DATE:

January 27, 2003

TO:

Evert Asjes, Chair, and Members of the Finance and Audit Committee

FROM:

Mark Funkhouser, City Auditor

SUBJECT:

Analysis of TIF Commission’s Tax Increment Financing Proposal

You asked that we provide an analysis of the TIF Commission’s November 2002 tax
increment financing proposal.
Conclusions
The TIF commission disagreed that a TIF policy is needed in July 2002. Their November
2002 proposal merely describes current operating methods without providing any
additional controls. Their November proposal does not identify goals for the TIF
program, limit eligibility, specify consequences for inadequate performance, or measure
program impact. These policy components, recommended by the Government Finance
Officers Association for economic development incentives, are incorporated in
Resolution 010924, which establishes a policy for using TIF.
Work Performed
We reviewed Resolution 010924; a July 2002 TIF Commission memorandum1; a
September 2002 City Auditor’s Office’s memorandum2; the commission’s November
2002 TIF proposal3; recent adopted budgets; and our previous audit work examining the
city’s use of TIF. We also compared the resolution and the commission’s proposal to
recommendations regarding economic development incentive policies from the
Government Finance Officers Association (GFOA).4

1

Memorandum from Laura Whitener, Director and Chief Operating Officer of the Tax Increment
Financing Commission, to Councilman Evert Asjes, Chairman, and members of the City Council Finance
and Audit Committee, July 10, 2002.
2
Memorandum from City Auditor Mark Funkhouser to Councilman Evert Asjes, Chair, and members of
the Finance and Audit Committee, September 24, 2002.
3
Laura Whitener, Director and Chief Operating Officer of the Tax Increment Financing Commission, Tax
Increment Financing Policies and Procedures, November 2002.
4
Economic Development Incentives, Government Finance Officers Association, 1990, downloaded from
www.gfoa.org/services/rp/budget/budget-economic-development.pdf.

Background
TIF Is a Significant Public Expenditure
In fiscal year 2002, the city passed through more than $22 million to the TIF
Commission, including about $8 million in payments in lieu of taxes (PILOTs) from
counties and other taxing jurisdictions. The city spent another $5.8 million on debt
service for Super TIF projects. The 2003 adopted budget includes expenditures of over
$42 million for 42 TIF and Super TIF projects. City staff estimate total TIF and Super
TIF expenditures will be approximately $38.8 million during fiscal year 2004.
TIF Policy Development History
In February 2000, the City Manager recommended the City Council and Economic
Development Corporation staff develop a public policy to manage the use of TIF. The
recommendation was addressed in June 2001, when Councilman Asjes introduced
Resolution 010924, proposing a city policy for the use of tax increment financing for
economic development. The resolution was held in committee, pending comment from
the TIF Commission. In July 2002, Laura Whitener, TIF Commission Director and Chief
Operating Officer, provided the Finance and Audit Committee members with the
commission’s response to the policy issues contained in the resolution. (The
commission’s July 2002 response is attached.)
In September 24, 2002, I wrote a memorandum to the Finance and Audit Committee
regarding the TIF Commission’s response. (This memo is also attached.) My memo
reiterated a TIF policy is needed to:
•

Limit overall financial risk to the city;

•

Assure public confidence in the integrity of the TIF process;

•

Recognize the costs of the TIF program and its administration;

•

Emphasize the fact that the City Council’s role is to develop the city’s policy and
the TIF Commission’s role is to implement that policy;

•

Focus TIF as a tool to achieve clear, specific, measurable public goals; and

•

Make developers understand what the City Council expects when TIF plans and
projects come to it for final approval.

Throughout the fall of 2002, Councilman Asjes and I met with Andi Udris, President and
CEO of the Economic Development Corporation of Kansas City, Missouri, and Ms.
Whitener, to discuss the development of a policy to guide the TIF process. In November
2002, Ms. Whitener provided the TIF Commission’s alternative TIF proposal. (Also
attached.)
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Analysis
TIF Commission Opposes Resolution
Resolution 010924 outlined a proposed TIF policy designed to strengthen the city’s
control over the use and accountability for economic development incentives. In July
2002, the TIF Commission only partially agreed with two of the resolution’s 11 policy
elements. (See Exhibit 1.)
Exhibit 1. TIF Commission’s July 2002 responses to Resolution 010924 policy elements
Resolution’s Policy Elements
TIF Commission’s Responses
TIF usage will be limited to reimbursement for public
Disagree
infrastructure construction.
The total assessed value of parcels in TIF plans cannot exceed
a percentage of the city’s total assessed valuation.

