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Legislative Post Audit Committee

Legislative Division of Post Audit

THE LEGISLATIVE POST Audit Committee and its
audit agency, the Legislative Division of Post Audit,
are the audit arm of Kansas government. The pro-

grams and activities of State government now cost

about $8 billion a year. As legislators and adminis-
trators try increasingly to allocate tax dollars effec-
tively and make government work more efficiently,
they need information to evaluate the work of gov-
ernmental agencies. The audit work performed by
Legislative Post Audit helps provide that information.

We conduct our audit work in accordance with
applicable government auditing standards set forth
by the U.S. General Accounting Office. These stan-
dards pertain to the auditor's professional qualifica-
tions, the quality of the audit work, and the charac-
teristics of professional and meaningful reports. The
standards also have been endorsed by the American
Institute of Certified Public Accountants and adopted
by the Legislative Post Audit Committee.

The Legislative Post Audit Committee is a bi-
partisan committee comprising five senators and five
representatives. Of the Senate members, three are
appointed by the President of the Senate and two
are appointed by the Senate Minority Leader. Of the
Representatives, three are appointed by the
Speaker of the House and two are appointed by the
Minority Leader.

Audits are performed at the direction of the
Legislative Post Audit Committee. Legislators or

committees should make their requests for perform-
ance audits through the Chairman or any other «
member of the Committee. Copies of all completed
performance audits are available from the Division's
office.
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Topeka, Kansas 66612-2212
Telephone (913) 296-3792

FAX (913) 296-4482

E-mail: LPA@mail.ksleg.state.ks.us

The Legislative Division of Post Audit supports full access to the services of State government for all citizens. Upon re-
quest, Legislative Post Audit can provide its audit reports in large print, audio, or other appropriate alternative format to
accommodate persons with visual impairments. Persons with hearing or speech disabilities may reach us through the
Kansas Relay Center at 1-800-766-3777. Our office hours are 8:00 a.m. to 5:00 p.m., Monday through Friday.
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February 18, 1997

To: Members, Legislative Post Audit Committee

Representative Eugene Shore, Chair Senator Lana Oleen, Vice-Chair
Representative Richard Alldritt Senator Anthony Hensley
Representative Doug Mays Senator Pat Ranson
Representative Ed McKechnie Senator Chris Steineger
Representative Dennis Wilson Senator Ben Vidricksen

This report contains a list of tax increment finanee:districts in Kansas, and
some basic information about each district from our completed performance audit,
Reviewing Tax Increment Financing in Kansas, Part I: An Inventory. At a later date,
we will issue Part II of this performance audit, which will include an in-depth review
of a sample of districts identifying whether statutory requirements were met. We also
will address the effect of tax increment districts on school district finance and State
aid in that report.

We would be happy to discuss the information presented in this report with
any legislative committees, individual legislators, or other State officials.

Legislativ.e Post Atfditor







EXECUTIVE SUMMARY
LeaisLATIVE DivisioN oF PosT AupIT

Question 1: How Often Has Tax Increment Financing
Been Used in Kansas?

Cities aren’t-required to report their establishment of redevel- ................ page 5
opment districts where tax increment financing is used. /n general,
cities aren’t required to report any information about establishing or
implementing redevelopment districts to any State agency or centralized
repository. This makes it difficult to know for sure how many districts exist
in Kansas. (State law does require cities that establish districts for envi-
ronmental remediation purposes to report progress biennially to the
Legislature.)

City officials reported that they’d used tax increment financ- ................ page 5
ing in 32 redevelopment districts. Of the 32 districts city officials identi-
fied, 25 were in the Kansas City or Wichita metropolitan areas. Hiawatha,
Leavenworth, Manhattan, and Hutchinson were the smallest cities where
tax increment financing was used or planned fo be used. Preparing sites
for private development and acquiring and demolishing blighted property
are the activities most often undertaken by cities in redevelopment djs-
tricts. ;

For those projects far enough along to know final costs, the
smallest expenditure of city funds being repaid with tax increment reve-
nues was $200,000, in Roeland Park, to develop a public park adjacent fto
a McDonald’s restaurant. The largest appears to be $10.2 million spent by
the City of Merriam for the Merriam Town Center. Cities often issue bonds
to pay their share of project costs, although in one case we noted the city
will reimburse the developer for certain costs, and in another the city will
repay itself with the tax increment for initial development costs.

