OF THE _segnate  COMMITTEE ON _ASSESSMENT AND TAXATTON
The meeting was called to order by SENATOR DAN.-THIESSEN at
Chairperson
—11:00 am./pgx on Tuesday, January 23 1990 in room 519=g  of the Capitol.

All members were present except:

Committee staff present:

Don Hayward, Revisor's Office

Chris Courtwright, Research Department
Tom Severn, Research Department

Marion Anzek, Committee Secretary

Conferees appearing before the committee:
Senator Eric Yost, Chief Sponsor of SCR1632

Senator Edward Reilly

Mr. Gene Baldwin, Chief Fin. Officer and Partner-Restaurant Management Company
Gary Keller, President of Landmark Hotel Corporation

David Aull, owner of ClubHouse Inns of Overland Park, KS

Kevin Robertson, Dir. of Governmental Affairs, for Barbee and Associates

Karen France, Dir. Governmental Affairs, KS Assoc. of Realtors

George Puckett, representing KS Restaurant Association

Vern Osborn, a concerned citizen

Nestor Weigand, Jr., representing Citizens of Fair Taxation

Kent Roenbaugh, Concerned Taxpayers for Responsible Government

Chairman Thiessen called the meeting to order at 11:02 a.m. and said the topic for
today has created a lot of interest and asked questions be deferred until after all
testimony. The Chairman then turned attention to SCR1632 and recognized Senator Eric
Yost, Vice President of the Senate.

SCR1632:A PROPOSITION to amend section 1 of article 11 of the constitution of
the state of Kansas, relating to the taxation of property.

THE FOLLOWING CONFEREES ARE PROPONENTS OF SCR1632.

Senator Eric Yost, Vice President of the Senate said SCR1632 represents the first
serious effort in years the Legislature has made to significantly reduce the dependence
on the property tax as a method for funding local government. He said, the justifiable
public outrage over property taxes during the last two months has given this Legislature
a golden opportunity to reform the manner in which local government is funded.

He said, the constitutional amendment before you today would roll back property
taxes and then cap them at the level to which they have been rolled back. He said
the mechanics of this constitutional amendment would be as follows:

A. The amendment would place a cap on every taxing unit in Kansas. The cap would
be 100 mills or the 1989 aggregate mill levy, whichever is less. Those taxing units
with an aggregate mill levy of less than 100 mills would be frozen at their current
level. Those taxing units with an aggregate mill levy of more than 100 mills would
be rolled back to 100 mills.

B. Classification would be retained. All real and personal property would be
assessed at either 10% or 15%. Agricultural property would be valued on land use value,

and assessed at 15%.

C. The effect of combining a 100 mill cap and a 10% assessment rate on residential
property, by combining the 100 mill cap and a 15% assessment rate, the effective tax
rate cap would be 1.5%.

Senator Yost said he had requested that the Department of Revenue prepare a county-
by county breakdown of what this constitutional amendment does. That information is
not yet available, and this committee obviously cannot take action on SCR1632 until
it is available.

In closing his testimony, Senator Yost said local officials really don't want
greater authority for fairer and more efficient sources of revenue—--not if those
revenues have to be approved by a vote of the people. Because, local officials know

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

editing or corrections. Page 1 Of 4
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that they already spend a lot more money than the people want them to. They have
forgotten that the government belongs to the people, not the other way around. The
Senator said it's time for local officials to kick their habit, and give control of
local government back to the taxpayers, and that's exactly what this constitutional
amendment, if approved by the voters, would do. (ATTACHMENT 1)

Senator Reilly said he strongly supports the concept embodied in SCR1632, which 1is
an acknowledgement that we must get a handle on the issue of property taxes so that
people may plan their own futures without being devastated by the impact that many

have recently experienced. He said, the impact of reappraisal and classification
coupled with tax policies from all wunits of government has been one of the most
devastating. He said, the State must live within its resources, and it must make some

difficult decisions as to the course Kansas will follow in this next fiscal year, and
local governments have that same obligation.

Senator Reilly said in the final anaysis, it is our credibility that is on the
line in view of the fact that in our deliberations and previous campaigns we all
emphasized what was the purpose of reappraisal which is embodied in the brochure
published by the Revenue Department of Kansas. (ATTACHMENT 2a,2b,2c).

Mr. Gene Baldwin said he is the chief financial officer and a partner in Restaurant
Management Company, he said, they own and operate 129 Pizza Huts, Long John Silvers,
and Grandy's. He said, they operate in 13 different States and nine of the Grandy's
are in Kansas. The recent increase in real estate taxes has had a catastrophe effect
on us. In 1988 our real estate taxes in Kansas were $53,000. on our 9 Grandy
restaurants in Kansas, and for 1989 they will be $176,000, an increase of $123,000
or 232% over last year, at nearly $20,000 per restaurant, per year. We now pay more
in real estate taxes, then we earn in some of our restaurants.

He asked the members to look at the charts he passed to the committee and he said,
Chart #1, explains the reason why our real estate taxes increased so dramatically,
our assessed value increased by 51%, the increase in value is not suprising to us,
because some of our Grandy's are now over 10 years old and, he said, to his knowledge,

there has not been a change in appraised value in that time. He said, the assessment
rate increased from 12% to 30% at 150% increase in accordance with the constitutional
amendment. He said, these two factors resulted in an increase in assessed value of

277% from 1988 to 1989. The 3rd factor affecting real estate tax, is the mill levy.
He said, their average mill levy across the State decreased by only 13%, and it was
his understanding that the mill levy dropped substantially from 1988 to 1989, as the
result of reappraisal and classification. Chart 2, he said shows the average square
foot per Grandy's resturant for a 4000 square foot building. The taxes in 1988 were
$1.48 per square foot and 1989 they were $4.89 per square foot, with a percent of
appraised value going from 1988 $1.8% to 4.0% in 1989, he said this is over a 25 year
business 1life. Our business would be paying as much in real estate taxes as the
business 1is worth, because he said, real estate tax is based on the value of the
property, and is a fixed cost. He said, inventory is a very insignificant factor in
their business. He said, unless something is done to reduce these taxes we will have
no other alternative, but to look for another State for our holdings. (ATTACHMENT 3a).

A committee member asked Mr. Baldwin if he could get some of the figures on Real Estate
Tax as a percent of value in writing so the members could have them for the future.
Mr. Baldwin, turned the information requested into the committee secretary by letter,
dated January 24, 1990. (ATTACHMENT 3b).

Gary Keller, President of Landmark Hotel Corporation said they have 7 hotels and 2
restaurants in Kansas, and he said they believe that it will be necessary to amend
the Constitution to avoid prolonging indefinitely the unintended results of concurrent
reappraisal and reclassification of Kansas real and personal property. He said the
impacts on their business are listed in his written testimony. (ATTACHMENT 4).

David Aull, owner of ClubHouse Inns of Overland Park, Kansas said he has been in the
real estate business in Kansas for over 30 vyears and he holds property in Sedgwick,
Shawnee and Johnson Counties as well as a farm in Chase County.

He said in Wichita he owns a building which houses Xerox, and in 1988 the taxes
were $20,988, and in 1989 they increased to $38,446. He said the building is valued
at $950,000; and applying a 1.5% value to that the taxes on that building would be
$14,250, or 80 cents per square foot of leasable area. He said, he owns 3 ClubHouse
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Inns in Overland Park, Wichita and Topeka. He said, the taxes in Overland Park in

1988 were around $52,000 and in 1989 the tax bill was $107,913. He said the building
in Wichita, the taxes were $46,407 and 1989 he said, is $104.187., and he said in Topeka
the 1988 taxes were $57,711 and in 1989 they were $133,159. He said, to his business
in Topeka the $133,000 represents a $75,448 increase in taxes on his hotel, and he
said assuming a 50% expense factor on the business, He would have to generate $113,172.
more 1in revenue each year, times 2 because he has to make up for 1989 and 1990. He
said, he would have to generate within this year $226,344. to make up for this increase
in taxes. and he said he would have to increase his room rate $8.00 per night to break
even on the tax increase, in Topeka.

Mr. Aull said he is supportive of SCR1632, but he felt it is obvious that we cannot
leave this kind of taxing authority in the counties hands any longer because the mill
levy is not controlled by the people. (ATTACHMENT 5)

Kevin Robertson, Director of Governmental Affairs for Barbee and Associates said he
was appearing before the committee today on behalf of the 160 hotel and motel properties
which comprise the Kansas Lodging Association. He said The KLA believes the current
30-12 classification, with its several tax exemptions passed in 1986 is unfair to
service related businesses such as hotels and motels. The combination of hotels and
motels having virtually no inventory and remaining classified at 30% has resulted in
a tremendous shift of taxes onto the lodging industry. He urged the committee members
for their favorable recommendation of SCR1632. (ATTACHMENT 6).