Not Needed

All incremental property taxes will be used for payments in lieu
of taxes (PILOTs).

Not Needed

Incremental Economic Activity Taxes (EATs) will not be used for
reimbursement of redevelopment costs.

Disagree

Shortfalls in PILOT revenues used to support debt will be
covered by general fund.

Not needed

Infrastructure construction must begin within three years of plan
or project approval.

Partially agree

Project completion date extensions cannot exceed three years.

Partially agree

City can impose additional requirements for individual TIF
projects.

Not Needed

TIF Revenues will not be used for TIF Commission operating or
administrative costs. General Fund will provide TIF Commission
funding.

Disagree

Reimbursements requests will be denied when infrastructure
construction begins after scheduled project completion date. No
completion date will extend beyond six years from initial project
approval.

Disagree

Developers will be required to submit annual budgets of
anticipated expenditures and revenue sources, and budgets and
actual expenditures for prior years. Information should conform
to city’s fiscal year.

Not Needed

Sources: Resolution 010924 and Memorandum from Laura Whitener, Director and Chief Operating Officer
of the Tax Increment Financing Commission, to Councilman Evert Asjes, Chairman, and members of the
City Council Finance and Audit Committee, July 10, 2002.

The TIF Commission disagreed that a TIF policy is needed, questioning policy elements
that would impose limits on the use of TIF, asserting that some policy elements were
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already addressed in current state statutes or city practices, and expressing concerns that
some projects need broader assistance and more time to complete.
A TIF policy is still needed. The TIF Commission argues that because the City Council
has final authority to approve or disapprove TIF plans and projects, there is no need for
an overall policy that addresses the appropriate use of TIF. This argument misconstrues
the function of an elected body such as the City Council. A primary role of the City
Council is to set policy; only secondarily does Council approve or disapprove plans and
projects in accordance with Council policy. For example, in land-use planning the City
Council’s primary responsibility is to adopt a land-use plan for the entire City; only
secondarily does the City Council review and approve specific land uses within the
context of its formal land-use policy. Imagine how unfocused land use might be in the
City if the use of each individual land parcel were reviewed separately and without a
policy context by a succession of city councils. Review and approval of separate TIF
plans and projects is virtually meaningless in the absence of an overall policy, and
reduces the City Council’s role to one of ministerial review, rather than city-wide
policymaking.
Adopting a TIF policy would increase the Council’s ability to target TIF to projects that
conform to prospective requirements enacted by the Council. A formally adopted city
policy would give the Council a means for holding the TIF Commission and its staff
accountable for reviewing and approving developer proposals that conform to city policy.
TIF Commission Proposal Inadequate
The TIF Commission’s November 2002 alternative proposal does not identify goals for
the TIF program, limit eligibility, specify consequences for inadequate performance, or
measure TIF’s impact. Instead, the commission’s proposal merely describes current
operating methods without providing any additional controls.
In 1990, the GFOA recommended policy components to guide jurisdictions in their
administration of economic development incentives. The GFOA recognized that the
costs and benefits of these incentives often do not clearly appear in the budgets or
financial statements of state and local governments and that their impact may take place
over several years. To address these concerns, the GFOA recommended four
components that should be included in a public policy for economic development
incentives:
•

Specific goals and criteria that define the economic benefit both the government
and the entities receiving the incentives expect to gain.

•

The conditions under which the incentives are to be granted.

•

The actions to be taken should actual benefits differ from planned benefits.
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•

The economic benefits to the government and the costs of the incentive should be
measured and compared against the goals and criteria that have been previously
established.

