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Honorable Mayor and Members of the City Council:

This audit on tax increment financing (TIF) was conducted pursuant to Article IT, Section 13 of
the Charter of Kansas City. The audit was initiated in response to City Council Resolution
970685, which directed the city auditor and the city manager to conduct studies of TIF to provide
a context and identify information that could assist decision-makers in assessing the impact of
TIF. The resolution specifically directed the city auditor to determine how the actual
performance of projects funded through tax increment financing compared to projections, and to
identify ways to improve policies and procedures relating to these projects.

We are proposing a model process that we believe will encourage accountability in the use of TIF
and increase the city’s ability to use TIF to achieve public goais. The model process was
developed to address concerns that we identified during field work and to incorporate
recommendations made by FOCUS, the city’s strategic plan.

Tax increment financing is an incentive to encourage real estate development and redevelopment.
It is intended to reduce or eliminate adverse conditions in an area and to enhance the tax base.
Under TIF, certain increases in property values and economic activity tax collections are made
available to reimburse development costs. TIF is a flexible incentive that has been used in a wide
range of circumstances. In Kansas City, the use of TIF has been driven by private developers
rather than by explicit public strategies and policies.

The actual revenue resulting from the TIF projects in Kansas City has been substantially lower
than the projections made when the TIF plans were approved. Through 1997, total projected
revenues were $52 million, while actual revenues were $12 million. Only four of the 24 plans we
reviewed generated 50 percent or more of their original revenue projection. Revenue projections
have systematically overstated revenues.

The gap between actual and projected revenue for TIF plans may indicate other performance
problems. For example, redevelopment work may be delayed resulting in adverse conditions,
such as blight, remaining for longer than anticipated or necessary. We intended to further address
the performance of TIF plans by determining whether the specific objectives included in

approved TIF plans had been addressed. However, after analyzing the specific objectives, we
concluded that the specific objectives were not adequate measures of the performance of plans.

We identified a number of financial and management control probiems related to the way TIF is
administered. The city, through an annual agreement with the Economic Development
Corporation, has assigned conflicting responsibilities to the staff who support the TIF
Commission. The TIF Commission is not adequatety staffed. As a result, a number of planning
and financial management responsibilities have not been done or have been done inadequately.
Controls over contracting and the TIF Commission’s receipt and disbursement of cash should be
improved.



Before we began our audit work, the TIF Commission had clearly identified the inadequacy of
staff as an issue and has attempted to address the problem: We recommend that the TIF
Commission be responsible for selecting an executive director who would serve at the pleasure of
the commission and would select and be responsible for staff. Funding to staff the TIF
Commission should be provided through the city’s normal budget process.

We believe TIF can be used to address important public goals. FOCUS recommends that
development incentives be used to achieve FOCUS priorities and be used proactively whenever
possible. Implementing the audit recommendations should result in 2 more specifically targeted
use of TIF and in projects being initiated by the city as well as developers.

The draft report was sent to the city manager, the director of city planning and development, and
the executive director of the TIF Commission on June 24, 1998, for review and comment. After
initial comments, a revised draft was sent to the city manager and the executive director on
August 21, 1998. Their written responses are included as Appendices C and D. The draft report
was also sent to the city attorney and the director of finance for review. The audit team on this
project was Joan Pu, Aloysia George and Michael Eglinski.

ark Funkhouser
City Auditor
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Chapter 1: Introduction

Purpose and Authority

This audit of tax increment financing (TIF) was conducted pursuant to
Article II, Section 13 of the Charter of Kansas City, Missouri. The
charter establishes the Office of the City Auditor and outlines the city
auditor's primary duties.

City Council Resolution 970685 directed the city auditor and the city
manager to study tax increment financing. These systematic reviews
were to provide a context and identify information that could assist
decision-makers in asessing the impact of TIF. The City Council
directed the city auditor to address the following issues:

¢ Actual project performance compared to projected performance.
e Ways of improving policies and procedures used to review, approve,
monitor and report on projects.

The resolution also directed the city manager to study the effect of
funding development through tax increment financing on the city’s
revenue stream. The city manager did not complete his study. In
November 1997, the director of finance recommended that the study not
be done, in part because of a lack of historical information.

Objectives

A performance audit is an objective, systematic examination of evidence
to independently assess the performance of a government organization,
program, activity, or function in order to provide information to improve
public accountability and facilitate decision-making.! The audit was
designed to:

¢ Compare incremental property and economic activity revenues to
projected revenues. :

¢ Recommend a model to improve the city’s ability to review,
approve, monitor, and report on TIF plans.

l Comptroller General of the United States, Government Auditing Standards (Washington, DC: U.S. Government
Printing Office, 1994}, p. 14.
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Scope and Methodology

This audit focuses on tax increment financing. We limited our
comparison of actual and projected performance to TIF plans approved
by the City Council before December 1, 1996.

The state tax increment financing statute was recently amended. The
amendments do not affect any of the conclusions or recommendations in
this report. Amendments are briefly discussed on page 6.

The audit was performed in accordance with government auditing
standards, with the exception of the completion of an external quality
control review of the office within the last three years.> Methods

included:

¢ Reviewing state statute.

¢ Interviewing TIF Commission staff.

e Reviewing TIF plans, development agreements, annual reports and
other documents.

e Analyzing city financial records.

e Attending meetings of the TIF Commission.

* Interviewing people familiar with the city's TIF program including
city staff, attorneys, bond counsels, and developers.

* Reviewing relevant reports and articles, including reports of FOCUS,
the Community Infrastructure Committee, and the Mid-America
Regional Council’s Metropolitan Alliance for Economic
Cooperation.

* Reviewing studies and articles on tax increment financing in
Missouri and other states.

We did not review developer compliance with approved plans and
agreements.

No information was omitted from this report because it was deemed
_ privileged or confidential

? The last review was performed in April 1995. A peer review is planned for the current fiscal year. .



Chapter 2: Tax Increment Financing

Introduction

Tax increment financing (TIF) is an incentive offered by the city to
encourage rea) estate development and redevelopment. TIF is intended
to reduce or eliminate adverse conditions in an area and to enhance the
tax base. It was created by state statute and is administered by the city
through the TIF Commission.

Throughout the country, TIF has been used increasingly as federal funds
for urban redevelopment have become harder to secure. TIF has been
adopted by 44 states.

How TIF Works

In its most basic form, TIF is fairly simple. Afier the TIF Commission
has held public hearings and made a recommendation, the City Council
considers approval of a TIF plan to redevelop an area as well as specific
redevelopment projects within the plan. The developer constructs the
project.

The redevelopment results in increased property value. The property
taxes that would be due on the increased value of the property are abated.
The value of the abated taxes is the "increment." The owner of the
property pays propetty tax on the original value of the property, and pays
the city the amount of the increment. The funds are maintained in the
city’s special allocation fund. The city then pays the TIF Commission
the amount of the increment. The commission uses this payment in lieu
of taxes (PILOT) to pay for the costs of administering the TIF plan and
to reimburse the developer for the cost of developing the property. To
the property owner, the difference between calling the payment a PILOT
or property tax is negligible. To the city the difference between the two is
significant because expenditures of PILOTs are not subject to the same
restrictions as expenditures of tax revenue.

Increases in local economic activity taxes (EATs), such as utility,
earnings and profits, and sales taxes, can also be made available to fund
implementation of the redevelopment plan. Fifty percent of the increase
in EATs from the TIF area are available to reimburse developers for the
cost of developing the property.
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In Kansas City, the City Council has also approved the use of so-called
“Super TIF.” Under a normal TIF plan, 50 percent of the local economic
activity taxes increment is available to reimburse eligible costs. Under
Super TIF, all of economic activity taxes are made available. This
additional amount is appropriated annually by the City Council. The
additional appropriation increases the amount of revenue available to
reimburse redevelopment costs related to implementing the TIF plan.

mmlss on“ makes recommendatlons
Projects are

Sigid

!th n th area\ covered by a glven TIF plan.

Strengths and Weaknesses of TIF

We reviewed literature on TIF in Missouri and other states and identified
a number of general strengths and weaknesses. These strengths and
weaknesses are due to the way that TIF has been structured throughout
the nation.
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Among the strengths of TIF are potential for strong local control
and flexibility. TIF is largely controlled and administered at the
local level. Although TIF is created by the state, decisions about
where and when to use TIF are made at the local level. TIFisa
flexible financing tool. The TIF Commission can issue debt and
acquire property through eminent domain. TIF can be used to
reimburse a wide range of costs and in a wide range of
circumstances.

Among the weaknesses of TIF are that flexibility can reduce
accountability and that private developers may seek public subsidies
even if those subsidies might not be necessary. Because TIF can be used
for a wide range of costs and is not part of the normal public budgeting
process, accountability is reduced. It is in the interest of developers to
seek TIF even in those cases where a proposed project is economically
feasible without a public subsidy. Developers have an advantage over
public decision-makers because they have better knowledge of their true
costs and intentions.

Tax increment financing, like other real estate development incentives,
can influence the location of economic activities. Real estate
development incentives can generally influence where a development
may be built, when it is built, and how it is designed.

TIF Activity

The Kansas City City Council approved 25 TIF plans between 1982 and
December 1, 1996. The developments are located throughout the city,
and include office buildings, retail stores, restaurants, apartments, and
residential housing. '

The use of TIF has increased sharply in recent years. From 1982 through
1991, seven plans were approved. In the subsequent five years, 18 plans
were approved.

City expenditures from TIF and Super TIF funds are significant.
Budgeted expenditures from the special allocation fund are $12.1 million
for fiscal year 1999. Budgeted expenditures from the three Super TIF
funds are $4.3 million.
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Legislative Authority :

TIF was created by state statute.’ The statute describes how a city may
create a TIF commission and use TIF. It defines the powers that a city
and a TIF commission may use to encourage redevelopment. The statute
requires annual reporting on each TIF plan to the Missouri Department
of Economic Development.

The state statute was recently amended. The changes, which generally
took effect December 23, 1997, now require a cost-benefit analysis for
each TIF plan, written procedures by the city or the commission on bids
and proposals for implementing plans, and two additional county
representatives on the commission. Under certain circumstances, state
tax revenue increases are now available for TIF.

TIF Is a Very Flexible Incentive

Tax increment financing is a very flexible public incentive. TIF has been
used in a wide range of areas and to reimburse a wide range of costs.

TIF Can Be Used in Different Areas

The state statute allows TIF to be used in a wide range of circumstances.
The statute defines three conditions under which TIF can be used: blight,
conservation area, and economic development area, * (See Exhibit 1.)

> Mo. Rev. Stat. §99.800 to 99.865.

* The new state statute includes changes in the definition of conservation and economic development areas.
Conservation area must now include at least three blighting factors. Economic development areas may not be used
solely for development of commercial businesses that unfairly compete in the local economy.

6
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Exhibit 1. Areas in Which TIF Can Be Used

Area Designation Requirements

Blight An aréa with factors in its present condition or use which,
either alone or in combination, retard the provision of
housing accommodations; constilute an economic or
social liability; or present a menace to the public health,
aafety, morals, or welfare. Such factors include:

» Defective or inadequate street layout

» [nsanitary or unsafe conditions

» Deterioration of site improvements, improper
subdivision, or obsolete platting

o Conditions which endanger life or property by fire or
other causes

Conservation An area in which at least 50 percent of the structures are
at least 35 years old. Such an area is not yet a blighted
area but is detrimental to the public health, safety,
morais, or welfare and may become a blighled area
because of any one or more of the foliowing factors:

» Dilapidation, obsolescence, or deterioration
« lllegal use of individual structures
» The presence of structures below minimum code
standards
s  Abandonment, excessive vacaricies, or
overcrowding of structures and community facilities

Lack of ventilation, light or sanitary facilities

Inadequate utiliies

Excessive land coverage

Deleterious land use or layout

Depreciation of physical maintenance

Lack of community planning

Economic An area that is neither blighted nor a conservation area,
development but where the City Council finds that redevelopment is in
the public interest because it will:
s Discourage commerce, industry, or manufacturing
from moving to another state
» Result in increased employment
= Preserve or enhance the municipal tax base

Source: RSMo § 99.805.