Karen France, Director, Governmental Affairs, Kansas Association of Realtors, said
The KAOR recommends putting caps on the amount of property taxes which can be assessed
against real estate and looking for alternative means for funding local government
budgets. She said, they believe an overall cap of a 3% increase per year should be
placed in the amendment, and the issue of exemptions should be addressed by the local
units. Let the local units decide their funding with the approval of the people.
(ATTACHMENT 7)

George Puckett, representing Kansas Restaurant Association, a statewide group of
approximately 950 food service and hospitality industry businesses. He said KRA
contends that SCR1632 would provide necessary tax relief to keep small busniness alive
and flourishing. He said if restaurants and other service oriented small businesses
are to survive or consider locating in this state, a permanent solution to the
commercial real estate tax crisis must be found immediately. (ATTACHMENT 8)

Vern Osborn said he would 1like for the committee members to look at the people
testifying before you today, because they are the one's that are paying the bills,
and he said tomorrow you will be hearing from the people who are spending our money,
and he said, he felt the people that are paying the bills are the voters, the voters
are going to remember, if any survive. He said, he would appreciate the committee
looking at the problem in depth and come up with a solution for all Kansans, because
that is what we need for survival. He said, the ones that are spending the money should
look at budget, and cash flow and if they don't have the money to pay their taxes,
that cash flow is not going to be there. He said, the taxpayers want to survive so
they can pay a reasonable tax.

Nestor Weigand, Jr. from Sedwick County said he is Chairman, for Citizens of Fair
Taxation, and he was representing 25,000 members across the State, mainly small business
people, homeowners and small farmers. He said, they believe that the current property
tax system as provided by the now in place Constitutional Amendment will and is having
a serious negative impact on senior citizens, people on fixed incomes, and small
business people as well as the State of Kansas. He said, we are presently being laughed
at by our neighbors as being a high tax State, specifically in regards to Senator Yost's
proposal SCR1632, he said, they agree that there needs to be a cap on the amount of
property tax which can be assessed against real estate, and if SCR1632 is to put a
cap of 1% on homeowners, 1l%% on business, farmers and agriculture, then we concur.
We also feel there needs to be an overhaul cap of about 3% annually on any increases,
and we recommend SCR1632 be put in a more simplified terminology, so when the people
go to the polls to vote they understand what they are voting for and what they are
voting against.

Kent Roenbaugh, Concerned Taxpavers for Responsible Government, said he lives and owns
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property in Topeka, and also serves on the Board of Tax Appeals for Shawnee County.
He said, they support SCR1632 and they feel it makes sense for a long term solution.
He said, they feel the circuit breaker is only a short term relief. He said in regard
to his handout (ATTACHMENT 9) an example regarding business owners in Kansas City,
which seems to be a joke to a lot of people, that people on the Kansas side are moving
to the Missouri side, and he said, he can assure the committee it is not a joke, he
said, he does business with two people that employed 40 to 80 people each on the Kansas
City side, and they are both moving to Missouri because of the property taxes. We
urge you to look at this very closely and consider it during this segsion.

Chairman Thiessen adjourned the meeting at 12:15 p.m.
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State of Ransas

~
Ransas Senate
ﬁ 5 Topeka Address

SENATOR ERIC R. YOST State Capitol Building
Room 128-South
Topeka, Kansas 66612

Vice President of the Senate

Wichita Address
9132 Funston Court
Wichita, Kansas 67207

®ffice of the Senate Wice Jresident

TESTIMONY BEFORE THE
SENATE ASSESSMENT AND TAXATION COMMITTEE
BY SENATOR ERIC YOST
IN FAVOR OF SCR 1632
JANUARY 23, 1990

Mr. Chairman, SCR 1632 represents the first serious
effort in all the years that I have served in the
Legislature to significantly reduce the dependence on the
property tax as a method for funding local government.

In my view, the property tax is too subjective, it is
inefficient to collect, and the amount of tax levied
against individual taxpayers bears no relationship to
those taxpayers' ability to pay. In short, the property
tax has become antiquated. However, there is still some
hope for local government. The justifiable public outrage
over property taxes during the last two months has given
this Legislature a golden opportunity to reform the manner
in which local government is funded.

The question, then, is what to do. The constitutional
amendment before you today would roll back property taxes,
and then cap them at the level to which they have been
rolled back. This proposal keeps the property tax, as bad
as it is, in the tax mix, but significantly reduces its
role in the funding of local government.

SENATE ASSESSMENT AND TAXATION COMMITTEE
TUESDAY, JANUARY 23, 1990 ATTACHMENT 1
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The mechanics of this constitutional amendment would
be as follows:

A) The amendment would place a cap on every
taxing unit in Kansas. The cap would be 100 mills,
or the 1989 aggregate mill levy, whichever is less.
Those taxing units with an aggregate mill levy of
less than 100 mills would be frozen at their current
level. Those taxing units with an aggregate mill levy
of more than 100 mills would be rolled back to 100
mills.

B) Classification would be retained. All real
and personal property would be assessed at either 10%
for 15%. Residential property would be assessed at
10%, commercial at 15%. Agricultural property would
be valued on land use value, and assessed at 15%.

C) The effect of combining a 100 mill cap and
a 10% assessment rate on residential property would be
an effective tax rate cap of 1% on residential
property. For commercial property, by combining the
100 mill cap and a 15% assessment rate, the
effective tax rate cap would be 1.5%.

I have requested that the Department of Revenue
prepare a county-by-county breakdown of what this
constitutional amendment does. That information is not
yet available, and this committee obviously cannot take
action on SCR 1632 until it is available.

Although the county-by-county impact of this
constitutional amendment is not yet available, it appears
that this amendment would reduce property taxes in Kansas
by 33%. That is not to say, however, that total funding
of local government would be reduced by 33%. If the
property tax constitutes half the funding for local
government, then a 33% reduction in the property tax itself
would result in only a 17% cut in local revenues. That
figure will obviously fluctuate county-by-county.
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Tomorrow, this committee will hear from the opponents
of a constitutional cap on property taxes. For an hour,
you will be regaled with horror stories about what will
happen to local government if this amendment passes.
First, local officials will stand here and tell you that
this amendment will cause them to make cuts in spending,
and of course, those cuts will intentionally be the most
obnoxious cuts they can conjure up. Then, they'll tell
you that in order to avoid making those cuts, they'll have
to raise other taxes through the roof, and of course,
those taxes will intentionally be the most unpopular taxes
they can conjure up.

Mr. Chairman, unreasonable people can always find an
unreasonable way to implement a major change in policy
that they didn't support in the first place. Reasonable
and dedicated public servants will implement the same
policy in a constructive and progressive manner. The
deficit created by the passage of this amendment could be
erased in the following way: 1) a modest and reasonable
reduction in local spending, and 2} a shifting away from
the property tax to other revenue sources that are fairer
and more efficient.

To alleviate the concerns of those who have suggested
that in some communities, the property tax has not been
abused, and remains the most dependable source of revenue,
I have included in this constitutional amendment a
provision which would allow local officials to increase
the property tax to any level they want, including back up
to where it is today--if the people approve such an
increase.

The mere introduction of this constitutional
amendment will not reduce property taxes. Only the people
of this state can reduce property taxes, first by adopting
this amendment, and then by refusing to exercise the local
option property tax which is included in this amendment. In
effect, this constitutional amendment provides Kansas
taxpayers with a much greater role in local government than
they now enijoy.
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In conclusion, local officials have become addicts, and
their drug of choice is the property tax. They have become
addicts because of the ease with which the property tax can
be increased year after year. After all, no vote of the
people is required to increase property taxes. Like other
addicts, they should welcome a cure to their addiction, but
instead, they resist. Local officials really don't want
greater authority for fairer and more efficient sources of
revenue--not if those revenues have to be approved by a vote
of the people. That is because down deep, local officials
know that they already spend a lot more money than the
people want them to. They have forgotten that the
government belongs to the people, not the other way around.
It's time for local officials to kick their habit, and give
control of local government back to the taxpayers, and
that's exactly what this constitutional amendment, if
approved by the voters, would do.
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Thank you, Mr. Chairman and Members of the Committee, for this
opportunity.

Before the conclusion of this 1990 Legislative Session, just
about everything that can be said will have been said about the
issue of property taxation in Kansas.

Back on November 28, 1989, when the Joint Committees on Assessment
and Taxation of the House and Senate were meeting, I quoted then
from William Allen White who in 1922 wrote
an editorial commenting on the fact that Kansans live longer than
Americans in other states. The reason he said plainly was,
"We are never bored, there is always something going on, and Kansans
like a show." That show continues to be played as we recognize
the impact
reappraisal and classification coupled with local budgeting practices

has had on our state, and the audience--the property taxpayers of

Kansas--are still with us and are not giving good reviews.