TIF Commission proposal does not address GFOA policy components. The
November 2002 TIF Commission proposal does not adequately address the four policy
components recommended by the GFOA. The proposal identifies a purpose for TIF but
does not identify specific goals the city will seek to achieve from its use. The proposal
identifies broad conditions for determining eligibility of TIF proposals, along with
criteria for approving TIF project submissions, but does not limit eligibility. The
proposal does not identify any actions to be taken should the actual benefits differ from
those identified in approved plans or include mechanisms for determining economic
benefits for comparison against established goals. The proposal merely incorporates
current TIF operating methods without providing any additional controls.
Resolution Addresses GFOA’s Recommendations
The resolution specifies the goals of TIF, the conditions for granting incentives,
consequences for nonperformance, and a method of determining the actual economic
impact. The resolution also proposes other mechanisms that help strengthen the city’s
control over the use of TIF.
Program goals. The resolution specifies that TIF will be used to address the city’s
infrastructure deficit. The developer benefits from reduced costs for infrastructure
construction and increased property values.
Conditions for granting the incentive. The resolution identifies the types of costs that
TIF will reimburse and establishes deadlines for when infrastructure construction should
begin and the project should be completed.
Consequences for nonperformance. The resolution specifies that developer
reimbursement requests will be denied and the development agreement will expire if
infrastructure construction is not begun within established deadlines.
Measurement of economic impact. The resolution requires developers submit annual
budgets showing anticipated expenditures and sources of revenue, using the city’s fiscal
year. It further requires developers compare budgeted and actual expenses for all prior
years.
Other control mechanisms. The resolution includes other control mechanisms that
strengthen the city’s control of TIF. These include specifying the sources of TIF funding,
establishing the Council’s authority to impose additional requirements for individual
projects, and pledging the city’s coverage of PILOT appropriation shortfalls. The
resolution also funds the TIF Commission through the city’s general fund budget.
Currently the TIF Commission is funded by a portion of project revenues. The current
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funding mechanism creates an incentive for TIF to be used in places where development
could occur without public assistance.
If you would like to discuss these issues further, either individually or as a committee in
an open and public session, please let me know.
Attachments
cc:

Mayor Kay Barnes
Members of the City Council
Robert L. Collins, City Manager
Andi Udris, President & CEO of the Economic Development Corporation of
Kansas City, Missouri
Laura Whitener, Director and Chief Operating Officer, TIF Commission
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DATE:

September 24, 2002

TO:

Evert Asjes, Chair, and Members of the Finance and Audit Committee

FROM:

Mark Funkhouser, City Auditor

SUBJECT:

Need for a policy to control and direct Tax Increment Financing

Resolution 010924, introduced in June 2001, would establish city policy for the use of tax
increment financing for economic development. On July 10, 2002, the Finance and Audit
Committee received a memorandum from Laura Whitener, Director and Chief Operating
Officer of the Tax Increment Financing Commission, which responds to the specific
items contained in Resolution 010924. (A copy of Ms. Whitener’s memorandum is
attached.)
The purpose of this memorandum is to comment on Ms.Whitener’s response. Taken as a
whole, her comments seem to disparage the idea that the city should have a policy that
limits in any way the use of tax increment financing (TIF). Throughout her
memorandum, she argues that because the City Council has the final authority to approve
or disapprove TIF plans and projects, there is no need for a policy that limits the use of
TIF.
Although Ms. Whitener believes that individual TIF plans and projects should be
considered by the City Council on a case-by-case basis, the city needs a policy to control
and direct the use of TIF in order to:
•
•
•
•
•
•

Limit the overall financial risk to the city;
Assure public confidence in the integrity of the TIF process;
Recognize the costs of the TIF program and its administration;
Emphasize the fact that the City Council’s role is to develop the city’s policy and
the TIF Commission’s role is to implement that policy;
Focus TIF as a tool to achieve clear, specific, measurable public goals; and
Make developers understand what the City Council expects when TIF plans and
projects come to it for final approval.