State courts have interpreted the statutory definition broadly. The
Missouri Court of Appeals has, for example, held that economic under-
utilization may be considered blight. Vacant land has been declared
biighted. In blight and conservation areas, TIF can be used to fund a wide
range of redevelopment expenses. In economic development areas,
however, TIF can only be used to fund certain infrastructure projects.
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TIF Can Reimburse a Wide Range of Costs

State statute allows TIF to be used to reimburse a wide range of costs
related to redevelopment. By statute, redevelopment project costs:

Include the sum total of all reasonabie or necessary costs
incurred or estimated to be incurred, and any such costs
incidental to a redevelopment plan or redevelopment
project.’

These costs include, but are not limited to, legal fees, professional
services, property assembly costs, financing costs, and construction costs.’
When revenues are available, the first costs that are paid are the TIF
Commission’s direct and incidental administrative costs. Developer and
project costs are paid secondly,

In Kansas City, redevelopment costs and incidental costs have been
applied broadly by the TIF Commission. For example, the costs of a
penalty for terminating a iease on downtown office space were included in
redevelopment costs for one plan. A developer moved from a downtown
building to a new building within a TIF plan. Penalties for terminating
the existing lease were declared necessary and incidental costs of
redeveloping the TIF area. In another example, legal expenses incurred in
a court case directly related to the 10" and Troost TIF plan were declared
incidental costs of another plan.

> RSMo § 99.805.

® The statute was recently amended such that certain professional service costs incurred by the developer are only
allowed as initial expenses that must be included in the costs of the plan or project.
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Council Must Find That Development Would Not Occur Without TIF

TIF may not be used when the property wouid be developed without
public assistance. In order to use TIF, the City Council must make the so-
called “but for” finding. The finding required by statute is that the area
“would not reasonably be anticipated to be developed without the
adoption of the redevelopment plan.”” The “but for” finding is one of the
findings that the City Council makes when it approves a TIF plan.

The TIF Commission has interpreted the statute as requiring the
commission to consider whether the developer’s specific proposal is
economically feasible without a public subsidy. The TIF Commission

7RSMo § 99.810.
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generally requires developers to present pro forma analyses that show the
anticipated return on investment with and without the use of the public
incentive. This analysis focuses on the specific proposal rather than the
general development potential of the area.

TIF Use in Kansas City

In Kansas City, TIF has been used most frequently in areas that have been
declared blighted. Of the 25 TIF plans we reviewed, 15 were for areas
declared blighted, 7 for areas declared conservation areas, and 3 for areas
declared economic development areas.

Developers requesting that an area be declared blighted must support their
request by describing specific conditions {isted in the state statute. The
TIF Commission may require a professional study of blight.

A finding of blight is a decision made by the City Council. The TIF
Commission’s memo to prospective developers on evidence relating to
blight notes:

Evidence sufficient to [serve as the basis for the finding that
blight exists] must be of a kind that, if credible, would support
the conclusion reached by the [TIF] commission. If reasonable
minds could differ, the decision will generally not be
overturned by a court.®

In Kansas City, the use of TIF has been driven by private developers
rather than by explicit public strategies and policies. The city has not
developed explicit strategies and policies, although the FOCUS plan may
provide the background for such a policy. City staff, EDC staff and others
we interviewed described the use of TIF in Kansas City as being initiated
by developers.

The TIF Commission has expressed a desire to use TIF proactively rather
than in reaction to proposals initiated by developers. At a 1996 strategic
planning meeting, the TIF Commission identified becoming proactive as a
future goal. Members of the TIF Commission cite a shortage of staff as
preventing a more proactive use of TIF. This would involve identifying
areas that need development and defining the types of projects that are
needed. '

® Guidelines for Presentation of Evidence Relating to Blight and the “But For” Test, Tax Increment Financing
Commission of Kansas City, September 1995.

10
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The model process that we describe in Chapter 5 will allow city policies
to drive the use of TIF without eliminating the opportunity for developers
to initiate redevelopment proposals.

Roles and Responsibilities

A city wishing to use tax increment financing must first establish a TIF
commission. The Kansas City City Council established the TIF
Commission in 1982.° The commission consists of six members
appointed by the mayor. In addition, for each particular plan, two
members are appointed by the affected school district and one member is
appointed to represent all other taxing jurisdictions affected by the plan.'

The city enters into an annual agreement with the Economic Development
Corporation (EDC), a non-municipal agency funded by the city. Under
the agreement, the EDC is required to provide staff and administrative
functions for the TIF Commission. The agreement also states that the
duties of the EDC and city departments relating to the authority of the TIF
Commission are “ministerial” only, meaning that the activities involve
“performance in obedience to the mandate of legal authority without

’ Ordinance 54556.

"The composition of the TIF Commission changed under the new statute. The commission is composed of six
members appointed by the mayor with the consent of the council, two members appointed by the county, two
members appointed by the school district, and one member appointed by other taxing jurisdictions. '

11
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regard to or the exercise of judgment upon the propriety of the act.” '
Developers, city staff, the TIF Commission, and the City Council all play
a role in the process of developing and implementing TTF plans and
projects. The following describes the responsibilities and relationships of
the principal players in the process. Our discussion is based on the statute
in effect prior to the most recent changes. The statutory changes do not
affect any of the conclusions or recommendations in this report.

City Council

The City Council creates the TIF commission, designates redevelopment
areas, and approves redevelopment plans and projects. In designating a
redevelopment area, the council must find:

e The area on the whole is a blighted area, a conservation area, or an
economic development area; has not been subject to growth and
development through investment by private enterprise; and would not
reasonably be anticipated to be developed without the adoption of the
redevelopment plan.

The plan conforms to the city's comprehensive plan.

The estimated dates by which a redevelopment project will be
completed and any obligations retired are not more than 23 years from
the adoption of the ordinance approving the project, and no property
will be acquired through eminent domain more than five years after
the approval of a project.

e A plan has been developed for relocation assistance for businesses
and residences. .

The City Council also approves the City Planning and Development
Department’s annual agreement with the EDC and the TIF
Commission.

TIF Commission

The TIF Commission reviews proposed plans and projects for
recommendation to the City Council. The commission enters into
agreements with developers to implement redevelopment plans, monitors
progress on approved plans and projects, and reimburses developers with
TIF revenues.

The state statute gives the TIF Commission a number of powers, subject
to council approval. The commission may enter into contracts, purchase
or lease property, acquire property through eminent domain, construct
buildings and infrastructure, and issue obligations.

" Black’s Law Dictionary, 5* ed. (St. Paul, Minnesota: West Publishing Company, 1979), p. 899.
12
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The TIF Commission does not have its own staff. Instead, the EDC
provides staff support through an annual agreement with the city.

Economic Development Corporation

The Economic Development Corporation (EDC) is a non-municipal
agency funded by the city. The City Planning and Development
Department enters into an annual agreement with the EDC and TIF
Commission that requires the EDC to provide staff and administrative
support to the commission. The agreement calls for the EDC to:

o Conduct studies to determine the appropriateness and feasibility of
TIF plans or projects.

»  Conduct studies to identify areas that meet the statutory definition of
blight, conservation area, or economic development area.

¢ Prepare plans to correct conditions of blight, conservation areas, or
economic development areas.

e Assist developers prepare plans for presentation to the TIF
Commission.

* Provide the TIF Commission with office support space and functions.

¢  Monitor the progress of all approved plans and projects.

¢ Determine reimbursable development costs and the appropriate
distribution of the special allocation fund.

Expenses of the EDC are billed to the TIF Commission. Expenses
directly attributable to particular plans and projects are billed to the
developer and reimbursed with TIF revenues. In addition, an amount not
to exceed five percent of PILOTs and EATs is available to reimburse the
TIF Commission for expenses incidental to TIF plans and projects.

City Planning and Development Department

The City Planning and Development Department enters into the annual
agreement with the EDC and TIF Commission. The department is
responsible for monitoring the contract.

Department staff are also involved when TIF projects require re-zoning
" and when public improvements are made. The department also reviews

ail TIF plans to determine whether they conform to the city's
comprehensive plan. :

Human Relations Department

The TIF Commission contracts with the Human Relations Department to
monitor participation in TIF projects by minority business and women
business enterprises. The Human Relations Department reports to the TIF
Commission monthly.

13



Performance Audit: Tax Increment Financing

14

Finance Department

The Finance Department’s Financial Analysis Division reviews draft
proposals for TIF plans te determine whether a need for city financing is
anticipated. Division staff prepare comments for City Council on the
proposals that appear to need city financing.

Upon approval, the Treasury Division adds the new properties to a
database of properties included in TIF areas. The database is used to
generate PILOT billings sent to appropriate property owners. The
division maintains separate accounts on each TIF plan in the special
allocation fund into which PILOT and EATs payments are deposited. The
division processes PILOTs and EATs payments for transfer to the TIF
Commission or bond trustees. Prior to payment, the Revenue Division
verifies receipt of city-collected taxes and comments on the
reasonableness of the taxes collected by other jurisdictions.

The Treasury Division also maintains Super TIF funds in separate funds.
These are debt service funds used to make payments directly to bond
trustees.

Developers

Developers approach the TIF Commission with a proposal, work with
EDC staff to develop the proposal, and complete approved projects.
Developers are required to enter into a contract with the TIF Commission
to pay the costs related to developing a TIF proposal. The developer can
be reimbursed for at least some of the costs of development out of the
PILOTs and EATs payments.
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Summary

PILOTs and EATs revenues generated by projects within TIF plans are
substantially below projections. We compared revenues with projections
that were made when the plans were approved. City Council Resolution
970685 directed the City Auditor’s Office to study the actual performance
of TIF projects compared to the projected performance. We found that
actual revenues were substantially below the projections for 24 TIF plans
approved prior to December 1996."* Through the end of 1997, only 4 of
the 24 plans we reviewed generated more than 50 percent of the revenue
projected in the plan approved by the City Council.

Comparing actual and projected revenues is important for several reasons.
The revenue performance of a plan is an indicator of how well the
redevelopment is achieving the public goals of reducing or eliminating
adverse conditions and enhancing the tax base. Such comparisons can act
as performance measures to help ensure accountability and the
achievement of public goals. The TIF Commission and the City Council
use revenue projections when they consider whether to grant incentives.
It is important that these decision-makers have accurate information upon
which to base their decisions.

The analysis of revenues may indicate other performance problems with
TIF plans. The revenue analysis indicates that enhancements of the tax

base may not be occurring as anticipated. Redevelopment work may be
being delayed. '

We planned to conduct further analysis of TIF plans by identifying the
specific objectives of TIF plans and determining whether they had been
met. However, after identifying the specific objectives included in TIF
plan documents, we concluded that they were not appropriate measures of
plan performance. The specific objectives are ofien not readily
quantifiable, do not adequately describe the unique aspects of each plan,
and may not address important apparent goals of the TIF program. We
recommend the executive director of the TIF Commission develop
performance measures for each TIF plan. '

2 We compiled information on 25 plans. However, the plan for West 46™ Terrace did not include revenue
projections so it is not included in our discussion. The plan was terminated in 1995 and generated total revenue of
$1.2 million.

15
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Through our audit work, we identified the performance of TIF plans and
the effects of delays in redevelopment as issues that could be considered
for further audit work.

The Government Finance Officers Association recommends comparisons
of costs, benefits and projected goals. Although our analysis is not a
complete comparison of costs and benefits, it is consistent with the GFOA
recommended practices and is an analysis that should be provided to the
TIF Commission, the City Council and the public on an annual basis.

Total Revenues Are Below Projections

16

TIF revenues have been a fraction of projected revenues. For all of the
pians we reviewed, actual revenue was only 24 percent of projected
revenue. Only four of 24 plans have had revenues of more than 50
percent of projections.

TIF proposals considered for approval by the TIF Commission and the
City Council include a projection of the annual PILOTs and EATs. The
projections are the revenue that was expected to be available to pay
redevelopment costs. These projections, which are prepared by the
developer with assistance of EDC staff, form part of the proposal
document.