The audience wants some action, and I strongly support the
concept
embodied in SCR 1632,which is an acknowledgement we must get a handle
on the issue of property taxes so that people may plan their own
futures without being devastated by the impact that many have recently

experienced.

The movement that we have seen of our Kansas citizens is a

SENATE ASSESSMENT AND TAXATION COMMITTEE
TUESDAY, JANUARY 23, 1990 ATTACHMENT 2-a



result of fear and anxiety, even hopelessness, as to how they might
be able to pay the increased taxes that have been levied on their
properties. As a resident of, I believe, the third fastest growing
county

in the state, I am well aware now of the fact that many of the new
residents of our county, if they were buying a home or business
today,

would not qualify as a purchaser in view of the new taxes on their
respective properties. More simply they would not have been able
to

locate in our county and possibly not even in our state.

I know we are all agonizing over what to co just as many citizens
of the state are agonizing over what the Legislature will do and
whether this problem can be fairly, effectively and quickly addressed.
SCR 1632 is at least a start in that direction.

The impact of reappraisal and classification coupled with tax

policies from all units of government has been one of the most devastating

In fact, I believe we were one of the counties with the largest

increases percentagewise in new taxes levied. The audit report

given
yesterday by the post auditor typically addressed the restructuring
of our local budget, utilizing those areas exempt from the 1lid in
order
make shifts that ultimately resulted in additional levies to generate
additional revenues. (See attached news articles and memorandum.)

The fact that this restructuring of budgets was legal, as it

has

been pointed out by both officials as well as the post auditor,
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does not make it moral in the sense that to adopt these new levies
has resulted not only |
in a massive protest but a fear and despair the taxpayers will not
be able to
retain their property or their businesses.

As one gentlemen so succinctly said to me recently, "It is
imperative that government recognize that its tax policies, when
they become so oppressive as to
confiscate one's property and our ability to conduct business and
raise our families, government is no longer the servant of the people,
but the master." Government must learn to live as those of us,
many in Kansas on social security and limited incomes must live,
within our means.
T would submit that that is where we are in this process of governing
our fellow Kansans. The state must live within its resources, it
must make
some difficult decisions as to the course Kansas will follow in
this next fiscal year, and local governments have that same obligation.
It is
a shame that not all of them considered the impact of their actions
on those who sustain the system, the citizen of the state.

In the final analysis, it is our credibility that is on the
line in view of the fact that in our deliberations and previous
campaigns we all
emphasized what was the purpose of reappraisal which is embodied
in the brochure published by the Revenue Department of Kansas, May

of 1988, and I would call your attention to specifically the par-
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agraph dealing with reappraisal. If we are to retain that credibility
in

the process which we all deeply respect and enjoy then we nust work
together to restore our citizens respect in the workings of their
government. The challenge is great enough to make all of us as
ordinary men and women equal to the task. I trust we are those

men

and women, ready willing and able, compassionate, prepared to face

the challenge and to deal with it, no matter how difficult.
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The Honorable Robert T. Stephen
Attorney General - State of Kansas
Kansas Judicial Center =

Topeka, Kansas 66612

Dear General Stephen:

Recent newspaper articles have indicated an attempt by cer-
tain Kansas cities and counties to avoid a mandatory tax 1id im-
posed by Senate Bill 164 - statewide reappraisal, which was passed
overwhelmingly by the Kansas Legislature.

Senate Bill 164, passed during the 1985 legislative session
provided for a new uniform tax 1id on all taxing subdivisions
(except.the state). This was intended to prevent massive increases
in taxes or debt limits resulting from statewide reappraisal.

When the Kansas Legislature passed the law mandating state-
: wide property reappraisal by 1989, the legislature realized that
3 shifts in the assessed values of property could be very costly to
: taxpayers, Legislative intent was to prevent this from happening
and Senate Bill 164 placed a 1lid on these possible increases.

The legislative intent of such a 1id was to prevent cities
and counties from budgeting huge increases in their general funds
as a result of higher property valuations.

To get around this safeguard contained in Senate Bill 164,
certain counties and cities are budgeting more monies than act-
vally needed for their next fiscal year in their general fund in
anticipation of next year's budgetary restraints imposed by law.
These cities and counties openly admit they will create cash
carryovers into the next fiscal year.

I, therefore, request an attorney general's opinion as to
the legality of these attempts by cities and counties in Kansas
to circumvent the intent of the legislature and the tax 1lid pro-
vision mandated by Senate Bill 16&4.

2 D. Graeber

ate Representative Cucéz;LgkchYkliUqu

Edward F. Reilly Martha Jenkins

State Senator State Representative
SENATE ASSESSMENT AND TAXATION COMMITTEE
TUESDAY, JANUARY 23, 1990 ATTACHMENT 2-b
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STATE OF KANSAS

OFFICE OF THE ATTORNEY GENERAL

2ND FLOOR, KANSAS JUDICIAL CENTER, TOPEKA 6661 2

MAIN PHONE: (913) 296-2215
CONSUMER PROTECTION: 296-3751
ANTITRUST. 296-5299

ROBERT T. STEPHAN
ATTORNEY GENERAL

October 27, 1987

ATTORNEY GENERAL OPINION NO. 87- 158

The Honorable Clyde D. Graeber

State Representative, Forty-First District
1900 Kingman

Leavenworth, Kansas 66048

The Honorable Martha Jenkins

State Representative, Forty-Second District
Route 1, Box 47

Leavenworth, Kansas 66048

The Honorable Edward F. Reilly
State Senator, Third District
1412 S. Broadway

Leavenworth, Kansas 66048

Re: Taxation--Aggregate Tax Levy Limitations--
Mandatory Tax Lid

\

Synopsis: Although the intent of 1985 Senate Bill No. 164 is
to prevent increases in 1989 Pproperty taxes as a —
~ ottt USTRg-HiGHEL, reappraised values, the bill
Hoes—not-preven 5litical subdivisions from -
padding their budgets in anticipation Of the  .ew—="
%ggggggggm;g§w};dM@mCitea herein: K.S.A. 79-1945
=€t seg.; 79-2925 et seq.; 79-5001 et
seq.; K.S.A. 1986 Supp. 79-5021; 79-5022;
79-5028; 79-5029; 79-5030; 79-5033; 79-5036; 1985

Senate Bill No. 164.

* * *



i R.S.A..1986 . Supp. 79-5021 to 79-5033 by home rule.: ' .

epresentative Cly. . D. Graeber
Representative Martha Jenkins
Senator Edward F. Reilly

Page 2

T
——

Dear Representatives Jenkins and Graeber and Senator Reilly:

You request our opinion concerning tax levy limitations.
Specifically, you inquire whether certain counties and cities
violate the intent of 1985 Senate Bill No. 164 (K.S.A. 1986
Supp. 79-5021 et seq.) by levying more moneys than

actually needed for the next fiscal year in their general fund
in anticipation of the budgetary restraints imposed by K.S.A.

1986 Supp. 79-5022.

K.S.A. 1986 Supp. 79-5021 et seq. provides for a uniform
tax 1id on all taxing subdivisions in anticipation of
statewide reappraisal. Pursuant to K.S.A. 1986 Supp. 79-5022,
amounts levied in 1989 for expenditure in 1990 are limited.
You have indicated that the purpose of this limitation is to
prevent increases in taxes as a result of using higher
reappraised values. 1In effect, taxing subdivisions must
reduce mill levies by the amount increased valuations generate
to prevent a tax windfall to the subdivision; i.e. the

dollar amount levied in 1989 may not exceed the dollar amount
levied in 1988. Certain levies are exempt from the new lid.
K.S.A. 1986 Supp. 79-5028. After the first year, taxing
subdivisions may permanently exempt themselves from the 1id,
subject to a protest petition. K.S.A. 1986 Supp. 79-5029.° .
K.S.A. 1986 Supp. 79-5036 authorizes counties and cities to
“exempt “themselves after the first year from the provisions of’

.

Additionally, the board of tax appeals
levies in excess of the aggregate limitation pursuant to
K.S.A. 1986 Supp. 79-5030. ' :

if the language is clear and the

ble certainty, there is no need to,
nstruction to ascertain its

In construing a statute,
purpose appears with reasona
resort to-further rules of co
meaning. ~Pillsbury Co. V. Atchison, Topeka & Santa Fe

- Fy. Co.,.548 F.Supp. 28 (D.C. Kan. 1982). “Additionally,
when a statute is plain and unambiguous,‘courts,must give
effect. to the intention of the legislature as expressed,
rather than -determine what laws should or .should not. be.

Szoboszlay v. Glessner, 233 Kan. 475 (1983).