List of redevelopment diétricts, their locations, uses, and
estimated costs ................ page 7

This audit was conducted by Sharon Patnode and John Mcintyre. "~ If you need any
additional information about the audit's findings, please contact Ms. Patnode at the
Division’s offices. Our address is: Legislative Division of Post Audit, 800 SW Jackson
Street, Suite 1200, Topeka, Kansas 66612. You also may call (913) 296-3792, or contact
us via the Internet at: LPA@mail.ksleg.state.ks.us.







Reviewing Tax Increment Financing in Kansas,
Part I: An Inventory

The 1976 Legislature enacted tax increment laws to help cities bring develop-
ment to blighted central business districts.

Over the years, the situations where tax increment financing can be used have
been statutorily broadened, and their use seems to be on the increase. However, no
centralized information about tax increment funded projects is available.

Legislators have expressed an interest in knowing the location, use, and num-
ber of tax increment financing districts in the State, whether the requirements of law
have been met regarding tax increment financing prOJects and what impact those
projects have had on school district finance and State aid. -

To provide legislators with this information on a timely basis for consider-
ation during the 1997 legislative session, we are providing this information in two re-
ports. This report—Part I—is an inventory of tax increment districts, along with ba-
sic information about each district that city officials provided to us. At a later date,
we will issue Part IT, which will include an in-depth review of a sample of districts
identifying whether statutory requirements were met. We also will address the effect
of tax increment districts on school district finance and State aid in that report.

This performanceraudit answers the following question:
1. How often has tax increment financing been used in Kansas?

To 1dent1fy where and how often tax increment financing has been used. We
asked the Department of Revenue, the League of Kansas Municipalities, the Kansas
Association of Counties, and regional planning agencies across the State to provide
lists of known districts, In addition, we talked with city officials in the State’s larger
communities to identify all the districts in those cities. We sent questionnaires to
each city that has tax increment districts, requesting basic information on each dis-
trict. In doing this work, we followed all applicable government auditing standards
set forth by the U.S. General Accounting Office.

Our findings begin on page 5, after a brief overview of tax increment financ-
ing in Kansas.
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An Overview of
Tax Increment Financing in Kansas

In 1976, tax increment financing laws were enacted to, give :Kansas cities a -
tool to finance certain costs:for redevelopment projects-in:-central business districts. -
Tax increment financing originally was designed to help cities restore central busi-
ness districts that had suffered from the flight of businesses and residents to the sub-
urbs.

To Use Tax Increment Financing, a City First
Must Establish a Redevelopment District

A redevelopment district can be any size. Some are very small, such as half
an acre, while others may encompass several square miles. According to State law,
redevelopment districts can be created only in the following types of areas:

* A blighted area: An area would have to contain a number of factors—such as
dilapidated buildings, unsanitary conditions, and high tax delinquency—to be
deemed blighted. In general, the law doesn’t require a specific number of in-
stances for a blight factor to exist. For example, the law doesn’t state that a
preponderance of unsanitary conditions must exist before a city can claim

unsanrtary conditions” as one factor leading to blight.

- * An enterprise zone: Up until 1992, enterprise zones were created only, i 1n .eco--
nomically depressed areas of cities. Businesses Tocated in these zones are ‘giv-
en incentives to develop or expand. For tax increment financing purposes, the
enterprise zone must have been created before July 1, 1992.

* An environmentally contaminated area: The area must have been deemed en-
vironmentally' contaminated by the Department of Health and Environment or
the U.S. Environmental Protection Agency.

* A conservation area: A conservation area is considered to be at risk of be-
coming a blighted in the near future.

. To create a redevelopment district, the city must hold a public hearing, then
must pass an official ordinance designating the district. Once a district is officially
established, the assessed valuation of all property in the district is frozen for tax pur-
poses for up to 20 years.

- Cities, counties, and.school districts continue to receive property.taxes for
these d1strlcts——based on the frozen assessed valuations—for as long as the redevel-
opment district exists. For this reason, the law gives counties and school districts the
power to veto the establishment of a redevelopment district.

