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Minutes of the House Committee on Taxation. The meeting was

called to order by Bruce Larkin, Vice-Chairman, at 9:10 a.m. on
Wednesday, March 18, 1992 in room 519-S of the Capitol.

Approved

All members were present except:

Rep. Joan Wagnon, excused; Rep. J. C. Long, excused; Rep.
Aldie Ensminger, excused.

Committee staff present:

Tom Severn & Chris Courtwright, Legislative Research Analysts;
Don Hayward, Revisor; Linda Frey, Committee Secretary; Douglas
E. Johnston, Committee Assistant.

Conferees appearing before the committee:

Chris Courtwright, Legislative Research Analyst, briefed the
committee on HB 2845 (Attachment 1).

In reply to a question from Rep. Crowell, Courtwright said
payments in lieu of property taxes have to be distributed to
school districts just like taxes. Cities and counties cannot
stipulate where payments go.

The Vice-Chair opened the public hearings on HB 2845.

Representative Rick Bowden, Chairman of the House Education
Committee, testified in favor of HB 2845. He said the issue of
property tax abatements affect on school districts needed to be
addressed. It had already been raised in hearings on school
district finances and debate on HB 2892.

In response to a question from Rep. Shore, Rep. Bowden said
under HB 2892 cities and counties can abate state taxes 1i.e.
property taxes subject to the state tax, but that he does not
believe they should be able to.

Kay Coles, representing the Kansas National Education
Association, testified in favor of HB 2845 (Attachment 2).

Pat Baker, representing the Kansas Association of School
Boards, testified in favor of HB 2845 and HB 2946 (Attachment

3).

In response to a question from Rep. Vancrum, Baker said KASB
seeks to maintain the property tax base so that the statewide
mill levy does not increase. She said for three years KASB has
fought for the right of school boards to vote on property tax
abatement issues.
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CONTINUATION SHEET

MINUTES OF THE House COMMITTEE ON Taxation, room 519-S, State-
house, at 9:10 a.m. on Wednesday, March 18, 1992.

Jack Glaves, representing the Panhandle Eastern Corporation,
testified regarding the effect of HB 2845 on P.E.C. (Attachment

4).

Carlene Hill Forrest, Center for Economic Development and
Business Research at The Wichita State University, testified
regarding the use of tax exemptions for economic development
(Attachment 5).

Bernie Koch, representing the Wichita Area Chamber of Commerce,
testified regarding HB 2845 (Attachment 6).

In response to a question from Rep. Larkin, Koch said Wichita
authorized no property tax abatements for shopping malls and
that Wichita consults with and notifies school boards of
abatements.

Rep. Welshimer noted that in Wichita, property tax abatements
are on property, but not the land the property is on. Koch said
abatements on land are rarely granted and then only in cases of
land vacant for 6 months or more.

Donald R. Seifert, Assistant Director of Administrative
Services for the City of Olathe, testified against HB 2845

(Attachment 7).

Donald R. Goss, President of the Olathe Area Chamber of
Commerce, testified against HB 2845 (Attachment 8).

Bob Corkins, Director of Taxation for the Kansas Chamber of
commerce and Industry, testified against HB 2845 (Attachment

9]

Christy Young, Vice President of Government Relations for the
Greater Topeka Chamber of Commerce, testified against HB 2845
and HB 2946 (Attachment 10).

Mark Russell, President of La Siesta Foods, 1Inc., testified

against HB 2845 (Attachment 11).

Dwayne H. Shannon, CEO of Metal-Fab, Inc., testified against HB
2845 (Attachment 12).

The Vice-Chairman announced the hearings would be continued the
next day.

The meeting adjourned at 10:30 a.m. The next meeting will be
March 19 at 9:00 a.m.
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RE: PROPOSAL NO. 2 — PROPERTY TAX ABATEMENTS AND
AIRPORT AUTHORITIES*

Proposal No. 2 directed the Special Committee to identify the local economic development property
tax abatements granted since 1986; determine whether the amount of assessed valuation exempted is known and,
if not, whether such data should be available to the Legislature and other interested parties; review implications
of abatements on school finance and on narrowing the tax base generally; consider if any legislation is warranted
(pursuant to the Constitution) to prohibit or limit the granting of the abatements; and study the tax environment
existing under the jurisdiction of municipal airport authorities, including a review to determine whether the policy
decisions made in 1991 H.B. 2194 should be extended or modified.

Property Tax Abatements

Background

Article 11, Section 13 of the Kansas Constitution, approved by voters in August of 1986, allows cities
and counties to exempt from all ad valorem taxation for up to ten years all or any portion of the appraised value
of buildings, land, and tangible personal property used exclusively by businesses commencing operations after
August 5, 1986 for the purposes of manufacturing, research and development, or storing commodities sold in
interstate commerce. The abatements also may be granted for similar purposes to facilitate the expansion of
existing businesses if new employment is created as a result of such expansion. The Legislature is granted the
power to limit or prohibit the application of the abatements by enactments uniformly applicable to all cities and

counties.

Attorney General Opinion Nos. 86-168 and 87-5 concluded that while the Board of Tax Appeals
has statutory authority under K.S.A. 1990 Supp. 79-213 to examine the legal and factual basis of any exemptions
granted under the constitutional amendment, the Board may not review the advisability of the exemptions, since
the Constitution delegates that policy decision to the cities and counties.

Prohibitions against exemptions were passed by the 1987 and 1988 legislatures. H.B. 2076 enacted
in 1987 prohibited cities and counties from granting the exemptions to corporations owning or operating rabbit
and poultry confinement facilities on agricultural land. The prohibition was extended to swine confinement
facilities in 1988 with the enactment of H.B. 3018, as amended by H.B. 3123,

1990 S.B. 440. S.B. 440, enacted in 1990, imposed several procedural restrictions on cities and
counties seeking to grant the abatements. What is now K.S.A. 79-251 requires cities and counties, prior to the
granting of an exemption, to develop and adopt official policies and procedures, including the required preparation
of a cost benefit analysis for each exemption and procedures for monitoring compliance of businesses receiving
the exemptions. The legislation also requires cities and counties to hold public hearings regarding exemptions
following notice published at least seven days prior to the hearings. In addition to the publication requirements,
city and county clerks are required to notify the affected school districts in writing.

K.S.A. 79-210, now 79-210a, was amended to require city and county clerks to prepare written
statements to be filed along with the owners’ annual claims for exemptions stipulating that the exempted property
continues to meet all terms and conditions established as a condition of granting the exemptions.

K.S.A. 79-213 was amended to clarify that the Board of Tax Appeals is required to approve the
exemptions.

* §.B. 464 accompanies this report.
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Pro. No. 2

K.S.A. 79-221 was enacted to statutorily exempt other property owned and rented or leased by
community-based not-for-profit economic development corporations exempted pursuant to Internal Revenue Code
501(c)(6) if the property was integrally associated with other property which had received the constitutional
exemption and the leased property was otherwise used exclusively for the same exempt purposes.

K.S.A. 79-252 also was enacted to clarify that the economic development exemptions could not be
granted to property which had been previously subject to tax or had been granted previous economic development
exemptions absent a "factual determination” by cities or counties that jobs would be retained in the State of
Kansas.

Finally, K.S.A. 12-1749c was enacted to require city and county clerks to notify school districts in
writing prior to the approval of property tax exemptions granted through the issuance of industrial revenue bonds.

1991 H.B. 2544. The House Tax Committee during the 1991 Session introduced H.B. 2544,
which would have provided a number of additional limitations on the authority of cities and counties to grant the
economic development abatements. Cities and counties would have been prohibited from granting the abatements
for more than two years, and they would have been prohibited from exempting more than 50 percent of the
cumulative appraised valuation for a new business and more than 50 percent of the cumulative appraised valuation
associated with the expansion of an existing business. Moreover, the exemptions would have been totally
prohibited if the new or expanding business was "in direct competition with another established business operating"
within the city or county. Finally, the exemptions could not have been granted unless the businesses entered into
contracts providing for payments-in-licu-of-taxes in an amount not less than 50 percent of the amount of taxes that
would have been levied. The bill remained in Committee at the end of the 1991 Session and was referred to the
interim Committee for further study.

Committee Activity

The Committee devoted parts of four meetings to economic development abatements, Staff
prepared a background memorandum and policy options. The Board of Tax Appeals in June discussed its review
process for the abatements and at the September meeting provided a listing of economic development applications,
the assessed value of the property involved, and the Board’s action for each application.

In June, Ms. Laura Ellen Johnson, a law clerk for the Board, presented two articles she had
authored: "Spurring Economic Development in Kansas through Property Tax Exemptions -- Are We Getting the
Results We Want"? Washbum Law Journal, Vol. 30, No. 1, (Fall, 1990) pages 82-111; and "Cities and Counties
Initiating Property Tax Exemptions for Economic Development Purposes Pursuant to Article 11, Section 13,"
Kansas Municipal Law Annual, Vol. 8 (1991), pages 141-151.

The Committee heard testimony on local economic development abatements from local officials
in Topeka, Wichita, and Johnson County in conjunction with their airport tours discussed below. The Committee
in September heard a presentation by Carlene Hill Forrest, Director, Center for Economic Development and
Business Research, Wichita State University, on the value of a strong exporting base.
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Municipal Airport Authorities

Background

Municipal Airport Authorities. Municipal airport authorities are created pursuant to statute
to operate airports and surplus federal property and to promote economic development. They are separate taxing
subdivisions and may be created under three statutes. The provisions permitting cities located in a county within
which a surplus air base is located to create airport authorities are contained in K.S.A. 27-315 ef seq., (the Surplus
Property and Public Airport Authority Act) and in K.S.A. 27-327 ef seq., (Topeka). These airport authorities are
designed to acquire and manage air bases and other property declared surplus by the federal government.
Wichita’s authority, authorized in K.S.A. 3-162 et seq., is designed to operate an airfield formerly operated by a
city board of park commissioners. Each of the three authorizing statutes is discussed briefly below.

Creation, Governance, and Dissolving. Herington, Pratt, and Salina are three cities which
have formed airport authorities under K.S.A. 27-315 et seq. Such airports are governed by directors appointed by
the city governing bodies, and may be dissolved by the city by ordinance, provided they have been in existence for
ten years and have no debt outstanding. Property of the authority then would become the property of the city.

Topeka created the Metropolitan Topeka Airport Authority (MTAA) in 1974 by charter ordinance
amending K.S.A. 27-315 to provide for the administration of Phillip Billard Municipal Airport and the former
Forbes Air Force Base and to provide for economic development. In 1978 the Legislature enacted K.S.A. 27-327
et seq., to permit formation of a countywide authority, with voter approval. The required approval of the Shawnee
County voters was obtained at the November, 1978 general election. The Authority is governed by a five-member
board of directors, with two directors appointed by the Shawnee County Commission and three directors appointed
by the Topeka City Commission. MTAA, if it has no debt outstanding, may be abolished by a two-thirds vote of
the county commission and the city governing body. Property of MTAA then becomes the property of the city
and county in the manner agreed upon by them.

The Wichita Airport Authority was created by ordinance under K.S.A. 3-162 et seq. The Authority
was designed to take over the management of a municipal airport formerly controlled by a city board of park
commissioners (as authorized by K.S.A. 3-114) or the city governing body. The board of directors currently
consists of five members appointed by the mayor with the consent of the governing body. Effective July 1, 1991,
H.B. 2194 (L. 1991, Ch. 7) increased the membership of the board to nine members, with two of the additional
members to be appointed (from different county commissioner districts) by the Sedgwick County Commissioners.

Powers. Airport authorities have the power to enter into contracts, to sue and to be sued, to
acquire and hold property, levy taxes, issue bonds, and exercise eminent domain, with exceptions. Authorities
formed under K.S.A. 27-315 may exercise eminent domain only upon approval of the city governing body. MTAA
may recommend airport hazard zones, but the zones may be adopted only with approval of the city or county
governing body. MTAA must submit any proposed sale of any airport property owned by the Authority to the
voters for approval. The Wichita Airport Authority requires the approval of the city to issue bonds or levy taxes
(KS.A. 3-167). Bonds issued by an authority formed under K.S.A. 27-315 or 27-327 must conform to the city’s
or county’s bonded debt limits.

Exempt Property. Two recent court cases have held that property leased by an airport authority
to business enterprises does not qualify for a property tax exemption under K.S.A. 79-201a Second. In Salina
Airport Authority v. Board of Tax Appeals (13 K.A2d 80, 1988) the Court held that real property leased to
businesses is not used in a manner qualifying for exemption under K.S.A. 79-201a Second when no public function
of government is being carried out by the lessees. In Tri-County Public Airport v. Board of County Commissioners
of Morris County (245 K. 301, 1989), the Court held that the exclusive use of the property as defined by K.S.A. 79-
201a Second requires actual use of the property for a public purpose. All property owned by MTAA is exempt
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Pro. No. 2

under K.S.A. 27-330, and all property located within Salina and owned by the Salina Airport Authority on January
1, 1989 is exempt under K.S.A. 1990 Supp. 27-319.

Johnson County Airport Commission. K.S.A.3-307a authorized Johnson County to create
an airport commission to supervise any public airports operated by the county. The commission has broad powers:
to employ engineers, legal counsel, architects, and other personnel necessary for its duties; to contract for and to
buy and sell real estate; and other powers necessary to carry out its duties. However, these powers may be
exercised only with the approval of the Board of County Commissioners, and all expenditures of the commission
must be within available resources.

General Authority. Several other statutes specifically authorize cities and counties to own and
operate airports. K.S.A. 3-113 et seq., permits the governing body of any city to acquire, equip, improve, operate,
maintain, and regulate municipal airports. K.S.A. 3-301 et seq., authorizes Johnson County to establish public
airports. (These statutes predate those described above relating to an airport commission.) K.S.A. 3-308 et seq.,
applies to counties of less than 5,000 population. K.S.A. 3-316 ef seq., applies to Allen County. KS.A. 3-404 ef
seq., authorizes Arkansas City and Winfield to acquire Strother Field as tenants in common. Another group of
statutes permits cities and counties to dispose of airport properties no longer needed for airport purposes.

Other Taxes and Fees. Among the powers generally granted to airport authorities is the
power to levy property taxes and to impose fees for the use of airport facilities. Airport authorities have imposed
a variety of charges which closely resemble excise taxes. One such charge, airport flowage fees, has been the
subject of an Attorney General’s Opinion (AGO 89-57). Flowage fees are per-gallon charges on fuel sold by fixed-
base operators for the privilege of operating on the airfield. The opinion states that the fee is part of the rent for
the fixed base operator’s facility and does not constitute a local excise tax.

Provisions of 1991 H.B. 2194. As a result of the cases cited above, several bills to exempt
property owned by airport authorities were introduced in 1991, which lead to passage of H.B. 2194. H.B. 2194
exempts from all ad valorem taxes all property owned and operated primarily as an airport by a political
subdivision including property leased by the political subdivision for purposes not essential to the operation of the
airport for tax years 1984 to 1992. Properties subject to a lease in effect on April 15, 1991 which extends beyond
tax year 1992 will be exempt through the tax year during which the lease expires. All property taxes for the taxable
years noted above are canceled. No refunds are allowed for taxes paid except for the Liberal Municipal Airport.
The bill also expands the membership of the Wichita Airport Authority as discussed above.

Concern whether the policy choices embodied in H.B. 2194 should be made permanent lead to
assignment of the topic for interim study.

Committee Activity

The Committee devoted part of five meetings to this topic. Staff prepared a background
memorandum and a table summarizing airport authorities. Tours were conducted of the Metropolitan Topeka
Airport Authority, the Wichita Airport Authority, and the Johnson County Airport Commission. Public testimony
was heard in September, and in October the Committee heard further testimony on private, public-use airports
in Kansas by the Department of Transportation.
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Committee Conclusions and Recommendations

The Committee recommends that the assessed valuation of property locally exempted through
industrial revenue bonds (TRBs) or economic development abatements be included in district wealth for purposes
of calculating general school aid through the school finance formula. Enactment of S.B. 464 would accomplish
this recommendation.

The Committee urges the Board of Tax Appeals to develop an application form with instructions
for communities for documenting a tax abatement application. The Committee also recommends that applications
that are not complete simply be returned for completion.

The Committee also urges the Board of Tax Appeals to establish a procedure for prospective review
of applications for tax abatements so as to give businesses some guidance on which to base their investment
decisions. ‘

The Committee requests the Board of Tax Appeals to prepare an annual statistical report of the
value of IRB and economic development exempt properties.

The Committee recommends no legislation affecting airport exemptions. The temporary exemptions
in H.B. 2194 will expire in 1992 (or upon the expiration of certain leases).

MINORITY REPORT

By Sens. Audrey Langworthy, Jack Steineger, Reps. Nancy Brown,
Mary Jane Johnson, Tom Sawyer

We disagree strongly with the decision of the Committee to introduce legislation which would
amend the definition of district wealth for purposes of the school finance formula to include the assessed valuation
of property locally exempted through the issuance of industrial revenue bonds (IRBs) and the granting of economic
development exemptions. Such a measure would be doubly unfair to many school districts across the state.