1 reveals no language restricting
ibed in your inguiry. The new tax
levies for 1990 expenditures.

Thus, the amounts levied in 1988
ts authorized to be levied in

. our examination of the 'bil
the type of activity descr
. 1id first applies to 1989
K.S.A. 1986 Supp. 79-5022.
will be used to limit the ‘amoun

may authorlze taXN- el i s o



presentative Clyde../. Graeber
.epresentative Martha Jenkins
Senator Edward F. Reilly
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1989. However, no limitations as to the preparation of the
1988 budget appear in the bill; 1988 levies are not limited by
1987 levies except as otherwise provided by law. See,

e.g., K.S.A. 79-2925 et seq.; K.S.A. 79-5001 et

seq.; K.S.A. 79-1945 et seq. The public will have

an opportunity to contest mill increases pursuant to K.S.A.
79-2929, so that the limitation of K.S.A. 1986 Supp. 79-5022
is not as important in 1988 as it will be in 1989 when the
property valuations may increase taxes without opportunity for
public input. But for the tax 1id, the increases would be
automatic. In our opinion, reading in limitations on the 1987
and 1988 levies would be adding meaning to the statute which
is otherwise not there. Pursuant to the rules of statutory
construction quoted above, it is our opinion that these
statutes cannot be read to prevent cities and counties from
padding their budgets in anticipation of the impending tax

lid.

It should be noted that the activity described in your inquiry
could give rise to violations of other laws regarding
budgetary procedures and expenditures. However, any possible
violation would have to be determined on a case-by-case basis.
Finally, K.S.A. 1986 Supp. 79-5033 gives the state board of
tax appeals jurisdiction to, upon complaint by any taxpaver,
"inquire into the levy of taxes by any taxing subdivision for
the purpcse of determining if such taxing subdivision is
operating in compliance with the limitations and provisions of
K.S.A. 1985 supp. [sic] 79-5021 to 79-5035, inclusive.”

In conclusion, since the language of 1985 Senate Bill No. 164
does not restrict political subdivisions from budgeting more
moneys in 1988 than actually needed for the next fiscal year
in their general fund, counties and cities do not violate the

act by doing so.

Very truly yours,
— T

- / 4

i
ROBERT T. STEPHAN
Attorney General of Kansas

,[,&J. DA ./“ /e Jg' 3 {
~Julene L. Miller
;Deputy Attorney General

RTS:JLM:im
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HOUWSE OF
REPRESENTATIVES

September 23, 1987

Julene Miller, Deputy Attorney General
Kansas Attorney General's Office
Kansas Judicial Center

Topeka, Kansas 66612

Dear Ms. Miller:

Recently, Senator Reilly, Representative Jenkins and myself request-
ed an Attorney General's opinion in connection with certain budget
procedures undertaken by cities and counties throughout the state

in an attempt to avoid the tax 1lid imposed by reason of the recent
reappraisal law passed by the legislature. As part of my follow-up
in this regard, I asked legislative research, more particularly Tom
Severn, to give me a summary of how he felt the action by the cities
and counties would affect future budgets, procedures and the tax

1id as adopted by the legislature. I thought a copy of his memor-
andum, directed to me, might be of help to you in your research in
regard the question raised.

Sincerely,

Clyde D. Graeber
State Representative

CDG:cbd
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Clrcumventmgj the 1aw

Legislature pasaed the beneﬁté ‘of Tea

When the Kansads
law mandating statewide: property* reap—

praxsal by 1989, the lawrnakers realized that-

shifts in the assessed values of property coiild. .

be devastatmg to taxpayers. In order,to soft- .

en'the impact on property owners who ‘wilk

‘see_ the ‘assessed valuaticn of their homés’or ™~
+also passed ‘a:law which ‘placed a lid on'the.. - eral-fund’in. antlcxpahon of - the next year’s

" budgetary ‘constraints, they. also passed a

‘businesses increase greatly,.the’

.+ general fund budget for cities and counties. :

‘What this 1id ‘does’ is prevent the cities- and.'.

‘counties’ from" budgetmg arhuge increase -in

‘that although property values in a given tax-
ing "area will' increase greatly because of

Teappraisal, the dollar-amount of taxes col-,.-

and*to’mep rrum hav=

** ing budgetary constraints’ néxt year, they are
f.budgetmg more. for, their- genéral funds: this

'year- than ‘is needed,” according to Dean
.Oroke “chairman; of the Board of . Leav-
enworth County commlssmners

"The * Leavenworth County commxssmners

_inot .only: over budgeted this year-for the gen-

charter rwolumon 1ast {June. which:* would

- ‘hdve’eliminated the state-marndated tax-lid
théir; general funds in anticipation of higher

-:which Holds i mcreas% to five mills. However,.
property:valuations.. The end result should be, -

=~ the resolutlon was < rescmded last week

lected will not.increase-by a .like amount .

' because-the budget cannot go up that much.
~ The intent was to kéep homeowners from be-

ing hit with huge tax bills created by changes.’

in .assesed valuation brought about  from
reapprdisal.

‘The - leglslatoré realized that reappralsal :

could ‘be devastatmg for homeowners: if no
controls were in place to protect them, Cities
or counties, which could have had a tax wind-
fall as a result of Teappraisal, were supposed

to be prevented from becoming fiscally ir- ’

responsible at the property owners’ expense.
But cities and counties have found a loop-
'hole in the budget lid. In order to reap the

" because the comrmssmners Were able to over

‘budget for the genéral fund thls year W1thout
lifting the mill leyy lid..

.. We camr understand that local ‘governments
do not'want to have theu‘ hands:tied by state

‘ red:tape- ‘when.it comes to budgetmg but the’

LegiSlature” 'was right:"to-'protect property

owners from the possibly devastatmg effects '

of reappralsal Reappralsal is: designed to
make “the assessed ‘value ~of property

_equitable. This' ensures the fairness of prop-

erty ‘tax levies. Reappraisal .was never-in-
: tended.as. a way to _provide; windfall revenue

for cities and countx&s /Those cities and coun-
ties which are trying. to-over budget this year,
so they can. reap extra revenue from reap-,

.‘praisal are violating' the intent of the state’

‘law, if not the letter.

1987

Neo v

LEAVENWORTH TIMES
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-{fromy the higher assessed va]ues, the
state’will put ‘autwo-year, freeze Lony’
. ttxeia punt, .of laxes those entxtfes%
‘ "jca‘;rt: ect e said. 8§ v ;4
P THethhdgét for. 10880 Wil
: standafd from which; budgets in'1989 -

Budgets rlse to. soften
effects of re’é‘t"bpraleal

. By TONY cox LA

. Tmu.s Staff Wutu Lo
Ta;cpayers across the ‘state : can
expect to pay hlgher Jocal, taxes in,
1988 pecquse cmes and countfes will -
budget higher mill"levies fo protect’

. 'themselves froleansas reap-:.

‘praisal “lawsi a top county offfcml
qald'lhursday : :’

New asscssed property values
fromy, statewide ;reapprafsal will go
info effect on the, 1989 tax bills, said,..

Dean Oroke, chairman of the Board(;
0of 4 Leavenworth County., Commns-(

;sioners. . To- keep local governments,

from:sreceiving, a; windfall .of; tAxes

bé" s
i

funds gqr major pro)ects this year,’,

roailhe idea was'thatwe'd better do"

‘this year what we wanted to dg and

Jay the groundwork -for. it because‘

~we may pot be able to in the future,

Was ablerto protect’ itself/ from’a .-
'shortf I ‘of ‘funds *from . the- réap- i'
- praisal freeze without increasing ils

' amount they réquested for 19887

‘and 19907 will be prepared Oroke)'-'
‘ said Becaus«1 of that, many counttes‘;
~aud cities wul be approprlatmg‘

mm.rlevy. The- .county approved a.

1988 budget with.a lolal mll/Jevy of
*:33.833, ;2 decrease from 'thie. 33. 834

that was budgeted for this year, .