Generally after a redevelopment district is created, city officials work
with one or more private developers to come up with a “redevelopment” project . -
that’s financially feasible, and that will generate enough new property tax reve-
nue to cover the city’s share of the project’s costs. Such projects can include indi-
vidual businesses, shopping centers, or the like. Once it’s determined the project.is
financially feasible, the city works with the developer preparing a plan that describes
in detail what will be constructed, and how that construction will be paid for.



State law allows cities to pay for certain redevelopment project costs, such as
acquiring land, relocating residents who need to move from the district before the im-
provements can take place, relocating utilities, and-preparing the site for future con- .
struction. The law also gives cities the authority to issue bonds to pay their share of
project costs. Developers generally pay construction and -other related costs through
their own financing arrangements.

Increased tax revenues generated by new construction in a redevelop-
ment district are used to pay off the city’s share of the project. Once the city has
completed its part of the project, the land is turned over to a developer, and the
project is built. Presumably, any new construction in the district will increase the val-
ue of that property. .

Tax increment financing isn’t the same as tax abatement. Throughout the con-
struction process and after the project is completed, the developer is required to pay
taxes on the property based on the full value of the property, not just on the value that
was. frozen at the time the redevelopment district was established. The difference be-
tween the two—which is known as the tax “increment”—is placed into a special fund
to repay bonds the city may have issued to pay for site work.

In addition to using property taxes to pay off the city’s share of project costs,
the city may pledge all, or a portion' of, the increased city sales taxes:and franchise
fees generated within the redevelopment area.

One perceived benefit of tax increment financing is that 1t provides the coun-
~ity, city, or school-district with at least as much tax revenue as they were receiving be--
fore the development began. Once the city’s bond is paid off (no longer than 20
years), these localities presumably will receive greater tax revenues because of the in-
creased value of the property. A major benefit of tax increment financing to the de-
veloper is that capital expenditures—such as buying land, relocating utilities, and
grading sites—are being paid for by the city.

Tax Increment Financing Has Undergone
Many Changes Since in 1976

Tax increment financing not only provides cities with a way to help finance
‘central-business district redevelopment, but it also allows cities to use the power of
eminent domain in most private redevelopment projects. Because cities can condemn
private property in a redevelopment district, the law also requires that a relocation as-
sistance plan be created for displaced property owners and residents.

When the tax increment law first went into effect in 1976, it allowed redevel-
opment projects to be established in blighted, commercial areas of central cities.
Over the years, statutory changes have expanded the program as follows:

* beginning in 1979, the focus of tax increment redevelopment expanded from
“downtowns” to “central business districts.”

° beginning in 1982, redevelopment districts could be established in enterprise
Zones.



* beginning in 1984, cities could issue “full faith and credit” bonds to pay for
their share of redevelopment project costs. (Before then, only special obliga-
tion bonds were allowed.) In addition, cities could issue temporary notes be-
fore the sale of full faith and credit bonds.

» Dbeginning in 1989, redevelopment districts could be created in any slum or
blighted area of a city (an expansion from their use in “central business dis-
tricts”). The law, for the first time, described “redevelopment districts” as ar-
eas in which more than one project could occur. With this expanded defini-
tion, cities were authorized to collect a tax increment for assessed value in-
creases from all property in the district, not only an individual project.

* beginning in 1991, redevelopment districts could be established in areas iden-
tified by State or federal environmental agencies as environmentally contami-
nated. Cities were authorized to use a portion of the district’s property taxes
for investigation and remediation of the environmental problem. The law also
required biennial reporting of remediation progress to the Legislature.

» several changes took place in 1996:

- redevelopment districts could be created in less-than-blighted areas, called
“*“conservation areas.” -Cities were prohibited from using the power of eminent -
domain in conservation areas. _ ‘

- a property tax increment could be collected from all taxing -subdivisions, not
just the city, county, and school district, as was the case before 1996

- cities could pledge all-or a portion of sales ‘tax and franchise fees generated
within the redevelopment district to repay the city’s cost

- cities could opt to take only-a specified percentage of the tax increment, giv-
ing the remainder to the taxing subdivisions normally receiving it

- any loss of tax increment revenue because of changes in the Statewide school
finance formula will be paid by the State General Fund to cities

Redevelopment districts created in environmentally contaminated areas
have a different purpose than regular tax increment districts. In Kansas, such
districts have been created around areas with contaminated groundwater and soil.
Their purpose is to prevent the future devaluation of property within the district’s
boundary while the area is being cleaned up.