Since cities and counties, not school districts, are the entities responsible for the granting of the
property tax exemptions, those same school districts, which levy the lion’s share of all property taxes, have many
times opposed the narrowing of the tax base. Schools supported legislation enacted in 1990 which required cities
and counties seeking to grant economic development exemptions to hold public hearings following published notice
and to notify all affected school districts in writing.

If the Legislature believes too many exemptions are being granted to the overall detriment of the
tax base, it has the power to limit or totally prohibit the granting of the exemptions by cities and counties, a move
which could be supported by many school districts.

The bill accompanying the Committee report would DOUBLY penalize.those school districts with
exemptions which have been granted within their boundaries, even though they may well have opposed the granting
in the first place. Moreover, the bill is "retroactive” in its application in that it would require the valuation
adjustment for all outstanding exemptions (as well as those granted in the future). The implications of this policy
decision on school finance obviously were not contemplated by school districts when the outstanding exemptions
were granted.
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Adding back into district wealth the valuation exempted through the issuance of IRBs and the
granting of economic development abatements also raises policy questions about adding back the valuation of other
exempt property, including farm machinery, inventories, parsonages, livestock, business aircraft, etc. Also, the
market valuation of agricultural land (rather than the use value) conceivably could be calculated for purposes of
the school finance formula.

The entire school finance formula and the relationship between the state and its school districts is
about to undergo the most dramatic change ever. With the myriad of school finance issues to be resolved, it is
far more prudent to hold off on controversial and ill-conceived proposals such as the bill recommended by the
Committee.



SB 464

Session of 1992

SENATE BILL No. 464
By Special Committee on Assessment and Taxation
Re Proposal No. 2

12-23

AN ACT relating to school districts; concerning the determination of district wealth for school district equalization
act purposes; amending K.S.A. 1991 Supp. 72-7040 and 72-7054 and repealing the existing sections.

Be it enacted by the Legislature of the State of Kansas:

Section 1. K.S.A. 1991 Supp. 72-7040 is hereby amended to read as follows: 72-7040. (a) “Taxable tangible
property” means all real and tangible personal property which is subject to general ad valorem taxation.

(b) “Exempt tangible property” means all real and tangible personal property which would be subject to general
ad valorem taxation except for the operation of the provisions of section 13 of article 11 of the Kansas constitution,
or the provisions of K.S.A. 79-201a Second, and amendments thereto, which pertain to the exemption from property
taxation of property constructed or purchased with the proceeds of revenue bonds authorized by K.S.A. 12-1740
et seq. and amendments thereto.

—b} (c) “Assessed valuation of the district” means the sum of the assessed valuation of the taxable tangible
property and the assessed valuation of the exempt tangible property within a district.

Sec. 2. K.S.A. 1991 Supp. 72-7054 is hereby amended to read as follows: 72-7054. (a) In November of each
year, the county clerk of each county shall certify to the state board the current assessed valuation of taxable
tangible property and exempt tangible property within each district or portion of district within the county.

(b) On or before February 1 of each year, the director of taxation shall certify to the state board the amount
within each district of taxable income and the amount within each district of resident individual income tax
liability after credits allowed against such tax, with the exception of credits for taxes paid to another state and
credits allowed under K.S.A. 79-32,100 and 79-32,104, or amendments to such sections.

Sec. 3. K.S.A. 1991 Supp. 72-7040 and 72-7054 are hereby repealed.

Sec. 4. This act shall take effect and be in force from and after its publication in the statute book.
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Testimony before the House Taxation Committee
Kay Coles, Kansas NEA

HB 2845

March 18, 1992

Thank you, Madame Chair. Members of the Committee, I am Kay Coles here today
representing the 24,000 members of Kansas NEA. We appreciate the opportunity to speak to you
in favor of the concept contained in HB 2845.

Now that the House has acted decisively on school finance and property taxes, we believe
we need to examine closely the issue of property tax abatements.

Kansas NEA has long supported giving school boards some say in whether or not property
should be abated. However, school boards have not been given that opportunity.

While HB 2845 does not extend abatement authority to school boards, it does rescind the
ability of cities and counties to abate property from school district property taxes. We believe this is
completely appropriate now that we have established a minimum mill levy. Everyone and every
business has a responsibility to help fund our public schools. Abatements tend to alleviate some
businesses from that responsibility.

We do understand the incentives abatements provide. However, we feel strongly that
abatements have significantly eroded the property tax base in some areas of this state.

For these reasons, we urge your support for the concept contained in HB 2845. Thank you
and I would be glad to answer questions.

Howce 'Té-xa-:ti on
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Testimony on H.B. 2845 and H.B. 2946
before the
House Committee on Taxation

by
Patricia E. Baker
Associate Executive Director/General Counsel
Kansas Association of School Boards

March 18, 1992

Madam Chairman, Committee members, I appreciate the opportunity to
appear before you in support of two bills dealing with the exemption of
property from taxation.

Over the last few years we have addressed the issue of property
tax abatements before the legislature. Many of the proposals were
heard by the Committees on Economic Development. As a result of the
positions our organization has taken, we have frequently been accused
of being opposed to incentives for economic development. Nothing could
be further from the truth. Economic health for the state translates
directly to economic health for public schools.

What we have urged is that statutory tax exemptions and locally

granted tax abatements be continuously viewed and reviewed with regard
to their affect on school finance. Locally elected school boards, who
are responsible for levying the largest share of property tax in the

state, have been left out of decision-making on changing the tax base;

Yet they are the very bodies most affected.
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More widespread attention has been focused on the issue of tax
abatements and exemptions since school finance discussions have
centered on a statewide minimum mill levy. We are glad that the issue
has come to the forefront and urge you to carefully consider the
implications of continued narrowing of the tax base. Although a
statewide minimum levy puts the issue in bold relief, we think the
consequences are significant even under the present school finance
system. The effects under SDEA are less obvious. Abatement of taxes
in one district affects state aid for others. The ripple effect may be
hard to quantify but is significant statewide.

House Bills 2845 and 2946 address the question on two fronts;
abatements granted by local units of government and exemptions granted
pursuant to the issuance of industrial revenue bonds. Both bills make
clear that support of public schools must be a shared responsibility of
all in our state. Exemptions and abatements are a tax shift to
taxpayers who are not eligible for favorable treatment. We ask your
support for both bills.

I have attached two articles from the National School Boards
Association--so you will know that Kansas is not the only state facing

this dilemma. Thank you.
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Break the mold

BFrank Blount, president

of the New American
Schools Development

Corp., urges public schools,
universities, think tanks,
businesses, and other orga- ~
nizations to form consortia
to develop designs for “new
American schools.”

The privately funded cor- |~

poration was launched in
July to further President
Bush's America 2000 strate-
gy, which calls for creation
of at least 535 new “break-
the-meld” schools, one in
each congressional district.

Bush directed the corpo-
ration to select research
and development teams to
design the new innovative
schools. At the corpora-
tion's first meeting Aug. 26,
Blount said the corpora-
tion plans to award con-
tracts next April to up to 30
design teams. Contracts
will range from $500,000 to
$3 million,

The corporation plans- to .-

issue a formal request for
proposals in October, with
submissions due Jan. 31.

In later years, the corpo-
ration will award some of
the design teams additional
contracts to test their de-
signs and disseminate ~
them to schools across the
country. ’

The corporation set a
fund-raising goal of at least
$150 million. So [ar, it has
raised $34 million.

SAT scores decline
MThe 1991 national aver-
age score for the verbal
part of the Scholastic Apti-
tude Test (sat) hit an all-
time low of 422, the College
Board reported Aug. 26.

See Fast Report, p. 7

Tax breaks for Cleveland's Society Center (at right) are mb- '
_.bing the cuys schools of $4.8 million, schao! leaders charg i

| Tax abatements are |

draining revenue
from local schools

Business support for schools is overshadowed
by tax breaks from local government

By Erica Gordon Sorohan ™

Stanley Tolliver says his
school system has been
robbed of more than $100 mil-
lion.

That's how much the Cleve-
land school hoard member es-
timates the schools have lost
to tax abatements granted to
businesses by the Cleveland
City Council—a practice Tol-
liver terms “legal larceny.”

In a suit seeking to overturn
the state's school finance sys-
tem, the Cleveland school
board has challenged laws
that give municipal officials
the right to grant abatements
with barely a nod to school
board members.

The Cleveland public

‘school district apparently is

the first to raise this issue in a
school [inance suit. But oth-
ers have questioned whether
tax rollbacks used as an eco-
nomic development tool ulti-
mately hurt schools more
than they help communities.
At a minimum, some obser-
vors note, school boards need
a voice in these decisions.
How much do property tax

abatements save U.S. busi-
nesses annually, and how

much do these breaks cost:
the nation's schools? No one -

can say for sure,
Most evidence suggesting
that public schools are hurt

- by abatements is anecdotal.

A May 22 New York Times
article, for instance, reports
that the Corpus Christi,
Texas, school system lost

$900,000 in tax revenue dur--

ing the past year because of
exemptions. And the Wichita,
Kan., school system claims lo-
cal businesses saved $1.6 mil-
lion in tax concessions that
would have gone to schools.
Robert Reich, an economist
at Harvard's John F, Kennedy

School of Government, says- .
his research shows manufac-
turers’ share of local property.

tax revenue has dropped from
45 percent in 1957 to about 16
percent in 1890,

Reich attributes the decline
largely to tax incentives of-
fered by communities and
states.

City and county oificials de-

. See Abatements, p. 8
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.~As the MNational Education
_ Goals panel prepares to issue
its first National Report Card
Sept. 30, many governors are

- state report cards and Educa-
-“tion Secretary Lamar Alexan:
. der is campaigning through-
s out the nation for America

2000, the Bush Administra-

tion's strategy for meeting the
. education goals.
* The major question now is
what is Congress going to do
about the goals and America
20007

In the Senate, Labor and
Human Resources Committee
* Chairman Sen. Edward M.
‘Kennedy (D-Mass.) held ex-
wtensive negotiations with
* Alexander on an"omribils bill’
that contains aspects of

* America 2000 along with Sen-

ate education initiatives. '
But the negotiators were
" unable to reach an agreement,
particularly over the Adminis-
tration’s insistence on pa-
rental cheoice. House mem-
bers also are not likely to go
along with the Administra-
tion's proposals on choice.
Federal funding of educa-
tion also will top the educa-
tion agenda when Congress
returns after its August re-

= 7CESS. i
Last spring, the House ap-'
proved a substantial funding .

increase for education pro-

-grams, including a $1 billion.

increase for Chapter 1.

The bill approved in July by
the Senate Appropriations
Committee fell far short of the
House bill, but there's a
strong possibility the full Sen-
ate will vote for a more sub-
stantial increase when it takes
up the bill in September.

Sen. Timothy E. Wirth (D-
Colo.) plans to introduce an
amendment on the Senate
floor calling for significant in-
creases in Chapter | and vo-
cational education. NsBA and
. local school board leaders are

urging senators to support

the Wirth amendment.

Local school board leaders
believe significant funding for
education is needed if the na-
tional education goals are to
be met.

The National Governors'
Association (NGA) focused on
health care at its annual meet-
ing in Seattle in August, but

SCHOOL BOARD

" planning to issue their own -

School boards: Get
ready for National
Report Card

Congress is not.likely to go along with the
‘Administration’s proposals for school choice

new NGA chairman Gov. John
Ashcroft (R-Mo.) said he will
make education the organiza-

tion's chief priority for the:

coming year. At the meeting,
" the National Education Goals
Panel further refined what will .

be included in the first Na-

' tional Report Card.

In his first speech as chalir-
man, Ashcroft said the gover-
nors’
year” should be to "convert
our national goals and other
state and community achieve-
ment goals into clear stan-
dards, sufficiently specific to
permit every student, school,
and community to Iinternalize
them as a gauge of theur own,,

gpeﬁnrmance b
“To help accomp)lsh rhls
task, Ashcroft appointed three
“action teams” on these top-
ics: school readiness, chaired
by Ohlo Gov. George Voino-
vich (R); the school years,
chaired by Wyoming Gov.
Michael Sullivan (D); and the
after-school years, chaired by
Wisconsin  Gov. Tommy

Thompsen (R).

Ashcroft

The action teams, consist-
ing of governors and business
leaders, will make recommen-
dations on how to change the
structure of education to
speed innovation, how to es-
tablish the political will and
funding incentives that re-
ward achievement, and how
to measure and report prog-
ress and hold the system ac-
countable for results.

Ashcrolt appointed South
Carolina Gov. Carroll Camp-

See Report Card, p. 5
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1x abatemer_ s drain revenue fre.n local school.

From Abatements, p. |

fend the practice as necessary
to attract and retain business-
es In thelr communities, Be-
cause other localities offer tax
breaks, officlals say, they
must offer them, too, to re-
main competitive. :

The abatement race

“How widely are abate-
ments used? | don’t know. But
I do know abatements are fair-
ly important to businesses in
deciding where to locate,”
says Julie Gackenbach, senior
tax specialist with the U.S.
Chamber of Commerce.

The benefits that flow to a
community from more jobs,
sales and income tax rev-

* enues, and increased real es-
tate values more than make
up for the initial loss of prop-
erty taxes, business and mu-
nicipal representatives say.

“Economic incentives such
as abatements, if used pru-
dently, do not injure the
schools,” says Joseph Marin-
uccl, director of economic de-
velopment for the city of
Cleveland.

Under current circum-
stances, he says, "we'd be re-
miss if we did not continue to
use them.”

According to Marinucci,
those circumstances include
major cuts in federal funds for

economic development, cer-.

tain state tax laws that make
Ohio less appealing to busi-
nesses than neighboring
states, and hot competition
from suburbs, which often of-
fer abatements even though
their property tax rates are
" lower than Cleveland’s,

Critics say the practice only
pits states and
against each other, with the
stakes spiraling ever higher.
“The use of abatements has
accelerated not unlike arms
escalation,” observes Reich.

In the mid-1980s, for exam-
ple, no less than 38 states
competed for a General Mo-
tors plant, with at least one
state offering a package worth
$1 billion in concessions.

Businesses routinely shop
around for the best tax deal.
“From the standpoint of the
.nation as a whole, this means

far less corporate property °

taxes flowing to public educa-
tion than would otherwise be
the case,” Reich says. He fa-
vors a federal policy prohibit-

ing the use of tax rollbacks as

an enticement for business.
Businesses maintain they
need abatements to compete
in the global marketplace.
Even if every locality and
state stopped offering incen-
tives, business representa-

tives point nut, other coun- -

tries would continue to woo
U.S. companies to locate with-
in their borders. N

“My gut says eliminating in-

centives would exacerbate the -

flight of American business
overseas,” Gackenbach notes.

She maintains, "The only im-
petus to get rid of abatements
is coming from teachers
unions and education groups;
most communities realize they
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localities’

are better off” when abate-
ments attract businesses. -

Abatements “are not for

ever and ever,” Gackenbach
adds: When the term of an
abatement runs out, schools
enjoy the full benefits of a
richer tax base.
" “If that's what happens, ter-
rific,” says Kent McGuire, pro-
gram director of education for
the Lilly Endowment in Indi-
anapolis.

“But I've seen companies
come in, negotiate very long-
term abatements, then close
up and leave,” McGuire says.
"“How to guarantee that
doesn't happen, | don't know.”

Hypocrisy and hoopla

It strikes some observors as
hypocritical that while corpo-
rate leaders are calling for ex-
tensive—and expensive—
school reforms, their compa-
nies are quietly reaping prof-
its from tax breaks that cost
schools dearly.

“Many business leadets
haven't quite made the link
between their decisions in
interests of profitability and
their posture in terms of being
positive members of the edu-
cation community," says
McGuire. :

Business representatives
counter that businesses sup-
port schools in other ways.

“Look at the level of corpo-
rate contributions to schools
in dollars, individuals, and
time,” Gackenbach says. |
think when all is said and
done, abatements are in the
best interests of schools and
communities.”

Business support - for
schools is both important and
welcome, say school repre-
sentatives, but policymakers
might need to evaluate
whether abatements ultimate-
ly hurt or help schools and
communities.

No accurate statistics are
available about business do-
nations to schools or business
tax breaks, but school finance

" specialists say they doubt any

business gives as much to
schools as it saves from a tax
break. More typically, they
say, a new business strains a
school system by adding stu-
dents.

And Harvard's Reich con-
tends that despite the
“hoopla” over school-business
partnerships, the rate of cor-

-porate support for education

declined during the 1980s.
Moreover, says Reich, most
corporate funds don't flow to
public elementary and sec-

“ondary schools but to private

schools and higher education.

More data needed
Many local school board

- members might not consider

how abatements affect their
budgets, but they should, ex-
perts say.

“II I'm a school board per-
son, [ want to know how to as-
sess the aggregate impact of
policies that reduce my tax
base,” says McGuire. “What's
difficult is to predict far into
the future what the size and
impact of abatements will be.”