«The; county hoard, restructured 1ts*
budget to mcrease»llne,.,xtems that‘
- will" be. frozen by reappralsal law, ¢

* Oroke Said.At'the’sdame time, areas i

‘of ithe;. bt;dget’a that ‘will. “poty be ef-

ifected by thelfleeze weré décreased.t H

The end resull was a sma]lerf budget
.overall, hesald e o A

County offxcxals ralsed the general

. fund,‘an;areasof-the budget: that will '

be effected »by the: freeze o the
maximim ofifive mills;’ ‘Oroke-said,
‘Many: -of.:the:; depattment heads

- whose budgets are included in the

general-*fund #received” the'

otal

Oroke said-he expected the' county

“to uuderspend its 1988 budget more
“than usual because ‘of ‘the “DEw,

budgetmg ‘strategy. The ca ryover.
funds should decrease the amount of

3 e i
o Becau§e fof ¢ the' reapprmsal

“the. county. bioard. passed:a. charter
“Oroke  said.; t“That’s awhy\several «‘
.- +eountiestand cities. will'be burnping::
-, 7 ‘their mill leviesiup as hxgh as:they.:
‘possmly\canthlsyears Wi widedln
wiQroke ksaid . Leavenvirth: County—

resolition ifi+Juné that'would elimi:;
nate' the fwe-‘mfll lid-on'the: genexal

Tfundi” Orohe’ vsald Butv ‘board

members were ‘able to éccom lish
‘their ob]ectxves without going above'
five ‘mills, ir’ the general fund, he
" said, and ‘the resolution 'was
 reseinded f‘hursday
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INTRODUCTION

This bulletin is prepared each year to assist municipal ofiicials in preparing city operating
budgets for the coming yezr. It is not a manuel, but & report on information and idess which
may be he:ipful, together with statutory citations. Frequent reiference is made to the budget
forms prepared by the state municipal accounting section. For z general review of city
finances, see pages 62 to 107 of the League's "Handbook for the City Governing Body," 1985
edition, or Chapter 12 of the "City Clerks Manual*, 1987. For information on capital budgeting,
see the League's "Guide ifor Cepital Improvement Programming and Budgeting," November,
1983. Throughout this report, reference is made to Resear c"x/Imorm tion Bulletins (QID)
published by the League. These are available for a handling and mailing charge of 50¢ ezch.

CONTENTS

This report is organized in the following parts:

Pace
A. 1988 Calendar for 1289 Budget Preparation. . . . . . . . . . . v . « v o o .. 2
B. The Puposeof theBudget . . . . . . . . . . . .. e e e e <. 3
C.StateBudgetForms . . . . . . . . . ¢ ¢« « v o . . . e e e e e e . 3
D. Estimating State AidsandShared Taxes . . . . . « = & « « = 2« « v v o o =« o« . 3

(I State-Local Revenue Sharing Fund. 2 Local Ac Yalorem Tax Reduction Fun

3 State Highway Aid Payments—Direct. & State Highway Aid Paymems——’l’hrough
County. 5 Highway Aid—Connecting Links. & Bingo Gross Receipts Tax. 7
Liguor Drink Tax. 8 Other Payments.)

- . . - . -

E. TaxLidComments . . . . . v v ¢ et v v v v v 0 v w o o
(Division I—The Current 1988 Tax Lid Law: | General Explanztion. 2 Increase

by Home Rule Action. 3 Increase From Board of Tax Appeals. & Increase by
Referendum. 5 Use of Other Levy Authority. 6 Base Year. 7 State Forms.

& Independent Agencies. 9 Assessed Valuation. 10 Determining Exempt Amounts.
Il Fund or Function Exemption. 12 Employee Benefits Fund. 13 Intangibles

Tax Replacement. & Delinquent Taxes. Division I—The 1989 tax Lid Laws:

i Background. 2 Summary of New Act. Division [l[I--Planning 1988 Levies

Under the 1989 Law: | Loczl Options and Strategies. 2 Tax Lid

Analysis Form.)
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‘Levy Rate Suspensicass.in 1989 and thereziter, all existing v.atutory fund mill levy :
uspended. However, no taxing subcivisicn may levy in 1583 any taxes which in the

s
regate produce an a2mount in excess of that levied In 1988, with certain exceotions &s noted

. In 1990, and thereaiter, any siatutory fund levy limits are to be acjusted. The levy
T zmount (not rate) for 1988 levies (either levied or authorized) becomes the base zmcunt
1550 levies, and then is increased by increzses in assessed ¥eluation. For exzmple, if

15,600 could be levied in 1988 for a fund with 2 currefit rate limit of two mills, and the

ssessed valuation increzsed 10% in 1990, then up to $11,000 could be levied for this Ifund in

9390 for 1991 purposes.
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Excepticns to the Tax Lid. The following exceptions to the tax lid apply to all tzxin
subdivisions in 1989, and to cities and counties in 1989 and thereaiter. It is emphasized tha
these exceptions apply to the base year (1988 levied taxes for 1989) as well as the followin
yezr. In other words, in determining the aggregate tax lid amount that may be levied in 1939,
xes levied for an exempt fund or purpose would be deducted in determining the dase
It should zlso be noted that most of 1he

09 09

the tz
zmount as well zs the new amount authorized.
xcentions relate to purposes, not to a fund.

The tax lid exceptions include: (1) taxes levied by a county or a city for another
subdivision; (2) amounts in excess of the lid when approved by the voters; (3) for "emergency
need' approved by the state board of tax appeals; (4) principal and interest on bonds anc
temporary notes; (5) no-fund warrants zpproved by the board of tax appeals; (6) legal jucgments;
{7) employes liability expense and premiums; (8) special assessments; (9) social security; (10)
worker's compensation; (11) unemployment insurance; (12) health care costs (new); (13)
employee retirement and pension programs; (1%) district court cperations; (15) Gezry Couniy-
Junction City law enforcement; (16) Riley countywide law enforcement; (17) city industrial
levies; (18) county economic development levies; (19) county mental hezlth centers and
retzrcation services; (20) county out-district community college tuition; (21) community college
levies under K.S.A. 72-4%42%4; (22) acded state or federal mandated expenditures; and (23) other

expenses for which a tax lid exception is made by reference to the new law. These incluce

tzxes levied for emergency medical services (HB 2639), payments on state infrastructure loans
(SB 57%), the Johnson-Sedgwick county court act (SB 592), and assessment equelization (SB 552).
In 1950 (levy year) and thereafter, levy authorizztions exempted from the exisiing 12X lid

law 2s well as the new law are included as lid exemprt levies for cities and counties.

Cities and Counties—Modification. As noted above, the tax lid provisions ci the new law
will permanently apply only to cities and counties. A provision exists in the present law, K.S.A.
Supp. 79-5036, whereby loczl units, beginning in 1990, may modify the new tax lid law in the
same manner as used for the adoption of home rule charter ordinances or charter resolutions.

Debt Limits. The debt limit provisions of K.S.A. Supp. 79-5037 were not changed. In
substance, any existing statutory limits on the amount of indebtedness are suspended aiter
property reappraisal. The amount of the future debt limitation is determined by the percentage
that the authorized dollar amount before reappraisal relates to the assessed valuation aiter
reapprzisal. This adjusted percentage rate of debt limit is then applied to valuztions aiter

reaporaisal.

DIVISION II—PLANNING 1923 LEVIES UNDER THE 1983 LAW

I1I-1. Local Options and Strategies. As noted in the discussion of the new 1ax lid law n
Division II, taxes levied in 1988 will largely determine the amount of taxes that may be levied

under the lidIn 1539, after feappraisal. Charter ordinances that mddiiy the existing tax llc’:'_ _{aw
become invalid on January 1, 1989, under the Kansas Constitution, since the statutes modified
by existing charter ordinances are repealed at that time. (Although taxes authorized by such
charter ordinances help determine the tax lid base for 1990 levies.) It may be constitutionally
permissible to charter the new tax lid law, after January 1, 1989, although there was an

-8-
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estment earnin  utility compensation, local sales t 5 2nd other revenue so
T funeyrexclusive of properiy taxes.

[lI-2. Tax Lid Analysis Form. Presented below is a table which may be used to plan
budgets and tax levies in 1988, while planning for 1989 levies under the 1989 law. The objective
Is 1o levy taxes in 1988 which are covered by the new tax.lid law, Fhus.increasipng the base zand
preserving lid exempt levy authority as may be necessary-for usé in levying taxes uncer ihe
reappraisal law in 1985. As a general ruje: '

--Do use the tax lid-controlled general fund to the maximum extent possible.
p

5
)

—Avoid, if possible, the levying of taxes which are now exempt, but not exempt under
1989 law, such as for a noxious wesd fund or for special law enforcement (K.S.A.
110b). Use the genera! fund, even though such taxes would zlso increase the lid base

1985.

O
3

--For purposes now exempt and also exempt under the new law, like the employees
benefits, also use the general fund. This will increase the base, and also provides the
option of reinstating such purposes as a lid exempt purpose in 1989 if needed.

—Don't use a charter ordinance-established lid exempt fund, such as for urtility costs,
unless necessary. While it may increase your tax base it will not be exempt in making
1585 levies.

As previously stzted, these suggestions apply only when & city now has unused tax lid
authority. All cities that had not chartered the 1988 tax lid law were sent = model crzrter

ordinance on May 2.

FORM INSTRUCTIONS .

This form is for calculations to permit adjustments to 1988 tzx levies to secure the

maximum tax lid base and discretion for 1989 levies. The general objective is 1o use lid-exempt

taxes in 1989 tc the minimum extent possible. The column "1989 Status' relates only to levies
made in 1989. The situation changes for levies made in 1990.