The city and the counties make payments of PILLOTs and EATs to the TIF
Commission. We compared these payments generated by each plan
through December 31, 1997, to the revenue projected for each plan
through 1997. We found projected revenue for the period totaled $52.2
million while actual revenue totaled $12.4 million (24% of the
projection). (See Exhibit 2.) For a detailed comparison of annual revenue
projections and actual revenue for all of the plans we reviewed, see
Appendix A,



Exhibit 2. Projected Revenue Compared to Actual Revenue

Chapter 3: TIF Revenue Analysis

Revenue Actual as % Council
TIF Pian Name Projected Actual of Projected Approval Date
13" & Washington $ 106000 $ 0 0.0%  08/19/96
New York Life 1,161,000 0 0.0%  11/21/94
Tower Properties 4,440,566 0 0.0% 11/27/95
Uptown Theater 593,000 218 0.0% 06/M16/54
Midtown (STIF) 6,629,000 127,531 1.9%  04/01/93
10™ & Troost 147,500 6,153 42%  01/30/87
Santa Fe 7,298,000 357,207 49%  05/19/94
Barry Towne 852,000 61,656 7.2%  06/06/96
Linwood Gillham 224,416 19,252 86%  11/17/88
Hickman Mill 11,734,793 1,136,099 97%  12/03/92
Searcy Creek 253,000 25,157 89% 03M11/93
Civic Mall 220,000 23,632 10.7%  12/08/94
Gateway 2000 864,000 186,541 216%  10/12/95
Summit 209,843 45,217 23.5%  08/31/95
Southtown Corridor 1,875,358 488,003 24.7%  05/19/94
Americana (STIF) 870,000 261,092 30.0%  01/28/93
43rd & Main 881,000 379,363 43.1%  03/24/94
Winchester Center 2,041,964 890,957 43.6%  12/19/91
Briarcliff West 1,059,272 470,104 44.4%  05/02/90
Walnut Creek 2,717,187 1,337,673 49.2% 11/23/88
Shoal Creek Parkway 1,852,000 983,456 53.1%  11/10/94
11" Corridor 3,777,001 2,488,195 65.9%  12/03/92
Universal 1,566,840 1,240,356 79.2%  04/18/91
12™ & Wyandotte (STIF) 742,000 1,839,354 2479%  12/10/92

Sources: City Finance Depariment and the TIF Commission,

Only one plan, 12th and Wyandotte, has generated more revenue than
projected. Through the end of 1997, projected revenue was $742,000
while actual revenue was $1.8 million. Although actual revenue is ahead
of projections, the projections were made under the assumption that the
plan would be a2 normal TIF. In fact, the plan was designated a “Super
TIF,” thus increasing the amount of revenue that would be available to
reimburse costs.

Timing Problems May Account for Part of the Discrepancy

We identified several conditions relating to timing that may have
contributed to the gap between projected and actual revenue. In some
cases revenue was projected for periods prior to approval of the plans.
There have been delays in generating revenues. Such delays could occur
if construction did not begin as anticipated. Processing reimbursements
may take longer than anticipated when the plans were made. Ifthese
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conditions were not accounted for when the projections were made, the
actual revenues would be iower than projected revenues.

Revenue projections for periods prior to council approval. Almost
half the plans we reviewed projected revenue for the year that the plans
were approved by the City Council or the year before approval. For
example, although the Barry Towne plan was not approved by the City
Council until June 1996, the plan shows that $41,000 of revenue was
anticipated in 1995. TIF revenues are only available after the adoption of
the redevelopment plan by the City Council. So, revenue for periods of
time before City Council approval are not available to finance
redevelopment.

When we adjusted the projections to reflect the actual date of council
approval of these plans, we found that revenues were still substantially
below projections. After adjusting for the date of council approval of the
plans, total actual revenues are only 30 percent of projected revenues.

Delays in generating revenue. Although many plans projected
immediate revenue, we found delays in revenue actually being available.
This could occur if the planned redevelopment work was delayed for any
reason. For example, although the 11th Street Corridor plan projected
revenue of $670,000 in 1993 and $744,000 in 1994, revenue was not
available until 1995." Delays could also occur if construction did not
begin as anticipated. EDC staff told us that it is not unusual for work to
be delayed and for completion of the work to take longer than anticipated.
We have identified three major concerns about delays in redevelopment.
First, in certain cases delays in redevelopment could increase the city’s
risk. For example, if TIF revenues are backing bonds, delays in
redevelopment could require subsidies from the general fund. Second,
delays in redevelopment may result in adverse conditions — such as
blight — remaining longer than anticipated or necessary. Finally, delays
in redevelopment result in the future tax revenue stream being delayed.
Because of the time value of money, delays decrease the value of the
revenue stream.

Processing reimbursement delays. Another possible reason for the
discrepancy between actual and projected revenues is that processing
reimbursements may take more time than was anticipated. It takes at least
eight months to process the reimbursements after the revenue has been
generated,

" Despite generating no revenue in its first two years, the 11 Street Corridor plan has generated revenue totaling
$2.5 million, or 66 percent of the original projection.
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The process for making EATs payments from the city to the TIF
Commission involves several steps. Completing all of the steps can be
time consuming. The developer must submit documentation to the TIF
Commission of the EATs taxes related to the redevelopment area. The
documents are then provided to the city for review and compilation by the
treasury division of the Finance Department. When treasury division staff
have completed the compilation, staff in the revenue division of the
Finance Department review the work. The review includes verifying, to
the extent possible, payments using the city’s automated revenue system.
After review by the revenue division and the commissioner of revenue,
the treasury division issues a check to the TIF Commission.

Projections Systematically Overstate Revenue

Another reason actual revenue lags behind the original projections is that
the projections systematically overstated revenue. We identified only one
plan, the 12th and Wyandotte Super TIF, that was performing ahead of
projections. When we looked at all plans, there was a clear tendency to
overstate projections. Projections are part of the proposals made by
developers who have an interest in securing public incentives. It may be
easier for proposals to be approved when revenue projections are inflated.

The fact that revenue projections are systematically and substantially
overstated suggests that the City Council and the TIF Commission have
been making decisions with inaccurate information. Financial projections
included in TIF proposals provide the City Council and the TIF
Commission with important information for making decisions about the
appropriateness and feasibility of TIF. It is in the interest of these
decision-makers that the quality of the projections be improved.

We believe that comparisons between revenues and projections should be
annually reported to the TIF Commission and the City Council. For
existing plans, projections should be revised and both the revised and
original projections should be reported.

Poor Revenue Performance May Indicate Other Problems

Our comparison of projected and actual PILOTs and EATs revenue
suggests that there may be problems with the performance of TIF plans.
The projections are of funds that will be available to help pay the costs of
redevelopment. If these funds are necessary to make the redevelopment
feasible, poor revenue performance may indicate other performance
problems.
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Poor revenue performance is a direct indicator that the tax base is not
being enhanced as anticipated. A general goal of tax increment financing
is to enhance the tax base. TIF revenues are based on economic activity
taxes and assessed property values. To the extent that revenues lag
behind projections, enhancements of the tax base have not occurred as
anticipated.

Poor revenue performance may indicate that other goals of the plans are
not being achieved or that the anticipated schedule is not being met. This
is of particular concern if important public goals, such as eliminating
blight are not being addressed as quickly or completely as anticipated.

Analysis of Specific Objectives Insufficient to Assess Performance

We planned to identify the specific objectives of TIF plans and determine
whether they had been met."* After reviewing the specific objectives, we
found that assessing performance in terms of those objectives would be
difficult. The specific objectives included in the plans are not appropriate
as indicators of plan performance because many are not readily
quantifiable, they do not adequately describe the unique aspects of each
plan, and the measures may not address important apparent goals of the

_ TIF program.

Most of the objectives listed in the plans are not readily quantifiable. For
example, nearly every plan includes objectives of enhancing the tax base
and promoting health, safety, order, convenience, prosperity and the
general welfare. Although the TIF Commission could develop measures
for these types of objectives, the plans do not include such measures.

The majority of specific objectives are repeated in nearly every plan.
These “canned™ objectives can not adequately describe the particular
goals of a given TIF plan. Over half of the 228 specific objectives
included in TIF plans consist of eight objectives that are repeated in
different plans. These repeated objectives result in very different TIF
plans having very similar specific objectives. For exampie, the specific
objectives of the Tower Properties plan and the Barry Towne plan are
nearly identical although the two plans address very different situations.
Barry Towne is an “economic development” area at the intersection of a
highway and a major street in the north part of the city while Tower
Properties is a “blighted” area downtown.

" A part of each TIF plan is a statement of the specific objectives of the plan. The specific objecti#es are included
in the plans that are considered for approval by the TIF Commission and the City Council.
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Important apparent goals of the TIF program are not included in the
specific objectives. For example, although TIF has been characterized as
an economic development incentive, none of the 21 plans we reviewed
included plan-specific employment growth or retention as a specific
objective.”

We believe that performance measures that relate to the public goals of
each TIF plan should be developed and reported on an annual basis to the
TIF Commission and City Council. The major public goals of each plan
should be clearly described in the specific objectives. The specific
objectives and measures of those objectives should be established when
the plans are developed and considered for approval.

" However, 18 of the 21 plans we reviewed included a specific objective “to stimulate construction employment
opportunities and increased demand for secondary and support services for the surrounding area.”
21
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Performance Measures Would Help Assess Performance

We recommend that the executive director of the TIF Commission
develop performance measures for each TIF plan. The performance
measures should allow an evaluation of the extent to which plans have
addressed public goals. Good performance measurement systems are
based on a number of different types of indicators, including measures of
inputs, outputs and outcomes.

To illustrate the concept of performance measures, we have developed
examples of measures for a hypothetical TIF plan. Our examples are not
intended to provide an exhaustive list of measures, but to provide
examples of the types of information that should be collected and

reported.

Input indicators address the level and type of resources used. Exampies
of input indicators include:

e TIF revenues available to reimburse redevelopment costs.

¢ TIF revenues as a percent of redevelopment costs.

¢ Expenditures for monitoring the developers’ compliance with the
development agreement.

Output indicators provide information on the quantity of services or
products provided. Output indicators could include:

Value and type of construction.
Value of construction as a percent of anticipated value of
construction.

¢ TIF revenues as a percent of projected revenues.

Outcome indicators provide information on the results of operations of
government programs. Outcome indicators could include:

® Number of persons employed by businesses within the plan area.
¢ Number of persons employed as a percent of projected employment,
¢ Change in police responses and reported crime,

For development and redevelopment programs, outcome measures are
particularly difficult to develop for two reasons. First, it is difficult to
determine the extent to which the incentive caused the development.
Second, it is difficult to quantify the economic activities that occur
within an area that would have occurred at another location (this is often
referred to as “substitution effects™).
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Because outcome measures are difficult to develop, it is useful to include
explanatory information when measures are reported. Explanatory
indicators provide additional information that may affect a program’s
performance. For example, important explanatory indicators for a TIF
plan might include general information about the community condition,
such as community-wide employment growth and crime rates.

We believe that increased reporting on input, output, outcome and
explanatory indicators will provide the City Council and the TIF
Commission with important information to assess the impact of current
and future TIF plans.

Issue for Further Audit Work

24

During our audit work, we identified the performance of TIF plans and
the effects of delays in redevelopment as issues that could be considered
for further audit work. These issues are not directly related to the
objectives of this audit. The City Auditor’s Office will consider these
issues in planning for future andit work.

Plan Performance

Further audit work may be appropriate to provide detailed assessments of
the performance of TIF plans in Kansas City. We found that revenues
were substantially below projections and concluded that this may

indicate other performance problems. We planned to address
performance through analysis of the specific objectives of TIF plans, but
we concluded that the specific objectives were not appropriate indicators
of plan performance. Additional audit work would be necessary to
further address the performance of TIF plans and projects.