SCHOOL BOARD NEWS

NsBA this fall will survey lo-
cal school boards to assess
the impact abatements have
on school budgets. NsBa also
will survey state school
boards associations about
whether and how thelr states
regulate the use of tax breaks
to attract business.

“This is not an anti-business
thing,” stresses nsBa Associate
Executive Director Michael
Resnick. Businesses have
shown they are willing to
work with the public schools

on a “variety of fronts.” But he
adds, “one fundamental re-
sponsibility is to pay the taxes
necessary to finance the en-
terprise.”

Links to state funding

States might start scrutiniz-
ing tax abatements because of
worsening problems in school
finance, some observors sug-
gest. Many states are having
trouble funding their public
schools, and more than half
face lawsuits that seek to
overturn their school finance
systems,

Gackenbach disputes any
connection between tax incen-
tives for businesses and
school financing. “States may
need to look at another way to
fund schools—that's a-whole
other debate,” she says,

“That's unrealistic,” coun-
ters lohn Augenblick, a Den-
ver attorney and expert on
public school linance. “There
aren't that many sources of
revenue for schools—how
high can you push sales and
income taxes?"

In Ohio, the Cleveland
school board, along with the
system's administrators,
teachers, and parents, has
filed a lawsuit to overturn the
state's system.of school fi-
nance. Among its claims, the
suit says state laws allowing
municipalities to offer abate-
ments contribute to inequities
among school systems.

Timothy Armstrong, an at-
torney representing the
school system estimates tax
concessions granted by the
city council have taken $1 bil-
lion out of the school system's
property tax base.

“ “Qur city council never saw
an abatement it didn’t like,"”
Armstrong says, noting that
state law does not glve school
boards any volce in municipal
decisions to grant tax roll-
backs.

He cites as one example the
Society Center, a multi-use de-
velopment that includes a ho-
tel and a 55-story office build-
ing. At a 2.1 percent tax rate,
the $400 million complex
would generate $8 million in
property taxes. But the city of

Cleveland has given the devel-
opers a 100 percent abate-
ment, so the entire $8 mil-
lion—including the district’s
$4.8 million share—is lost.

Cleveland's Marinucci con-
firms those figures but says
the school system’s analysis
fails to consider whether the
project would have gone
through without the abate-
ments. "If not, the community
as a whole suffers, and then
the schools suffer.”

Also, he adds, state aid will
compensate the schools for
about half the lost revenue.

Tightening loopholes

But state legislatures, strug-
gling with their own diminish-
ing resources, might not be
willing to shoulder that bur-
den much longer.

According to McGuire, as
legislators try to devise more
equitable funding systems,
among the factors they'll look
at is the ability of communi-
ties to raise funds locally for
schools and policies that
might impair that ability.

In Minnesota, the legislature
has tightened laws governing
localities' use of “tax incre-
ment financing,” which was
draining both local and state
school funding sources.

The financing relies on low-
interest bonds issued by a

_ city or county. Property taxes

assessed on businesses fi-
nanced through the bonds are
used to subsidize the costs of
the development, instead of
flowing into the general trea-
sury.

Schools lost access to these
local property taxes, and the
state wound up paying more

in school aid to compensate,

In 1988, the state legislature
required local governments,
under certain clrcumstances,
to make up to school systems
some of the local tax dollars
they lose to the bonds. Also,
cities and counties that pro-
vide incentive financing see
the extra costs for school aid
incurred by the state deduct-
ed from their own state aid
packages.

A federal role?

As long as some jurisdic-
tions play the abatement
game, every other jurisdiction
is forced to play, too, says Re-
ich. That's why "ultimately,
the federal government must
preempt states and communi-
ties from getting into the
game of competitive bidding
for companies,” he says.

Another option, Reich sug-
gests, would be for states and
communities to enter into so-
called treaties in which all
parties stop the practice.

The nation’s governors plan
to assess whether businesses
are playing states off against
each other to garner lucrative
tax deals, reports Jay Kayne, a

- policy analyst for the National
. Governors' Association.

But governors would ada-
mantly oppose any attempt by
the federal government to pre-
empt their authority to offer
businesses tax incentives,
Kayne stresses,

“The costs of doing busi-
ness vary from region to re-
gion, from state to state,” he
explains, and states must

" have the flexibility to compen-

sate for those differences.
School boards might have
legitimate gripes, if their
states’ laws exclude them
from decisions about tax
breaks, Kayne says, even
though the U.S. Supreme
Court has upheld these laws.

Texas' solution

That ruling resulted from a
case filed in Texas by the El
Paso School District against El
Paso County, says Kayne, who,
at the time, served as deputy
director of the state's Econom-
ic Development Agency.

Despite the high court’s de-
cision, the agency worked
with the state legislature to
change the law to protect
Texas school boards’ ability
Lo raise funds locally.

The amended law requires
Texas municipalities to estab-
lish guidelines for abatements
through a public hearing pro-
cess in which school officials
can participate.

The law allows schaol
boards to opt out of any deal,
Kayne says. “Without partici-
pation by schools, the value
of an abatement is consider-
ably lessened,” he notes,
which strongly motivates lo-
calities to strike deals the
schools can live with.

“In the long-run,” he says,
“especially with the quality of
education as important as
anything else to a business,
it's worth making an invest-
ment in the schools through

property taxes.”



Metzenbaum uges federal curbs on tax abatements

Incentives to businesses take money
out of school board pockets

en. Howard Metzenbaum
(D-Ohio) blasted business
eaders who “pontificate and
boast about their commit-
ment to public education” and
then “pull the tax base out from
under local public schools.”
“It’s ironic,” Metzenbaum
told the audience at NSBA’s Fed-
eral Relations Network (FRN)
conference Feb. 3 that it’s the
“American business leaders who
decry the state of American pub-
lic education” who also seek tax
abatements from local govern-
ments in return for agreeing to

locate a plant in a community.
Metzenbaum says this prac-
tice has had a “horrendous” im-
pact on local school systems.
For example, he cited a re-
port that Cleveland lost $100
million in tax revenue. St. Louis
lost $17 million, 13 percent of
itz budget, to tax abatements.
And to atrract a United Air-
lines maintenance facility to In-
dianapolis, he says, the state and
local government gave the com-
pany $364 million in tax subsi-
dies. (NSBA surveyed local
school systems on tax abate-

Metzenbaum

ments and is drafting a report
based on the findings.)

Of the $2 billion that busi-
ness invested in education, only
$260 million went to K-12 edu-

cation, Metzenbaum says. “Busi-
ness took far more out of your
schools than it ever gave back.”

Tax abatements just pit one
community and state against
another, he charges. “There is
no evidence these tax breaks do
any good in terms of job cre-
ation,” Metzenbaum told the
FRN members.

Metzenbaum had introduced
a bill to force states to require
that abatements not come out
of school district funds or risk
losing federal economic devel-
opment funds.

Lacking the votes for Senate
passage, he withdrew the bill
and instead proposed a mea-
sure—which the Senate passed

The impact g .
schoolsis .
“horrendous.®
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—calling for the U.S. General
Accounting Office to carry out
a study on the extent to which
tax abatements reduce educa-
tion funding.

Metzenbaum urged the FRN
members to tell local govern-
ment leaders and members of
Congress to “get off your burts”
and do something, because “rax
abatements have gotten out of

hand.” @
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COMMENTS IN BEHALF OF PANHANDLE EASTERN CORPORATION
Re: House Bill 2845
By Jack Glaves

March 18, 1992

Panhandle Eastern Corporation's subsidiary, National Helium,
operates a large helium extraction facility near Liberal that was
recently reconstructed to produce 20% of the world's helium
supply. A tax abatement application has been on file with the
Seward County Commission since last year, but an issue Thas been
raised (over the relationship of new employment by the operator
versus the owner of the subject facilities) as to whether the
facility qualifies for an abatement. An Attorney General's
Opinion has been requested and we are concerned as to whether it
can be obtained and action taken prior to the effective date of
the Bill.

Accordingly, we urge amendment of the Bill by inserting "or
applied for" after the word "granted" on line 23, and by changing
the effective date from "statute book" to "Kansas Register" on
line 26.

We believe this would avoid the retrocactive affect on this
particular project and would not invite applications that could

be filed to avoid the restriction of the RBill.
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TESTIMONY ON SEDGWICK COUNTY ECONOMY AND USE OF TAX EXEMPTIONS
HOUSE TAXATION COMMITTEE
CARLENE HILL FORREST
CENTER FOR ECONOMIC DEVELOPMENT AND BUSINESS RESEARCH
THE WICHITA STATE UNIVERSITY
MARCH 18, 1992

Members of the committee, I’m Carlene Hill Forrest, Director of
the Center for Economic Development and Business Research at the
Wichita State University. I appreciate this opportunity to
appear today.

I want to start out by reviewing the magnitude of Sedgwick
County’s contribution to the State’s economy. By almost any
measure you consider, one county out of the 105 counties
contributes almost 1/5th of the state total. The only other
county that comes close is Johnson County. The two counties
together account for about 40 percent of the state’s sales and 45
percent of the state’s income tax revenues.

Sedgwick County alone accounts for 32 percent of the
manufacturing jobs and 38 percent of all dollars earned in
manufacturing jobs.

The portion of the state’s manufacturing industry based in
Sedgwick County is important. Without a strong manufacturing
sector the Kansas economy cannot continue to grow and prosper.
The only way the overall size of our economy can grow is by
adding value to products for export. We estimate that every
dollar earned in a manufacturing job generates $2.00 statewide.

We are fortunate in Kansas to be a center for aircraft
production, an industry in which the United States is still the
world leader.

Kansas is often thought of as an agricultural state, but you may
be surprised to see how we compare in terms of manufacturing to
the rest of the nation. Thirteen percent of all jobs in Kansas
are manufacturing jobs. Nationwide, 15 percent of all jobs are
manufacturing jobs, a proportion that has been steadily declining
over the past 20 years. However, in Sedgwick County the share of
jobs in manufacturing is fairly stable, at 22 percent.

The picture is even more dramatic if we look at earnings from
manufacturing. Manufacturing jobs account for 19 percent of the
earnings in Kansas, just one percentage point below the national
average of 20 percent. 1In Sedgwick County, $34 out of every $100
is earned at a manufacturing job.
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In fact, in Sedgwick County, a higher proportion of Jjobs are
manufacturing jobs than in Michigan, a state once a world leader
in the production of automobiles.

If we look at earnings, Kansans earn a higher percentage of their
dollars from manufacturing than Californians.

The most important point is the general trend of decline in these
states and the nation as a whole, in contrast to the stable
manufacturing base in Sedgwick County. 1In the face of global
competition, this strong manufacturing base is not a given. Asia
and European counties have stated objectives to develop their own
aerospace industries.

Second, it’s important to note that the strength of the state’s
manufacturing base is in Sedgwick County. One out of three of
the states manufacturing jobs is in Sedgwick County.

While 13% of the jobs in Kansas are manufacturing Jjobs, 19% of
the earnings are from manufacturing. This is because
manufacturing jobs tend to be higher paying jobs. The average
annual income per job across all industries in Kansas is $19,629.
In manufacturing jobs the average is $29,171. The average income
per job in the Service sector is $18,527, 64 percent that of a
manufacturing job.

In Sedgwick County, the average annual income for a manufacturing
job is $35,218, primarily due to the highly skilled nature of the
work required to produce aircraft.

What does it mean for the state to have a county in which
manufacturing growth exceeds national averages? We asked the
guestion, "What if the number of manufacturing jobs in Sedgwick
County had grown at the same pace as the national average?"

Between 1986 and 1989 the number of manufacturing jobs in the
United States increased by 2%. In Sedgwick County during those
same four years, the number of manufacturing jobs increased 9% -
from 54,222 to almost 59,000. If we had just matched the
national trend, we would have added 3,448 fewer jobs during those
years.

Those fewer jobs would have meant $121,425,724 less earnings in
Sedgwick County and $242,851,448 in lost personal income
statewide. Based on our estimate that 8.08 percent of all
earnings go to state and local revenue, the total loss to the
state would have been $19.6 million. This estimate does not
include corporate tax revenues that would have been lowered.



One of the common misconceptions that we hear is that the
business growth in Sedgwick County is at the expense of other
areas of the state. The data shown earlier is based on "Earnings
by Place of Work." It shows the jobs and earnings in the county
where people work, rather than where they live.

We can gain some insight into how much people in other areas of
the state depend on Sedgwick County directly by studying an
adjustment called the "Earnings Residential Adjustment". It
shows the net inflow and outflow of a county or state based on
people traveling back and forth to work.

In 1989, people living outside of Sedgwick County drove home from
their jobs inside Sedgwick County with paychecks amounting to
more than $507 million. In Johnson County the opposite situation
exists. That is, people drove home to Johnson County from jobs
in other counties with paychecks amounting to $1.4 billion.

We can’t say exactly where the money goes to in the Sedgwick
County case or comes from in the Johnson County case, but we can
look at the State as a whole and the Kansas City Metropolitan
area and get some ideas. Kansas had an inflow of earnings from
jobs in other states equalling 2.5 percent of all personal
income. Missouri had an outflow of $2.5 billion.

This is not necessarily all good or all bad, but it does remind
one of how thin state lines are. While we benefit from the

personal wealth generated by jobs in Missouri, we cannot capture
any portion of the corporate wealth generated outside our state.

What is different about Sedgwick County? More specifically,
where has the growth in Sedgwick County been concentrated? We
looked at City of Wichita records on all firms who have received
tax abatements under the Kansas constitutional authority since
its implementation in 1987.

The jobs growth is shown below.

Year No. of Firms No. of Employees No. Employees

In Year of Exemption In 1991
1987 9 630 886
1988 1 30 33
1989 12 674 847
1990 5 208 320
Total 27 1,542 2,086
Net Increase 544

Average Annual Growth Jobs = 20%.



Using an average annual income for those jobs of $18,000, based
on company reports, the net increase to the State’s personal
income was almost $20 million, resulting in a gain in state and
local revenue of $1.6 million. Again this does not include any
corporate income taxes.

It is interesting to note the average size of these companies at
the time of their requests was 57 employees. All of the
companies were manufacturing plants.

We also looked at companies receiving IRB’s through the City of
Wichita. Among the 37 companies for which we could obtain data,
there was a net increase of 10,562 jobs between 1971-1991. This
translates to an average annual growth rate of 11 percent.
(Total impact is more difficult to estimate because not all of
the companies receiving IRB’s were manufacturing plants.)

One of the common misconceptions about tax abatements is that
property is taken off of the tax roles when abatements are
granted. Tax exemptions apply only to the new property and only
for a limited amount of time. Existing property is not taken off
the tax roles. The new property is added to the tax base once
the exemption expires.

Based on City of Wichita records, we estimate that by 1994, $377
million new taxable property will have been added to the City tax
roles as a result of investments in real estate and machinery
financed in prior years by IRB’s.

In summary, Sedgwick County makes significant contributions to
the state’s wealth in many ways. The most important contribution
is probably the strong manufacturing base, which provides highly
paid jobs not only for Sedgwick County residents, but for people
living in rural areas surrounding the county. This manufacturing
base leads to exports and thus increases the state’s wealth.

But the only way this can continue is if Sedgwick County
manufacturing companies continue to modernize, train their
workers, and increase productivity. If the United States had
increased its productivity growth rate by just 1/2 of one percent
during the last 20 years, its been estimated our Gross Domestic
Product would have been $600 billion more in 1991, enough cover
the defense budget twice.

The same rules apply in Sedgwick County and in Kansas.

Thank you for your time today.



SEDGWICK COUNTY PERCENT CONTRIBUTIONS
TO THE KANSAS ECONOMY

® 19% OF STATE’S TOTAL RETAIL SALES

® 20% OF TOTAL STATE INCOME TAX LIABILITIES
® 17% OF TOTAL STATE PERSONAL INCOME

® 18% OF ALL THE STATE’S JOBS

® 21% OF ALL EARNINGS

® 32% OF ALL MANUFACTURING JOBS

® 38% OF ALL MANUFACTURING EARNINGS

Compiled by The Center for Economic Development and Business Research, WSU.
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MANUFACTURING EMPLOYMENT
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MANUFACTURING EARNINGS
AS A PERCENTAGE OF TOTAL EARNINGS BY PLACE OF WORK
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MANUFACTURING EARNINGS
AS A PERCENTAGE OF TOTAL EARNINGS BY PLACE OF WORK
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AVERAGE INCOME PER JOB BY INDUSTRY
1989

KANSAS

ALL INDUSTRIES

$19,629

MANUFACTURING $29,171

SERVICES $18,527

SEDGWICK
MANUFACTURING $35,218
$0 $10 $20 $30 $40
AVERAGE INCOME PER JOB
Thousands

Source: U. S. Department of Commerce, Bureau of Economic Analysis.
Compiled by The Center for Economic Development and Business Research.

/0

—
-



70

60

50

40

30

Thousands

20

10

0

&-11

SEDGWICK COUNTY MANUFACTURING GROWTH

Manufacturing Jobs

. Actual @ Alternative

54.222 54.222

7

1986
Source: Employment Data, U. S. Dept. of Commerce, BEA., Compiled by CEDBR, WSU.

58.946

1989

An Alternative Scenario

® U.S. GROWTH 1986-1989, 2 %
® SEDGWICK COUNTY 1986-1989, 9 %

@ |F OUR GROWTH MIRRORED THAT OF
u.S.