When the district is created, the city can take up to 20% of the property taxes
produced in the district to pay clean-up costs. The city can continue to take this
amount until the contamination is cleaned up, for a maximum of 20 years. Property
owners in the district who are identified as polluters also are required to pay their por-
tion of the clean-up costs, as determined by a feasibility study.



How Often Has Tax Increment Financing
Been Used In Kansas?

We identified 32 redevelopment districts where tax increment financing has
been used in Kansas. (A redevelopment district may contain more than one project
funded with tax increment financing.) - However, because cities aren’t required to re-
port any information about establishing or implementing tax increment districts, other
districts and projects may exist. Most districts we could identify are in urban areas
and have been created since 1990. Preparing sites for private development and ac-
quiring and demolishing blighted property are the activities most often undertaken by
cities in tax increment districts. In most cases, cities issue bonds to pay for their por-
tion of development costs. However, sometimes the developer finances the total
project, and is then partially reimbursed. Other times, the city uses other funds to pay
for development, and repays itself with the tax increment.

Cities Aren’t Required To Report Their
Establishment of Tax Increment Districts

_ In general, cities aren’t required to report any information about establishing
~or implementing redevelopment districts to any State agency or centralized reposito-
ry. This-makes it difficult to"know for sure how many districts exist in Kansas.
(State law does require:cities that establish districts. for environmental remediation
- purposes to report progress biennially to the Legislature.) :

To try to identify where and how often tax increment financing has been used
in Kansas, we asked the Department of Revenue, the League of Kansas Municipali-
ties, the Kansas Association of Counties, and regional planning agencies across the
State to provide lists of known districts. In addition, we talked with city officials in
the State’s larger communities to identify all the districts in those cities.

City Officials Reported That They’d Used
Tax Increment Financing for 32 Districts

We used the information they provided to compile the list of districts and oth-
er information presented on the following pages. We reviewed that information to
“help identify the most common locations, uses, and costs for projects funded with tax
increment financing. ”

Tax increment financing is most often used in urban areas. Of the 32 dis-
tricts on our list, 25 were in the Kansas City or Wichita metropolitan areas. Hia-
watha, Leavenworth, Manhattan, and Hutchinson were the smallest cities where it
was used or planned to be used.

Even though the State law creating tax increment financing was. passed in
1976, most districts have been created since 1990.  Only.two districts—one in Topeka
and one in Manhattan-were created in the 1980s.

Preparing sites for private development and acquiring and demolishing
blighted property are the activities most often undertaken by cities in redevelop-



ment districts. This often includes installing or relocating water and sewer lines, or
constructing streets. In addition, cities can and have used the power of eminent do-
main provided by the tax increment statutes to acquire land, relocate former property
owners or tenants, and demolish structures.

The law doesn’t allow cities to construct or renovate buildings that eventually
are sold to private developers. We did note one case where a historic home was reno- *
vated by the City of Lenexa. In that case, the building was owned by the City, not a
private developer.

Because many projects are “pending” and final costs to the cities aren’t
known yet, it’s difficult to describe the costs involved in more than a few
projects. The smallest expenditure of city funds that is being repaid with tax incre-
ment revenues was in Roeland Park, where the City spent $200,000 to develop a pub-
lic park adjacent to a McDonald’s restaurant. The largest city expenditure appeared
to be the development of the Merriam Town Center at $10.2 million.

Cities don’t always issue bonds to pay for land acquisition, site prepara-
tion, and other city-provided improvements. Sometimes the developer finances
the total project, and is then partially reimbursed by the city from the incremental tax

..revenues generated by the project. In another case, the city pald for site 1mprove-'

ments with city funds, and will repay itself with the tax increment.

The following pages provide basic information about each tax in¢rement fi-
- nancing district and project within those districts that we were made aware'of. If we
- .become aware of any additional projects, we’ll report on those in Part II of this report.
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