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Date
MINUTES OF THE _SENATE  COMMITTEE ON _ASSESSMENT AND TAXATION
The meeting was called to order by Senator Dan Thiessen at
“Chairperson
11:00 a.m./pxx on __Wednesday, February 6 1991 in room _519-8 of the Capitol.

All members were present except:

Committee staff present:

Don Hayward, Assistant Revisor

Tom Severn, Research Department

Chris Courtwright, Research Department
Marion Anzek, Secretary

Conferees appearing before the committee:

Mayor Joseph E. Steineger, Jr. - Kansas City, Kansas, Wyandotte County
Jack Brand, Attorney, Lawrence Apartment Association

Mike Reecht, State Director, Government Affairs - A.T. & T.

Mel Davis, Apartments Owner and Vice-Chairman, Wichita Housing Task Force

Chairman Thiessen called the meeting to order at 11:08 a.m. and said we will continue
with hearings on SCR1606 and SCR1611, and said we have (1) conferee that was on the
agenda for PROPONENTS from yesterday, which we will hear first, then we will hear the
OPPONENTS. The Chairman recognized Major Joseph E. Steineger Jr., Kansas City, KS.

SCR1606:A PROPOSITION to amend section 1 of article 11 of the
constitution of the state of Kansas, relating to the taxation of
property.

SCR1611:A PROPOSITION to amend section 1 of article 11 of the
constitution of the state of Kansas, relating to the taxation of
property.

Mayor Joseph E. Steineger, Jr. said he would be addressing SCR1606. He said many of
their citizens are low-incme or senior citizens living on fixed incomes and they cannot
incur even modest increases in their tax bills without severe financial stress. The
changes in classificatin have forced residential property owners to take on an increase
of over 35% in taxes between 1988 and 1989.

On December 7th, 1989 their Council adopted a resolution recognizing that
reappraisal and reclassification had resulted in an unacceptable shift in the tax burden
being imposed on the citizens of their city, and proclaimed reducing property taxes
as a priority for local government operations.

He asked the committee members to adopt a constitutional amendment that puts
inventories back on the tax roles. Mayor Steineger introduced Nancy Zielke, Finance
Director of Kansas City, Kansas. (ATTACHMENT 1)

Committee members asked Mayor Steineger, if Wyandotte had Internal Revenue Bonds (IRB's)
and if they have, in lieu of payments. Mayor Steineger said they do have IRB's, General
Motors Nancy Zielke said General Motors is "in lieu of" and they have a 15% a year
growth in payments of IRB's.

THE FOLLOWING CONFEREES ARE OPPONENTS.

Jack Brand, Attorney representing Lawrence Apartment Association. He said they strongly
oppose the portion of the proposed Constitutional Amendment that would raise the
classification % on multi-family residential real property to 15%

He said, there are many thousands of citizens who live in KS multi-family rental
properties, ranging from students to the elderly. Using a different classification
¢ for multi-family residents designates them as second class citizens paying a
disproportionate share of real property taxes because of their place of residency.
(ATTACHMENT 2, includes Appendix A, B, C, D, E & F)

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 1

2
editing or corrections. Page Of —_—




CONTINUATION SHEET

MINUTES OF THE __SENATE COMMITTEE ON __ASSESSMENT AND TAXATION

room __519-8  Statehouse, at _11:00 _ amB¥XH¥¥ on Wednesday, February 6

A Committee Member asked Mr. Brand if the people living in apartments received any
reductions as a result of reappraisal and classification. Mr. Brand said no because
the owner has an increase in taxes every year.

Mike Reecht, State Director, Government Affairs, A.T.& T. said the breakup of the Bell
System is six years past, and during that time, competition has flourished in the long
distance segment of the telecommunications market. This was the main purpose of the
breakup to foster competition in a market that for 100-odd years had been allowed
monopoly status.

He said, they believe this is not the time to put further strain on their budget.
Interexchange telecommunications companies are required to compete with private networks
for business, and if tax rates are different, then the interexchange carrier cannot
compete on a level playing field.

Mr. Reecht offered a proposed amendment to 8CR1606, and to SCR1611. (See

ATTACHMENT 3) pages 4 and 5.

Mel Davis, Apartment Owner, Wichita, XS and Vice-Chairman of the Wichita Housing Task
Force. He said he objects to the proposed legislation that re-classified multi-family
residential property of more than four units from 12% to 15%, while leaving all other
residential property at 12%, and he said, his objection was on the grounds of equity.

He said, already the renter is penalized by legislation that allows him no tax
shelter from interest or ad valorem taxes, as benefits the homeowner, and to increase
his rent through higher taxes than is paid by his home-owning neighbor is indeed cruel
and unjust.

He said, perhaps the legislature was too generous to residential housing in the
original <Constitutional Amendment. Perhaps the 125 classification rate should be
changed, but if that is the solution, he asked the legislature to retain the linkage
of identical classification rates for all residential property, be it single or multi-
family. (ATTACHMENT 4)

Chairman Thiessen said we would continue the hearings on SCR1606 and SCR1611 tomorrow,
and he adjourned the meeting at 11:48 p.m.

Page 2 of
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City of Kansas City, Kansas
Joseph E. Steineger Jr., Mayor

Executive Chamber Kansas City, Kansas 66101
One Civic Center Plaza Phone (913) 573-5010

February 6, 1991

Senator Dan Thiessen

Chairman of Senate Committee on Assessment and Taxation
State Capitol Room 519-S

Topeka, Kansas 66612

Dear Chairman Thiessen
and Members of the Senate Assessment and Taxation
Committee:

The City of Kansas City, Kansas appreciates the opportunity to
appear before you this morning in regard to Senate Concurrent
Resolution 1606. The residents of our community have felt
severe impacts from reappraisal and classification, with the
city 1losing 68.4 million dollars due to the inventory
exemptions. The impact of this removal of 14% of our county's
tax base has resulted in increased property taxes for
residential as well as commercial property owners.

You must realize that many of our citizens are low-income or
senior citizens living on fixed incomes and they cannot incur
even modest increases in their tax bills without severe

financial stress. Yet the changes in classification have
forced residential property owners to take on an increase of
over 35% in taxes between 1988 and 1989. Commercial property

owners have experienced increases anywhere from 75% to 500%.
Such increases will and have had severe negative impacts on
many businesses in Kansas City, Kansas. In a survey of our
small businesses last Fall, 40.7% of the respondents stated
that there was a dire need for some kind of modification or
lowering of property taxes.

Our citizens and businesses have cried out for relief from the
increased property taxes. On December 7th, 1989 our Council
adopted a resolution recognizing that reappraisal and
reclassification had resulted in an unacceptable shift in the
tax burden being imposed on the citizens of our city, and
proclaimed reducing property taxes as a priority for 1local
government operations.



Senator Dan Thiessen
February 6, 1991
Page Two

I come before you today asking that you adopt a constitutional
amendment that puts inventories back on the tax roles and give
the citizens of my community and of the state the relief they
so desperately need. Without the inclusion of inventories
general property taxes are levied against too small of a tax
base, thus enhancing some of the tax shifts created by
reclassification and resulting in real property taking too much
of the tax burden and making the average citizen and small
businessman pay more than their share.