— 3,448 FEWER JOBS IN
MANUFACTURING

— $35,218 AVERAGE EARNINGS EACH

— $121,425,724 LESS INCOME IN
COUNTY

— $242,851,448 LOST PERSONAL
INCOME STATEWIDE

- $19,622,397 LOST STATE AND
LOCAL REVENUE (DOES NOT
INCLUDE BUSINESS TAX
REVENUES.)



EARNINGS RESIDENTIAL ADJUSTMENTS
INCOME INFLOWS AND OUTFLOWS

SEDGWICK COUNTY

PAYCHECK

NET: $507 EARNINGS OUTFLOW

PAYCHECK ;

VRIS



EARNINGS RESIDENTIAL ADJUSTMENTS
INFLOWS AND OUTFLOWS

T ~———]
L

$507M

.

Source: U.S. Department of Commerce, Bureau of Economic Analysis.
Compiled by The Center for Economic Development and Business Research, WSU.
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Value of Residential Adjustment, 1989
Percentage of County Total Personal Income

=

7.

i

Negative Value Positive Value
A —— Greater Than 10.0% EEEEERI Greater Than 20.0%
ETTET 1.0% - 10.0% oo . > .~ | 10.0% - 20.0%
Less Than 1.0% Zzzzzrn Less Than 10.0%

Source: U.S. Department of Commerce, Bureau of Economic Analysis.
Compiled by The Center for Economic Development and Business Research, WSU.

5214



Value of Residential Adjustment, 1989 In Thousands
Percentage of County Total Personal Income

Kansas City, MO-KS Metropolitan Statistical Area

Residential Percentage of
Adjustment Total Personal

1889 Income, 1989

Negative Value s Positive Value Kansas 1,046,718
Johnson 1,363,895

Leavenworth 59,752

Miami 88,324

Wyandotte (585,873)

WYAN- Missouri (2,523,305)
BalT= Cass 471,582
Clay 448 581

Jackson (2,546,753)

Lafayette 118,233

Platte 93,455

Ray 147,228

Source: U.S. Department of Commerce, Bureau of Economic Analysis.
Compiled by The Center For Economic Development and Business Research, WSU.
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PERSONAL INCOME FOR KANSAS COUNTIES, 1989
IN THOUSANDS OF NOMINAL DOLLARS

COUNTY TOTAL RESIDENCE ADJUSTHENT  COUNTY TOTAL RESIDENCE ADJUSTHENT  COUNTY TOTAL RESIDENCE ADJUSTMENT

PERSONAL PERSONAL PERSONAL

INCOME LEVEL % OF TPI INCOME LEVEL % OF TPL INCOME LEVEL % OF TPI
Johnson 8,396,960 1,363,895 16.2  Woodson 54,753 4,008 7.3 Wallace 30,591 (63) -0.2
Butler 827,459 260,194 ji.4 Harper 121,425 1,178 3.1 Gray 82,120 (168) =0.2
Riley 844,943 191,371 22.6  EKearny 69,757 3,624 5.2 Graham 52,101 (191) -0.4
Sumner 402,291 114,302 28.4  Jewell 58,191 2,658 4.6 Morton 54,714 (281) 0.5
Jefferson 233,136 93,795 40.2 Ford 439,012 2,517 0.6 Logan 49,170 (331) 0.7
Miani 341,607 88,324 25.9  Stevens 115,772 2,424 2,1 Norton 88,274 (396) =0.4
Osage 217,19 69,955 32,2 Stanton 48,925 2,406 4,9 Sheridan 45,702 (444) =1.0
Douglas 1,086,599 61,966 5.7 Lincoln 49,156 2,205 4,5 Cloud 157,963 (601) =0.4
Leavenworth 874,878 59,752 6.8 Lim 110,734 2,094 1.9 Phillips 104,373 (609) -0.6
Franklin 311,95 55,459 17.8  Rush 5,715 2,045 1.5  NcPherson 180,456 (615)  -0.3
Jackson 160,813 54,775 34,1 Stafford 90,518 1,941 2,1 Brown 161,422 (636) =0.4
Dickinson 284,981 17,522 13.2 Hodgeman 11,025 1,726 5.6 Gove 59,799 (672) -1.1
Cherokee 268,205 35,374 13.2  Osborne 74,316 1,650 2.2 Clark 46,744 (891) -1.9
Wiabaunsee 89,806 28,078 1.3 Ellsworth 89,956 1,532 1.7 Grant 13,162 (1,22) -0.9
Harvey 457,768 23,166 5.1 Chautauqua 56,645 1,481 2,6 Pratt 161,261  (1,608) -1.0
Narshall 181,482 21,356 11.8  Decatur 86,524 1,459 1.7 Rooks 84,299 (2,003) =2.4
Pottavatonie 226,875 20,361 9.0 Neosho 250,547 1,412 0.6 Barber 101,049 (2,088) =21
Anderson 113,302 16,588 14,6  Smith 76,774 1,388 1.8 Allen 200,58 (2,804)  -1.4
Crawford 530,458 16,262 3.1 Sherman 111,195 1,016 0.9 Pawnee 125,378 (3,324) =27
Cowley 589,237 15,198 2.7 Nemaha 159,200 1,012 0.6  Bourbon 218,928 (3,528) -1.6
Marion 442,083 13,221 3.0 Ness 75,412 1,002 1.3 Russell 130,596 (3,609) -2.8
Kingman 116,711 11,975 10,1 Edwards 68,418 979 1.4 Nitchell 101,364  (4,156) -4.1
Atchison 27,651 10,806 4,5 Haskell 70,299 959 1.4 Barton 472,890  (4,418) -0.9
Norris 82,193 10,343 12,6 Lane 41,181 942 2,1 Reno 956,761 (5,752) ~0.6
Ellis 386,337 9,421 2.4 Greeley 40,791 815 2,0 Lyon 507,045  (7,245) 1.4
Ottawa 70,491 9,177 13.0  Trego 56,582 718 1.3 Llabette 354,481 (8,885) =2.5
Chase 49,317 8,279 16,8 Kiowa 62,954 701 1.1 Finney 469,818 (9,260 =20
Clay 131,940 7,950 6.0 Scott 90,857 675 0.7 Saline 850,313 (12,982) -1.5
Greenvood 115,108 7,793 6.8  Comanche 17,189 508 1.4  Montgomery 554,689  (16,952) -1.1
Wilson 146,603 6,426 4.4 Republic 102,168 498 0.5 Coffey 127,941 (22,589)  -17.7
Elk 50,541 5,723 11,3 Rawlins 53,625 466 0.9 Seward 289,898 (23,509) -8.1
Washington 95,172 5,174 5.4 Wichita 57,229 276 0.5 Shawnee 2,977,434 (238,632) -8.0
Rice 154,484 4,844 3.1 Thomas 139,113 265 0.2 Geary 347,041 (278,890)  -B0.4
Doniphan 105,206 4,437 4,2 Cheyenne 54,694 177 0.3 Sedqwick 7,215,287  (507,315) -7.0
Heade 67,872 4,384 6.5 Hamilton 49,668 164 0.3 Wyandotte 2,199,151  (585,873)  -26.6

Source: U.S. Department of Commerce, Bureau of Economic Analysis, Table CAS, Data on Disk.

Compiled by The Center for Economic Development and Business Research, W. Frank Barton School of Business, Wichita State University.
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EMPLOYMENT GROWTH AMONG FIRMS
Employees RECEIVING CONSTITUTIONAL EXEMPTIONS

1000

Employees At Time Exemption Granted
+256

+173
800 (Number of Firms Receiving Exemptions)
674
630 (12)
9)
BOO fomsens | | | N
400
200
30
(1)
0 kXX A
1987 1988 1989 1991
TOTAL 544 NEW JOBS

Source: City of Wichita Reports

Compiled by CEDBR, WSU, March, 1992, AVE RAG E AG R 20%




EARNINGS FROM JOB INCREASES

® 544 NEW JOBS AT PLANTS
RECEIVING EXEMPTIONS UNDER CONSTITUTION

® AVERAGE ANNUAL INCOME
$18,000 (Firm Reports)

® 544 X $18,000 = $9,792,000

® $9,792,000 X 2 = $19,584,000
(Multiplier Effect)

® $19,584,000 X 8.08% = $1,582,387
STATE AND LOCAL REVENUE IN
ONE YEAR (DOES NOT INCLUDE
ANY CORPORATE TAXES.)
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EMPLOYMENT GROWTH FROM FIRMS
RECEIVING IRB’S
CITY OF WICHITA

® 37 FIRMS
® 10,562 NEW JOBS 1971-1991

® AVERAGE ANNUAL GROWTH RATE
OF 11%
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ESTIMATED TAXABLE BASE OF NEW ENTRIES
DUE TO PREVIOUSLY GRANTED IRB’S

1987

*Assume 80% of Bond Issue Amount Becomes Taxable

1988

$11.828

CITY OF WICHITA
$-| 05.18 Cumulative 8 Year Total
$376,758,800
$67.872

$4.833

1989 1990 1991 1992 1993 1994

Compiled by CEDBR, From City Finance Reporis
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HOUSE TAXATION COMMITTEE
March 18, 1992

Testimony of Bernie Koch
Wichita Area Chamber of Commerce
House Bill 2845

Representative Wagnon, members of the committee, I'm Bernie Koch
with the Wichita Area Chamber of Commerce, appearing on House
Bill 2845. Thank you for the opportunity to appear before you
today.

The argument seems to be that we in Sedgwick and other counties
are abating away our wealth. We believe that we are using
abatements as one of many tools to create wealth, wealth that
we share with the rest of the state. That wealth has been used
in the past and will be used in the future for the financing of
our own and many other school districts in Kansas, as well as
other state functions.

In 1990, 48.4% of all state sales tax collected was in Sedgwick,
Johnson, Shawnee and Wyandotte Counties.

In 1989, 56.2% of all Kansas individual income %ax came from
Sedgwick, Johnson, Shawnee and Wyandotte Counties. Nuch of
that wealth can be attributed to the success of companies which
receive tax abatements.

In Sedgwick County, we target our property tax abatements very
carefully. The City of Wichita's policy on constitutional
property tax abatements has been revised at least three times
since the constitutional amendment went into effect. That policy
makes it very difficult to receive a 100% abatement.

About 75% of the total constitutional abatements granted are not
for real property. They are for machinery and equipment. The
strategy is to encourage our manufacturers to invest in machinery
and equipment which will keep them competitive with the rest of
the country, and in particular, the rest of the world.

Our major competitors in the aircraft industry are in Europe. Do
they have incentives? You bet they do. European aircraft
manufacturers are heavily subsidized by their governments. In

some cases, national governments actually own the aircraft companies.

You've all heard of the Concorde, the supersonic transport that

can cross the Atlantic in three hours. We don't build a supersonic
transport in this country. France and England allowed it to
happen in Europe by pouring millions into research, development,
and manufacturing subsidies.

House Tayation
Attachment &
03— )18-9a.



Boeing's biggest threat right now is a company called Airbus, which
is heavily subsidized by four European countries. Airbus has cut
deeply into MecDonnell-Douglas and Lockheed sales over the past
decade. An Airbus executive recently said, "We are going after
Boeing and we're going to make them bleed and scream."

Boeing isn't screaming yet, but the company was scratched this
month. Delta Airlines, a longtime Boeing customer, announced
that it will purchase nine Airbus Jets for $600 million. These
Airbus planes are what they call "white tails." They are spec
planes not built for any particular customer. Airbus can afford
to build spec planes because the company is heavily subsidized.
Our Kansas companies do it, but not very often.

As I've said to you before, I don't think most Kansans appreciate
how lucky we are to have this industry. At a time when U.S.

auto manufacturers are laying off thousands of people, when
Japanese govermnment officials are criticizing U.S. workers as
being non-productive, and when manufacturing jobs, jobs that
produce wealth, are declining all across this country, we

are bucking the trend.

In 1986, 19.1% of the U.S. work force was engased in manufacturing.
That dropped to 17.5% last year. Meanwhile, 24.5% of the

Japanese work force is in manufacturing. But we in Sedgwick County
beat the Japanese. 26.5% of our work force is manufacturing.

OQur rate of employment growth has increased each year since 1985.
Manufacturing jobs are increasing. We sell airplanes to people
all over the world, including the Japanese.

I think the point I want to make was brouszht home very dramatically
two weeks ago. General Motors announced that it lost $4.5 billion
in 1991. GM is closing 12 plants and laying off 16,000 people.

By 1995, the company will eliminate 74,000 jobs. Part of it is the
recession, but another big part of it is that U.S. automakers did
not invest in new technology and equipment while the Japanese did.
They lost their share of the market.

We want to encourage our healthy Kansas manufacturers to keep their
share of the worldwide market. One major way to do that is to
offer incentives to stay on the cutting edge with their products.
Property tax abatements are such an incentive.

One of the GM plants to be closed is in Ypsilanti, Michigan.
Workers there thought they were safe, that the company would close
the Arlington, Texas plant rather than the one in Michigan. But
the Arlington workers voted to give the company some concessions,
and the state of Texas teamed up with the city of Arlington to
give Gl a tax abatement package of 330 million. No similar
incentive plan came from Michigan or Ypsilanti.
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In your deliberations on this issue, please consider that we do
not exist in a vacuum. Other states in our region have the
ability to provide 100/% abatements, as well as other tools to
attract new and expanding businesses.

Consider Oklahoma City. With a high unemployment rate, Oklahoma
City is trying to attract aerospace industry. Tinker Air Force
Base, with thousands of civilian workers, has a skilled work
force familiar with aircraft. As the military downsizes,
unemployment in the area is likely to go up. What does Oklahoma
have to offer?

A good vocational training system administered by a separate

state board.

~ A corporate income tax rate of 6%, compared to Kansas' current
top rate of 6.75%.

- A legislature with a history of enacting company specific
incentives.

- A sales tax exemption for machinery and equipment.

- A sales tax exemption for manufactured goods, such as aircraft,
sold out of state.

- In lieu of ad valorem taxes, aircraft manufacturers only pay

a registration fee of $250 for each aircraft manufactured.

Commander Aircraft is a new company located on Wiley Post Airport
in Bethany, Oklahoma, a suburb of Oklahoma City. The company is
reviving the old 4-place Commander 114 single-engine 260 Horsepower
piston-powered aircraft. Commander forecasts 100 aircraft per

year production and employs about 120 people, with plans to add
another 80 in the next six months. It reportedly receives its
funding from Kuwait. The company did not receive any special
financial assistance from the community. It relied totally on
existing Oklahoma economic development incentives and Oklahoma's
tax structure, which is very favorable.

The company has said its competition is the TLS Mooney and the
Beech Bonanza.

We are in competition for jobs with other states and other countries.
Abatements help level out the playing field.

I'm not saying that there are not abuses out there. If that's your
concern, I would suggest an alternative approach. Tighten up the
law. ILimit what abatements can be used for. Require at least a
simple cost benefit analysis of each tax abatement and its effects
on school funding. Such a study can show the costs to eduecation

as well as the benefits generated by way of new sales taxes, income
taxes, and property taxes.

This is already being done in Kansas.



An economic model constructed by K-U for Lawrence is being
adapted to the Wichita area by Wichita State University. It
requires estimates of what a new or expanding firm requesting
abatements will cost schools, including the cost of new students.
The cost per pupil in the school district, including capital
outlay, is multiplied by the estimated number of new students
brought to the community by the business asking for the abatement.

We want to know as accurately as possible the costs and benefits
of abatements, and this model will give us very specific information.
We are taking abatements very seriously.

We do not take property off the tax rolls. No tax base is lost.
We delay the placement of new property on the tax rolls. I think
that's an important distinction often lost in the debate.

A 100% abatement can actually increase revenues to the state,

above and beyond any of the costs associated with it. Those are
revenues that can be used for the benefit of all Kansans, including
school children across the state. You may lose that revenue if
local govermments don't have the flexibility to grant a 100%
abatement.