For cities that have not chartered the tax lid, the amount in line 2d may not exceed that
city's statutory tax lid authority—see State Budget Forms C, C-1 and C-2, and related
instructions.

For cities that have by charter ordinance elected not to be governed by the tax lid, use
the column 2 spaces (Lid Controlled Levies, Not Exempt by State Law) to the maximum extent
possible.

The amount on line &, 1988 Proposed column, should match the proposed certiflied tzxes
for 1288.

CITY PROPERTY TAX LID ANALYSIS FORM

1987 1588 . 1982
Actual Proposed Status

L. Political Subdivision Taxes, Exempt from City Tax Lid

a. Recreation commission S S Exempt
b. Library board S S Exempt
c. Other S S Exempt

$ S Exempt

¢. Tortal, Subdivision Taxes

=1 .
10- 2-b =D



WHAT IS REAP  \ISAL?

Reappraisal is a process for reviewing all real
estate in order to update the fair market val-
ue of the property for tax purposes.

WHAT IS THE PURPOSE OF
REAPPRAISAL?

The purpose is to arrive at the fair market val-
ue of all property in a manner that is consis-
tent from one property to another. This
ensures that owners of similar property with-
in the same taxing unit will pay the same
amount of taxes. Reappraisal is not intended
to increase local government revenues by in-
creasing property values.

WHY DO WE NEED REAPPRAISAL
NOW?

The last statewide reappraisal in Kansas was
completed nearly 15 years ago. Since then,
property tax values have not been kept up-to-
date. As a result, the property tax system did
not meet the requirements of the Kansas Con-
stitution. Different types of property have
been assessed at widely differing percentages
of fair market value. Identical pieces of prop-
erty have also been assessed at very different
levels. Consequently, taxpayers have no assur-
ance they are being treated the same as their
neighbors who have similar kinds of proper-
ty. The only solution is to reappraise all real
estate so that all property records are brought
up-to-date and appraised values are brought
into line with current market conditions. If the
Kansas Legislature had not mandated reap-
praisal, it is likely the courts would have or-
dered the state to do so.

WH!  VILL REAPPRAISAL BE
COM¥rLETED IN KANSAS?

The 1985 Kansas Legislature enacted K.S.A.
79-1476 et seq., which provides for a statewide
reappraisal of all real estate. The reappraisal
process has already begun and must be com-
pleted by January 1, 1989. To ensure that prop-
erty values remain up-to-date, the legislature
has mandated that county appraisers must up-
date real property values on an annual basis.
Commencing in 1990, every parcel of real
property will be actually viewed and inspect-
ed by the county appraiser once every four
years.

WHO IS CONDUCTING THE
REAPPRAISAL?

The reappraisal is being carried out through
the cooperative and coordinated efforts of the
local county appraisers responsible for each
of the 105 counties and the Property Valua-
tion Division of the Kansas Department of
Revenue. The primary responsibility for the
reappraisal rests with county appraisers; the
Division of Property Valuation provides as-
sistance to local appraisers to ensure that the
reappraisal is completed in a quality and time-
ly fashion.

The cooperation and assistance of Kansas
property owners is also crucial to the success
of reappraisal. It is hoped that everyone will
accept the program as assurance that the State
of Kansas is making every effort to treat all
citizens fairly and equitably.

HOW WILL THE VALUE OF
RESIDENTIAL REAL ESTATE BE
DETERMINED?

The basic standard of value for residential
property is fair market value, which is defined
by Kansas law as the amount a willing buyer

. SENATE ASSESSMENT AND TAXATION COMMITTEE
TUESDAY, JANUARY 23, 1990 ATTACHMENT 2-c
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Chart 2

Typical Grandy's Restaurant
4000 Sq. Ft. Building

1989 1988

Tax Per Square Foot $4.89 $1.48

Percent of Appraised Value 4.0% 1.8%



ChartA| Average Property Tax 19,575

Per Restaurant

Albuquerque  Central Billings East Kansas Shreveport Tucson Kansas
New Mexico Texas Montana Texas 1988 Louisiana Arizona 1989



ChartB|  Value Of A Small Business

Nine Grandy’s Restaurants in Kansas

1989  Projected Cash Flow $ 690,000
Muldple X 6
Total Value $ 4,140,00u
1989  Projected Cash Flow $ 690,000
Less Increased Real Estate Tax $§ 140,000
1989 Actual Cash Flow $ 550,000
Multiple X 6
Adjusted Value $ 3,300,000
$

840,000

% Decrease 20%

Drop in Value
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January 24, 1990

Senator Eric R. Yost

Vice President of the Senate
State Capitol Building

Room 128 - South

Topeka, KS 66612

Dear Senator Yost:

In my testimony yesterday before the Senate Assessment and Taxation
Committee, I presented a chart that showed the amount of Kansas real
estate tax compared to the real estate tax paid by us in the other
states where we operate. I also said that, in 1989, we will pay 4% of
Kansas property value in real estate taxes each year. A committee
member asked me to list the percentage of value paid in real estate
taxes for the other states in which we operate. The table below is my
calculation of real estate tax as a percent of value.

Real Estate Tax
As A Percent of Value

Albuquerque, New Mexico
Central Texas

Billings, Montana

East Texas

KANSAS, 1988
Shreveport, Louisiana
Tucson, Arizona
KANSAS, 1989

° L] L]
OWEF 00 JNN O
o0 00 o o0 o 0@ 0% o0

BN N
° °

Further, I would like to clarify an answer I gave to a question asked
during my presentation. I showed a chart which illustrated the fact
that the value of our Grandy's business will drop by 20% because of
increased real estate taxes. One comittee member asked me if we had
protested our property values using the income approach to valuation.
I responded that we have protested some values. However, I need to
clarify my response to state that, when an appraiser values a piece
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Senator Eric R. Yost
January 24, 1990
Page 2

of real estate, the actual operating business profit has no bearing
on the valuation of the real estate. When an appraiser uses the
incame approach, the incame he considers is the market rent incame
that property would generate if leased to a third party. The business
i1tself could be makJ_ng or losing large amounts of money, and that fact
would be ignored in detenru_nmg real estate value. This is part of the
problem with real estate tax; it is based on a value - not the user's
ability to pay. Let me say that I think the appralser is right in not
considering the proflt of an operating business in determining value.
If we make no money in one of our Grandy's, the real estate value
should not be set at zero. On the other hand, if we made a million
dollars in one Grandy's, the 4,000 square foot building it occuples
should not be worth as much as the Fourth Financial Center in Wichita.
The income method is a valid approach for a hotel or office bulldlng
where the incame fram the property is rent. Where an %ratmg
business uses the property, the profit of the operatnng business has
no applicability to the real estate value. This is why small

business has been hurt so badly by this real estate tax increase. The
real estate tax just adds another fixed cost to the business that
reduces the ability of that business to generate cash flow, profits and
value.

Senator Yost, if any other of your colleagues believe that a business
can get a lower real estate value because they are making less money in
their business - please get the word out that the profits of an
operating business do not affect real estate values.

Please circulate this letter to members of the Senate Assessment and
Taxation Committee on my behalf, as you have better access to proper
names and addresses.

Yours very truly,

Ly Brreay:

Gene R. Baldwin
Senior Vice President
and Chief Financial Officer

GRB/1mb



January 23, 1990

Members of the Senate Taxation Committee
State Capitol Building
Topeka, Kansas
RE: Support for Senate Concurrent Resolution No. 1632
Ladies and Gentlemen:

My name is Gary Keller. 1 am President of Landmark Hotel
Corporation, a company headguartered in Topeka which has ownership
interests and operates 24 hotels and several restaurants across the
country. Seven of our hotel properties and two of our restaurants are
Kansas properties.

I am present today to testify on behalf of Senate Resolution No.
1632 because I believe that it will be necessary to amend the Consti-
tution to avoid prolonging indefinitely the unintended resuits of con-
current reappraisal and reclassification of Kansas real and personal
property. I say unintended because it is hard to believe that the
former Administration and the Legislature intended the type of impact
which resulted to our business and which I am certain resulted in
severe impact to many other Kansas commercial businesses as well as
homeowners. I am told that Kansas is the only state in the U.S. that
chose to reappraise and reclassify at the same time.

in essence, noteworthy impacts on our businesses are as follows:

(1) Appraised values, after adjustment by the appraisers,
increased an average of 84%, with the greatest increase being 479%.

(2) 1In terms of property taxes per room, six of our seven Kansas
hotels are among the eight throughout the company in highest taxes per
room. The only exception is a California Holiday Inn in which the
capital investment was roughly twice our average investment in a

Kansas Holiday Inn. It's taxes are approximately 10% higher than our

Kansas average.