Respectfully submitted,

oseph E. Stieneger, Jr.

Mayor

c: Kansas City, Kansas City Councilmembers



My name is Jack Brand and I am appearing on behalf of the
Lawrence Apartment Association. We strongly oppose that portion of
the proposed Constitutional Amendment that would raise the
classification percentage on multi-family residential real property
to 15%.

The proposed change for multi-family residential is premised on
four false conclusions.

The first is that classification has brought about lower
apartment real p%operty taxes. The Fisher report, while noting that
collecting data proved "unusually difficult" concluded that taxes on
apartments in Johnson and Sedgwick Counties had declined
substantially. On April 30, 1990, the Douglas County Assessor's
office suggested that many appraisals of apartment complexes in the
five largest counties were too low because of "clerical errors™
resulting from computer software problems and the lack of adequate
information. He suggested that correction of these errors would
raise Douglas County apartment appraisals by 54%. A copy of this
report is marked Appendix A. Thus, the Fisher conclusion may well
be based on clerical and computer errors.

Second, the proposed change is premised on the false conclusion
that 1988 taxes on apartments must have beén about right. Appendix
B shows the percent nationally that real estate taxes, on the
average, bear to gross possible total income. That figure is 7.8%,
for 1988. Nationally, real estate taxes comprise 17.2% of total
expenses. Appendix C shows these figures for Topeka, Kansas. The
figure is 12.8% in Topeka. In Topeka apartment real estate taxes
comprise 25.9% of total expenses; compared to the national average
of 17.2%. Appendix D shows the rankings of American cities based on
the percent of real estate taxes to gross possible total income.
out of 116 American cities shown by the Institute of Real Estate
Management in 1988, Topeka had the twelfth highest apartment real
estate taxes. Only in the states of Minnesota, Wisconsin, Michigan,
Iowa, Oregon, New York and New Hampshire were apartment real
property taxes higher. These conclusions are clearly supported by
the Fisher report which found, wherever it looked, that in 1988 in
Kansas, multi-family was assessed higher, and in many places
appreciably higher, than single family. Thus, in 1989, apartment

taxes may have gone down because the 1988 taxes were too high. The



~object of reappraisal was fairer appraisals. There is ample
evidence that the 1988 appraisals on apartments were too high.
Raising multi-family's classification figure says lets get back to
1988 figures, even if they were wrong.

The third false conclusion is that apartment owners in the long
run pay real estate taxes and apartment renters do not pay such
taxes. Nothing could be farther from the truth. The expenses in
operating multi-family housing directly determine the rents that are
charged for such housing. Real estate taxes are a significant part
of these expenses--in Kansas more than elsewhere. EXxpenses
determine rents. I have attached as Appendix E a trend analysis

from the 1988 Manual of the Institute of Real Estate Management. It

shows the relationship between rents and expenses in the United
States from 1973 to 1987. As you can see from the chart when
expenses go up then rents go up. When expenses go down, rents go
down. Small expense increases dictated small rent increases. Largde
expense increases dictated large rent increases. Ask someone in the
apartment industfy if expenses determine rents. And if you don't
accept their word, study this chart.

Finally, implicit in all of this is the premise that by raising
apartments there will be money to lower the rate on commercial
property. Apartments account for only 0.61% of Kansas' assessed
valuation. Raising the multi-family number would be only window
dressing.

Classification was studied by and recommended to the
legislature by the Kansas Tax Review Committee in June of 1984.

This committee held some six hearings statewide. They thoroughly
considered the matter. They recommended that apartments and single
family be taxed under the same classification. They rejected the
concept that there should be two classes of residency in Kansas and
that residents of apartments should bear a proportionately heavier
real estate tax burden.

There are many thousands of citizens who live in Kansas multi-
family rental properties. They range from young students to the
elderly. Using a different classification percentage for multi-
family residents designates them as second class citizens paying a
disproportionate share of real property taxes because of their place
of residency. Tenants in Kansas should not be second class

citizens. All Kansans should be treated and taxed alike.



Appendix A

REPORT ON

THE VALUATION OF

LARGE SCALE

MULTI —FAMILY RESIDENTIAL PROPERTY

FOR THE

1989 TAX YEAR

PREPARED BY

DONALD GORDON CKA
DOUGLAS COUNTY APPRATSER



O VERVIEW

This paper addresses the methodology used in the generation of
Market Value! estimates for the 1988 tax year. It will show not
only the problems caused by the software used for the valuation
run, but the problems caused by the information provided to the
office of the appraiser for valuation purposes. The conclusion
will show why the Market Value estimate for 1989 should be adjusted
to insure an equity in the appraisal of real property in Douglas
County.

Computer Software problems:

As part of the Statewide reappraisal, Douglas County contracted
with Cole Layer Trumble (CLT) to purchase a package of computer
programs to aid the Appraiser 1in the mass appraisal of real
property in Douglas County as required by State Statute. As part
of the package, a set of programs were included to calculate the
Income Approach to valuel The counties which did not already have
an in house data processing system were provided help in the
purchase of an IBM System 36 processor and the version of the mass

appraisal software by CLT. The state also has a System 36 and is
able to test the programs and advise the smaller counties of
problems. The five largest counties in Kansas, which had an
existing computer system, were sold custom versions of the
programs. This was a major problem since errors were not reported

to each of the major counties when discovered by the State and the
programs themselves are different between the small system 36 and
the larger IBM 4381 such as in Douglas County. It is this lack of
communication, along with insufficient operating documentation,
that led to the errors that caused many large scale multi-family
apartments to be inaccurately valued. The problems in the
programming, distribution of software fixes and lack of reports on
errors have plagued all five of the large counties. Listed below
are the findings after a review of the software programs, hearing
files, and other documentation on the appraisal of multi-family

properties.

1) The age of the complex was not being taken into account in
calculating the expenses. This resulted in an inaccurate valuation
of all apartments using the income approach. It only stands to
reason that as a project ages its operating expense increasesd.
Because of an error in the set up of the program, apartment age was
not considered. This was often pointed out by owners and tax reps
during the informal hearings in the spring of 1989. Because the
cause of this problem was not known during the informal hearings,
adjustments were made to many apartments using manual methods.

Report on the Appraisal of

Multi-family Property page 2 of



Some owners who pointed out this error in the expense calculation
received benefit of the adjustment. This problem was fixed last

month by CLT.

2) Calculation of the total number of rental units in a complex.
The original design of the software program did not match the
instructions provided in the training program or manuals. The
original software program was designed to obtain the total number
of apartments from the first data collection card. In the courses
taught by the Department of Revenue, Property Valuation Division,
it was explained that each card should reflect only the units
described on that card, that the software program would total these
up. This was fixed last month after calling CLT. Because of the
confusion, some parcels, which could have been valued using the
income approach were valued only using a cost value since income
was far below a reasonable estimate.