Thank you for the opportunity to testify.
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TAX LIABILITY RANK OF EXISTING FIRMS

BY INDIVIDUAL URBAN AREA
TAXES BASED ON FIFTEEN SELECTED INDUSTRIES

(1= Lowest Tax Liability )

TULSA, OK

OKLAHOMA CITY, OK
DES MOINES, IA
KANSAS CITY, MO
DAVENPORT, IA

ST. LOUIS, MO

OMAHA, NE

DENVER, CO

JOHNSON COUNTY, KS
SEDGWICK COUNTY, KS
WYANDOTTE COUNTY, KS

Source: IPPBR/Kansas Inc. Tax Simulation Model - 1990
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ASSESSED VALUE
MACHINERY & EQUIPMENT
- SEDGWICK COUNTY
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- ASSESSED VALUE
MACHINERY & EQUIPMENT
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ASSESSED VALUE
MACHINERY & EQUIPMENT
- JOHNSON COUNTY
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ASSESSED VALUE
MACHINERY & EQUIPMENT
SHAWNEE COUNTY

Millions
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ASSESSED VALUE OF COMMERCIAL MACHINERY AND EQUIPMENT PER COUNTY

Reno
1984
1985
1986
1987
1988
1989
1990
1991

Harvey
1984

1985
1986
1987
1988
1989
1990
1991

Shawnee

1984
1985
1986
1987
1988
1989
1990
1991

Johnson
1984
1985
1986
1987
1988
1989
1990
1991

$20,579,489
$19,544,531
$17,618,588
$19,730,665
$20,051,026
$14,689,867
$14,268,540
$14,699,673

$12,081,095
$ 8,545,905
$ NA

$ 7,558,200
$ 8,151,900
$ 6,932,946
$ 6,933,354
$7,460,328

$72,262,570
$74,078,765
$70,880,075
$79,480,510
$84,894,630
$61,203,604
$65,600,498
$72,838,818

$130,055,746
$137,063,805
$143,508.425
$173,575,780
$163,457,805
$118,900,057
$158,202,315
$170,891,812

1984-1991

Wyandotte
1984

1985
1986
1987
1988
1989
1990
1991

Sedgwick
1984

1985
1986
1987
1988
1989
1990
1991

58,573,685
65,974,605
73,969,190
72,397,029
76,677,786
53,328,666
67,532,666
71,839,539

Gy

$183,930,207
$187,085,820
$185,445,528
$195,126,906
$211,576,704
$180,826,219
$173,948,298
$200, 900,750
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FIGURE 1
KANSAS EARNINGS BY INDUSTRY, 1989
(PERCENT OF TOTAL EARNINGS)

TABLE 1
EARNINGS BY PLACE OF WORK, 1989
IN THOUSANDS OF NOMINAL DOLLARS

FARMING -l
AG seRvices 4 a.
MiNING o

CONSTRUCTION

MANUFACTURING -

TRANS & PUBLIC UTIL
WHOLESALE TRADE
RETAIL TRADE -

FIRE

SERVICES

GOVERNMENT —

=} 5 10 15 20 25

LEVEL |PERCENTAGE | CUMULATIVE

OF TOTAL | % OF TOTAL
Kansas 28,578,843 = =
Sedgwick 6,085,399 21.3 21.3
Johnson 5,250,802 18.4 38.7
Shawnee 2,375,229 8.3 48.0
Wyandotte | 2.239,864 7.8 53.8
Dougles 740,388 2.6 58.4
Reno 638,005 22 60.6
Saline 610,334 2.1 62.8
Leavenworth| £92,894 2.1 64.8
Geary 527,527 1.8 66.7
Riley 443,454 1.6 68.2

TABLE 2

FIGURE 2 EARNINGS FROM SERVICES, 1989
IN THOUSANDS OF NOMINAL DOLLARS

ZARNINGS FAOM SERVICES. 1889 LEVEL | FERCENTAGE | CUMULATIVE

PERCENTAGE OF TOTAL ZAANINGS OF TOTAL o OF TCTFL
Kansas 6,278,224 = -
Johnson  [1,458,999 23.3 23.3
Sedgwick |1,417,596 22,6 45.8
Shawnee 577,019 9.2 55.0
Wyendotte | 370,633 5.9 60.9
Saline 180.583 3.0 8+.0
Douglas 177488 2.8 £8.8
Reno 145.205 2.3 6S.1
Riley 101,052 1.6 70.7
Cowley 98,325 1.6 72.3
Harvey 89,633 1.4 73.7

TABLE 3

FIGURE 3

EAANINGS FROM MANUFACTURING. 1988
PERCENTAGE OF TOTAL EARNINGS

7

EARNINGS FROM MANUFACTURING, 19839
IN THOUSANDS OF NOMINAL DOLLARS

LEVEL | PERCENTAGE | CUMULATIVE

OF TQTAL % OF TOTAL
Kansas 5,452,838 - -
Sedgwick [2,075,974 38.1 38.1
Johnson 578,952 10.6 48.7
Wyandotte 577,167 10.6 59.3
Shawnee 302,889 5.6 64.8
Reno 148,604 2.7 67.6
Douglas 130,326 2.4 69.9
Saline 121,076 2.2 72.2
Montgomery] 120,695 2.2 74.4
Lyon 117,985 2.2 76.5
Finney g7,383 1.8 78.3
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CITY OF WICHITA

A POLICY FOR GRANTING AD VALOREM TAX ABATEMENTS AS AN INCENTIVE FOR
BUSINESS DEVELOPMENT AND EXPANSION IN WICHITA, KANSAS

VHEREAS, Section 13 of Article 11 of the Kansas Constitution authorizes
the governing body of any city to grant property tax exemptions for certain
economic development purposes; and :

WHEREAS, the Wichita City Council has determined that under certain
circumstances the granting of property tax exemptions can be an effective
economic development tool; and

WHEREAS, state statutes require that the governing body develop and adopt
official policies and procedures prior to granting such exemptions; SO NOW,
THEREFORE,

BE IT RESOLVED by the governing body of the City of Wichita, Kansas:

Section 1. Purpose. The purpose of these provisions is to establish the
official policies and procedures of the City of Wichita for the granting of
property tax exemptions for real and tangible personal property used for
qualified economic development purposes under Section 13 of Article 11 of the
Kansas Constitution.

Section 2. Authority and Discretion. The authority to grant tax exemp-
tions within the City of Wichita is vested solely in the Wichita City Council.
The Wichita City Council is under no obligation to approve any requested exemp-
tion and reserves the right to deviate from the policies and criteria contained
herein if circumstances exist to warrant such deviation. Such circumstances may
include, but not be limited to: (1) economic development projects which, due to
their unusual nature or magnitude, offer extraordinary benefits to the communi-
ty, and (2) projects which are essentially local in nature and do not enhance
the local economy by importing new wealth into the community.

Section 3. Notice and Hearing. -Prior to granting a tax exemption, a
public hearing shall be held by the Wichita City Council. Notice of the public
hearing shall be published at least once seven (7) days prior to the hearing and
shall indicate the purpose, time and place thereof. The City Clerk shall also
notify in writing the governing body of Sedgwick County and the appropriate
unified school district, depending upon the location of the project.

Section 4. Criteria for Granting Exemption. Each application for
property tax exemption shall be evaluated in accordance with the following
criteria:

A. Demonstration of Economic Benefit. The City Council may consider
granting said tax exemption only upon clear and factual demonstration
of direct economic benefit. The project shall create additional
permanent full-time equivalent jobs, increase private capital invest-
ment in new plant and/or equipment and import new wealth into the
community. To be eligible for a tax abatement, the applicant must
export at least 50% of its product outside the state of Kansas.

-1
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Preservation of Existing Tax Base. It is the intent of this poliey
to promote expansion of the tax base and ensure that the taxing
districts having authority to levy taxes on the property affected
will receive, in the future, not less than the amount received prior
to granting the exemption except in situations where an existing
building is vacant and is acquired by a new owner who otherwise
qualified for an abatement.

Eligible Businesses. In accordance with Article 11 of the Kansas
Constitution, a tax exemption will be considered only for businesses
engaged in the following activities:

1. Manufacturing articles of commerce as defined by the Standard
Industrial Classification Manual which describes manufacturers as
"establishments engaged in the mechanical or chemical transfor-
mation of materials or substances into new products;" or

2. Conducting research and development relative to the manufacturing
of a product; or

3. Storing goods or commodities which are sold or traded in
interstate commerce.

Eligible Property. The City Council may exempt from ad valorem
taxation all or any portion of the appraised valuation of:

1. All newly constructed buildings or additions to existing build-
ings used exclusively for eligible business activities which are
necessary to facilitate the formation of a new business or ex-
pansion of an existing business if, as a result of such formation
or expansion, new employment is created.

2. All newvly acquired or existing tangible personal property used
exclusively for eligible business activities, except that no ex-
isting tangible personal property located in the state of Kansas
may be granted an exemption unless said exemption is required,
based on a factual determination, to retain jobs in the state of
Kansas. Personal property not utilized in the production process
such as office equipment, motor vehicles, tractors, fork-lifts,
etc. shall be ineligible for exemption.

No exemption will be granted for the land upon which qualified
buildings or building additions are located, existing buildings
already built (unless such building has been vacant for a minimum of
six months and is being acquired/occupied by a new tenant having no
fiscal or legal relationship with the former occupant or property
owner; or unless the new business is appreciably different than the
old use and will create in excess of 50 new jobs), or any property
rented or leased to outside interests by other than a not-for-profit
local economic development corporation. No exemption will be granted
for buildings or building additions for which a building permit has
been applied or construction commenced before the date said exemption
is granted. No exemption will be granted for any existing tangible
personal property located in the City of Wichita nor any newly
acquired tangible personal property ordered or purchased prior to the
date said exemption is granted.

13



Section 5. Amount and Term.

A.

Incentive Exemption. An exemption will be given up to 50% based an
the following scale regarding the amount of capital investment and
number of new employees:

1. New Job Creation. A tax exemption may be granted for each addi-
tional new job (FTE) as follows: 3% for the first five new
positions, 1%% for six to fifteen new jobs, and 1% for each new
job in excess of 15. FTE jobs are defined as those full-time
employees of more than 2,000 hours per year or part-time or
temporary employees convolidated to obtain the full-time
equivalent of 2,000 hours per year.

2. Capital Investment. A tax exemption may be granted for each
$50,000 of investment as follows: between $50,000 and $500,000 -
1.0%; between $500,000 and $1 million - .75%: between $1 million
and $2 million - 0.5%; above $2 million - 0.25%.

3. Location Premium. Businesses shall be encouraged to locate and/
or expand within special redevelopment areas of the City. To
foster such action, businesses may receive an additional premium
equal to twenty percent (20%) for location into special rede-
velopment areas. The special redevelopment areas shall be
designated by separate resolution of the City Council.

Export Premium. An additional exemption up to 50% shall relate to
the total sales volume exported outside the state of Kansas, either
directly or indirectly through a customer who exports. For that
export percentage of the total sales, the business may receive a
premium of 1% exemption for each 2% of exported sales.

Descending Scale. The calculated total tax exemption will be applied
according to the following scale:

Real Property Personal Property
Years 1 thru 5 - 100% 100%
Years 6 thru 10 - 50% 0%

Term of Exemption. No tax exemption shall be in effect for more than
10 years after the calendar year in which the business commences
operations or completes an expansion. Any applicant receiving a tax
exemption shall be required to make payments in lieu of taxes equal
to the amount of property tax not exempted. Said payments shall be
payable to the Sedgwick County Treasurer for distribution, under the
provisions of K.S.A. 12-148, to the general fund of all taxing sub-
divisions, excluding the state, which levy taxes on property where
the business is situated. This apportionment shall be based on the
relative amount of taxes levied by each of the applicable taxing sub-
divisions. Any tax exemption granted shall not affect the liability
of any special assessments levied or to be levied against such prop-
erty. No tax exemption granted shall be continued if the business
ceases operations or ceases to be engaged in eligible business
activities.
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Section 6. Preliminary Review. Prior to submittal of a formal applica-
tion, a business may inquire as to eligibility for tax exemption and the antici-
pated amount based on preliminary employment and capital investment figures.

The business shall complete a preapplication form and submit same to the City
Manager’s Office. City staff will review the information submitted and respond
to the business regarding apparent eligibility and potential amount of tax ex-
emption if granted. The response from City staff shall in no way represent
definitive findings or be seen as an expression of intent or obligation of the
City Council to favorably consider or approve a formal request for tax exemp-
tion. The preapplication form and staff response shall be deesmed to be proprie-
tary business information and shall be kept confidential.

Section 7. Formal Application.

A. Filing Fee. An application for a tax exemption shall be accompanied
by a filing fee of $500 which shall be non-refundable after the
application is considered by the Council, whether approved or dis-
approved. Said fee shall be used to defray expenses incurred in
processing and evaluating the application. This fee may be adjusted
annually to be consistent with the City’s Cost Allocation Plan.

B. Application Contents. The City will not consider the granting of any
tax exemption unless the business submits a full and complete appli-
cation and provides such additional information as may reasonably be
requested. The application shall contain the following:

1. Name and address of business, principal owners and officers,
contact person and telephone number.

2. A general description of the nature of the business, business
history and experience, and a list of principal competition in
the local market. If the property is leased, a description of
the lease arrangement and information sufficient to show that the
lessor has a 51% or more ownership interest in the lessee, that
the lessee has a 51% or more ownership interest in the lessor, or
that the lessor is a qualified community based not-for-profit
economic development corporation. A copy of the lease should be
provided.

3. Name and address of the owner of the land and building occupied
or to be occupied by the business.

4., A general description of the proposed building project or im-
provements, including estimated capital costs, plus the amount or
percentage of tax exemption being requested.

\

5. A site plan of the proposed building project or improvements.

6. If an existing business, average total monthly employment figures
for the past 12 months.

7. Number of new jobs (FTE) to be created by type or position.
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D.

8.

9.

A statement describing the type of new jobs (FTE) and an estimate
on wages/earnings of these jobs.

A statement explaining why the requested tax exemption is a
critical factor in determining whether the proposed project is to
be completed.

Review Procedures. Each application for tax exemption shall

generally follow the following procedures:

1.

2,

The business submits a completed application and pays the re-
quired filing fee to the City Clerk.

The City Manager makes an analysis of the costs and benefits of
such exemption and authorizes the placing of the application on
the Council agenda.

The City Clerk publishes required notice of the hearing and sends
written notice of the hearing to the Sedgwick County Commission
and U.S.D. 259 or other appropriate unified school board,
depending upon location of the project.

The City Council reviews the analysis of costs and benefits and
receives comments from the applicant, affected taxing districts,
and the general public. At the conclusion of the hearing, the
City Council will take formal action on the application.
Approval shall be in the form of an ordinance.

If approved, the business will file the initial exemption
application with the County Appraiser after review by the City.
The business will also be responsible for filing the annual claim
for exemption as required by state statute. The annual claim
must include a signed statement from the City Clerk that the
property continues to meet the terms and conditions of the
exemption. The business will be responsible for submitting any
evidence or participating in any hearing before the Board of Tax
Appeals relative to the exemption. As a condition of the grant
of exemption, the business must keep the City informed of any
administrative or judicial proceedings involving the exemption.
The City has the right but not the obligation to participate in
such proceedings.

Terms and Conditions. In granting a tax exemption, the City Council

may impose any terms or concitions as deemed necessary to fulfill the
purpose and intent of this policy.

Section 8. Completion Review. Each tax exemption granted shall be sub-

ject to a review of project completion. This review shall be for the purpose of
determining if the economic benefits were achieved, if the percent and term of
exemption remain valid, if the business is in compliance with any established
terms or conditions. In the event the capital investment project has not been
completed, the review status shall be considered to be in-progress and no tax
exemption shall be granted. If the capital investment project is complete but
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the employment goal has not been reached and hiring remains active, the appli-
cant business may choose to be considered in-progress and receive no tax exemp-
tion or be considered partially complete and receive a one-time prorated tax
exemption for the subject year. A project shall be considered complete if more
than 18 months have elapsed since initial approval of the tax exemption
ordinance.

A. Filing Date and Fee. The application for completion review shall be
filed on an annual basis no later than January 15 of each year until
the project has been completed. The filing fee shall be $500 for 75%
to 100% exemption, $250 for under 75% exemption and is non-
refundable. There shall be no filing fee for an in-progress review.

B. Business Information. The recipient business shall provide infor-
mation pertaining to the number of full-time permanent jobs created
as a result of the project, the actual wages/earnings paid on those
full-time permanent jobs, the actual amount of capital invested in
the project, the ongoing nature of business activities, a sworn
affidavit signed by the owner of the business, and any other data as
may reasonably be requested.

C. Review Process. The City Manager will review the application for
compliance with the original City Council approval criteria. If the
project has been developed in accordance with the approval, the City
Manager will issue a certification of compliance for the tax exemp-
tion. An exemption claim form filed by the property owner with the
County Appraiser shall include a written statement, signed by the
City Clerk, that the property meets all terms and conditions estab-
lished as a condition of granting the exemption.

D. Revocation. The City Council reserves the right to revoke a granted
tax exemption due to submittal of a fraudulent application, failure
to submit the completion review application and supporting informa-
tion, failure to meet qualifying criteria, or failure to comply with
established terms or conditions. Failure to produce the stated eco-
nomic benefits will result in a reduction or loss of tax exemption.

Section 9. Monitoring Review. Following receipt of certification of
compliance, each tax exemption granted shall be subject to an annual monitoring
review of business status. This revievw shall be for the purpose of determining
if the business continues to meet eligibility criteria and remains in compliance
with any established terms or conditions. :

A. Filing Date and Fee. The application for monitoring review shall be
filed on an annual basis no later than January 15 of each year for
the term of the exemption. The filing fee shall be $50 and is non-
refundable.

B. Business Information. The recipient business shall provide informa-
tion pertaining to the ongoing nature of business activities, total
monthly employment, the increase in full-time permanent employment as
a result of the tax exemption, the amount of wages/earnings paid to
those new full-time permanent employees, any change in majority
ownership of the business and any other data as may reasonably be
requested.