SENATE ASSESSMENT AND TAXATION COMMITTEE
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(3) Our total pfﬁperty taxes, after adjustment by the
reappraisal appraisers, nonetheless increased approximately 72%, with
the extreme being a 365% at one hotel. It's impossible for anyone to
accurately determine what "fair" property taxes’should be. but our
opinion is that, on balance, ours were on average fair prior to
reappraisal and reclassification.

(4) The most accurate means of guaging property taxes relative
to property performance is the measurement of the ratio of property
taxes to net operating income before taxes and debt service (NOI).
OQur Kansas properties, as assessed, encounter property taxes 76%
higher compared to their NOI then our other hotels. One of our
Holiday Inns in Peoria, Illinois produces twice the NOI as compared to
one of our Kansas properties and pays 50% less in property taxes.

Those who have or would indicate that we simply pass along
increased taxes as the additional cost of doing business, should be
reminded that we live in a competitive world, whether it's in the
seiection of hotel accommodations, the selection of office rental
space or the selection of a dining establishment. We can't simply
raise our rates to pass these ihcreases along, because occupancies
aren't high enough to justify rate increases. That reflects the
simple economics of supply and demand. Because of the Kansas economy,
the overbuilding of real estate, and the 1986 Tax Reform Act, all
forms of real estate have had difficulty in degree of obtaining or
maintaining profitability. Since 1984, our revenues have remained
roughly the same, while virtually all costs have increased -—-
including government increased costs in the form of higher FICA, SUTA

and FUTA taxes, sales taxes, workman's compensation payments and.
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beginning this summer, the increase in the minimum wage. Because of
the Federal Government's inability to deal with its budget deficits
and its trade relationships, interest rates are far too high.

Several so called "circuit breaker" initiatives have been pro-
posed, none of which would reduce the pressure we feel as a result of
reappraisal and reclassification, because we don't qualify as a "small
business”. Even if we did qualify, the return of $5,000 per property
would be inconsequential relative to the approximate $450,000 overall
increase in our property taxes.

It appears to us that commercial businesses, large or small,
without substantial inventories and, to a lesser extent, homeowners,
are being asked to bear the burden of a property tax shift primarily
away from large Fortune 500 type businesses with substantial inven-
tories, such as Boeing, Beech, Goodyear and Hallmark Cards.

We would hope that some consideration can be given to commercial
businesses both small and large which face similar problems as a
result of this tax situation. It appears to us that the various cir-
cuit breaker proposals are inadequate and don't address the real
reasons why we face this problem. Only by permitting the voters of
Kansas to readdress the reclassification issue in the harsh light of
historical perspective will the inequities which have been created
have the opportunity to be readdressed. Resolution No. 1632 should
be seriously reviewed and considered and alternative forms of taxation

developed to accommodate revenue shortfall which it will create.
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The consequences of a failure to comprehensively review reclassi-
fication as it is proposed in this resolution may well be the death
knell to many commercial businesses in Kansas and economic disincen-
tives for future commercial investments. It's up to you, the
Legislature, to give some hope to those of us in the trenches and to
evéluate the overall Kansas tax structure in comparison to our neigh-

boring states. Let's level the playing field.



Presented to
Chairman of the Tax Committee
Considering Senate Bill 1632

January 23, 1990

Mr. Chairman, my name is David Aull. My company 1is ClubHouse
Inns of Overland Park, Kansas.

Today I would like to discuss with you the effect of the
reappraisal and tax situation as it relates to not only my
business but to my personal affairs. I have somewhat of a unique
situation in that I've been in the real estate business in Kansas
for over thirty vyears and hold property in Sedgwick County,
Shawnee County and Johnson County, as well as a farm in Chase
County.

Today I'm going to give you actual examples of the effect that
the tax increases have had on both my business and personal
properties.

On the farm land in Chase County my taxes in 1988 were $5,628.24.
In 1989 they went down to $4,741.16. If you applied a 1% value
to farm land my taxes would be about $4,500 on the farm, and I
think that would be fair.

In Wichita I own a building which houses Xerox. In 1988 the
taxes were $20,988; in 1989 they increased to $38,446. The
building is valued at $950,000; and applying a 1.5% value to
that, the taxes on that building would be $14,250, or 80 cents
per square foot of leasable area. It is interesting to note in
this case that the economic pressures on this building have been
so great that I am in conversations with my lender to determine
if the building should be given back. The loan on this building
is $600,000. If I'm considering giving it back, the question 1is,
is the building really worth only the mortgage? If that is true,
then the taxes on the building would be $9,000. If that were
true, maybe there would be a way I could hold on to the building.

My company, ClubHouse Inns, owns three ClubHouse Inns in the
state of Kansas. On the Overland Park property the taxes in 1988
were only partially assessed, but would amount to around $52,000
for the full year. 1In 1989 our tax bill was $107,913.

In Wichita the building is fully assessed and was taxed $46,407
in 1988 and $104,187 in 1989.

SENATE ASSESSMENT AND TAXATION COMMITTEE
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In Topeka taxes in 1988 were $57,711; in 1989 they were $133,159.
I would like to cite you an example in Topeka of what this kind
of increase means to us as far as our business. The $133,000
represents a $75,448 increase in taxes on this hotel. Assuming a
50% expense factor on the business, I would have to generate
$113,172 more in revenue each year times two because I have to
make up for 1989 and 1990. I would have to generate within this
year $226,344 to make up for this increase in taxes! Assuming
that I rented 28,000 room nights a vyear, which would be 65%
occupancy on this hotel, the 28,000 divided into $226,344
represents an $8 increase in room rate for me to break even on
the tax increase, not counting other business expense increases.
Is there anyone here who really believes that I can raise the
room rate on this hotel $87?

There are a couple of other things I'd like to bring to your
attention. When I moved my business from Wichita to Overland
Park, we rented office space. We had the opportunity at that
time--the summer of '88--to lease space on either the Missouri
side or on the Kansas side. Rents were the same. Now we have
been hit with a $20,000 increase on Jjust 10,000 square feet of
office space because of the tax increase. Had I known in the
summer of '88 that this would occur, we would have seriously
considered renting space in Missouri. Furthermore, knowing that
the tax situation was coming and knowing that Kansas taxes were
already high for housing, I bought my personal residence on the
Missouri side. This proved to be the right thing to do. My
Missouri taxes are at least 2/3 less than what they would have
been in Kansas.

I'm suggesting to you some things to think about on how to right
this wrong.

First of all, I am fully supportive of Senate Concurrent

Resolution No. 1632. I believe that this thinking, however,
should be extended. I think that farm land should not exceed 1%
of the market value. Houses should be 2 of market value and
commercial should be 1.5% of market value. By market value I

actually mean that you should do away with the county assessment
procedure altogether and go to a pure market situation where the
owner signs a certified contract subject to perjury and penalties
for the actual cost of the real estate. This could be applied
not only to farms and houses, but to all commercial property. It
is obvious that we cannot leave this kind of taxing authority in
the counties' hands any longer because the mill levy is not
controlled by the people.



And frankly I'm not sure that the appraisal process is even fair.
There is only one true test and that is what something sells for-
-what the willing buyer and willing seller are willing to pay.
This means that costs of real estate can fluctuate, which, based
on the formula, means a changing tax structure on the houses, but
they should go up and down. In the case of commercial property,
it's worth only what its economic benefit at the time can
produce. So why shouldn't a property that is being reduced in
price also have the taxes reduced accordingly?

We no longer live in an age of increasing real estate values. If
any thing, they are static, and in some cases decreasing. The
tax base that has been enjoyed for years and years because of
increasing inflationary real estate values can no longer be
counted on.

Thank you for letting me speak today, and I can only hope that
something positive will come from all of this.
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Date: January 23, 1990
To: Senate Committee on Assessment & Taxation
From: Kevin Robertson

Director of Governmental Affairs

Re: SCR-1632

Mr. Chairman and members of the Committee, my name is Kevin
Robertson. I am Director of Governmental Affairs for Barbee
and Associates and I am appearing before you today on behalf
of the 160 hotel and motel properties which comprise the
Kansas Lodging Association.

The Kansas Lodging Association supports SCR-1632.

Over the past year, lodging property owners have shared with
us the many horror stories of their 1989 property tax
increases. At the KLA Annual Meeting last October, our
members most often cited 1989 property tax figures two or
three times higher than those of 1988. This is after a
majority of property owners had battled reappraisal, many by
hiring outside experts, through the appeals process and had
their property values reduced.

The Kansas Lodging Association believes the current 30-12
classification, with its several tax exemptions, passed in
1986 is unfair to service related businesses such as hotels
and motels. The combination of hotels and motels having
virtually no inventory and remaining classified at 30
percent has resulted in a tremendous shift of taxes onto the

lodging industry.