3) A problem was discovered concerning the entry of data on
efficiency units? into the system. Because the system was set by
CLT not to allow an entry of a "0" bedroom unit, all efficiency
units were entered as 1 bedroom units by the input staff. This was
done without approval of supervisors. One can only surmise the
input operator did this to keep up production. This caused the
projected income to be higher than actual. In some cases the
reviewing apr iser was forced to use cost value since the income
value was out of a reasonable range. Once again only someone
appealing the value would get the relief of a manual adjustment.

Problems with information submitted by owners:

1) Some owners and management companies submitted information on
income and expenses. Mastercraft, Meadowbrook and other properties
owned or managed by them refused to give any information on rents,
unit counts, or expenses. Apartment owners associations advised
their members not to provide any income oOr expense infermation.
Other owners submitted information which was not representative of
the true operation of the property. This caused errors in the
preliminary valuation run and forced some estimation to be made
with no basis in fact. Through the hearing process and throughout
the -summer of 89, additional data has been obtained and analyzed.

Conclusion:

Attachment 1 lists the major apartment complexes in Douglas County.,
The Market Value used for the generation of the 1989 tax billing.
the corrected 1989 market value, and the % change in value after
corrections were made. I+ is the Appraisers opinion that the
values listed under the heading "CORRECTED 1989 VALUE" should be

implemented for the 1989 tax year. :

Report on the Appraisal of
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owners of the affected parcels should be sent an adjusted tax bill.
It is the opinion of the county counselor that this 1s possible
under KSA 79-1701(a) and KSA 79-1701(h). The office of the
Appraiser has taken steps to insure that an open line of
communication is maintained between other Counties, the State, and
CLT regarding errors or changes in the software. Progress is being
made towards getting the cooperation of the owners in submission of
income and expense information needed for the annual valuation run.

END NOTES:
1. Property Assessment valuation; International Association of
Assessing Officers. nMarket Value is the most probable price

expressed in terms of money that a property would bring in terms of
money that a property would bring if exposed for sale in the open
market in an arm's-length transaction between a willing seller and
a wiliing buyer, both of whom are knowledgeable concerning all uses
to which it is capable of being used."”

2. Real Estate Investment/ Stephen A. Pyhrr: John Wiley & Sons,
1988. " A method by which the present value of a future income
dollars.” It is based on

stream may be expressed in present day
using existing operations and management of many similar projects
to project the operation and hence the income stream property of

the property under study.

3. Efficiency units are defined as a living unit in which the
sleeping area is not in a separate room. It may have a half wall
separating the sleeping area from the living/kitchen area. Often
they will rent for $75 to $100 less than a one bedroom apartment in

the same complex.

Report on the Appraisal of
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“'Douglas County Apartments

Appraised Value and Corrections

Project No.

1989

2,
1,

1,
1,

Market

Used For Taxes

659,300
319,100
308,900
195,100

85,900
290,300
622,600
138,700
126,700
212,500
585,500
802,700
168,800

63,000
172,000
123,700
323,100
190,000
724,700
915,100
968,700
262,900
268,000
434,300
727,500
662,700
332,100
274,200
271,300

67,900
739,300

76,480
116,600
192,900
127,500

80,100

88,700
285,800
127,500
172,700
142,500
125,000
113,800
155,800
404,900
443,700
250,000

85,300
113,200

Corrected
1889 Vvalue

817,700
407,500
599,100
375,400
111,600

1,875,600
1,338,700

233,100
229,500
289,600

2,475,000
3,321,300

420,000

95,500
199,400
144,800
400,000
150,100

1,446,700
2,291,600
1,452,100

745,700
435,000
756,900

1,928,900

808,500
409,600
338,200
315,300

78,200
517,900

96,300
129,200
270,100
101,600
101,800
116,500
204,400
176,800
151,500
161,100
174,900
101,200
177,500

1,072,500

491,800
279,500

74,400
160,900

Percent
Change

165%

23%
16%
15%
-30%
26%
11%
40%
-20%
27%
31%
-28%
39%
-12%
13%
40%
-11%
14%
165%
11%
12%
-13%
42%