Review Process. The City Manager will review the application and,
unless ineligibility or noncompliance is evident, shall direct the
City Clerk to issue a certificate of compliance. In the alternative,
the City Manager shall submit a report to the City Council for their
determination of compliance.

Certification. If compliance is deemed to exist, the exemption claim
form filed by the property owner with the County Appraiser shall in-
clude a written statement, signed by the City Clerk, that the proper-
ty continues to meet all terms and conditions established as a con-
dition of granting the exemption.

Phase In. If the expansion is phased in over a period of years (up
to three years), the exemption may be approved for that entire period
of time. At the end of that period, should the applicant not have met
all of the conditions stated in the application, a new exemption will
be calculated based on the actual performance and applied retro-
actively to the entire three-year period and utilized to adjust the
exemption percentage for the fourth year.

Revocation. The City Council reserves the right to revoke a granted
tax exemption due to submittal of a fraudulent application, failure
to submit the monitoring review application and supporting informa-
tion, failure to meet qualifying criteria, or failure to comply with
established terms or conditions.

Section 10. Confidentiality. All applications and records pertaining to

a formal tax exemption request shall be subject to the provisions of the Kansas
Open Records Act.

Section

11. Amendments. The City Council reserves the right to amend,

revoke, change
best interests

Section

or otherwise modify this policy from time to time to promote the
of the City of Wichita.

12. Effective Date. This policy shall apply to all applications

for tax exemption submitted on or after the date of adoption.

Adopted

by the Wichita City Council and signed by the Mayor this

day of May 1991.
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This report summarizes the results of a cost-benefit analysis of an expansion project by Oread
Laboratories in Lawrence. The analysis is based on the Fiscal and Economic Impact Model of the
Institute for Public Policy and Business Research at the University of Kansas. The Institute’s model is
an extension and refinement of a cost-benefit model originally developed by Dr. David Darling of Kansas
State University’s Extension. (For a detailed description of the Institute’s current version of this model,
refer to IPPBR Technical Report No. 10.)

The cost-benefit analysis obtained through the Fiscal and Economic Impact Model is an attempt
to weigh the pros and cons of a project from the perspective of fiscal and economic benefits to the
community itself and its residents. Thus, a project should only be undertaken if the benefits clearly
outweigh the costs, and/or if the benefit-cost ratio is favorable. For a better understanding and a
meaningful interpretation of the results, it is imperative to be aware of the basic scholarly principles
applied in cost-benefit analysis.

I. GUIDING PRINCIPLES OF A COST-BENEFIT ANALYSIS

The Fiscal and Economic Impact Model of the Institute for Public Policy and Business Research
represents a sophisticated approach to conducting a cost-benefit analysis. It employs 240 input variables
to estimate the fiscal and economic impact of a project. Unlike a simplified accounting method, a cost-
benefit analysis that meets professional standards will incorporate four important underlying principles.
It will:

(D Identify all relevant impacts, which implies thoroughness in analyzing all possible costs and
benefits associated with a project.

) Monetize the impacts, which implies generating a dollar value for measurable costs and benefits
(e.g. per capita municipal expenditures, capital costs incurred to the community etc.).

3 Employ the ‘opportunity cost’ concept, which perceives costs as the value of the best forgone
alternative course of action (i.e. value of the required resources in their best alternative use).

4) Discount future costs and benefits for time and risk, which means tackling the problem of time
dimension. (It is an important economic concept to discount costs and benefits to present values,
since a dollar obtained today is worth more than a dollar obtained in the future. As an example,
receiving full property taxes after 10 years is worth less than if it would be obtained in the first
year. Similarly, an adjustment for risk is necessary to account for the probability of a company
leaving the community a few years after a property tax abatement was granted.)

University of Kansas 1 Institute for Public Policy and Business Research
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Intangible Costs and Benefits

While some costs and benefits can be directly measured, it is more difficult to put a monetary value
on intangible costs and benefits such as social or environmental impacts (traffic congestion, pollution,
environmental changes on the cost side, or improvement of the quality of life including job security on
the benefit side). While it will depend on the type of project or industry, intangible costs are likely to
be higher than intangible benefits in most instances.

Benefit-Cost Ratios to Assess a Project’s Acceptability

The use of benefit-cost ratios as an indicator for a project’s acceptability requires the setting of a
lower bound for these ratios. It is suggested that the following guidelines for the benefit-cost ratio should
lead decision making: For a project’s acceptance, the benefit-cost ratio should exceed 1.25to 1. Since
the Institute’s Fiscal Impact Model is not designed to estimate or monetize intangible social or
environmental benefits or costs and does not fully account for the probability of a firm locating in the
community without a property tax abatement, the overall costs (tangible and intangible) may be
understated relative to the overall benefits (tangible and intangible), and may make the project seem more
beneficial than it really is. Since there is a likelihood that unmeasurable intangible costs will be higher
than the unmeasurable intangible benefits, projects with a benefit-cost ratio of less than 1.25 to 1 but
greater than 1 to 1 may be only marginally favorable and should require closer scrutiny by decision
makers.

Reliability of the Outcome

The outcome of this cost-benefit analysis is intanded to facilitate political decision making and does
not represent precise values, but rather reasonable approximations of the magnirude of the fiscal and
economic impact of the project. The sensitivity of some variables such as the rate of inmigration of new
employess suggests that one should view the results within a range rather than a single outcome.
Furthermore, the benefits and costs derived from this cost-benefit analysis do not include the intangible
social costs or benafits, the benefits occurring during the construction phase of the project, and the costs
associated with the chance that a firm might locate or expand in the community without a property tax
abatement.

II. OUTCOME OF A COST-BENEFIT ANALYSIS FOR THE EXPANSION PROJECT BY
OREAD LABORATORIES

The outcome and key inputs of the 240 input variables of the cost-benefit analysis for Oread
Laboratories are summarized in the subsequent tables. Results are shown as a best estimate as well as
a range, the latter indicating the sensitivity of the Model’s outcome to slight variation of some key input
variables (e.g. in-migration of new employees). Table 1A displays the amount of the 50% property tax
abatement requested for 10 years ($283,270). The most important firm-related inputs such as new taxable
real estate investment ($1.9 million), projected operating expenses by new firm ($592,000), and initial
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new employment (33) are listed in Table 1B. Table 1C shows the key community-specific input variables
generated through budget analysis, a survey of new employees, and other sources (literature, national
surveys, census data, etc. - see Appendix A and IPPBR Technical Report No. 10 for a detailed
description of the Model and its 240 input variables). Table 2 summarizes the present value of total net
benefits to the community over a 15-year period from a fiscal perspective and contains the estimated
benefit-cost ratios. Table 3 reveals the present value of net benefits to the city, county and school
district, respectively. (See Appendix B for more detail.). Additional benefits to the private-sector are
shown in Table 4.

Overall, the outcome of the cost-benefit analysis shows that the ratio of the present value of net
benefits and costs is in the range of 1.3-1.6 to 1.0. The best estimate is 1.4 to 1.0 (Table 2). This
suggests that there will be a net fiscal and economic benefit to the community and its residents from the
granting of a 50% property tax abatement for 10 years on the company’s taxable real estate investment
and equipment. Further, unmeasured intangible benefits are likely to exceed unmeasured intangible costs
for this R & D project in that it could enhance further R & D location and R & D entrepreneurship in
the community. Hence, the overall benefit-cost ratio for this project is likely to be higher than this
measured best estimate of 1.4 to 1.

University of Kansas 3 Institute for Public Policy and Business Research

-2



Table 1A

AMOUNT OF PROPERTY TAX ABATEMENT REQUESTED
Oread Laboratories, Lawrence

School
Total City County District
Abated Tax in Year | $38,389 $8,917 $9,193 $20,279
Present Value of Abated Tax $283,270 $65,796 $67,838 $149,637
(10-year period, current-year dollars)
Table 1B
KEY FIRM-RELATED INPUT VARIABLES OF THE MODEL
Expansion of Oread Laboratories, Lawrence
1. Real Estate Investment $1,950,000
2. Taxable Equipment $450,000
3. Annual Operating Expenses (locally) §592,000
4. Initial New Employment Number  Average Salary Fringe Benefits
(excl. FICA)
Total 33 —
-Professionals 29 §31,700 12%
-Other 4 $17,375 12%
University of Kansas 4 Institute for Public Policy and Business Research
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Table 1C

KEY COMMUNITY-SPECIFIC INPUT VARIABLES OF THE MODEL
Expansion of Oread Laboratories, Lawrence

1. Residential Location of New Employees Lawrence: 61.9%
Rest of County: 15.6%
Commuters into Dgl. Co.: 22.5%
1A. In-migration of New Professionals 50.4 out of 100 (initial round)
In-migration of Production Workers 14.5 out of 100
1B. Estimated Number of New Housing Units Lawrence: 12.7
Rest of County: 159
1C. Estimated Number of New Residents Lawrence: 32,5
Resto of County: 40.7
1D. Estimated Number of New School Children (USD 497) 4.3
2. Proportion of Disposable Income of New Employees 58% in Lawrence

Spent in the Community

3. Employment Multiplier 1.69

4, Operating Expenditures

Associated with New Development city: $13,480

(plant and new residents) county: $10,568

USD 497: $17,620

5. Capital Costs incurred to community city: $30,410

by new residents county: 311,251

USD 497: $81,252

6. Capital Costs incurred to community city: $20,617

by plant only county: $3,229
University of Kansas 5 Institute for Public Policy and Business Research
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Table 2

COMBINED NET FISCAL BENEFIT TO COMMUNITY
Expansion of Oread Laboratories, Lawrence

Best Estimate Range
Present Value of Benefits Net of Costs $227,266 $191,776 - $265,715
(current-year dollars, 15-year period)
Benefit/Cost Ratio: - 1l4tol 1.3-16 to 1
Table 3

NET FISCAL BENEFITS FOR CITY, COUNTY AND SCHOOL DISTRICT
Expansion of Oread Laboratories, Lawrence

(Results are shown as present value of benefits net of
costs in current-year dollars, discounted over a 15-year period)

Best Estimate of Best Estimate of Range of Net Benefits
Benefits Costs Net Benefits
City of Lawrence: $247,847 $183,396 $64,450 $62,047 - $67,054
Douglas County: $172,112 $117,763 $54,349 §51,142 - $57,824
USD 497: $356,914  $248,447 $108,467 §78,586 - §140,837
University of Kansas 6 Institute for Public Policy and Business Research
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Table 4

NET CHANGE IN PRIVATE SECTOR INCOME AND SALES IN LAWRENCE
(First year of operation of the proposed expansion of Oread Laboratories)

Net Change in Income to

Current and New Residents: $837,817
-Disposable Personal Income $479,689
-Secondary Income $358,128

(through plant spending
and multiplier effect)

Net Chanee in Private Sector Sales

for existing and new businesses®: $1,150,244
-Taxable Retail Sales $321,575
-Other Nontaxable Sales $828,669

Includes income to new residents (in-migrants due to new employment). Since a cost-benefit analysis
is concermed with the benefits to the current residents making the decision regarding the new
development, the proportion of income received by new residents ought to be subtracted from $837,817.
However, the proportion of incremental income to the current residents from the new project is not
straightforward calculation because of multiplier and other effects.

Includes sales involving existing as well as new businesses which may locate in the community due
to the new development. Only sales involving existing businesses can be counted in-a cost-benefit
analysis as net private-sector benefits.

University of Kansas 7 Institute for Public Policy and Business Research
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APPENDIX A

Data Input Section

Fiscal and Economic Impact Model
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INSTITUTE FOR PUBLIC POLICY AND BUSINESS RESEARCH, UNIV. OF KANSAS

FISCAL AND ECONOMIC IMPACT MODEL

DATA INPUT SECTION

I.

FIRM-RELATED/PROJECT-RELATED INPUTS

(Data to be obtained from new firm/project) Inputs
A. Firm's/project’s market value of investment:
1. Real Estate (land and building) 1,950,000 Name of Firm or Project:
2. Taxable Equipment and Machinery 450,000
OREAD LABS
C. Percent of assessed valuation 1.Real Estate: 50% (name of firm/project)
given property tax exempt status 2.Equipment: 50%
E. Square footage of facility 146,000 Date of Analysis:
F. Annual cperating expenses of new firm/project: Oct. 9, 1991
Total excluding LABOR COSTS and DEBT SERVICE 800,000 {menth/day/year)
G. Propertion of total operating Lawrence TR
expenses spent locally: Eudora 0.0%
Baldwin 0.0%
Rest ofCo 0.0%
H. Preoertion of lecal plant operating expenses
subject to LOCAL sales tax (CITY & COUNTY TAX) 10%
Base Salary
1. New firm’s or project’s employment Humber: Per Emoloyee:
Number of managers earning > $40,000 0 $Q
Number of profess./tech. earning $20,000-40,000 29 $31,700
Numoer of prod.workers earning < $20,000 4 $17,375
K. Annual plant sewage bill to city $600
L. Annual plant water bill to city (# meters: ) 628
TCTAL plant bill for municipal utilities 1,228
M. Annual plant utility bills: 1. Gas 10,777
2. Electr. 22,520
3. Local telephone bill subject to city sales tax: 51
4. Number of new phone lines: 3
5. Cable TV: 0
-- Annual plant franchise fees (gas,elec., phone) $1,216
-- Annual city sales tax on utilities (plant only} $340
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REMAINDER OF OUTSIDE
1I. NEW EMPLOYMENT AND VACATED JOBS LAWRENCE BALDWIN EUDORA COUNTY COUNTY
A. Salaries, Benefits, Taxes, Unearned Income (in Dollars)
1. New firm’s manager(s)
a) Base Salary 30 s0 30 $a $0
b) Plus Fringe benefits, (12%) 0 0 0 0 0
c) Mimus SS,Fed & State Taxes 0 0 0 0 0
d) Plus unearned income(rent, 0 0 0 0 0
interest, dividents, etc.)
2. New firm's professional staff
a) Base Salary $31,700 $31,700 $31,700 $31,700 $31,700
b) Plus Fringe benefits, (12%) 3,804 3,804 3,804 3,804 3,804
c) Minus SS,Fed & State Taxes 10,826 10,826 10,826 10,826 10,826
d) Plus unearned income(rent, 0 0 0 0 0
interest, dividents, etc.)
3. New firm's prod.workers
a) Base Salary $17,375 817,375 $17,375 $17,375 $17,375
b) Plus Fringe benefits, (12%) 2,085 2,085 2,085 2,085 2,085
c) Minus §5,Fed & State Taxes 4,643 4,643 4,643 4,643 4,643
d) Plus unearned income(rent, 0 0 0 0 0
interest, dividents, etc.)
4. Displaced workers
a) Base Salary 0 0 0 ] a
b} Plus Fringe benefits, (12X) 0 0 0 0 0
c) Minus SS,Fed & State Taxes 0 0 0 0 0
d) Plus unearned income 0 0 Q 0 0
5. Long-term vacated jobs and/or long-term unemployed getting a new job in new company
a) Base Salary 0 o 0 0 0
b) Plus Fringe benefits, (12%) 0 0 Q 0 0
¢) Minus SS,Fed & State Taxes 0 0 0 0 0
d) Plus unearned income 0 0 0 0 a
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III. INPUTS RELATED TO DEMOGRAPHIC IMPACT REMAINDER OF OUTSIDE
(Data generated through employee survey) LAWRENCE BALDWIN EUDORA COUNTY COUNTY
A. Living Patterns of new Employees
distribute 100 new workers so that 22.5X commuters, 15.6% live outside Lawrence)
1. New firm’s manager (1 or more) c.0 0.0 0.0 0.0 0.0
2. New firm’s professional staff (#) 18.0 1.5 1.5 1.5 6.5
3. New firm’s production workers (#) 2.5 0.2 0.2 0.2 0.9
B. Percentage of migrants among new employees NO SURVEY OUTSIDE LAWRENCE !
1. % of manager(s) migrating in 100.0% 100.0% 100.0% 100.0% 0.0%
2. % of prafessionals migrating in 50.4% 50.4% 50.4% 50.4% 0.0%
3. % of prod. workers migrating in 14.5% 14.5% 14.5% 14.5% 0.0%
C. Percentage of job changers
among managers 0
among neW professional employees 53.9%
among new production workers 62.2%
D. Living Patterns of former Workfarce
1. Number of displaced workers 0 0 Q 0
2. Actual jobs vacated (ENTER #) ] ] 0 0 0
3. Maximum number of vacated jobs 11.2 0.9 0.9 0.9 4.1
IV. INPUTS RELATED TO CONSUMER SPENDING AND PLANT SPENDING
REHAINDER OF OUTSIDE
LAWRENCE BALDWIN EUDORA COUNTY COUNTY
A. Spending Patterns of Employees
1. In plant community S8% 50% 50% 50% 5%
2. In community-2 1% 10% 0% 0% 0%
3. In community-3 1% 0% 10% 4 0=
4, In rest of county (14 0% 0% (14 0%
B. Lost Personal Income
1. Spent by residents 0% 0% 0% 0% .--
2. Spent by outsiders 0% 0% 0% 0% -
C. Proportion of employees’ income spent COUNTY
in county which eventually becomes
personal income to other residents BY DEFAULT 35%
D. Proportion of employees’ income
subject to LOCAL sales tax (CITY & COUNTY TAX) LT%
E. Proportion of plant operating budget
spent in county which eventually
becomes personal income locally BY DEFAULT 35%

sum
33
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REMAINDER OF QUTSIDE

V. INPUTS RELATED TO MUNICIPAL GOV. LAWRENCE BALDWIN EUDORA COUNTY COUNTY
A. Property tax rate,levy 1990 for 1991 26.42 23.58 16.25 26.42 NA
B. City option sales tax rate 1.0% 0.5% 0.5% 0x NA
C. Residential assessment ratio 12% 12% 12% 12% NA
D1.lndustrial assess.ratio, r.est. 30% 30% 30% 30% NA
D2.1ndustrial assess.ratio, equip. 20% 20% 20% 20% NA

E. Community-Specific Housing Factor to Estimate Purchase Price of New Home (data provided by S&lLs)

1. Manager 1.80
2. Professionals/Tech. 2.51
3. Production Worker 3.56
F. City assessed valuation in 1990 $248.71 (millions)
G. City population 1990 65,608 NA
H. City total housing units 1990 25,4615 NA
[ Per capita muni.op.exp. 164 0 0
K. Per capita muni.rev. &9 0 0
incl .LAVTR, fees,fines,regis.,permits,
intergov. revenues, charges, excl.property and sales taxes)
L. Cost of capital investment (road, public facilities, library, fire, police..... )
to accomodate one new housing unit 794 0 0

DO NOT ENTER NEXT 8 INPUTS (WILL BE AUTOMATICALLY CALCULATED)

1.