There are several other reasons that further work to address performance
may be appropriate. Inadequate staffing has limited the TIF
Commission’s ability to monitor performance (see pages 29-32). For
example, the executive director of the TIF Commission reported to the
commission that staffing inadequacies had prevented staff from
developing an on-going database to measure performance and allow
meaningful policy analysis. The TIF Commission and EDC staff have
prepared analyses comparing actual and projected assessed value for a
limited number of plans and projects. However, the analyses have only
looked at projects that have been completed. Looking only at completed
projects limits the scope of such analyses and does not address the
performance of projects and plans where redevelopment work has not
begun or has not been completed.
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Further audit work on assessing the performance of TIF plans could
include developing performance measures and performance goals, then
assessing the achievement of those goals. Developing performance
measures and performance goals would include detailed review of plan
documents and TIF Commission meeting minutes, analysis of studies
that support findings of blight, and analysis of development agreements
and development plans. Because of the size and nature of the city’s TIF
program, we would anticipate that the scope of further audit work on
plan performance would need to be limited to a small number of plans
and projects or to a narrow measure of performance.

Measuring the Effects of Delays

Further audit work may also be appropriate to measure the effects of
delays in generating TIF revenues. Qur audit work found that revenues
were substantially below projections. This may be due to delays in
redevelopment. For example, construction may not have begun as
anticipated or may be delayed. We have not attempted to measure the
effects of such delays.

We identifted three significant potential effects of delays in
redevelopment. These are: increased risk borne by the city, adverse
conditions remaining longer than necessary or anticipated, and reduced
value of future tax revenue streams. Further audit work would be
necessary to begin to measure these effects.

Further audit work to address the effects of delays would include
measuring the financial and performance costs of delays. The work
would include calculating the value of the future revenue stream under
various scenarios. In addition, work would involve identifying, and
quantifying to the extent possible, non-financial costs such as blight.
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Summary

In the process of conducting field work, we identified a number of
financial and management control issues concerning the way TTF is
administered. Some of these issues relate to the relationship between
the TIF Commission and the EDC, which serves as the commission
staff. The annual agreement between the city, the commission, and the
EDC assigns conflicting responsibilities. EDC staff are responsible for
assisting developers with proposals and determining the feasibility of
those proposals. These responsibilities decrease the staff’s ability to
evaluate the developer’s work objectively. Staff are also responsible for
monitoring the work. Up to five percent of PILOTSs and EATs are made
available to reimburse the EDC for expenses that are incidental to the
redevelopment of TIF plans. This poses a conflict, since it is in the
organization’s financial interest for proposals to be approved.

The commission is not adequately staffed. Staff have identified
numerous planning and financial management responsibilities that are
not being done or are not being done adequately. EDC planning staff
are expected to perform financial management functions, many of
which they report they do not perform. Staff trained as planners may
not be the best qualified to perform financial management functions.
There are several other areas where controls should be strengthened.
One employee is responsible for performing several accounting
functions for the TIF Commission. This results in a lack of segregation
of duties and poses the risk that a financial loss or irregularity could go
undetected. We also saw indications that oversight over the contracting
process shouid be improved. The commission has no written
contracting procedures. We noted a number of irregularities in how
contracts were awarded, and unauthorized personnel signed some
contracts. Monitoring of contractors has not been adequate.

The TIF Commission, assisted by EDC staff, handles public funds
related to the TIF program on behalf of the city. The city has a
responsibility to see that the stewardship of these funds is conducted
prudently and in accordance with good contracting practices.
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EDC Has Been Assigned Conflicting Responsibilities

The annual agreement between the city and the EDC and TIF
Commission assigns incompatible duties to staff who work
with the TIF Commission. The agreement defines the
structural relationships between the city, EDC and the TIF
Commission. Under the agreement, EDC staff is responsible
for helping to develop proposals, assessing the feasibility and
appropriateness of such proposals, and monitoring progress on
approved plans and projects. Staff that are involved in the
development of TIF plans can not be objective in evaluating or
monitoring work done to impiement those plans,

Under the terms of the agreement, the EDC agrees to provide
the following services for the TIF Commission:'®

e Undertake and conduct such studies, analysis and review of proposed
redevelopment plans and projects as may be required from time to
time to determine the appropriateness and feasibility of such plans or
projects;

o Undertake and conduct such necessary studies, plans, surveys and
analysis to identify areas which meet the statutory definition of
blight, conservation or redevelopment areas and to prepare plans to
correct such conditions;

e  Assist prospective developers in formulating plans for presentation
to TIFC;

e Prepare practices, procedures and contracts for TIFC approval to
assist in the orderly transaction of TIFC affairs;

e Provide TIFC with the necessary office support space and functions,
including official record keeping as is necessary to carry out the
duties of TIFC; and

¢ Supervise and monitor the progress of all approved plans and
projects throughout the life of the plan or project, including the
determination of reimbursable redevelopment costs and appropriate
distribution of the Special Allocation Fund.

A number of the EDC responsibilities listed in the city contract pose a
conflict. Staff help developers prepare proposals and subsequently
assess the feasibility and appropriateness of those proposals. Once a
proposal is approved, the staff monitors the developer's progress and

' Ordinance 970676. Cooperative Agreement, City of Kansas City, Missouri and Economic Development
Corporation, Land Clearance for Redevelopment Authority of Kansas City, Port Authority of Kansas City, Tax
Increment Financing Commission of Kansas City, June 1, 1997 to May 31, 1998, Exhibit C.
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compliaru.:te.Hr Staff cannot objectively evaluate proposals or monitor
progress in implementing approved plans and projects that they were
involved in developing.

Method of funding adds to the conflict. The potential for such
conflicts is increased because a portion of TIF Commission funding is
based on a percent of the public incentives that are approved. As
established in the annual agreement with the city, a portion of the
funding for the TIF Commission comes from the PILOTs and EATs
related to TIF plans. EDC expenses may be recovered from these TIF
Commission funds. The connection between funding and responsibilities
for both developing and assessing proposals acts as an incentive to
encourage the use of TIF in places where development could occur
without public assistance.

Controls have not been established to minimize actual and potential
conflicts. Such controls could include segregating incompatible
responsibilities within the EDC. For example, staff responsible for
assisting developers prepare proposals could be prohibited from assisting
the commission in considering the feasibility and appropriateness of the
proposals. Similarly, staff responsible for monitoring progress and
compliance could be prohibited from participating in preparing or
evaluating proposals. Controls could also be established by assigning
some responsibilities to different organizations. We describe a model
process in Chapter 5 that would ensure that incompatible responsibilities
are segregated among organizations.

We did not attempt to determine whether the conflicting responsibilities
and the funding mechanism have affected actions by EDC staff or the
TiF Commission.

Staff Size and Makeup Are Inadequate

Staff support to the TTF Commission is inadequate. As a consequence, a
number of planning and financial management responsibilities have not
been done or have been done inadequately.

Employees of the EDC provide staff support for the TIF Commission.
The annual agreement with the City Planning and Development
Department requires the EDC to provide administrative and staff support
to the TIF Commission. According to the agreement, the “EDC also

"7 MBE/WBE utilization monitoring is an exception. Monitoring is provided through a contract between the TIF
Commission and the city Human Relations Department. The monitoring staff has no role in developing or assessing
the feasibility of proposals.
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agrees to maintain a fully qualified staff for the TIF Commission of a
size necessary to enable the commission to carry out its statutory
responsibilities as well as responsibilities delegated to the city.” * We
found that the number of EDC staff devoted to staffing the TIF
Commission is too low, and the staff may not possess appropriate
qualifications for the activities to be performed.

At the end of 1997, about 4.5 FTE positions at the EDC were devoted to
staffing the TIF Commission. The EDC’s director of planning and
redevelopment, who serves as the executive director of the TIF
Commission, devotes about 75 percent of his time to staffing the
commissior. One full-time EDC planner and a full-time administrative
assistant each work for TIF, while another planner and an accountant
devote the majority of their time to the commission. A private firm
provides legal counsel. City staff, under a contract with the TIF
Commission, provide affirmative action monitoring.

EDC staff has asked for staffing help. The EDC staff has reported in
the past that the level of staff devoted to TIF was inadequate. For
example, EDC staff asked the commission at a meeting in January 1993
to hire outside auditors to help with financial management duties. The
TIF Commission took no action on that request.

More recently, senior EDC staff informed us that the staff is too small to
do everything that should be done. Staff have reported to the TIF
Commission that a number of financial! administration responsibilities
were not being performed. (See Exhibit 3.) The EDC director of
planning and redevelopment who serves as the TIF Commission
executive director informed the commission of this problem in a
document in which he noted that the performance of 40 percent of TIF
Commission financial administration responsibilities was “incomplete,”
and performance was “none/slight” for 30 percent. Similar performance
problems were identified for planning staff responsibilities.

Annual reports for the periods since December 31, 1995, were not
prepared in a timely manner, in part because of a lack of staff. State
statute requires the City Council or its designee to report to the state
annually on its use of TIF. The latest annual report was submitted to the
state in January 1998. That report covered the period of June 1, 1996
through May 31, 1997. A report covering the period of January 1, 1996
through May 31, 1996, has not been prepared. Timely reporting is
important to help ensure that the state, the TIF Commission and the City
Council have information on the TIF program.

'8 Cooperative Agreement, City of Kansas City, Missouri and Economic Development Corporation, Land Clearance
Jor Redevelopment Authority of Kansas City, Part Authority of Kansas City, Tax Increment Financing Commission
of Kansas City, June 1, 1997 to May 31, 1998, Exhibit C.
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Exhibit 3. Examples of Responsibilities Without Adequate Performance

Current
ldentified Financial Management Responsibility Performance

Assure actual receipt of PILOTS and EATS into the  Incomplete
special allocation fund, develop tracking system to
document same

Coordinate with redeveloper and taxing jurisdictions to
document base year economic activity taxes (EATS)

Monitor monthly reports from city regarding TIF revenue
receipts

Provide performance measure components of mandated
Annual Reports and 5-Year Plan Reports

Oversee work of consultant CPAs hired to verify TIF-  None/Slight
reimbursable project costs as submitted by redevelopers

Develop on-going plan/project performance database to
allow meaningful policy analysis of results vs.
expectations, with regard to the following measures:

Total private investment

TIF program revenue and expenditures
Fiscal impact upon taxing jurisdictions
Job creation/retention

Affirmative action impacts

Source: Tax Increment Financing Commission, December 1997,

Staff may not be qualified to address financial management. In
addition to the inadequate staffing level, the skills and background of the
current EDC staff serving the TIF Commission may not be appropriate.
Many of the staff are planners. These planners have been charged with
performing financial management responsibilities related to TIF.
Planning staff may not have appropriate training and qualifications to
perform financial management responsibilities. Planner positions
generally require qualifications in areas such as urban planning or
architecture. Financial manager qualifications emphasize training and
experience in areas such as economics, finance, business, and public
administration.

The EDC staff has reported that work to be done was beyond the

capability of the current staff. In January 1993, staff reported to the TIF
Commission that "the administrative responsibility to effectively carry
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out the audit function [to review the fiscal activities of TIF projects] was
well beyond the capability of the staff.” °

More recently, in July 1997 the executive director of the TIF
Commission wrote;

Due to the success and rapid growth of the TIF program, many
of the [TIF Commission’s financial management
responsibilities]...are not being done, or are not being done
adequately. Moreover, dedicating the majority of a Planner’s
time to financial management makes difficult the level of due
diligence in the planning/project evaluation of proposed TIF
projects®

Turnover has exacerbated the problem. Accounting staff have been
unable to address certain responsibilities because of staff tumover. Staff
have informed the TIF Commission that monthly financial reports would
be deferred because of turnover and other priorities of the accounting
staff. In addition, a project to collect historical data on TIF plans was
repeatedly delayed due, in part, to staff turnover,

TIF Commission supports adding staff. The EDC director of planning
and redevelopment, who acts as executive director of the TIF
Commission, recently informed the TIF Commission that two new
positions would be in the EDC’s overall budget for fiscal year 1999. The
proposed positions include an additional ptanner and a financial
manager. Adding these positions may aflow the TIF Commission to
address responsibilities that have been deferred. The commissioners
concurred that these positions should be filled immediately.