Totals

291,900
568,800
684,500
656,100
138,700
60,200
120, 300

3,061,700

977,800
162,000
103,400
236,600
244,600
125,400
811,300
212,000

67,153

66,938
269,000
202,500
321,200

1,693,900

135,400

46,500
107,400
138,700
138,700
212,000

233,400

1,110,800
1,062,400

486,100
233,100

79,700
159,300

7,101,000
1,424,300

212,100
116,800
362,100
344,900
183,200

1,122,400

634,100
276,000
276,000
381,700
341,200

546,300
2,052,200

122,100

55,300
160,600
233,100
233,100
634,100

-20%
95%
55%

-26%
68%
32%
32%

132%
46%
31%
13%
53%
41%
46%
38%

199%

311%

312%
42%
68%
70%
21%

-10%
19%

—

-0 ~4



INSTITUTE OF REAL ESTATE MANAGEMENT
1988 FIGURES

GARDEN TYPE BUILDINGS MEDIAP}WNCOME AND OPERATING COSTS SELECTED REGIONS
UNFURNISHED ’ U.S.A. AND CANADA
TOTAL U.S.A. CANADA
3,016 BUILDIHGS 531,752 APARTHMENTS 79 BUILDINGS 12,564 APARTHENTS
438,530,508 RENTABLE SQUARE FEET 11,060,041 RENTABLE SQUARE FEET
BLDGS. ~-~---- %X 0F GPTl--—=-~ ~ewv$/SQ,fT7,~=== BLDGS. ~--==~ L QF GPTl-=--—= ~-=-~$/SQ.FT.--~-
INCOME HED LOW RIGH MED Low HIGH MED LOW HIGH MED LOW HIGH
RENTS—~APARTHMENTS (3014) 97.5X 96.3% 98.5% S5.59 &4.71 6.63 C 19 97.7% 96.1% 98.6X 6.02 5.49 6.94
RENTS-GARAGE/PARKING « 335) 1.4 .4 2.4 .08 .04 .16 O 28) 2.1 .5 4.5 .15 .04 .30
RENTS-STORES/OFFICES ¢ 30 1.1 .6 2.1 .07 .04 12 1D} 1.4 .09
GROSS.POSSIBLE REHNTS (3013) 97.7% 96.6% 98.6% 5.60 4.7V &.87 € 19 98.3% 97.4% 99.1% 6.02 S5.49 7.08
VACANCIES/RENT LOSS (3015) 9.1 5.0 14.7 LS54 .29 .87 €19 5.4 -9 13.4 .37 .07 .14
TOTAL RENTS COLLECTED | (3014) 88.1 81.9 92.7 4.91 4,08 5.96 C( 19) 92.2 83.8 97.9 5.60 4.76 6.67
OTHER INCOME (2804) 2.5 1.6 3.6 .14 .09 21 C 1D 1.8 1.1 2.7 .1 .07 .18
GROSS POSSIBLE INCOME | (301S) 100.0% 100.0% 100.0% 5.77 4.85 6.89 ( 79) 100.0% 100.0% 100.0%x 6.17 5.70 7.2¢6
TOTAL COLLECTIONS (3014) 90.9 85.3 95.0 5.08 4.23 6.17 C 19) 94.6 86.4 99.1 5.72 4.86 6.74
EXPENSES
MANAGEHENT FEE (2900) 4.5 3.9 4.9 .26 .21 .32 1Y Lok 3.8 4.7 .27 .23 .31
OTHER ADMINISTRTVE.*+ | (2931) 5.6 3.9 9.4 .39 .23 .55 (1D 5.4 2.3 7.5 .35 .12 .51
SUBTOTAL ADMINIST. (3005) 11.1% 8.2 13.9X% .45 .48 .82 (19 8.6% S.6%  11.5% .53 .35 .69
SUPPLIES (2707) .6 .2 .8 .02 .01 .05 ¢ 10} .3 .2 .5 .02 .01 .03
A HEATING FUEL-CA ONLYw | (1364) .7 .3 1.4 .04 .02 .08 ( 2% .7 .6 1.2 .04 .02 .07
o) CA & APTS.* | ( &37) 3.9 2.9 5.6 .26 .17 37 2) 3.6 2.5 6.1 .30 .18 .36
d ELECTRICITY~~CA onLy* | (2635) 1.8 1.2 2.5 .10 .07 L6 059 1.6 .8 2.1 .09 .05 .13
CA & APTS. .« | ( 331) 2.6 1.5 5.9 .13 .08 400 C9) 1.8 1.3 5.4 .11 .08 W43
WATER/SEWER--CA ONLY=~ | ( 136) 1.0 .5 2.0 .06 .02 L1300 .4 .3 .6 .03 .01 .04
‘ CA & APTS.* | (2840) 2.8 1.9 4.0 T .12 23 0 69 2.9 1.7 Lob A7 i .27
GAS-—m—====m- CA ONLY* | (1015) .5 .2 1.3 .03 .01 10t 21) -6 .5 2.1 .05 .03 L4
CA & APTS.* | ( 781) 1.4 .9 2.3 .10 .06 .15 15) 1.9 .9 2.3 .12 .05 .15
BUILDING SERVICES (2533) 1.1 T 1.7 .04 .04 .10 0 49) 1.4 .8 1.9 .08 .05 .12
OTHER OPERATING (1288) .6 .2 1.8 .04 .01 .10 O35 .5 A 1.3 .03 .00 .09
SUBTOTAL OPERATING (3015) 9.0% 6.6% 11.9% .51 .38 .70 O 78) 8.6% 5.6  11.5X% .54 .29 a7
SECURLITY#** (1225) Wb .2 .7 .02 .01 .06 22) .3 .2 .5 .02 .01 .04
GROUNDS MAINTENAHCE*x | (2919) 2.1 1.4 3.0 12 .08 .18 768) 1.8 1.2 2.5 11 .a7 .15
MAINTENANCE-REPAIRS (2986) 3.4 1.8 5.7 .19 .10 .32 0 718) 4.7 3 7.5 .28 .21 W45
PAINTING/DECORATIHNG** | (2942)0__ 2.2 1.3 3.5 .13 .08 21 C18) 1.9 1.3 2.7 .12 .08 .19
SUBTOTAL MAINTENANCE (3015) 8.4% 6.0% 11.6% .49 .35 .68 (19 8.7x 7.2 12.0% .53 L4 L7
REAL ESTATE TAXES (3002) §j 7.8 5.7 10.1 .45 W31 61 T 8.8 5.8 1.7 .55 .36 .86
OTHER TAX/FEE/PERMIT (1639) .1 .4 .01 .00 .02 (40D .2 .1 .6 .01 .00 .04
INSURANCE (3000) 2.4 1.7 3.2 .13 .10 L9 1D 1.4 .8 2.7 .09 .06 .16
SUBTOTAL TAX-INSURNCE | (3011) 10.6X% 8.4% 13.3% .61 W47 .78 € 19) 11.4% 8.3 16.1% A .55 1.03
RECREATNL/AMENITIES*= | (1750) A , -2 .8 .02 .01 05 ¢ 4B .9 b 1.6 .07 .02 .09
GTHER PAYROLL*« (2375) 4.9 3.1 6.9 .28 .18 .39 € &1 3.6 2.1 6.1 .22 .14 .36
TOTAL ALL EXPENSES (3013) 45.2% 39.1% S2.1% 2.62 2.19 3.13 ( 79) 43.3% 37.9% S0.3% 2.73 2.33 3.32
NET OPERATING INCOHE (3015) 44 1% 35.2% 52.4%X 2.47 1,77 3.34 ( 79) 67.4% 39.9% 55.8%X 2.89 2.29 3.74
PAYROLL RECAP*~ (2667) 9.2 6.9 11.5 .53 W41 67 69) 7.1 4.5 10.5 .45 .29 .62
‘\; FOOTNOTE: For a description of Utility Expense (*) and Payroll Cost {**) reporting, and an explanation of Iha report layouts and method of data analysis, refer to the sections entilied Guidelines
% for the Usa of this Data and Interpretation of a Page of Dara. For definitions of the income and expense categories, refer to he Appendix. Copyright © 1988, Institute of Real Estate Management.
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1988 FIGURES