Limit the financial risk to the city. Resolution 010924 proposes that the Council
establish a limit on the amount of total assessed valuation subject to TIF. Ms. Whitener’s
memorandum points out that the state law does not limit TIF in relation to assessed value
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and asks what the policy would accomplish. The policy would limit the risk to the city
by limiting the city’s exposure.
The city’s risk with regard to TIF is a function of two elements: the probability of an
error and the city’s potential financial exposure. The possible errors are that the “but for”
test could be applied incorrectly, the amount of tax subsidy required to make the project
feasible could be over-stated, or substitution could occur wherein some or all of the sales
tax revenue generated was not in fact new revenue but was generated by sales that were
previously occurring at existing businesses. The exposure is the amount of revenue
redirected to the developers under TIF agreements or the amount of real estate designated
as subject to TIF.
Ms. Whitener’s memorandum assumes that the probability of an error is zero and
therefore it is not necessary to limit exposure. The fact is, people make mistakes. It is
illogical to assume that a group of people making a certain series of decisions have, for
several years, always been right and will continue to always be right for the foreseeable
future.
Assure public confidence in the integrity of the process. The absence of a formally
adopted policy for the use of TIF erodes public confidence in the integrity of the process.
It can seem as if the public bodies involved, including the TIF Commission and the City
Council, are simply responding to project-specific pressure. To the public, as well as to
knowledgeable insiders, it can appear that the critical element required for plan approval
is not how well the proposed TIF advances agreed upon public goals while limiting the
risk to the city, but instead how well connected the developer’s attorneys are. With a
clear and specific policy, stakeholders can compare what has been suggested by a
developer to the criteria embodied in the policy and make a reasonable judgment about
whether the proposal complies and should be approved. The chances of political
manipulation are greatly reduced when decision-makers have formal criteria for making
their decisions.
Recognize the costs of the TIF program and its administration. Resolution 010924
calls for funding the TIF Commission through the general fund rather than through a
percentage of TIF revenues, as is presently the case. As Ms. Whitener’s memorandum
correctly points out, this proposal is inconsistent with the existing agreements between
the Economic Development Corporation and the TIF Commission. However, the
agreements, which are adopted annually by the parties involved, can be changed. The
present situation provides a built-in conflict of interest wherein the body that approves
the plans and projects gets a portion of the revenue from approved plans and projects.
Worse, the present situation basically keeps the cost of the administration of the program
“off the books.” Hidden costs are much more difficult to control. Funding the
administrative costs of TIF out of the city’s general fund through the annual budget and
appropriation process would improve the integrity and the management of the program
by clearly identifying the costs of the program, bringing the program under the scrutiny
of the City Council and other stakeholders, and making the program subject to the same
budgetary and financial controls as other programs that compete for city funding.
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Emphasize the city’s role as body establishing policy. Ms. Whitener’s memorandum
states “Councilman Asjes and other members of the Finance and Audit Committee have
specifically requested the TIF Commission establish policies for the use of tax increment
financing.” That assertion is incorrect. Chairman Asjes asked for the Commission to
comment on Resolution 010924, which, if adopted, would establish city policy with
regard to TIF. Establishing policy is the City Council’s role and not that of the TIF
Commission.
Ms. Whitener’s memorandum points out repeatedly that the City Council has ultimate
approval authority for TIF projects and can review the projects and plans on a case-bycase basis. However, as long as the Council deals with these decisions on a case-by-case
basis it is reacting to developer driven proposals, often after the deal has been largely put
together and under significant time pressure. Adopting a TIF policy would increase the
power of the Council to control TIF by forcing projects to conform to prospective
requirements enacted by the Council. A formally adopted city policy would also give the
Council a means for holding the TIF Commission and its staff accountable for
appropriately reviewing and approving developer proposals that conform to city policy—
as opposed to the current situation, which forces the Council to grapple with individual
projects only on a case-by-case basis, without an overall policy framework.
Focus TIF as a tool to achieve clear, specific, measurable public goals. The need for
improvements to public infrastructure is widely recognized in Kansas City.
Improvements to infrastructure, including reducing the city’s large backlog of deferred
capital maintenance, has been a high priority of the City Council through the last several
budget cycles. In that context, Resolution 010924 proposes that the use of TIF be limited
to public infrastructure.
Ms. Whitener’s memorandum states, “It is ultimately up to the City Council to determine
whether TIF should be used solely for infrastructure. It is recommended that the city
continue to look at projects on an individual basis and to judge those projects in light of
public benefit and furtherance of public objectives. By limiting the use of TIF strictly to
infrastructure, the city may be forswearing a valuable tool that may help in forwarding
other public objectives.” Focusing TIF on a clear and specific public goal, such as
improving public infrastructure, will provide more accountability for its use, improve the
prospects for meaningful cost-benefit analyses, and improve the potential impact of the
program by concentrating benefits on one aspect of the city’s diverse needs. Such a goal
is more likely to be achieved if it is communicated clearly to stakeholders in advance.
Make developers understand what the City Council expects. Resolution 010924, if
adopted, would provide a formal, written record of the City Council’s expectations with
regard to TIF. In the long run, this is clearly less costly for developers and for citizens
than having developers spend the money to prepare and present and having the
government spend the money to review and then reject individual proposals.
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If you would like to discuss these issues further, either individually or as a committee,
please let me know.
Attachment
cc:

Mayor Kay Barnes
Robert Collins, City Manager
Laura Whitener, Director and Chief Operating Officer, TIF Commission
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