Let me give you a specific case study af a typical medium-
sized hotel. This particular hotel is located on Interstate
135 between Wichita and Salina and has 82 economy rooms. In
1988 this hotel paid $27,878.00 in property taxes. Its 1989
propery tax bill is $54,439.00. The hotels 1989 property
tax increase was a whopping $26,564.00, but at only a 95
percent tax increase, would not qualify for any of the
"circuit breaker" type relief bills which have been
introduced this session.

Under the 15 percent classification and 100 mill cap offered
by SCR-1632, the property tax on this $1,166,500 appraised
value hotel would be $17,497.50.

SENATE ASSESSMENT AND TAXATION COMMITTEE
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The Kansas Lodging Association is aware that the passage of
this legislation would require the addition of an alternate
funding source for Kansas education. The Kansas Lodging
Association most strongly favors an increase in the sales
tax devoted to educati n, however, KLA also supports both
the earnings tax (HBJ%%éﬁﬁ and the income tax (SB-469)
proposals which have b&€h introduced by the legislature.

Thank you for allowing me to testify on SCR-1632, I urge
your favorable recommendation of this proposal.

I will attempt to answer any questions you may have.



KANSAS ASouCIATION OF REALTC

Executive Offices:
3644 S. W. Burlingame Road

R® Topeka, Kansas 66611
hERcle # Telephone 913/267-3610

o3 THE SENATE TAXATION COMMITTEE

FROM: KAREN FRANCE, DIRECTOR, GOVERNMENTAL AFFAIRS
DATE: JANUARY 23, 1990

SUBJECT: SCR 1632

Thank you for this opportunity to testify. On behalf of the Kansas
Association of REALTORS®, I appear today to support the concepts which SCR 1632
puts forward. |

Of the hundreds of people we have talked to across the state, one common
theme which we heard was, that property taxes are too high because they are used
to pay for too many things.

Thé Kansas Association of REALTORS® recommends thaf the answer to the
property tax crisis which we face is not just a mere reworking of the
classifications or the assessment rates. The answer lies in putting caps on the
amount of property taxes which can be assessed against real estate and looking
for alternative means for funding local government budgets.

Since 95% of all property tax dollars are spent at the local level, we
feel the property tax burden shoﬁ]d be reduced from 1989 levels and the local
units of government should be given all avenues to finance their budgets to
replace the property tax revenue. The local units should have more options for
funding their budgets than they are now given by the state--this means sales tax,
income tax, earnings tax, or whatever form of taxation the local units deem is

appropriate and which is approved by a vote of the people.
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We believe SCR _»2 1s a start in the right direc on toward giving the
people of the state of Kansas a chance to vote for a new property tax system,
which is needed in order to stop the crises which we are now faced with.

However, we believe that, if -we are in fact advocating a cap on taxes at
a rate of 1% for homes and 1% for commercial and agricultural properties, then
it should be stated that simply in the constitution. We believe that the next
constitutional amendment which goes on the ballot will need to be as simple and
straightforward as possible.

Taxpayers are going to need to look at the amendment, understand it and
reasonably know how much their property tax will be or they will not vote for
it. Therefore, we should not bog the proposed amendment down in the mention of
mill levies and assessment rates when we put the next amendment forward. The
people feel 1ike they were misled in 1986 because they could not understand the
amendment when they read it and had to rely on other people to explain it to
them. They won't let it happen again. If we put another confusing amendment on
the ballot and it fails, the state gains nothing.

IWe also belijeve an overall cap of a 3% 1ncreasé per year should be
placed in the amendment. This would prevent local units which are not yet at
the 1 and 1%% levels, from jumping up their taxes in the first year and it would
also prevent an artificial increase in valuations in order to meet budget
deficits.

We believe that the issue of exemptions should be addressed by the
local units, when they are discuésing the alternative means for funding their
budgets. Let the local units decide their funding with the approval of the
people, instead of the state telling them what they can or cannot do.

While SCR 1632 may not be the perfect proposal, we recommend it and our
comments to you as starting points in this discussion of a new amendment. We

stand ready to assist you in developing the appropriate amendment.
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- KANSAS RESTAURANT ASSOCIATION

359 SOUTH HYDRAULIC ¢ P.O. BOX 235 ® WICHITA, KANSAS 67201 e (316) 267-8383

MY NAME IS,QEORGE PUCKETT, AND I REPRESENT THE KANSAS RESTAURANT
ASSOCIATION, A STATEWIDE GROUP OF APPROXIMATELY 950 FOODSERVICE AND
HOSPITALITY’INDUSTRY BUSINESSES. THE KANSAS RESTAURANT ASSOCIATION
SUPPORTS SCR 1632 WHICH WOULD AMEND THE KANSAS CONSTITUTION TO CHANGE
CURRENT REAL”ESTATE ASSESSMENT RATES THEREBY CREATING A MORE FAIR AND
EQUITABLE SYSTEM OF COMMERCIAL REAL ESTATE TAXATION. SMALL BUSINESS HAS
ALWAYS BEEN WILLING TO PAY ITS FAIR SHARE OF TAXES. THE FACT CANNOT BE
DENIED, HOWEVER, THAT THE CURRENT SYSTEM OF TAXATION IS NOT FAIR AND
IT IS NOT EQUITABLE; IF RESTAURANTS AND OTHER SERVICE ORIENTED SMALL
BUSINESSES ARE TO SURVIVE OR CONSIDER LOCATING IN THIS STATE, A PERMANENT
SOLUTION TO THE COMMERCIAL REAL ESTATE TAX CRISIS MUST BE FOUND
IMMEDIATELY. THE KRA CONTENDS THAT SCR1632 WOULD PROVIDE NECESSARY
TAX RELIEF TO KEEP SMALL BUSINESS ALIVE AND FLOURISHING. DURING THE 1989
SESSION, THE KRA SUPPORTED A ONE YEAR MORATORIUM ON THE CLASSIFICATION
AMENDMENT. WE WERE TOLD THAT REQUEST WAS IM?RACTICAL AND WOULD BE TOO
DIFFICULT TO IMPLEMENT. WE WERE FURTHER ASSURED THAT, IF THERE WERE
PROBLEMS, NOT TO REACT AS ALARMISTS BECAUSE THEY COULD BE QUICKLY TAKEN
CARE OF AT THE OFFSET OF THE 1990 SESSION TO MAINTAIN FAIR AND EQUALR
TAXATION. WE ARE ALSO CONCERNED WITH RECENT MEDIA STATEMENTS THAT
SOLUTIONS TO OUR TAX DILEMMA MAY BE DIFFICULT BECAUSE BOTH HOUSES WON'T
AGREE ON A SOLUTION, OR THAT THE MATTER WILL BECOME A PARTISAN ISSUE AND
DEMOCRATS AND REPUBLICANS WILL NOT AGREE ON HOW THE MATTER SHOULD BE
HANDLED, ... ONCE AGAIN, SMALL BUSiNESS IS STRUGGLING FOR ITS VERY
EXISTENCE, EVEN AFTER THE ASSURANCE THAT IF THERE WERE ANY UNEXPECTED
SURPRISES WHEN TAX STATEMENTS WERE MAILED OUT IN NOVEMBER, THEY WOULD BE
QUICKLY CORRECTED IN THE 1990 SESSION. SMALL BUSINESS IS DESPERATELY
AWAITING THAT RELIEF, BOTH ON AN IMMEDIATE AND A LONG TERM BASIS. YOUR

HELP IS URGENTLY NEEDED. THANK YOU.
SENATE ASSESSMENT AND TAXATION COMMITTEE
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CONCERNED TAX PAYERS FOR RESPONSIBLE GOVT.

Kent Roenbaugh Topeka, Kansas

Betty Duermeier Topeka, Kansas

We Concerned Tax Payers for respomnsible Govt. are in
favor and support Senator Yosts bill for a Constitutional
Amendment that would place a cap on property taxes. We feel
that there is to much of a burden on property tax payers to
support city, county, and state government. In effect, high
property taxes will force people not to purchase homes as it
is already putting small business owners out of business.

In regard to the proposed Circuit Breaker. This will only
help in the short run. We need long term relief and long term
results. The only thing that high property taxes will do is
put small business out of business and stunt any growth that
the state might have had. The State of Kansas needs to shed
its bad image of high taxes and concentrate on the growth of
business in the state. High property taxes will not generate
excess money for the state. High property taxes will however
cause a business owner in Kansas City, Kansas to relocate his
business on the Missouri side to pay lower property taxes.
This type of move by the small business owner is already being
done and will only cause the State of Kansas to lose more
revenue.

In closing, We urge each one of you to support Senator Yost
and the property tax payers of Kansas. We feel this bill is

fair and will carry long term, positive results. Thank you.
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