INSTITUTE OF REAL ESTATE MANAGEMENT

»
L e WRRTSRSRIRR R
GARDEN TYPE BUILDINGS MEDIAN INCOME AND OPERATING COSTS SELECTED METROPOUTAN AREAS
UNFURNISHED U.S.A.
TAMPA~ST PETER., FL TOPEKA, KS TRENTON, NJ
47 BUILDINGS 9,630 APARTHMENTS 10 8LGS. 1,119 APTS. 5 BLGS. 1,398 APTS.
7,478,516 RENTABLE SQUARE FEET 918,221 SQ.FT. 1,029,797 Sa.FT.
8LOGS, ~===~- I OF GPTl-w-==- = §/SAFT, === 8LDGS. X GPTI .$/SQFT BLDGS. X GPTI S$/SQFT
INCOME MED LOW HIGH MED LOVW HIGH MED MED MED MED
RENTS~APARTMENTS ( 46) 96.1% 95.5% 97.2% S5.63 4.77 7.25 ¢ 10) 96.6% 4.84 ( 5) 99.3% 7.01
RENTS~GARAGE/PARKING ( ) ( 4) .7 .04 ¢ )
RENTS-STORES/OQOFFICES ( ) ( ) ( 1) .7 .08
GROSS POSSIBLE RENTS ( 46) 96.1% 95.5% 97.2% S5.60 4,77 6.83 ( 10) 96.6% 4 .87 ( 5) 100.0% 7.01
VACANCIES/RENT LOSS ( 46) 8.8 6.8 12.2 .55 .31 .84 ¢ 10) 11.3 .60 ¢ 5) 3.8 .23
TOTAL RENTS COLLECTED | ( 46) 87.4 83.6 90.7 4.98 4,16 6.51 (1) 85.4 L.74 ¢ 5) 96.1 6.17
OTHER INCOME ( 46) 3.9 2.8 4.5 .23 .15 .31 ¢ 10) 3.6 16 ( 2) 1.7 .12
GROSS POSSIBLE INCOME | ( 66) 100.0% 100,0% 100.0% S5.9& &.99 7.33 ( 10) 100.0% 4L.9%3 ( S) 100.0X 7.13
TOTAL COLLECTIONS ( 46) 91.4 88.0 93.2 5.28 4.43 6.66 « 10) 88.9 4.79 ( 5) 96.2 6.29
EXPENSES
MANAGEMENT FEE ( 46) 4.6 4.4 4.8 .31 .23 .36 ¢t 10) [AA .23 ( 5) 4.9 .35
OTHER ADMINISTRTVE.** | (46} 6.6 5.6 8.0 42 .30 .58 (10 7.8 .38 ( 3) 5.6 .35
SUBTOTAL ADMINIST. ( 46) 11.3%  10.2X  13.7% .72 .56 .96 « 10) 12.6% .58 ( 5) 8.8% .70
SUPPLIES ( 44) .3 .2 .S .02 .01 .03 ( 9) ) .01 ( 4) 1.1 .04
- HEATING FUEL-CA ONLY* ( 1) .3 .2 .5 .01 ( 6) 7 .03 ( 1) 3.3 .24
~ CA & APTS.* J ( } .18 ( 1 .2 .01 ( 2) 9.2 .56
W ELECTRICITY~--CA ORLY* | ( 41) 2.2 1.8 2.4 .13 .10 .16 ( §) 2.5 11 ( 5) 1.8 .13
CA & APTS.» 1 (&) 2.7 12 « 2.7 s ¢ )
WATER/SEWER=--CA ONLY* | ( 3 .3 .03 ( ) ¢ 1 [ | .29
CA & APTS.*+ | C 43) 3.4 2.5 4.2 .22 .18 .27 ¢ 10) 2.4 12 ¢ 4) 5.5 .38
GAS==mwmmmm—— CA ONLY* | C 32) .4 .2 .h .02 .01 .03 ( 2) 2.5 YA ( 1) 2.5 .18
CA & APTS.* | ( 5) .3 .02 ( 1 2.0 . .10 ( 1) 1.6 .10
BUILDING SERVICES ( 24) 1.9 1.3 2.5 .10 .Q7 .13 « 10) 1.3 .05 ( 3) 2.0 .18
OTHER OPERATING « 25) 3.4 2.5 3.8 .23 .14 .28 ( 6) 1.0 .06 ( 1) 2.5 .22
SUBTOTAL OQPERATING ¢ 46) 9.0% 7.7%  10.7% .50 .45 .69 ( 10) 9.8% A7 ( 5} 11.82% 1.18
SECURITY#*+ « 29 .6 .4 .9 .04 .03 .05 (  2) .2 o1 ¢ )
GROUNDS MAINTENANCE=« | (  45) 3.1 2.1 3.4 .19 .16 .25 ( 10) 1.4 .07 ( 4) 2.6 <14
HAINTENANCE-REPAILRS ( 46) 2.5 1.8 3.5 A7 .10 .23 « 10 4.3 21 ¢ 5) 11.2 .92
PAINTING/DECORATING#* | ( 44) .0 1.2 2.4 .13 .08 15 ¢ 10 2.0 .10 .« 5) 1.4 A7
SUBTOTAL MAINTENANCE ( 44) 8.3% 6.1% 3.6% .50 .37 .63 ¢ 10 7.7% .39 ( 5) 16.6% 1.15
REAL ESTATE TAXES ( 46) 10.6 8.7 11.0 .60 47 L7 ¢ 10 12.8 65 ¢ 5) 11.5 .79
OTHER TAX/FEE/PERMIT « 37N .2 .2 .3 .02 .01 .02 { §) N 01 ( 3) .5 .03
INSURANCE  46) 3.3 1.9 3.9 .18 .12 .24 « 10 2.1 T ¢ 4) 3.7 A5
SUBTOTAL TAX-INSURNCE ¢ 46) 13.4% 11.4%  15.1X .82 .58 1.02 ¢ 10) 14.2% 76 ¢ 5) 15.7% 1.03
RECREATNL/AMENITIES*+ J( 12) .4 B .5 .02 .02 .04 ( 8) h .02 ( 3) .6 .05
OTHER PAYROLL** ( 41) 4,7 4.1 6.3 .32 .25 .35 ¢ 10) 5.3 .27 4) 5.6 AT
TOTAL ALL EXPENSES ( 48) 47.8% 44.8% 51.3% 2.77 2.37 3.50 « 10) 49.5% 2.48 5) 58.5% 3.89
NET OPERATING INCOME ( 46) 42.2% 37.%% 47.1x 2.58 1.72 .22 « 10) 40.5% 2.35 5) 38.2% 2.46
PAYROLL RECAPw» C 44) 9.5 8.6 11.6 .62 .52 .48 ¢ 10 8.6 YA 3) 7.1 .56

FOOTNOTE: For a description of Utllity Expansa (*) and Payroll Cost (**) reporiing, and an explanalion of the reporn layouls and method of data analysis, reler to tha sections entitled Guidelings
for the Use of this Data and Interpratation of a Page of Data. For definitions of the incoma and expensa categories, reler 1o the Appendix. Copyright © 1988, Inslitute ol Real Estate Management,
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AMERICAN CITIES COMPARISON OF

REAL ESTATE TAXES ON APARTMENTS

City

Abilene, TX
Akron, OH
Albany-Troy, NY
Albuquerque, NM
Allentown-Beth, PA
Ashville, NC
Atlanta, GA
Augusta, GA
Austin, TX
Baltimore, MD
Birmingham, AL
Boston, MA
Buffalo, NY
Cedar Rapids, IA
Charleston, SC
Charleston, WV
Chattanooga, TN
Chicago, IL
Charlotte, NC
Cincinnati, OH
Cleveland, OH
Colorado Springs, CO
Columbia, SC
Columbus, OH
Dallas, TX
Dayton, OH
Daytona Beach, FL
Denver, CO

Des Moines, IA
Detroit, MI

El Paso, TX
Eugene, OR
Evansville, IN
Fayetteville, NC
Flint, MI

Ft. Worth, TX
Fresno, CA
Gainesville, FL
Gary-Hammond, IN
Grand Rapids, MI
Greensboro-H Pt, NC
Greenville, SC
Green Bay, WI
Hamilton, OH
Harrisburg, PA
Hartford, CT
Houston, TX
Huntsville, AL
Indianapolis, IN
Jackson, MS
Jacksonville, FL
Kalamazoo, MI
Kansas City, MO
Knoxville, TN
Lancaster, PA
Lansing, MI

Las Vegas, NV
Lexington, KY
Little Rock, AR
Los Angeles, CA
Louisville, KY
Lincoln, NE
Macon, GA
Madison, WI

Real Estate Taxes

as a Percent of
Gross Possible
Taxable Income (GPTI)

iT

APPENDIX D

Rank based on Real

Est. Taxes as
a percent of

GPTI
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46
29
15
100
54
72
82
113
41
70
109
54
14