Controls over Accounting Duties Should Be Strengthened

Duties related to cash receipts and disbursements have not been
adequately segregated. We reviewed the cash receipts and disbursements
narratives from June 1997. We found that the staff person responsible
for receiving invoices and cash receipts is also able to determine whether
approval of payments is required, sign checks, and prepare
reconciliations. The same staff person is also responsible for preparing
monthly bank reconciliations.

Proper control policies and procedures require that incompatible duties
be segregated. Employees should not perform activities that would
enable them to both commit and conceal irregularities. Reconciliations

* Tax Increment Financing Commission of Kansas City, Missouri, Minutes of Meeting Janieary 15, 1993
® Discussion Agenda, TIF Commission Retreat, July 23, 1997,
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should be prepared by employees who are not able to receive invoices,
approve invoices, prepare supporting documents or sign checks. The
current cash receipts and disbursements policies and procedures do not
adequately protect the commission against the risk of loss. The
procedures should be revised to ensure that incompatible duties are

segregated.

Contracting Procedures Should Be Improved

We observed a number of problems relating to professional services
contracts entered into by the TIF Commission. The commission enters
into contracts for professional services such as survey, appraisal, bond
counsel and negotiation. The commission does not have written
procedures establishing basic requirements for awarding contracts. We
saw cases in which the basis for selecting contractors appears
problematic. We also saw problems with the contracts themselves: in
two cases, the documents were signed by individuals without the
authority to enter into contracts on behalf of the commission. In one
case, the former executive director attested to his own signature,

TIF Commission Lacks Written Procedures

The TIF Commission has not developed written policies and procedures
for contracting. Written procedures are important to ensure the
commission's contracting practices are consistent, practices do not
conflict with statutory requirements, appropriate documentation is
maintained, and the benefits of competitive procurement are obtained.

The TIF Commission is subject to provisions of the state statute that
describe contracting practices related to architectural, engineering, and
land surveying.?! The statute requires agencies using these services to
encourage firms to submit annual statements of qualifications and
performance data. The statute requires an agency to evaluate current
statements of qualifications and statements submitted by other firms
regarding the proposed qualifications. The TIF Commission is not
required to select the low bidder, but the statute spells out the criteria for
evaluating qualifications of firms. The TIF Commission is required to
list three highly qualified firms, then begin to negotiate a contract with
the firm considered best qualified. Before negotiating a contract, the TIF
Commission is required to prepare a written description of the scope of
services.

' RSMo § 8.285 to 8.291.
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Contractor Selections Contained Irregularities

We noted irregularities in the selection of contractors for two
professional services contracts that were awarded by the TIF
Commission. We reviewed these two contracts after noting that the TIF
Commission did not have written contracting procedures and that
contracts were not awarded to low bidders. We did not conduct a
systematic review of the contracting practices of the TIF Commission.
However, our limited review identified a number of significant issues.

We reviewed the selection of a contractor for engineering services and
noted a number of irregularities. There was only one week between the
date the project was advertised and the date proposals were required.
Staff created documentation supporting their recommendation after
having recommended the selection of a specific contractor. The criteria
used to evaluate proposals include specific items that appear to have
been suggested by the contractor who was selected. These criteria were
not included in the bid packets.
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We also reviewed documents related to the selection of an environmental
contractor and noted several irregularities. The TIF Commission received
20 proposals for the environmental assessment work. An attorney
retained by the TIF Commission evaluated the proposals. How the
criteria were used to evaluate competing proposals was not clearly
described; this was especially important because the lowest 12 bidders
were found to have not met these criteria. Prior to approval of the
selection by the TIF Commission, a contractor was contacted and
allowed to adjust the bid. That change resulted in the contractor whose
bid had been adjusted being the lowest of the remaining proposals. That
contractor was selected.
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omquSIQn“select Kingston. Before a

J ;
that the contact was “to. clanfy ,the ‘number of propert:es xt would ‘need to conduct phase |
assessments.” As a result, the bid was reduced by $23 400. Prior to the adjustment, there were
three firms that had submitted bldS that. ‘were lower than Kingston’s initial bid. There was no
indication that these three ﬁrms‘had been contacted or altowed to adjust their bids.

The TIF Commission approved the recommended contractor at a meetmg on May 1, 1995 At that
time, the TIF Commission was told that the recommended contractor was “the Iowest of the group”

of bidders after the elimination of the companies that were not considered to be large, reputable, and
with the experience. and resources to do the job. The TIF Commission was not informed that the

contractor was allowed to make an adjustment tothe amount,
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Some Contracts Signed by Unauthorized Staff

We reviewed two contracts that had been signed by individuals not
authorized to enter into contracts. As a general rule, a public contract
must be signed by an official with the authority to bind the public
entity.” In addition, the cornmission’s by-laws require that the
commission's chair sign all contracts except where signing has been
expressly delegated to some other officer or agent of the commission.
The contracts had been signed by the controller of the EDC and by the
former executive director of the TIF Commission. There was no
indication that the TIF Commission had delegated either employee
authority to enter into the respective contracts. Such signing appears to
conflict with state statute and commission by-laws.

Proper segregation of duties requires that responsibility for entering into
a contract be segregated from accounting for the contract. No single
individual should be able to both enter into a contract and record
transactions related to that contract in the accounting system. The TIF
Commission’s by-laws segregate these duties by requiring the
commission’s chair, who does not have responsibility for accounting, to
sign all contracts. However, staff did not comply with the by-laws when
they entered into contracts without proper authority.

The contract that was signed by the former executive director was for
security services at the Midtown TIF area. It appears that this contract
may have been treated as an emergency. The contract was signed on
June 2, 1995, and services began the next day. The contract was brought
before the TIF Commission at its next regular meeting. The contractor
continued providing services on a monthly basis for nearly two years.

The former executive director signed the contract and attested his own
signature. The contract does not have any other signatures from the TIF
Commission or EDC staff. The purpose of attestation is to independently
witness and certify a signature as genuine. That purpose is defeated
when a person “attests™ to his own signature.

. No Written Agreement for Legal Services

The TIF Commission uses an outside firm as its legal counsel but has not
had a written agreement with the firm. In January 1991, the TIF
Commission approved the selection of Craft, Fridkin and Rhyne to
provide legal services. EDC staff were not able to provide us with any
written agreement with the legal counsel. However, in April 1998, the
TIF Commission approved a written agreement. It appears that the law
firm was providing services for seven years without a written agreement.

2 RSMo § 432.070.
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The lack of a written agreement appears to conflict with statutory
requirements. As a general rule, a public contract must be in writing and
signed by an official with the authority to bind the public entity.”

Good procurement practices require written agreements. The scope of
services, term of the agreement, basis of payment and conditions of
payment shouid be clearly spelled out and in writing. This is especially
important given the significant expenditures related to legal counsel. In
1997, the TIF Commission’s legal counsel incurred $580,000 in
expenses related to the TIF program.

Contract Monitoring Inadequate

At a meeting in June 1993, the TIF Commission directed EDC staff to
provide written performance evaluations of all contractors. Staff
informed us that no such reports have ever been provided. Good
contracting practices require that contractors be monitored with
documentation of the performance compiled and maintained.

Payments Exceeded Authorized Amounts

The TIF Commission has not established controls to ensure that
payments do not exceed authorized amounts. We identified a case in
which the TIF Commission made payments exceeding the authorized
amount to a firm that provided a temporary employee. Public financial
managers have a duty to protect public assets against loss or misuse and
to ensure that all transactions are properly authorized.

In May 1996, payments were made to a temporary firm that exceeded the
amount approved by the TIF Commission. In October 1995, the TIF
Commission authorized the expenditure of up to $14,000 for a temporary
employee to compile and summarize the commission’s financial history.
By May 15, 1996, the temporary agency had been issued checks that
exceeded the authorized amount by $1,478. The following day, EDC
staff wrote a memo to a member of the commission requesting additional
funding. The memo noted that staff had expended all approved funding
and was requesting an additional $6,000. The memo did not explain that
expenditures had already exceeded the approved amount. By the time
the TIF Commission had authorized additional expenditures, the
temporary agency had submitted invoices for an additional $2,698. Staff
had aiready paid half of this amount.

2 RSMo § 432.070.
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Contracting Procedures Needed

The TIF Commission should develop written contracting procedures.
Such procedures should help ensure comptiance with the state statute and
good procurement practices. At a minimum, the procedures should
address:

o Identifying qualified firms

Developing requests for proposals, requests for qualifications, and
invitations to bid

Advertising requirements

Pre-bid conferences and communications

Evaluating proposals or bids

Documenting contractor selection

Monitoring and evaluating contractor performance

Maintaining contract files

Other Control Issues Should Be Addressed

Our review identified two other control issues that the TIF Commission
should address. The commission has not complied with the city’s
requirements regarding affirmative action reporting, and the commission
has conducted a meeting that appears to conflict with the Sunshine Law.

TIF Commission Overstated MBE and WBE Participation

The TIF Commission’s 1997 report to the city on minority business
enterprise (MBE) and women’s business enterprise (WBE) contracting
includes non-certified firms. Including non-certified firms overstates the
use of MBE and WBE firms and conflicts with the city’s requirements.

The TIF Commission’s 1997 report to the Human Relations Department
includes non-certified firms in the reported expenditures for MBE and
WBE contractors. The report includes expenditures by the TIF
Commission for legal services, professional services and construction.
Three of the eight firms that were counted by the TIF Commission as
MBE or WBE were not certified by the city. One of the certified firms
did not become certified until the last month of the reporting period. The
report also lists MBE and WBE expenditures for subcontractors without
providing information on the specific firms that did the subcontract
work. We did not identify and check the certification status of those
firms. '
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The annual agreement between the city, the EDC and the TIF
Commission, requires the TIF Commission to comply with city code
provisions on affirmative action and reporting. Among the requirements
of the annual agreement is that the TIF Commission must submit an
annual MBE/WBE utilization plan, set goals on a contract-by-contract
basis, and report to the director of human relations annually.

Including non-certified firms in its report overstates the TIF
Commission’s affirmative action efforts. The city code specifically
prohibits counting non-certified firms in reports on MBE and WBE
participation.

The TIF Commission should comply with the annual agreement and city
code by only reporting certified MBE and WBE firms.

Procedures for Compliance with the Sunshine Law Are Needed

State statute requires that notice of meetings of public bodies be posted
in advance and that minutes be kept. The state open meetings and
records law (the Sunshine Law) is intended to ensure that public business
is conducted in an open setting. Management letters from external audits
of the TIF Commission have recommended that minutes of all meetings
be prepared on a timely basis.

Staff from the City Auditor’s Office attended a meeting with EDC staff
and the TIF Commission that appears to conflict with the Sunshine Law.
On June 12, 1997, audit staff attended the entrance conference for this
audit. The meeting, which had been requested by the City Auditor’s
Office, was to include the executive director and any other staff he felt
appropriate. The meeting was not intended to include members of the
TIF Commission. At the meeting, however, a quorum of TIF
Comrmissioners was also present. The attendance of a quorum of
commission members to discuss public business related to the audit
indicates that the meeting was covered by Sunshine Law requirements
regarding notice and minutes. We could find no documentation of such
notice or minutes.

As a result of this occurrence, the City Auditor’s Office ctaff has
conducted training with the City Attorney’s Office to ensure that audit
staff understand the provisions of the Sunshine Law. We plan to
incorporate specific policies and procedures related to the Sunshine Law
in our revised policies and procedures manual. Documentation of
meetings is an important record of all decisions and actions of the TIF
Commission, The commission should develop procedures to ensure
compliance with the law. '



Chapter 5: A Model Process )

Overview

Based on our audit work and our review of other reports, we have
developed a model process that, should it be implemented, we believe
will encourage accountability in the use of TIF and increase the city’s
ability to use TIF to achieve public goals. The model addresses many of
the concerns we identified. It removes the conflicts inherent in EDC’s
current role, by relieving its staff of responsibility for determining the
feasibility of proposals they have helped develop and transferring that
responsibility to staff employed by the TIF Commission.

The problems we identified, such as conflicting roles for EDC, the
connection between TIF Commission funding and TIF revenues, and
financial management responsibilities being deferred, indicate that the
process of reviewing proposals and monitoring the implementation of
TIF plans needs to be improved.