Persons per housing unit

2.56 OR USE 2.64 PERSONS PER HOUSEHOLD (SURVEY,

2. Adj.Factor for Housing (workers per housing units) 1.25
3. New housing units (mgr) 0.0 0.0 0.0 0.0
4, New housing units (prof) 12.2 1.0 1.0 1.0
5. New housing units (prod.wrk) Q.5 0.0 0.0 0.0
4. New residents expected 32.51 2.73 2.73 2.73
7. Emoloyment Multiplier 1.69 1.69 1.49 1.69 1.49 sum
8. Total New Employment (Multipl.Effect 34.5 2.9 2.9 2.9 12.5 55.7
VI. MUNICIPAL GOV. UTILITY INPUTS LAWRENCE BALDWIN EUDCRA
A. Costs To New Home Owners (annual)
1. Avg. annual sewage bill 0 0 0
2. Avg. annual water bill 0 0 0
TOTAL muni util. bills 300 0 0
4. Franchise fees per h.unit 36
B. Capital Costs:Expansion of Utilities
(per new housing unit) 1602 0 0
C. Operating costs per neW housing unit
for utilities 166 0 0

(oper.cost for water,sewer,sanit.
divided by # housing units)

-



(plant community)
VII. MUNICIPAL GOV.: Plant related Costs and Revenues LAWRENCE

EXPENDITURES RELATED TO NEW FIRM/DEVELOPMENT:
A. Total capital cost - city invest., new plant
(incl.road, fire, palice, and other) 4273
B. Annual cost to operate expanded city services needed
to accomodate new plant (based on a per employee cost

of $162.37) 5358
C. Total city capital cost for local public util. to accom.
new plant (water, sewer - National Survey) 16344

D. Annual operating cost to local public utilities
incurred to service new plant (WKSH 6)
/(35,000 wage earners assumed) 30385.679 697

E. Payment in lieu of taxes (if applicable) 0
(property tax due prior to acquisition of property by new firm)

b33



Douglas

VII1. INPUTS RELATED TO COUNTY GOVERNMENT County

A. Property tax rate (mill levy 1990 for 1991) 27.24
B. County option sales tax rate 0.0%
C. Residential assessment ratio 12%
D. Industrial assessment ratio for real estate 30%
E. County population 1990 81,798
F. County assessed valuation in 1990 (millions) ’ 341.20

REVENUES AND COSTS FROM NEW RESIDENTS:

G. Per capita county revenue (exclude property & sales tax &9

H. Per capita county operating expenditures 187

1. Total cost of county capital investment to accomodate new
residents (per housing unit - road and other costs) 708

REVENUES AND COSTS FROM NEW PLANT:
K. Total cost of county capital investment
to accommodate new firm 3229.56

L. Annual county cost to operate expanded county

services to accomodate new firm (based

on a per emoloyee cost of $90.12) 2974
M. Payment in lieu of taxes (if applicable) 0

(preperty tax due prior to acquisition of property by new firm)

NEXT -3 I[NPUTS WILL BE AUTOM.CALCULATED (DO NOT ENTER)
-- New housing units expected Wwithin county boundaries 15.9

-- Total value of new housing units, $1,253,643
all in-county communities

== New Residents (in-migrants) expected 40.7




IX. INPUTS RELATED TO SCHOOL DISTRICTS usp 497 uso 348 UsD 491
CALCULATICNS FOR GENERAL FUND ONLY

Al. Prop.tax rate(Gen.Fund Mill Levy 1990 for 1991) 60.09 NA NA
A2. Prop.tax rate (Total Mill Levy 1990 for 1991) 69.56 69.96 58.01
NEW HOUSING UNITS IN EACH SCHOOL-DIST.

B2 Number of new housing units(prd.wk) 0.5

B2 Number of nmew housing units (prof) 12.2

B2 Number of new housing units (mgr) 0.0
RATIO OF NEW SCHOOL-CHILDREN F'I‘lCﬁ IN-MIGRANTS

C1. Ratio per new working in-migrant in 1990 0.353

C2. Ratio per new working in-migrant five years later 0.559

C3. Ratio per new working in-migrant (AVG 1990,1%95) 0.456
NUMEER OF NEW SCHOOL CHILDREN DUE TOQ IN-MIGRANTS

D1. Number of School Children {(manager) 0.0

D2. Number of School Children (professionals) 4.6

D3. Numper of Schaol Children (prod.workers 0.2
ADJUSTMENT FACTOR FOR WORKING SPOUSES,PARTNERS etc. 1.5

E. State Aid per student (ADA) (Gen.Fund portion,1589-50) 82

F. Annual operating expenditures per new

student (based on General Fund, 198%-90) 3,653
G. Expected annual cost of capital expenditures
to accomodate new students, PER USD 437 HOUSING UNIT 6402

[NTERGOVERNMENTAL REVENUES

H. State Income Tax Return (General Fund only) 4,627,547

1. Nonfarm Wage and Salary Employment in School District 22,958

K. Motor Vehicle Property Tax Return (Gen.Fund only) 2,663,870

L. Kumber of Total Residents in School District 65,608
NUMBER OF MEW RESIDENTS TO SCHOOL DISTRICT 32.5

N. Payment in lieu of taxes (if applicable) Q

(property tax due prior to acquisition of property by new firm)
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APPENDIX B

Results of Fiscal and Economic Impact Model

1. Present Value of Net Benefits to City, County and School District
(Discounted for Time and Risk over a 13-year period)

2. Present Value of Combined Net Benefits to the Community
(Discounted for Time and Risk over a 15-year period)



PRESENT VALUE OF COSTS AND BENEFITS TO THE CITY GOVERNHENT (50% Tax Abatement)

CAPITAL OPERATING TOTAL TOTAL 7.50% DISCOUNTED DISCOUNTED NET BENEFITCUMULATIVE
YEAR (T} COST CcosT CosT BENEFIT DISCOUNT RATE COsTs BENEFITS B-C NET
1/¢1+dise)*(t-1) BENEFITS
1 51,027 13,950 64,976 26,136 1.0000 64,976 24,136 (40,840)  (40,840)
2 13,950 13,950 24,136 0.9302 12,976 22,452 9,476 (31,365)
3 13,950 13,950 26,136 0.8853 12,071 20,885 8,815 (22,550)
4 13,950 13,950 26,136 0.8050 11,229 19,429 8,200 (14,350)
5 13,950 13,950 24,136 0.7488 10,445 18,073 7,628 (6,723)
6 13,950 13,950 24,136 0.6966 9,717 16,812 7,095 373
7 13,950 13,950 26,136 0.6480 9,039 15,639 6,600 8,973
8 13,950 13,950 24,136 0.4028 8,408 14,548 6,140 13,113
9 13,950 13,950 24,136 0.5607 7,822 13,533 5,712 18,825
10 13,950 13,950 26,136 0.5216 7,276 12,589 5,313 24,138
11 13,950 13,950 33,053 0.4852 6,768 16,037 9,269 33,406
12 13,950 13,950 33,053 0.4513 6,296 14,918 8,622 42,028
13 13,950 13,950 33,053 0.41%9 5,857 13,877 8,021 50,049
14 13,950 13,950 33,053 0.3906 5,448 12,909 7,461 57,510
15 13,950 13,950 33,053 0.3433 5,068 12,009 6,960 64,450
$260,270  $406,623 Total $183,396  $247,847 864,450
Annualized averages over the lifetime of the project:
CosT BENEFIT NET BENEFIT

$13,755  $18,589 $4,834

PRESENT VALUE OF COSTS AND BENEFITS TO THE COUNTY GOVERNMENT (50% Tax Abatement)

CAPITAL QPERATING TOTAL TOTAL 7.50% DISCOUNTED DISCOUNTED NET BENEFITCUMULATIVE
YEAR (%) cosT cosT CosT BENEFIT DISCOUNT RATE CosTS BENEFITS B-C HET
1/¢1+dise)*(t-1) BENEFITS
1 14,6480 10,884 25,365 16,053 1.0000 25,365 16,093 (9,271)  (9,271)
2 10,884 10,884 16,093 0.9302 10,125 14,971 4,846 (4,428)
3 10,884 10,884 16,093 0.8453 9,419 13,926 4,508 82
4 10,884 10,884 16,093 0.8050 8,761 12,954 4,193 4,275
5 10,884 10,884 16,093 0.7488 8,150 12,051 3,%00 8. A75
) 10,884 10,884 16,093 0.4966 7,582 11,210 3,628 11,804
7 10,884 10,884 16,093 0.6480 7,053 10,428 3,375 15,179
8 10,884 10,884 16,093 0.6028 6,561 9,700 3,140 18,319
9 10,884 10,884 16,093 0.5607 6,103 9,024 2,921 21,239
10 10,884 10,884 16,093 0.5216 5,677 8,394 2,717 23,956
1 10,884 10,884 25,287 0.4852 5,281 12,269 6,988 30,944
12 10,884 10,884 25,287 0.4513 4,913 11,4613 6,500 37,445
13 10,884 10,884 25,287 0.4199 4,570 10,617 6,047 43,492
14 10,884 10,884 25,287 0.3906 4,251 $,876 5,625 49,117
15 : 10,884 10,884 25,287 0.3633 3,954 9,187 5,233 54,349
Total $117,763 $172,112  $54,349
Annualized averages over the lifetime of the project:
COosT BENEFIT MET BENEFIT

$8,832 312,908 4,076
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PRESENT VALUE OF COSTS AND BENEFITS TO THE SCHOOL DISTRICT (50% Tax Abatement)

CAPITAL OPERATING
YEAR (t) COsT cosT

1 81,252 17,620
2 17,620
3 17,620
4 17,620
5 17,620
6 17,620
T 17,620
8 17,620
9 17,620
10 17,620
11 17,620
12 17,620
13 17,620
14 17,5620
15 17,620

TOTAL
cosT

98,872
17,620
17,620
17,620
17,620
17,620
17,620
17,620
17,620
17,620
17,620
17,620
17,620
17,620
17,620

PRESENT VALUE OF TOTAL COMBINED BENEFITS AND COSTS
(NON-CUMULATIVE, CURRENT-YEAR DOLLARS)

DISCOUNTED NET BENEFITCUMULATIVE

BENEFITS

33,103
30,754
28,645
26,647
24,788
23,058
21,449
19,953
18,561
17,266
25,901
24,0964
22,413
20,849
19,394

$356,914

B-C

(65,769)
14,403
13,398
12,464
11,5%
10,785
10,033

9,333
8,682
8,076
17,352
16,141
15,015
13,967
12,593

$108,467

NET
BENEFITS

(65,769)
(51,366)
(37,967)
(25,504)
(13,910)
(3,125)
6,908
16,241
24,922
32,998
50,350
46,491
81,506
95,474
108,467

Annualized averages over the lifetime of the project:
BENEFIT NET BENEFIT

TOTAL 7.50% DISCOUNTED
BENEFIT DISCOUNT RATE COSTS
1/(1+dise)*(t-1)
33,103 1.0000 98,872
33,103 0.9302 16,390
33,103 0.8453 15,247
33,103 0.8050 14,183
33,103 0.7488 13,194
33,103 0.6966 12,273
33,103 0.6480 11,617
33,103  0.6028 10,620
33,103 0.5607 9,879
33,103 0.5216 9,150
53,382 0.4852 8,549
53,382 0.4513 7,952
53,382 0.4199 7,398
53,382 0.3906 6,882
53,382 0.3633 6,401
TOTAL $248,447
cosT
$18,634

Year Benefits
$73,332
68,216
63,457
59,030
54,911
51,080
47,517
44,201
41,118
38,249
54,207
50,425
46,907
43,634
40,5%0
TOTAL $776,873

-
- O W W~ o W W

—a A -3 -2
o W

Costs

$189,213
39,492
36,736
34,173
31,789
29,571
27,508
25,589
23,804
22,143
20,598
19,161
17,824
16,581
15,424

$549,607

Het Benefit
($115,280)
28,725
25,720
264,856
23,122
21,509
20,008
18,612
17,314
16,106
33,608
31,264
29,083

Total Amount of Tax Abatement (year 1):

27,053 -

25,166
$227,266

Annualized averages over the lifetime of the project:

cosT
$58, 265

BENEFIT
$41,220

$17,045

$26,769

Total Present Value of Net

Benefits in Current-Year Dollars:

15 year peried

Benefit/Cost Ratio:

Present Yalue of Abated Tax
Current-Year Dollars (15 years):

Ratio

of net benefits to

present value of total
amount of abated prop. tax:

1.4 to

$8,135

$227,266

1

$38,389

$283,270

0.8 to 1

50.4% migr.
ratio fer
prof.worker
(survey)
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City of Olathe

TO: Members of the Hoiggggaxation Committee
FROM: Donald R. Seifert/ 'Assistant Director, Administrative
Services

SUBJECT: House Bill No. 2845 - Excluding School Tax Levies from
Constitutional Tax Abatement Authority

DATE: March 18, 1992

On behalf of the city of Olathe, thank you for the opportunity
today to express opposition to HB 2845. This bill would limit a
city’s authority to grant property tax abatement under the 1986
constitutional amendment by excluding school taxes from the
abatement. The Olathe governing body opposes legislation that
would further restrict the use of property tax abatements as an
economic development tool.

Under current law, we believe there is ample opportunity for
school districts to provide input into the decision making
process on abatements. The 1990 Legislature enacted a law which
requires cities and counties to adopt a written policy on tax
abatements, which must include procedures for conducting a fiscal
analysis, providing notice to affected entities including school
districts, conducting a public hearing on each request, and
monitoring compliance. These were reasonable restrictions, which
placed into law responsible public policy in the use of tax
abatements.

Attached to my testimony is a copy of Olathe’s property tax
abatement policy. It states that no tax abatement shall exceed
50% of the amount that would ordinarily be levied, and property
taxes on existing facilities shall not be reduced. Thus, the
city considers tax abatement requests only for 50% of the new
incremental valuation added to community. The term of the
abatement may vary from 3 to 10 years, based on the capital
investment in the project.

Since the 1986 amendment, Olathe has granted partial property tax
abatement to four projects representing approximately $5.3
million in assessed valuation. This amounts to slightly more
than 1% of the assessed valuation of the Olathe School District.
In general, the school board has not opposed the city’s decisions
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House Taxation Committee
March 18, 1992
Page 2

in this area because it will receive at least 50% of the property
taxes that might otherwise have not occurred.

It is no secret that high property taxes, particularly those for
schools, are a dominant topic in Olathe. However, the community
believes that one long term answer to its property tax crisis is
increasing its tax base through the expansion and attraction of
industry. To do this in today’s competitive environment, we need
to preserve the economic development tools that are available to

us.

We suggest that current law provides a framework for local units
of government to adopt a responsible tax abatement policy
tailored to local needs, and urge the Committee not to recommend
this bill for passage.

rc
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RESOLUTION NO. s2- QI

A RESOLUTION ESTABLISHING A POLICY FOR PROPERTY TAX
ABATEMENTS FOR THE CITY OF OLATHE, KANSAS; FURTHER REPEALING
RESOLUTION NO. 90-1170.