68
64
19
29
81
88
72
72
87
82
52
93
32
57

26
54

21
41
36
46
72
36
41
33
89
70
16
114
76
61
48
91
64
18
40
26
52
25
57
11
101
101
101
107
96
19
82



Rank based on
Est. Taxes as
a percent of

Real Estate Taxes
as a Percent of
Gross Possible

City Taxable Income (GPTI)  GPTI
Manchester, NH 13.9 9
Memphis, TN 7.1 78
Miami, FL 10.5 29
Milwaukee, WI 14.9 15
Minneapolis-S P1, MN 16.7 4
Mobile, AL 5.3 98
Montgomery, AL 4.2 112
Nashville, TN 6.9 80
New Orleans, LA 5.4 96
Newark, NJ 10.9 23
Newport News, VA 5.5 93
Norfolk, VA 5.7 91
Oakland, CA 7.2 76
Odessa-Midland, TX 10.1 32
Oklahoma City, OK 4.6 107
Omaha, NE 10.4 31
Orange County, CA 3.4 115
Orlando, FL 8.7 50
Oxnard-Ventura, CA 6.6 82
Peoria, IL 10.9 23
Philadelphia, PA 8.0 61
Phoenix, AZ 8.0 61
Pittsburgh, PA 9.4 45
Portland, OR 14.8 6
Providence, RI 10.0 36
Raleigh-Durham, NC 6.5 86
Reno, NV 4.3 111
Richmond, VA 5.8 89
Roanoke, VA 6.7 82
Rochester, NY 14.5 7
Sacramento, CA 7.7 66
St. Cloud, MN 17.9 2
St. Louis, MO 9.6 41
Salt Lake City, UT 5.7 91
San Antonio, TX 8.9 49
Saginaw, MI 9.9 \ 38
San Bernardino, CA 8.1 60
San Diego, CA 5.3 98
San Francisco, CA 4.6 105
San Jose, CA 3.4 116
Santa Barbara, CA 4.4 110
Seattle, WA 7.7 66
Savannah, GA 8.6 51
Sioux City, IA 12.6 13
S. Berd/Ft. Wayne, IN 7.5 68
State College, PA 5.5 93
Stockton, GA 7.2 76
Tacoma, WA 8.3 56
Tampa-St. Peter, FL 10.6 26
Topeka, KS 12.8 12
Trenton, NJ 11.5 17
Tucson, AZ 9.9 38
Tulsa, OK 4.8 104
Washington, DC 4.6 104
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- TRF™'D ANALYSIS

Historical Overview of Operating Experlence

The four tables on this page provide a bricl overview of the

variations in operating expericnce over the past filteen years.

The data are grouped by building type for all unfurnished
buildings in the U.S. sample.
Five columns of data appear for cach building type (left to

right): Gross Possible Apartment Rents (Rents); Gross

nNeadl Listale tallddgeliellt

APPENDIX E

Possible Total Income (GPTI); Total Actual Collections

(TAC); Total All Expenscs (T, AE); and Net Opcrating

Income (NOI).

All figures arc reported in Dollars per Squarc Foot of
Rentable Arca. All figures from 1973 to 1976 are averages.

All ligurces from 1977 to 1987 arc medians.

Table 17: ELEVATOR BUILDINGS

Table 19: LOW-RISE 25+ UNITS

Year Rents GPTI TAC TAE NOI Year Rents GPTI TAC TAE NOI
1973 3.66 3.97 3.85 2.04 1.81 1973 2.41 - 2.48 2.34 1.16 1.18
1974 3.30 3.57 3.42 1.89 1.53 1974 254 2.63 2.48 1.26 1.23
1975 3.55 3.80 3.64 2.03 1.62 1975 2.71 2.80 2.61 1.39 1.22
1976 3.75 4.04 3.87 2.15 1.59 1976 2.85 2.94 2.78 1.45 1.33
1977 3.63 3.85 3:71 2.14 1.53 1977 3.18 3.29 3.09 1.61 1.51
1978 3.94 4.13 4.04 224 1.69 1978 3.30 3.41 3.24 1.64 1.57
1979 4.20 4.49 4.32 2.34 1.96 1979 3.72 3.83 3.58 1.75 1.79
1880 458 4.82 4.65 2.53 1.99 1980 4.02 412 3.88 1.95 1.93
1981 5.31 559 537 2.89 2.48 1981 452 4.65 4.45 2.13 2.19
1982 6.04 6.29 6.12 3.10 2.96 1982 496 510 4.83 2.32 2.37
1983 6.68 7.02 6.73 3.31 3.31 1983 5.25 5.43 5.05 2.40 2.64
1984 7.24 7.64 7.40 353—> 3.74 1984 5.73 5.94 '5.57 2.62 2.93
1985 6.91 7.26 6.75 3.55—> 333 1985 5.80 J/ 6.11 - 5.55 2.68 2.85
1986 7.27 757 7.10 3.58 3.48 1986 5.82 6.00 5.48 2.73 2.79
1987 7.51 7.80 7.36 3.95 3.41 1987 5.93 5.96 5.46 2.72 2.73
Table 18: LOW-RISE, 12-24 UNITS Table 20: GARDEN TYPE BUILDINGS

Year Rents GPTI TAC TAE NOI Year Rants GPTI TAC TAE NOI
1973 2.32 2.38 2.27 1.18 1.09 1973 2.31 2.38 2.23 1.10 1.13
1974 #2.38 2.45 2.33 1.18 1.14 1974 2.49 2.58 2.38 1.22 1.16
1975 2.50 2.58 2.47 1.26 1.21 1975 2.65 2.73 252 1.31 1.21
1976 2.63 2.69 257 1.36 1.21 1976 2.78 2.87 2.67 1.40 1.27
1977 3.09 3.17 3.03 1.54 1.42 1977 2.96 3.04 2.86 1.47 1.41
1978 3.32 3.37 3.28 1.61 1.59 1978 3.14 3.23 3.04 i.51 1.52
1979 3.62 3.73 3.52 1.74 1.73 1979 3.42 3.54 3.32 1.62 1.66
1980 3.96 4.03 3.84 1.86 1.90 1980 3.74 3.86 3.60 1.73 1.81
1981 4.43 4.48 4.24 2.06 2.18 1981 4.12 4.24 4.00 1.93 2.00
1982 4.86 4.94 4.68 2.26 2.34 1982 4.53 467 437 2.07 2.24
1983 522 5.33 5.03 2.31 2.70 1983 4.79 494 4.58 2.18 2.33
1984 5.53 5.62 5.37 2.36 2.84 1984 5.06 5.21 4.80 2.31 2.44
1985 5.73 5.86 5.60 252 2.94 1985 5.26 5.43 4,91 2.45 2.44
1985 6.04 6.21 5.64 2.72 2.98 1986 5.44 5.61 5.03 2.51 2.48
1987 6.21 6.21 5.95 2.77 3.16 1987 5.59 577 5.08 2.62 2.47
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Developers
Of Apartments
Face Adversity

By Jint CARLTON
Staff Repartrerof ThN WALLSTARAT JOURNAL

PHOENIX, Ariz.-C. Preston Bulcher,
presicant of Lincoln Propecty West, & ma-
lor apartment developer, appraises the in-
dusity in the wake of Congress's Tax Re-
form Act of 1956 and declares “our indus:
1ry has just been shut dowt. It'sazcloseto
7610 28 you ¢an get.”