Model Incorporates Recommendations of Other Reports

In developing the model, we relied heavily on FOCUS, in particular the
report of the governance work team, the report of the Community
Infrastructure Committee appointed by City Council, and MARC’s
Metropolitan Alliance for Economic Cooperation. We also incorporated
aspects of the Government Finance Officers Association’s recommended
practices. Finally, we considered the statutory requirements of the TIF
Commission and the City Council.

FOCUS. The City Council adopted FOCUS (Forging Our
Comprehensive Urban Strategy) on October 30, 1997.2 The FOCUS
governance plan includes a number of recommendations about how
decisions should be made in the use of development incentives. %
Among the recommendations are:

¢ The city should use development incentives to encourage investment
that achieves FOCUS priorities and is proactive whenever possible.

» The city should follow a consistent and predictable process in
reviewing proposals. '

 Committee substitute for resolution 971268.
® FOCUS: Governance Plan, July 1997.
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e The review process should incorporate a community impact
statement (CIS). The CIS is a systematic analysis of the fiscal and
economic impacts and of the extent to which the proposal is
consistent with FOCUS.

e The City Plan Commission should have the lead role in the initial
evaluation of all plans and development projects.

e The city should monitor performance of projects and penaities

should be imposed if the conditions of the incentive are not being
fulfilled.

Community Infrastructure Committee. The Community
Infrastructure Committee (CIC) reviewed the city’s infrastructure needs
and policies and made a number of recommendations adopted by the
City Council on October 2, 1997.° Among the recommendations are:

e A disciplined process should be implemented for planning capital
investments.

¢ The City Plan Commission should provide input on major capital
projects and communicate long-term planning objectives.

e Community impact statement (CIS) should be used to analyze certain
large investments.

Mid-America Regional Council. The Mid-America Regional Council
(MARC) board has asked area communities to consider adopting the
Metropolitan Alliance for Economic Cooperation. The City Council
adopted a resolution on June 5, 1997, stating the Council’s intent to
become a member of the alliance.”” Membership in the alliance involves
three significant practices:

*® Second committee substitute for resolution 971326, as amended.

27 Resolution 970689.
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e Communities should adhere to a protocol for inter-community
relations that encourages communication and cooperation.

* Cost-benefit analyses should be used by area jurisdictions for
projects considered for tax incentives, with annual reporting of
information for projects approved for tax incentives.

* A local economic development policy should be adopted which
outlines economic development goals to the business community and
the general public.

Government Finance Officers Association. The Government Finance
Officers Association (GFOA) developed a set of recommended practices
to give state and local governments guidance on sound financial
management practices. According to the GFOA, economic development
incentives should have specific goals and criteria that serve to define the
economic benefit both the government and the entities receiving the
incentives expect to gain from the incentives, the conditions under which
the incentives are to be granted, and the actions to be taken should the
actual benefits differ from the planned benefits. The recommended
practice relating to economic development incentives states:

For any specific economic development incentive, the economic
benefit to the government, as well as the cost of the incentive,
[should] be measured and compared against the goals and criteria
that have been previously established.?

Recommended Model Process :

The model we developed modifies the roles and responsibilities of the
TIF Commission, the City Plan Commission, the Economic
Development Corporation, and city staff. Under the model process, the
plan commission would be responsible for initial review of proposals.
The plan commission could refer proposals to the TIF Commission for
further review. Staffing the TIF Commission would be funded through
the normal city budget process. The EDC would retain a role in
preparing proposals for consideration by the TIF Commission, but TIF
Commission staff would have responsibility for assisting the commission
review the feasibility of proposals. The commission would make a
recommendation to the City Council, and council would approve or
reject proposals,

The model process involves a number of significant changes in the way
that TIF developments are prepared, reviewed, approved and monitored.
The changes include:

% Recommended Practices for State and Local Governments, Government Finance Officers Association, March
1997, http://www.gfoa.org/recprac/recprac2. htm#budman?.
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¢ The City Plan Commission would be responsible for initial review of
development proposals.

¢ Development proposals would be analyzed through the community
impact statement.

e Increased effort would be made to monitor and report on the
implementation of TIF plans.

e The city would provide funding for staff to the TIF Commission
through its normal budget process. TIF Commission funding would
no longer include a portion of PILOTs and EATs.

e The TIF Commission would be responsible for selecting an
executive director who would serve at the pleasure of the
commission and would select and be responsible for staff.

We believe that the most significant change is to provide the TIF
Commission with an executive director and staff that are directly
responsible to the commission.

City Plan Commission Makes the Initial Review

Under the model, the City Plan Commission (CPC) would make the
initial evaluation of all redevelopment proposals, as recommended by
FOCUS. The purpose of the review would be to consider whether the
proposal is consistent with the city's planning efforts. This would
include relating the proposed redevelopment to explicit city plans and
policies, such as FOCUS.

The review would be performed before many of the details, including the
use of TIF or other incentives, will have been developed. The initial
proposal could be made before a developer had invested much time and
money in the proposal. If the CPC determined the redevelopment
proposal was consistent with city policies and plans and that the use of
incentives appeared to be warranted, the CPC could recommend that the
proposal be further developed for consideration by the TIF Commission.
As designed, the review process would be sufficiently flexible to be used
proactively or-in reaction to proposals initiated by developers.

The City Planning and Development Department and other city staff
would provide support for the CPC as necessary. Staff support would be
funded through the city's normal budget process.

The cost of developing an initial proposal would be borne by developers.
The initial proposal would not need to be a fully developed TIF proposal
and, consequently, would be relatively inexpensive to prepare.
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Developers Responsible for Preparing Proposals

After the initial review and recommendation by the CPC, the developer
would be responsible for preparing a detailed proposal for consideration
by the TIF Commiission. As part of the proposal, the developer would be
required to submit a community impact statement. Detailed procedures
for preparing the community impact statement would be made by the city
and would be provided to developers. The developer could choose to
work with private consultants or with staff of the Economic
Development Corporation.

The costs of developing the proposal would be the responsibility of the
developer.

TIF Commission Reviews Proposals

The TIF Commission would review the developer's proposal. The
review would focus on the statutory requirements, such as declarations of
blight and determining whether incentives are necessary for development
to occur. In addition, the TIF Commission would provide an

independent review of the community impact statement prepared by the
developer. The commission would also be responsible for developing
measurable performance standards for each plan, At a minimum, the
measures would address the fiscal, economic, and strategic plan effects
that were described in the community impact statement.

The TIF Commission would have its own staff. Funding for these
positions would be provided through the city’s budget process. The TIF
Commission would hire an executive director who would serve at the
pleasure of the commission. The executive director would select and
manage staff.

City Council Considers Proposals for Approval

Final plan and project approval is the responsibility of the City Council.
The council is also responsible for making findings required by statute,
such as blight and that development would not occur without the use of
TIF. Council would review the detailed proposal, the community impact
statement and the TIF Commission's recommendation.

Council would rely on the analyses already prepared by TIF Commission
and city staff. In addition, council could request city staff to perform
further analysis if necessary. Council support costs and those of city
employees are already provided by the city budget. However, additional
staffing might be necessary.
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TIF Commission Monitors Plans

The TIF Commission would be responsible for monitoring and reporting
on the developer's progress. Monitoring would focus on the performance
measures established when the commission considered the plans and
projects. Reporting, including the annual report required by state statute,
would be the responsibility of the TIF Commission. The day-to-day
activities involved in monitoring and reporting would be the
responsibility of TIF Commission staff.

TIF revenues would reimburse development costs. As a TIF
redevelopment generated revenues, the developer would be reimbursed
for the redevelopment costs. The TIF Commission and its staff would
review requests for reimbursement. Approved requests for
reimbursement would be forwarded to the Finance Department for direct
payment to the developer.

As an initial step toward implementing a new process, we recommend
that the city manager prepare a resolution for City Council consideration
that directs a detailed plan for implementing the model process. The city
manager should also prepare a proposal for consideration in the next
year’s budget that would provide the TIF Commission with staff and
would allow the commission to hire an executive director that would
serve at the pleasure of the commission,



Chapter 6: Recommendations ]

In order to address control issues and implement a new process, we make
two types of recommendations. The first are those that we believe
should be implemented immediately. These recommendations focus
mainly on control issues that we discussed in Chapter 4. The other
recommendations are long-term recommendations intended to implement
a new process for the use of TIF in Kansas City. These
recommendations are based on our audit work and, in particular, the
recommendations of FOCUS and the Community Infrastructure
Committee.

We believe that implementing all of our recommendations will result in
an accountable process that will increase the city’s ability to use TIF to
achieve important public goals.

Recommendations to Be Implemented Immediately

1. The executive director of the TIF Commission should establish a
specific date when annual reports will be presented to the City
Council and the TIF Commission. The annual reports should be
presented prior to submission to the state.

2. The executive director of the TIF Commission should prepare a
report each year on actual and projected revenues of TIF plans. This
comparison should be incorporated in the required annual reports.

3. The executive director of the TIF Commission should develop
performance measures for each plan (including existing plans). The
measures should be incorporated in the required annua!l reports. The
measures should allow an evaluation of the extent to which plans
have addressed public goals.

4. The executive director of the TIF Commission should revise all
existing projections based on the comparisons of actual and projected
revenues. The revised projections, along with the original
projections, should be included in the annual reports.

5. The executive director of the TIF Commission should prepare
contracting policies and procedures for consideration by the TIF
Commission’s adoption. These procedures should address
compliance with the state statute. At a minimum, the procedures
should address:
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10.

¢ Identifying qualified firms

» Developing requests for proposals, requests for qualifications,
and invitations to bid

Advertising requirements

Pre-bid conferences and communications

Evaluating proposals or bids

Documenting contractor selection

Monitoring and evaluating contractor performance

® Maintaining contract files

The executive director of the TIF Commission should revise the cash
receipts and disbursements procedures to ensure that incompatible
duties are segregated. At a minimum, the procedures should ensure
the staff person who receives invoices and cash receipts should not
be able to authorize payments, issue checks or have access to the
accounting system.

The executive director of the TIF Commission should determine the
number of staff and the qualifications of staff that would be required
to meet all of the financial and planning responsibilities of the TIF
Commission. The executive director of the TIF Commission should
report his determinations to the TIF Commission and the City
Council.

The executive director of the TIF Commission should review the TIF
Commission’s annual reports to the director of human relations and
ensure that MBE and WBE firms listed in the report are certified by
the city.

The executive director should develop procedures for consideration
by the TIF Commission to address compliance with the Missouri
Sunshine Law. The procedures should be provided to the City
Attorney for review and comment before being considered for
adoption by the TIF Commission.

The director of city planning and development should revise the
annual agreement between the city and the EDC and TIF
Commission to:

* Reduce conflicting staff responsibilities. At a minimum,
different staff should be assigned the responsibilities of
developing and assessing proposals.

¢ Eliminate the connection between TIF Commission funding and
PILOTSs and EATs.

* Require the EDC to segregate key accounting duties.
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Eliminating the connection between TIF Commission funding and
PILOTs and EATs may not be possible for TIF plans that have already
been approved because the de{(elopment agreements include the funding
mechanism. However, the funding mechanism should not be included in
development agreements that are entered into in the future. The funding
mechanism should be removed from the annual agreement between the
city and the EDC and TTF Commission.

Even if the funding mechanism is eliminated from future development
agreements, this source can be expected to generate significant revenue
for the TIF Commission in the future because existing agreements will
be in effect for up to 23 years. It will be necessary for the city manager
to take this revenue source into account when planning and budgeting for
the TIF program. For this reason, we believe that these revenues should
be reported in the city’s budget document.

11. The city manager should, beginning with fiscal year 2000, include
estimates of the amount of TIF Commission funding that is
anticipated based on the funding mechanism in existing development
agreements.

Implementing the Model Process

12. The city manager should prepare a resolution for council
consideration that supports the model process we have proposed and
directs the manager to prepare a detailed plan for implementing the
model.

13. The city manager should develop a proposal for the next city budget
that would provide the TIF Commission with staff funding directly
from the city’s budget.