WHEREAS, the City of Olathe recognizes that it is
essential to stimulate economic growth and development in order
to provide services, employment and tax revenues for the benefit
of the community; and

WHEREAS, it is further recognized that the stimulation
of balanced economic development is a joint responsibility of the
private and public sectors, working closely together creating a
positive business environment and to induce industry to locate
and expand in the City of Olathe; and

WHEREAS, the economic development program goals of the
City of Olathe include economic diversification, broadening of
the property tax base, stimulation of private investment,
enhancement and support of existing development, maintenance of
environmental quality, creation of employment opportunities, and
increased per capita income; and

WHEREAS, to meet these economic development goals, the
city recognizes the occasional necessity to grant property tax
exemptions and tax incentives for real and personal property
pursuant to the provisions of Section 13 of Article 11 of the
Kansas Constitution and K.S.A. 12-1740 et seq.

NOW, THEREFORE, BE IT RESOLVED BY THE GOVERNING BODY OF
THE CITY OF OLATHE, KANSAS:

SECTION ONE: TERIA FOR ATEMENT. It shall be the

policy of the city that economic development projects pay their
fair share of property tax, special improvement district
assessments, and cost of utility services. The Governing Body
shall consider the following criteria and conditions as
precedents to granting property tax incentives pursuant to
Section 13 of Article 11 of the Kansas Constitution and

K.S.A. 12-1740 et seq.

A. The project must add significantly to the needed
diversification of the economy or have an economic
impact on a particular physical area of the community
wvhere economic assistance is needed.

B. The project shall be one in which a substantial part of
its total products and/or services are exported from
the Olathe area, or items for local consumption that
would add jobs and replace purchases now being made by
Olathe citizens in areas outside the city.



C. Preference shall be extended to existing Olathe
industries to facilitate expansion or retention,
provided that the amount of property taxes paid on the
existing facilities shall under no circumstances be

reduced.

D. No such property tax abatement shall be in excess of
50% of the amount the property would have paid had it
been fully taxed during the abatement period determined
in Section Two.

E. The amount and diversity of additional employment
opportunities which would be provided shall be a
primary consideration.

SECTION TWO: A TERM OF ABATEMENT. The abatement period
for a project approved under this Resolution shall be determined
by the amount of new capital investment in the community.
Capital investment shall include investment in land, building,
and personal property subject to ad valorem taxation. The :
maximum term of abatement for each project shall be determined
according to the following schedule:

Capital Investment Maximum Term

less than $4 million 3 years
*$4 million to $8 million 5 years

greater than $8 million 10 years

The abatement term for projects considered under
authority of Section 13 of Article 11 of the Kansas Constitution
shall begin in the calendar year after the calendar Year in which
the business commences its operations or the calendar year in
which expansion of an existing business is completed, as the case
requires. The abatement term for projects considered under
authority of K.S.A. 12-1740 through 12-1749 shall begin in the
calendar year after the calendar year in which the bonds are
issued.

SECTION THREE: PROCEDURE. The city shall consider
granting a tax exemption pursuant to this Resolution after
receipt of a complete application from the applicant in a form
prescribed by the city. Based on each application and such
additional information as may be requested by the city, the city
shall prepare or cause to be prepared a cost/benefit analysis of
the proposed exemption, which analysis shall be used by the
Governing Body in considering the request. Prior to formal
action on each resolution of intent, the Governing Body shall
conduct a public hearing thereon, to be scheduled at least seven
days after publication of notice. Notice of the hearing shall
also be sent to the Governing Body of Johnson County and the
Olathe School District.
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SECTION FOUR: . Any tax
exemption granted pursuant to this Resolution shall be
accompanied by a performance agreement between the applicant and
the city, which is subject to ‘annual review and determination by
the Governing Body that the conditions qualifying the business
for the exemption continue to exist.

SECTION FIVE: APPLICATION AND RENEWAL FEES. The
Governing Body shall establish an application fee of $250 and an
annual renewal fee of $100 for projects considered under this
Resolution.

SECTION SIX: §SUNSET DATE. Since the Justification for
tax abatements will be lessened as the local economy moves
towards its goals of balance and diversification, this policy
shall automatically expire on December 31, 1992, unless it is
readopted for an additional term. No such tax abatement shall be
granted following such expiration, unless this policy is
readopted.

SECTION SEVEN: ou SO .
Resolution No. 90-1170 is hereby repealed.
SECTION EIGHT: EFFECTIVE DATE. This Resolution shall

take effect immediately.
CJ ADOPTED by the Governing Body this _%//# day of
Vi P

- AT 1972
G2 SIGNED by the Mayor this X/x27 day of E%Q¢ZQQQ7%3¢ ,
1974,

>

</

City Clerk :

(SEAL)
APPROVED AS TO FORM:

Municipal Counsel
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March 17, 1992

TO: Joan Wagnon, Members of the House Tax Committee

FROM: Donald R. Goss, President, Olathe Area Chamber of Commerce W ’
7
4
SUBJECT: House Bill 2845, An Act Relating to property taxation

Representative Wagnon and members of the House Tax Committee, I appreciate
the chance to visit with you today about House Bill 2845. I recognize that school
finance and all its ramifications are creating many unusual situations for this body
and others in the Legislature to deal with. Among those issues is the one
addressed in House Bill 2845.

As a border community, it concerns me that we are creating almost a half-billion
dollars in new taxes for business and residents. They are taxes that make it more
difficult to compete with communities in Missouri who jump at the chance to lure
Kansas industry across the border. It becomes a bigger concern when one realizes
that business cannot deduct these new taxes. Couple that with removing an
incentive that will help keep our community’s overall tax picture somewhat in
equal balance between Kansas and Missouri and we have helped slow dramatically
the growth potential of our community.

I would suggest that a more palatable alternative is to look at the restrictions
enacted in 1990 on tax abatements and continue that modification process. Our
community recognizes the need to carefully analyze how an industry will impact
on our community. It examines the long term benefits the business will bring to
the community, the costs to our schools, the city and the county. It weighs carefully
the alternative sources of income the industry will produce to offset taxes that
might be abated. It then considers the level of abatement the community will give.

I must stress that our community does not agree with state statutory authority to
abate 100 percent of ad valorem taxes for ten years. Because we do not agree with
100 percent abatements, our council will not to consider abatements that will exceed
50 percent of the taxes to be paid. They will only consider abating taxes on new
tax value added by expansion of an industry, or new tax value brought to the
community by a new industry. The council’s policy does not allow it to consider
abating taxes on property already on the tax rolls.

We feel these are decisions that should be left up to the local community. If
legislation must be passed to deal with the issue, set a maximum that can be
abated. Don’t remove a tool that assists us remain competitive in the marketplace.
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HB 2845 March 18, 1992

KANSAS CHAMBER OF COMMERCE AND INDUSTRY
Testimony Before the
House Committee on Taxation

by
Bob Corkins

Director of Taxation
Madam Chairman and members of the Committee:
My name is Bob Corkins, director of taxation for the Kansas Chamber of Commerce and
Industry. Thank you for the opportunity to express our members' opposition to the

proposal specified in HB 2845 regarding tax abatements for economic development.

The Kansas Chamber of Commerce and Industry (KCCI) is a statewide organization
dedicated to the promotion of economic growth and job creation within Kansas, and to
the protection and support of the private competitive enterprise system.

KCCI is comprised of more than 3,000 businesses which includes 200 local and regional
chambers of commerce and trade organizations which represent over 161,000 business men
and women. The organization represents both large and small employers in Kansas, with
55% of KCCI's members having less than 25 employees, and 86% having less than 100
employees. KCCI receives no government funding.

The KCCI Board of Directors establishes policies through the work of hundreds of the
organization's members who make up its various committees. These policies are the
guiding principles of the organization and translate into views such as those expressed
here.

We believe that the current abatement authority allowed by Kansas' Constitution is
an essential tool for attracting jobs and increased tax revenue for this state and its
subdivisions. Kansas must compete for economic growth with all other states which now
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authorize school ad valorem tax abatements. HB 2845 would eliminate this tool from our
competitive options.

There is a basic analysis which local officials should conduct whenever development
issues come before them: will a given abatement proposal generate more money for this
community than it will cost?

Not all Tocal government expenditures can, nor should, satisfy this type of test.
However, economic development initiatives can and should pass this sort of a short term or
long term cost/benefit analysis. Otherwise, they should not be undertaken.

These are local decisions which should not be dictated by the Tegislature. Our
constitution now leaves the abatement policy option where it appropriately belongs...at

the Tocal government level.

Statewide calculations suggest that local officials have not abused this option.
Roughly $10 million in tax revenue is forfeited from property which has been abated under
the constitution's economic development provision since 1986. Lost school district
revenues would only be a portion of this amount. Furthermore, many abated businesses make
payments to school districts "in lieu of" such property taxes.

When you compare the "cost" of school tax abatements to the $950 million in property
tax revenue now collected by USDs, it is clear that the revenue "advantage" of HB 2845
would be minimal.

Furthermore, we believe that tax abatements would have very little effect on school
financing if Kansas adopts a uniform statewide property tax for USDs. Our current SDEA
formula creates an incentive for school districts to quietly accept all abatement
proposals and forego payments "in lieu of" property taxes. However, district wealth plays
a much smaller role in the HB 2892 school finance package and could be omitted completely,
thereby decreasing the incentive to abate school property taxes.

Consequently, KCCI urges you to reject this proposal and reaffirm the policy which
two-thirds of the House and Senate, and a majority of the voting Kansas public, has
already endorsed.

Thank you for considering our views.
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Testimony before the House Taxation Committee
March 18, 1992

Christy Young, Vice President Government Relations
Greater Topeka Chamber of Commerce

| am here today to oppose HB 2845 and 2946. The first bill will drastically limit the
authority of local governments in providing incentives for the expansion and development
of manufacturing, research and interstate warehousing. The second bill would artificially
raise the wealth of a community affecting the school districts’ funding formula. School
districts, including the urban #501 Topeka School District, are unable to expand. The
only way to increase their district’s taxable wealth is to induce business expansions and
location within the urban area. School officials in Topeka have long realized the
importance of growth to our community and have supported tax abatements as a means
to develop that wealth. These abatements do not take property off the rolis they assist
in developing new dollars for the school districts over a period of time.

| have asked Al Bailey, Director of Community and Economic Development, to tell you
how the City of Topeka determines their use of the constitutional tax exemption; how the
local school districts are involved in the abatement decision; and, he will give you
information on five companies who have been granted abatements since the law was
passed.

Also here today is Mark Russell, President of La Siesta Foods in Topeka. La Siesta has
utilized the tax exemptions to make it possible for this home-grown business to flourish.

Before these two gentlemen speak, | would like to address one other issue. There has
been a perception among some that since the constitutional tax abatements were
approved by the voters, that local communities, chambers of commerce in particular, are
out raiding other Kansas communities to entice their local companies to relocate. This
is not true. The Topeka Chamber does not design programs to recruit companies from
other Kansas communities. We target market to those companies outside our state like
those in California, lllinois or to international business. We believe the growth of business
and jobs in Lawrence, Wichita, Hays, or any other Kansas community, benefits our state
as a whole, and, we work together with other chambers across the state to make all our
communities strong.
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TESTIMONY ON HOUSE BILL 2845
BEFORE THE HOUSE COMMITTEE ON TAXAT ION
By Mark B. Russell, President of La Siesta Foods, Inc.

Madam Chair and members of the Cormittee, my name is Mark Russell and | am the
president of La Siesta Foods, Inc. in Topeka, Kansas. | appreciate this
opportunity to address this committee in opposition of House Bill No. 2845
exempting property taxes levied by school districts from economic development

programs offered by cities and counties.

La Siesta has benefitted from property tax abatements on our expansions in the
past. When my father first purchased the company in 1978, we were a small
manufacturer of corn tortillas, tacos and chips and distributed our products
in Kansas. In 1982, we expanded our plant, and as part of that expansion the
City of Topeka agreed to a reduced property tax program for the first 10 years
after that expansion. In 1985, 1988, and 1990 we again expanded our
facilities. Each time, the City of Topeka was there as a partner and offered
us reduced property taxes as well as other business incentives to help us with
those expansions. Each expansion was an extremely difficult time for our
company . Resources were tight, and the budget was exceeded each time by
unforeseen difficulties. Every bit helps in getting a new operation going,
and the ability to avoid property tax expense while we incurred the expense of
learning how to make the new products each time we added a production line was

critical.

What has been the result? La Siesta has grown from 14 to 230 employees. We
use 500,000 pounds of flour per week from the Cargill Mill in Topeka. Based
upon the conversion of 2.3 bushels of wheat for every hundredweight of flour,
the average yield of 35 bushels of wheat per acre, and the average farm size
in Kansas of 694 acres, La Siesta buys the equivalent of almost 25 Kansas
farms' production each year. We purchase soybean products from PMS Foods in
Hutchinson, meat from Flint Hills Foods in Alma, plastic packaging from Midco
Plastics in Enterprise, and boxes from Lawrence Paper 1in Lawrence. Our
products are now being distributed throughout the United States (including
Alaska and Hawaii), Canada, and Puerto Rico. The investment by the City of
Topeka has benefitted the entire State. \XGUSEL‘Té’paiiDr\
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I do not think our school district has suffered by not receiving any property
taxes on our expansions. First of all, we paid at least as much in property
taxes before the expansion as we did after. The tax abatement policy did not
remove property from the school district's tax rolls, rather it exempted taxes
on something that may not have been built were it not for this policy. Our
abatement only applied on the property added as a result of the expansion, we
still paid property taxes on the assets we had before the expansion. The 216
additional employees in the community do pay property taxes on their property,
as well as sales and income taxes. |In short, the tax abatement policy does

create tax revenues.

| assisted the Greater Topeka Chamber of Commerce and the City of Topeka in
convincing Reser's Fine Foods, Inc. to locate their new salad plant facility
in Topeka. It was completed in 1991. As part of that process and due to my
close working relationship with Reser's, | became aware of the economic
development packages being offered by other communities. 10 year property tax
abatements, along with state-funded employee training programs, and utility
reduction programs are the minimum being offered by other states. Some
comunities will also offer buildings as part of the package. It is tough
enough attracting businesses to Kansas when other communities are offering the
same thing that we are plus a building. Further reducing the economic benefit
program by exempting the sizeable property tax component represented by the
school district levy will, in my opinion, pretty much be put an end to any

econcmic development programs in Kansas.

I also become concerned about the advantage that it will give my competitors
in other states. |[If my competitor expands in a state with a normal economic
development package, this bill will put me at a disadvantage. My
competitor's pricing can be better because they will have lower
overhead due to their tax abatements, and in this age of
computers it only takes a few hundredths of a cent to make a
difference. Inhibiting my growth also inhibits the growth of the
farmer whose wheat, soybeans and cattle I buy, as well as the
other Kansas manufactures that have been accustomed to my annual
growth as a part of their annual growth.
-2



The cost of this program is in property tax revenues that the
school district might never see were it not for the property tax
abatement program. The true cost of this bill is establishing a
poor record for economic development and sending a signal that
Kansas 1is not concerned about a partnership with business in
developing our State. While in the short run it may produce
additional revenues, in the long run it will cost us a tremendous
amount as companies will interpret our business c¢limate as
adverse and locate new facilities elsewhere. Qur property tax
base will become stagnant, and the "brain drain" of our youth to
other areas of the country where there are more opportunities
will continue. I urge you to take the higher road on this
matter, and not just look for more revenues. Defeat this bill
right now, and send a signal to business that Kansas has a
positive business environment. Let us stop sending confusing
messages, and form a partnership that realizes that economic
development programs can benefit the farmer as well as the

manufacturer.
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MEI:FAB INC.

FOR ENVIRONMENTAL SYSTEMS
March 17, 199892

The House Taxation Committee
Room 519 South, State Capitol
Topeka, Kansas 66612

Dear Committee Member:
I am writing to you concerning House Bill 2845.

Metal-Fab is a strong advocate of economic development. In 1972 the
City of Wichita issued $800,000.00 in Industrial Revenue Bonds to our
company. Today those IRB's have been retired, and a company that was
struggling at that time to stay in business is now a strong survivor.

We are an employee-owned company, employing some 200 people. All of
these people live and pay taxes in Kansas. Today our payroll exceeds
$5,000,000.00, and more importantly, 95% of our revenues come from
outside of Kansas. In 1972 we built a 200,000 square foot manufacturing
facility in Wichita on a vacant eleven acres of land. That land was
producing next to nothing in tax revenue. When the IRB's were issued we
received a ten-year tax abatement. 1In 1991 our company paid taxes to
the State of Kansas in the amount of $285,000.00.

Taxes are strangling the manufacturers in Kansas. Last year a 24%
increase in workman's comp rates, in 1992 an additional 31% increase,
and now a 50% decrease in any tax abatements. You are making it very
difficult to do business in Kansas.

Placing a larger and larger tax burden on manufacturing in the State of
Kansas will not create more jobs, only reduce jobs as those companies
either close down or leave our state.

I would urge you to please vote "No" on HB2845 in an effort to increase
economic development not destroy it.

Sincerely,
METAL-FAB INC.

%V/ﬁ%%?/%f

Dwayne H. Shannoeon,
President
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