Mr. Buteher's bleak assessment came
at the annual conferance of the Natlonal
Muitl Houstag Council, a trade group of
aparvment bwiders and owners. The con
tarance 100k place here last week, It was
rot an upbeat affatr, The Natienal Apart:
ment Assaclation, another Industry gToup.
estimastes that 1990 starts on multifamily
units stood at 220,000, down (rem the 19508

aak of 669,000, reached In 1985, The NAA
arecast an addltional 147 drep this year
t0 250.000 starte. a depressed level that
tuilders Beliove will continue for the next
three years. They may be too optimistic =
October starts dropped to an anpual rate of
177.000, the lowest level since data gather-
Ing started 31 years ago. Mareover, & No-
vember recovery in the figures is conslds

ered an aberration,
Industry offictals eel thelr business has

been been hamiered by Congress, which

Apartment Slump  Fadl
Numbar of multi-famfly heusing starts. I {housands
700 PPN . - kI

g 'J)"A ‘ :: :
T R R L i R L
“£3mate 3nd prejeeticn by L Katlanal Agarmmenl Assoq,

Searcw 0.3, Cammarce Dapl. i

flrst fostered 3 huge construction glut by
offering Investors toX breaks in 1982, then
{nittated 2 bust by eliminating the breaks
roetroacively in 1986. Investing in apart
ments has erashed, but the giut still per-
sists, depressing rents in many parts of the
country. To compound the prevlem, growth
in household formatlons is shrinking, ree
is generating layoffs amdng |
renters nationwide, and banks are now eut- |,
ting down on apartment lending for either
now unys or refinancing of exising proj-
ects. That tightentng of credt {s made
gyen more acute because many ownerss

dlmmman Cleomyvane A POIARNARS

cession

wnmd Ve wm

’

he " )
+ i M

ects, That tightenlag of credlt s made |

gven more acute because man T
need to reflnance flve-year (o scyveog;}gif
mortgage loans, and can't mest the banks'
demands for 30% to 40% equity t¢ back re-
financed loans.

“Right now, I thiak, is the darkest hour !

In [multfamily] real estate that 1 have
seen i my e, said Thomas W, Lewis,
Southwest regional partner of Trammell
Crow Residential, an Atlanta-dased devel-
oper locsely affillated with Dallas-based
Trammel Crow Co.

Boon for Renters

Of course, the giut and other trénds are
& short-term boon for renters. In some of
the rnost depressed markets, such as Phoe-
nlx and Denver, reats have dropped as
much 4s 15%. In many other national mar-
kets, said Daborah L. Brett. senfor viee
president of the Real Estale Research
Corp. ln Chicago, rent inergéases have
slowed 10 about 4% annually from the 6%
to 7% Increases landlords were ensoying i1
the mid-1980s. Generally speaking, indus
try officials sald, lardiords need at least

.670 ;pu.bxﬁﬂx \SYSQHMJ 1G2s VHAY VT TRV )

year oF two, beeause the basic response of
big developers has been to slash eonstruc-
tioh of apartments, and smail developers
have fust gone out of business.

w1f vou had 200 [competltors| in 1985,
you will see 70 guys In 1833," said Kelley

| 4. Bergstrom. gresident of Chlcago-basad
. IMB Eroperties Co., and chalrman of the

Mutti Housing Councll.

7 think you've got a lot of pecple whe
Just want to survive the next three years,”
seid Wiiliam H, Elllstt, ehalrman and chie!
exeeuttve officer of Angeles Corp. In LOs
Angeles. “The problem 1g 4 lot of them
are being taken right 1o the brink because
the finances are Rilling them.”

Ronald A, Ratner, president of Forest
City Development in Cieveland. said his
firm will build 2.500 apartments this year
and a$ few as 300 In 1992, compared with
an annual average of 3,000 to 4,060 unlts for

« the past six years.

1
1

!

'

|

Trarmmell Crow Residenttal, whick has
staried more new units than any other de-
veloper in cach of the past {ive years, ac-
cording to Bullder magazine, s planning '¢
start 0o more than 4,000 units this year.
said J, Ronald Terwllliger, managing part
nor of the concern. That compares with
12.000-plus new units In each of the last two
years and a peak of 15000 new units in
Jas8. The compary has 2lso fred 200 of Its
550 employees in development and con-
struction. and Mr, Terwilliger won't rule
our further personnel cuts,

Me. Terwilllger said the cutbacks arg
ateributable to a shertage of credit, which
he sud lsn't all bad tn view of gverbuild-
{ng. "From 1884 to 1989, the banks just
oponed thetr checkbooks,” he said, "l
think {o's very positive for our Indusiry
that the credit crunch has oceurred.”

incoln Property West, based in Foster
City, Calif. Is curblng its investment in
both muttifamily and warehouses to only
560 million ihls yesr after {nvesting §100
mililon in 1950, 5200 milllon In 19889, and
$506 miilion in 1986. sald Mr. Buteher, its
president. Mr, Buwcher said his company
also began retrenching for the slowdawn

two years age, laymg off 3% of its work

ECONOMY

bullders nave to deal with the credit
crench. Owners are faced with paytng off
low-interest, shorterst ceastruction a2d
develepment loans that they 00K aut fve
to seven years ago aad that are now conv
ing due,

The preblem i $hat it Tas becorme dlf
eu't to obtain refinancing, even if a come
pany malataing 3 relstively low
loan-te-value ratio. says Mr. Sergsirom of
JMEB. In many ¢ases. adds Duncan L. Mat
teson, président of Matteson Investment

" Corp. in Menjo Park. Callf.. lendiag iastitu-

tlons are requiring 30 to 407 equlty be-
fore they will give nut any mongy. com-
pared with 10% 1o 15% betore.

Landers have been taking heavy losses
on apartment loans ln sates with de-
pressed markets. including Arizond and
the Northeast staies, Under pressure from
tederal regulators to reduce their real es-
tate portfolios. banks and thrifts—tradi
tlonal lending sources for multifamily
housing—-have reduced lending rastically.
Commerctal barks, for example. inereased
thetr lending [n multtfamily housing by
only 0.65% from the frst 0 second quar-
ters of 1990, cornpared with a tullyear rise
ol 5.087 froms mid-1989 to mid-1920, accord:
Ing to 4 vepere by the Roulac Group of Des
lolte & Touche, In adeition. e Federal
Home Loan Mortzage Corp. recently with-
drew frem part of the market, 3s a result
of unexpected loan losses.

As bad as things are, the Iadusiry st
fares better than some other iegl estate

* seetors, and the basie law of supply and

force. Although Lincoln Property Westhas |

backed away froni the developmient end of

it business. Mr, Buteher satd it is re-em-

phasizing management of extstng assets.
As If there weren't enough problems,
many [arge aparuméni owners and
{

demand offers hope for 1 recovery.