14. The director of city planning and development should prepare a

method for systematically evaluating redevelopment proposals for
consistency with FOCUS.
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Appendix A

TIF Revenues by Plan
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10th & Troost TiF Plan
Revenue Actual as a % of

Year Projected Actual Projection

1987 $ 0 3 0 0.0%
1988 14,750 a75 6.6%
1989 14,750 3,087 20.9%
1990 14,750 1,440 9.8%
1991 14,750 0 0.0%
1992 14,750 430 25%
1993 14,750 221 1.5%
1994 14,750 0 0.0%
1995 14,750 0 0.0%
1996 14,750 0 0.0%
1997 14,750 0 0.0%

A 2%

11th Corridor TIF Plan
Revenue Actual as a % of

Year Projected Actual Projection
1693 $ 669,884 $ 0 0.0%
1984 744,032 0 0.0%
1995 766,953 783,468 102.2%
1906 790,164 673,469 85.2%
1997 805,96 1,031,258 128.0%

Toml TT200 $2,488,185 55:9%

12th & Wyandotte Super TIF Plan

Revenue Actuai as a % of
Year Projected Actual Projection
19583 $ 1,000 $ 0 0.0%
1994 43,000 8,705 20.2%
1995 103,000 26,144 25.4%
1896 289,000 16,082 5.6%
1997 306,000 1,788,463 584.5%

£ $742,00

Bi0635304  2479%

13th & Washington TIF Plan

Revenue Actual as a % of

Year -~ " Projected Actual Projection
1996 $ 61,000 ' %0 0.0%
45,000 0 0.0%
$106000 S0 —0.0%
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43rd & Main TIF Plan

Revenue Actual as a % of
Year Projected Actual Projection
1884 $ 25,000 $ 0 0.0%
1995 120,000 12,157 10.1%
1996 349,000 79,895 22.9%
1997 387,000 287,311 74.2%

Americana Super TIF Plan
Revenue Actual as a % of
Year Projected Actual Projection
1993 $ 6,000 $ 0 0.0%
1994 197,000 0 0.0%
1995 204,000 0 0.0%
1996 227,000 0 0.0%

1997 236,000 261,092 110.6%

- hie

Barry Towne TIF Plan
Revenue Actual as a % of
Year Projected Actual Projection
1995 $ 41,000 $ 0 0.0%
1996 137,000 0 0.0%

1997 674,000

Briarcliff West TIF Plan
_ Revenue Actual as a % of

Year Projected Actual Projection
1993 $ 4941 $ 34379 695.8%
1994 30,242 139,467 461.2%
1995 75,403 108,050 144.6%
1986 241,854 111,857 46.2%
1987 706,832 75,351 10.7%

- Total - 81,059,272 $470,104 . 44.4%
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Civic Mall TIF Plan
Revenue Actual as a % of
Year Projected Actual Projection
1695 $ 10,000 3 0 0.0%
1896 7,500 16,497 220.0%

1997 7,135 3.5%

Gateway 2000 TIF Plan
Revenue Actual as a % of
Year Projected Actual Projection
1996 $212,000 $ 0 0.0%
1997 652,000 186,541 28.6%

Hickman Mill TIF Plan

Revenue Actual as a % of
Year Projected Actual Projection
1992 $ 210,590 $ 0 0.0%
1993 740,742 0 0.0%
1984 937,027 0 0.0%
1995 1,187,291 0 0.0%
1996 4,285,231 5,252 0.1%
1997 4,373,912 1,130,847 25.9%

Linwood Giltham TIF Plan

Revenue Actual as a % of
Year Projected Actual Projection
1989 $ 0 $ 0 0.0%
1990 0 0 0.0%
1891 0 0 0.0%
1992 73,494 5,805 7.9%
1993 73,494 6,790 9.2%
1994 77,428 3,047 3.9%
1995 . - 3,283 Na
1996 - : 0 Na

1997 - 327 Na
ot . 8224416 - $18252  86%
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Midtown Super TIF Plan

Revenue Actual as a % of
Year Projected Actual Projection
1993 $ 87,000 $ 0 0.0%
1984 1,406,000 1] 0.0%
1895 1,675,000 0 0.0%
1996 1,702,000 0 0.0%

1997 1,749,00 127,531 7.3%

New York Life TIF Plan
Revenue Actual as a % of
Year Projected Actual Projection
1985 3 1,000 $0 0.0%
1896 573,000 0 0.0%

1997 587,000 0 0.0%

Santa Fe TIF Plan
Revenue Actual as a % of
Year Projected Actual Projection
1993 $ 570,000 3 0 0.0%
1994 1,009,000 33,850 3.4%
1995 1,459,000 63,320 4.3%
1996 1,899,000 131,288 ' 6.9%

1997 2,361,000

Searcy Creek TIF Plan
Revenue Actual as a % of

Year Projected Actual Projection

1993 $ 10,000 $ 0 0.0%
1994 31,000 0 0.0%
1995 52,000 0 0.0%
1996 76,000 8612 11.3%
1997 84,000 16,545 19.7%

$253,0000 25157 - 9.9%
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Shoal Creek Parkway TIF Plan

Revenue Actual as a % of
Year Projected Actual Projection
1994 $ 0 $ 0
1995 17,000 0 0.0%
1986 768,000 110,346 14.4%
1997 1,067,000 873,110 81.8%
BREZ D MR AR WQ&%

Southtown Corridor TIF Plan
Revenue Actuai as a % of
Year Projected Actual Projection
1994 $ 289,857 $ 0 0.0%
1995 480,580 0 0.0%
1996 554,242 198,062 35.7%

1997 650,679 288,941 44.6%

Summntit TiF Plan
Revenue Actual as a % of
Year Projected Actual Projection
1995 $ 16,038 $ 0 0.0%
1996 90,785 0 0.0%

1997 103,020 49,217 47.8%

F

el

Tower Properties TIF Plan
Revenue Actual as a % of
Year Projected Actual Projection
1996 $ 225,906 $0 0.0%
1997 4,214,660 0 0.0%

57



Performance Audit: Tax Increment Financing
Universal Flood Water Detention TIF Plan

Revenue Actuzl as a % of

Year Projected Actual Projection
1892 $ 0 $ 0 0.0%
1993 0 0 0.0%
1994 79 163,185 206,562.7%
1895 254,292 158,535 62.3%
1996 518,756 382,420 73.7%
1997 793,713 535,216

67.6%

Uptown Theater TIF Plan
Revenue Actual as a % of
Year Projected Actual Projection
1994 $ 7,000 $§ 0 0.0%
1995 30,000 0 0.0%
1996 264,000 162 0.1%
1997 292 000 56 0.0%

Sy
wE

West 46th Street TIF Plan

Revenue Actual as a % of
Year Projected Actual Projection
1988 $ 42268
1989 25,327
1890 220,414
1991 324,044
1982 146,333
1993 101,733
1904. 33,959
1995 224,432

1996 73,872
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Walinut Creek TIF Plan
Revenue Actual as a % of

Year Projected Actual Projection

1989 $ 0 $ 0 0.0%
1890 0 0 0.0%
1891 368,684 148,581 40.3%
1592 368,684 216,210 58.6%
1993 383,508 271,178 70.7%
1984 383,508 221,004 57.6%
1895 398,926 229,501 57.5%
1996 398,926 125,547 31.5%
1997 414,961 30.3%

Winchester Center TIF Plan

125,652

Revenue Actual as a % of

Year Projected Actual Projection

1992 $ 137,000 $ 0 0.0%
1993 151,850 123,006 81.0%
1954 188,607 136,787 72.5%
1995 235,149 139,808 59.5%
1996 428,052 162,699 38.0%
1897 901,306 328,657 36.5%

[):

-,
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Memo Recommending a Contractor
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TO: PAS
FROM: WTS
DATE: April 28, 1995

RE: REQUESTS FOR PROPOSALS FOR ENVIRONMENTAL AUDIT, TESTING
AND MONITORING SERVICES IN THE LINWOOD CORRIDOR PROJECT
AREA OF THE MIDTOWN REDEVELOPMENT TAX INCREMENT
FINANCING PLAN :

RECOMMEDATION

At the joint request of you and Mark Towner, I have reviewed the bids of a number of
the companies responding to the March 14, 1994 Request for Proposal (*"RFP") for continuation
environmental audit, assessment and remediation services on the Linwood Corridor Project Area
of the Midtown Redeveiopment Plan ("Linwood-Midtown®).

The purpose of the review was to identify which bidder or bidders were most responsive
to the RFP and, based on my experience with similar projects, recommend a firm for the Tax
Increment Financing Commission ("TIFC*") to contract with to perform the requested tasks.

1 applied a number of general criteria in my evaluation of the bids you supplied for my
review. While the factors I considered are not listed here in strict mnk order of importance
(different criteria are more relevant than others for individual tasks specified in the RFP) certain
criteria influenced my evaluation more than others.

The most important evaluative criteria included:

completeness and detail of the bid;

clear delineation of assumptions and contingencies reflected in the
bid costs;

general experience of the bidder in contaminant characterization
techniques;

containment and remediation experience involving hazardous
substances such as asbestos and petroleum;

local experience with similar projects;
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lead personnel for the project; -

contract terms for insurance and or indemnification of the TIFC;
personal experience or reputation of the bidder; and

location of the bidder and bid price.

I recommend the Kingston Environmental bid be accepted. The “extended" (reflecting
the possiblity unanticipated work might be required) bid price from Kingston is $193,634.50.

RATIONALE

Kingston's bid was neither the lowest or highest for its base or "extended” bids, My
recommendation utilized the criteria outlined above. The principal criterion or reasons for the
recommendation are:

the specific experiences of the firm and its lead personnel; and

Kingston's apparent willingness to utilize, wherever possible,
existing data from the already completed Phase I assessments on

the subject properties.

The second factor may require some explanation. Kingston’s bid apparently assumed a
complete Phase I assessment would be required for 106 properties in the project area. However,
fuﬂPbaseIasscssnmtsmmqmredmﬂyforpmpuuestowhthlFChadbeenprekusly
denied access (59 properties). When adjusted to reflect the reduced number of properties
requiring full Phase I assessments, Kingston's bid more than competitive, Furthermore, Kingston
has confirmed its contract price (and terms) will reflect this reduction. None of the other
competitive bids were structured in this fashion. In other words it appears contract prices wouild
£0 up instead of down if additional full scale Phase | assessments were necessary.

Other factors influencing my recommendation included Kingston's local presence,

existing relationship and experiences with the TIFC and there considerable local experience
{more than any other bidder) on similar local projects.
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City Manager’s Response
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DATE: July 29, 1998 i Tl:_;_q{.;,;,j._,m;n
TO: Mark Funkhouser, City Auditor
FROM: - Robert L. Collins, City Manager

SUBJECT: Performance Audit for Tax Increment Financing

Thank you for the opportunity to respond to the Performance Audit for Tax Increment
Financing (TTF).

In responding to the audit, it appears that the recommendations relate to two specific types of
issues:

1. The City’s contractual agreement with the Tax Increment Financing Commission and
it’s day to day operations; and

2. The model process for TIF project review and approval.

I believe recommendations #f through #6, #8 and #9 (in part) are actions that should be
undertaken to improve day-to-day operations of the TIF Commission, and I agree the
commission should begin to take actions to implement.

Recommendations #7, #10, #11 and #13 relate to TIF staff roles, conflicts of interest, the
budget and the City’s cooperative agreement with the TIF Commission.

We agree that the TIF Commission needs to be approached in a different wey through the
annual contract. However, we believe that this should be done in a cooperative manner with
the appropriate parties.

e Your comments on funding and budgetary considerations will be considered in the
FY 99/2000 budget discussions and the annual contract negotiations. We are
currently evaluating the TIF revenue estimated in current development agreements.

e Because the actual review of TIF projects is a cooperative effort between TIF staff
and City staff in the Finance Department and the City Planning and Development
Department that fluctuates due to workload, an annual evaluation of joint staffing
needs can be included in the annual contract negotiations. The EDC Board, the TIF
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Mark Funkhouser
July 29, 1998
Page #2

Commission and the City Council in the City’s budget process should address the
issue of whom the TIF Executive Director reports to and the number of full-time
dedicated staff. The EDC and its agencies took a first step this year in addressing this
issue during the developmeat of their annual cooperative agreement with the City,

Recommendations #12 and #14 relates to the development of a new model process, as
recommended by the FOCUS Kansas City plan.

e The model process proposed in FOCUS for targeting incentives, developing a
Community Impact Statement and a revised review and approval process for
development projects including TIF projects, is currently being developed by City
staff, TIF staff, the City Plan Commission and the TIF Commission. Other interested
parties, including developers, will also be participating. This process is underway.