The value of apartment preperty rose
1,87 during the 12 months praceding No
vernber. Although tratling the inflatlon
rate, It was saili far better than 9.8 for of:
fice bulldings., 0.8% for warehouse and
0.3% for retail. according to the Liquidlty
Fund, 2 publication of the Nattonal Real
Eetate Index in Smeryville, Calih,

The far-worse giut tn office wuildings
and other commerclal markets (s leading
some well-heeled lnvestors ack Into the
apartment market. whict analysts say 18
positioned to recover fully withia the next
flve years as a dlmintshing supply of new
nousing steck pushes vacancles dowa and
rents up.

tn Callfornia, where the oversupply s
quickly being consumed by an arnual in
fux of more than 300,000 aew state rest
dents. rents should inerease 20% by 1984,
or about T & year beginning this fail,
compared with the current annual lnerease
of 2% to 3%, said Mr, Matteson. of Matte-
son Investment, In weaker markets, Suck
as Arzona and the Northeast, though.
rents are not lkely to increase signifl
cantly lor some tme.
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G ent Affai
overnm s TESTIMONY ON BEHALF OF AT&T iy e SRS

Kansas

WITH REGARD TO SCR 1606 AND 1611

MIKE REECHT

The breakup of the Bell System is six years past, and during
that time, competition has flourished in the long distance segment
of the telecommunications market. That was the main purpose of
the breakup -- to foster competition in a market that for 100-odd
years had been allowed monopoly status.

I appreciate the opportunity to share with you today AT&T's
views of how tax policy should now be adjusted to reflect this
fundamental market change, and offer an amendment to accomplish

this proposal.

Put briefly, now that .long distance companies compete fully
for customers, both among themselves as well as with manufacturers
of telecommunications equipment, the time has come to change our
classification from "utility" to "business".

Kansas currently classifies the property of both AT&T and the
local service providers as public utilities. 1In reality, they are
two different businesses. A local exchange company has an
assigned service territory with a captive customer base while an
interexchange carrier, like AT&T, competes for every customer's
long distance business. For example, if you move to Kansas City,
you must order local service from the local exchange company
assigned to that area -- you have no other choice. On the other
hand, for long distance service you can choose from among the
twenty-three long distance carriers listed in the phone book.

To continue classifying long distance companies as utilities
works against the effort to foster competition in the
telecommunications market. Here is an example of what I mean.

Long distance companles compete strenuously to win private
network contracts serving Jlarge corporations. Also competing for
this growing business segment are manufacturers of
telecommunications equipment, who bid their network equipment as
an alternative to our network service. Of course, the
manufacturers are not classified as utilities, and therefore,
their prices do not reflect those increased tax costs. Thus, they
have a competitive advantage over long distance companies in
winning the contracts.



Although I recognize this is not the time to put further
strain on our budget, I do believe it is important to consider
proper tax policy regardless of the dollars. Interexchange
telecommunications companies are required to compete with private
networks for business. If tax rates are different, then the
interexchange carrier can not compete on a level playing field.

The action I am proposing would not alter the legal status of
AT&T as a public utility in the state of Kansas. I am simply
suggesting that perpetuation of the utility classification for
competitive long distance companies is no longer appropriate or
productive. Competition has greatly benefited consumers as long
distance rates have decreased since the breakup. Given
appropriate and nurturing treatment by multiple levels of
government, increased competition will continue to benefit the
consumers in Kansas.
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PROPOSED AMENDMENT TO SCR 1606

Amend SCR 1606 by inserting the following language after the words
"railroad real property," as it appears on page 2, line 25, and
before the word, "which," on that same line:

"and interexchange telecommuniéations carrier real property
of any carrier that does not provide basic local exchange
telephone service" o

and by inserting the following .anguage after the word "property,"
as it appears on page 3, line 2, and before the word, "which," on

that same line:

"and interexchange telecommunications carrier personal
property of any carrier that does not provide basic local
exchange telephone service"



PROPOSED AMENDMENT TO SCR 1611

Amend SCR 1611 by inserting the following language after the words
"railroad real property," as it appears on page 2, line 25, and
before the word, "which," on that same line:

"and interexchange telecommunications carrier real property
of any carrier that does not provide basic local exchange
telephone service" *

4

and by inserting the following language after the word "property,"
as it appears on page 2, line 38, and before the word, "which," on

that same line:

"and interexchange telecommunications carrier personal
property of any carrier that does not provide basic local
exchange telephone service"



February 6, 1991
Chairman Theissen, and members .of the Senate Tax Committee:

My name is Mel Davis of 549 Tallyrand, Wichita, Kansas. I
own and operate 288 apartment units in Wichita. Although I am
vice-chairman of the Wichita Housing Task Force, I appear here
today representing no person or organization except myself.

I object to the proposed legislation that re-classifies
multi-family residential property of more than four units from
12% to 15%, while leaving all other residential property at 12%.
I object strictly on the grounds of equity. To create a special
class for rental real estate used as a residence that would make
it different from other real estate used as a residence, would
be unfair to the oceupant, who, ultimately, must pay the tax.

Although I recognize the problems that you face as a legis-
lator in your never-ending quest for funds, such a classification
variation of housing rates places a severe penalty on the members
of our community least likely to afford it...the renter. Already
the renter is penalized by legislation that allows him no tax
shelter from interest or ad valorem taxes, as benefits the home-
owner. Now, to increase his rent through higher taxes than is
paid by his home-owning neighbor is indeed cruel and unjust.

I have heard that the justification for this inequity is
that multi-family owners have enjoyed a windfall from classifi-
cation. In my own case, and I suspect in the vast majority of
cases, reappraisal wiped out such potential windfalls, and didn't
even begin to cover the increased costs I, and others in this
field, have absorbed. As an illustration of this last point,
for the decade of 1980 to 1990, while the Cost of Living escal-
ated by 59%, the average apartment rent in Wichita raised by 19%!
In my apartment complex, rents escalated a miniscule 11% during
that entire decade. There is no room left for more absorption.
I can assure you that future increases in costs must be and will
be passed through to the tenant.

As a member of the largest School Board in Kansas, I am
painfully aware of the dilemma of increasing demand for services
and decreasing revenues, and am sympathetic to your plight.
Perhaps the legislature was too generous to residential housing
in the original Constitutional Amendment. Perhaps the 12% class-
ification rate should be changed, but if that is the solution, I
implore you to retain the linkage of identical classification
rates for all residential property, be it single or multi-family.
The rationale that guided you and your predecessors when you
created this legislation is no less appropriate today than it was
then.

Finally, then, for the sake of decency and fairness, please
do not attempt to solve our state's fiscal problems on the backs
of our most desperate citizens...the voiceless, under-represented,
young and old economically distressed apartment dweller, who would
like to own a home and enjoy the benefits that go with it, but
simply can't afford it. How can we, in the name of justice, in-
crease his burden to lighten ours...and how long will he remain
voiceless in the face of such inequity?

Thank you for your consideration.
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