The final comment relates to concemns raised about the analysis of TIF project performance
showing TIF revenues lower than projections. I will rely on the TIF Commission’s response
on this particular subject for details, as there may need to be a better understanding of the
cash flow, timing differences, performance measures, and less easily quantifiable goals such
as jobs, redevelopment of target areas, needed public improvements and removal of blight.
This would more accurately account for the delays that may be apparent in the early stages of
a project.

If you have any questions or concerns about this response, please feel free to contact me,

T —

Robert L. Collins

RLC:emm

C:\Ma\CityMgr\Memos\TIF Performance Awdit
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TIF Commission Executive Director’s Response

Note: City Auditor’s comments regarding the TIF Commission
Executive Director’s response can be found in Apendix E.
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Tax INCREMENT FINANCING COMMISSION oF Kansas City, Missoumt  OFF)CF

DATE: September 4, 1998
TO: Mark Funkhouser, City Auditor

C‘
FROM:  John Crawford, Executive Director, TIF Commission ~__/

RE: Rezponse to Performance Audit of TIF Commission

The purpose of this memo is to transmit to you my enclosed response to your audit report of the
management of the TIF Commission (TIFC); I have also discussed these issues at {ength in the
past with the TIFC, which sheres the views expressed in this response. We are gratefuf for the
opportunity to review and comment, and appreciate the professionalism and courtesy of your
staff during the preparation of the Audit.

Our response is in two parts:

Response to Report Recommendations. A straightforward response to the
recotnmendations that you have made at the conclusion of your report. On this part, we
generally agree with and accept your recommendations which suggest procedures intended
to enhance the administration of the TIF program.

Areas of Disagreement. This section notes issues your report has raised, in which you have
drawn conclusions with which the TIFC and I strongiy disagree. Thesc points of
disagrcement are the following:

Performance of the TIF Program—your assertion that the bencficial impact of TIF

projects is markedly less than aaticipated.

e The Auditor’s method of evaluating finsncial performance falls significantly short,
in that it doex not even attempt 1o measure the full tax base resuit of TIF projects,
which are providing substantial, direct revenne streams to the City (not utilized in
TIF projects).

- 4 Iogp
&y aupyrope

+ With respect to the very limited financial impact the study did atternpt to assess, the

approach is profoundly flawed in that it does not measure project reswits, but rather

See page 125
Comment |

time.
EDC Roles & Responsibilities—your assertion that there i a conflict in working with
developers on proposals; that “staff can not objectively evaluate or monitor proposals
that they were involved in developing.”

e 40% of the potential TIF Pluns reviewed by EDC staff have been are withdrawn by
due to the inability of the redeveloper to address concerns identified by staff before
even coming fo the Commission—a result which contradicts the value judgement

[ 4 [ ] |
ECONOMIC DEVELOPMENT CORPORATION OF KANSAS Crry, Missouw

10 Permcoar LaMe » SUTE 250 ® KANSAS Crry, Mesoims 64106-2100 = 816-121-0636 = max 814-221-0187 = 800-839-0636
: e hape/iwww.edckecom & E-mali: sdeko@edcke.com or 71521 625@compusarve.com
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expressed in the Audit (I particularly note that your report did not cite any instances
of actions by TIFC or its staff which might demonstrate an adversely influenced
decision process—and that your report did not attempt to dctermine whether this
suggested conflict in fact has influenced anyone’s behavior).

s No project has been approved which has not ¢endured a gauntlet of reviews beyond
TIFC staff—which serve as a “check™ on recommendations made by TIFC staff.

¢ The TIF program has to be proactive and partnering to promote reinvestment in
areas where it would otherwise not occur.

s We disagree that developer involvement is inevitably bad; it brings to bear the
market process, promotes private investment, and minimizes govemmental
financing.

TIF Use in Kansas Citv—vour assertion that “TIF has been driven by private

developers rather than by explicit public strmegies and policies™.

s TIFC believes that the initiative taken by the private sector is consistent with the
public sector policy development and planning which occurred earlier.

s TIFC has taken the lead in proactive planning efforts in a number of cases—such as
the Shoal Creek Plan, the Midtown Plan, and the Riverfront redevelopment.

s TIFC only approves those proposals which are consistent with pre-existing strategic
goals originally set forth in the City’s Comprehensive Plan and other plans, such as
urban rencwal plans—this is true for example of the Americana Hotel, Muehlebach
Hotel and current cfforts on the Vista Del Rio; the Sowthtown Plan, Civic Mall,
Eleventh Street Corridor, and Gateway.

Agein thank you for the opportunity to discuss these points with you. If you should have
questions, please call me at 221-0636. Thank you.

3

See page 126
Comment 2

See page 126
Comment 3
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Response to City Anditor’s Report
Performance Audit on Tax Increment Financing

Areas Of Disacrecient

ITu Increment Financing (Chapter 2)

TIF use in Kansas City

This scction states that “the use of TIF has been driven by private developers rather than by
explicit public strategies and policies™ (emphasis added). Although it is certainly truc that 2
substantinl number of proposals have been brought to the TIFC and City by the private
investors—most of which are not approved—we believe that initistive taking by the private
sector does not nullify the public sector policy development and planning which have in fact
occurred.

A few observations on this point:

The TIF Commission has been instrumental in proactive planning efforts in a number of

cases. Four examples, including two current initiatives:

> the Shoal Creek Plan provides for construction of infrastructure and is the result of
coordinated effort with city staff, councilmembers and civic leaders

» the Midtown Plan was a deliberate strategy by the City and EDC to redevelop the comer
of Main and Linwood and to overcome barriers faced by previous redevelopment
attempts on the site

> current initistives include working with the Port Authority in development of a strategy
for the Riverfront as well as working with city staff and civic leaders to continue
redevelopment efforts along Brush Creck

In many instances when a developer came to TIFC for assistance, the developer wes

responding to a pro-existing, larger strategic effort by the city. Many TIF Plans are located

in areas identified by the LCRA of other bodies as “blighted.” TIF is just one of many tools

available to the city to implement the larger strategic goals originally set forth in the City's

Comprehensive Plan and other plans. Citing just a few such instances illustrates the point:

» Downtown Convention Center Hatel to support Bartle Hall: (Americana Hotel,
Muehlebach Hotel and current efforts on the Vista Del Rio and Savay Hotel)

» Southtown 2000 Plen: (Southrown TIF Plan goals and objectives)

» Downtown 2000 Plan: (Civic Mali TIF Plan, Eleventh Sireet Corridor Plan)

> West Bottoms Plan: (Gateway 2000)

Prior to the Auditor’s being directed to undertake its review of the TIFC, the Commission
and staff had already determined through our own strategic planning process to become
even more proactive in our utilization of the TIF tool. TIFC has taken steps and initiated
conversations with councilmembers, civic leaders, businesses and other interested parties to
better determine how they may take a more proactive role—particularly in the greater use of
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what the TIFC has called “Area TIFs”", and particularly to use this approach east of Troost.
The staffing shortage has prevented TIFC from being as proactive as it would like to
become.

Roles and Responsibilities

This section discusses parties which play a role in the process. However, the Auditor's Report

does not acknowledge, as we believe it should, the important roie of other partics, including:

o other taxing districts that participate in the process, including their having direet input into
the process as representatives on the TIF Commission

» the other city boards and commissions such as the City Plenning Commission which
uitimately reviews any rezonings, replattings, etc.

e The entire redevelopment review process, including City Planning Commission review, in
which several past and curreat commissioners have played a significant role.

| TIF Project Performance (Chapter 3)

The understanding that I and the TIF Commission have of the Council’s intent regarding review
of the TIF program was that it was to measure “the jmpact of the Tax Increment Finance
projects”. In the view of the TIF Commission (TIFC), such an analysis would evaluate the
program in its entirety—that is, both financial result and the attainment of public policy
objectives. We believe that a full review of the TIF program performance shows that the City
benefits substantiaily not only in the future, but curreatly. This is with true of both financial
performance and public policy objectives such as blight removal, M/WBE participation, and the
like.

The draft audit does not accomplish this for three reasons...

First, the Auditor’s method of evaluating financial performancé falls significantly short, in
that it does not even attempt to measure the full 1ax base result of TIF projects, which are
providing substantial, direct revenue strcams to the City (which are not utilized in TIF
proiects). Specificaily, there is no assessment (or even acknowledgement) of the following:

e FEconomic activity taxes (EATs) being generated which are not subject to collection by
TIFC—in all but a fow projects, this is 50% of all EATs.

. Busiumpmdwopﬂtytix,whichiswithoutquesﬁonavasubsmﬁal impact, in that
many businesses actually bave more taxable asset value invested in capital equipment and
other personal property ratables than they have in real estate.

+ Other sources of revenue not effected by TIF, such as new occupational license revenues,
various development related fees, and those hote] taxes rot captured by TIF projects.

e Revenues which are “TIFable”, but which the TIFC decided not to capture, having
determined them not to be necessary and appropriate for a specific plan—there are &
number of such plans; as such there are substantial revenues which accrue to the City. For
example, the Hickman Mills plan provides that 50% of all PILOTs will go to all of the
taxing jurisdictions; in the case of Shosl Creek, only 45% of EATs are captured and no
PILOTs will used after the year 2000,
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NOTE: In its February 13, 1997 Business Session briefing to Council, TIFC noted the,
existence and potential scale of this “outside of TIF™ revenuve stream. This same,

information was provided to Auditor staff during our first mesting with them. (Exhibit A) |

A complete performance review should assass the actual size of this new, current revenue
stream flowing to the City by seeking to measure these revenues identified in the above
four bullets.

Sccond, with respect to the very limited financial impact the study did attempt to assess, the
approach is profoundly flawed in that it does not measure project resuits, but rather time.

The approach taken in Chapter 3 of the Auditor’s report utilizes an approach to
performance measurement that is largely indifferent to how much new tax base is created,
but focuses only on when it is created. Only by using this flawed approach could one
conclude (as the draft report apparenily infers) that such developments as DST’s
rejuvenation of the west side of downtown, the transformation of the Americana into the
Doubletree, and Gateway's remarkable reuse of a West Bottoms warchouse are failures,
In fact, the reader might even conclude that the award-winning New York Life Building
project did not happen.

The State's overarching purpose in creating the TIF enabling legislation (and the City’s in
using it) is to cure urban blight by encouraging reinvestment where it had not and would
not occur without such assistance. In this regard, the TIF program has been a clear
success. The fact that the process often takes longer than the redeveloper anticipates is
testimony to how difficult these projects are. The governmentzl approval process itself is
often protracted, delays may occur with rezoning, completion of necessary contractual
agreements, financing, tenants, and building permits, and with site work such as
environmental remediation.

The best comparison of actual revenues with projected revenues occurs only when projects
have been completed, and fully reflected on the tax rolls.

—-————

NOTE: In its May 15, 1997 Business Session briefing to Council, TIFC utilized this,
approach on the 9 projects which could be measured at that time. Again,thismei
information was provided to Auditor staff during our first meeting with them. (Exhibit B} |

To evaluate financial performance of TIF projects in a way that validly interprets the
public interest, one would distingnish between three different types of projects...

» Reimbursement-only Projects, in which the City has no financial investment or risk.
The vast majority of projects fall in this category.

See page 126
Comment 4

Ammmsfmﬂmmwhmh arc in this category and which are.
now on:. the -City’s ~tax 10 ther have added new property - tax -basé]
eqmvdmtwiuﬁﬁofthﬂfnumd.

NmﬁummdoesmtmﬁﬂeEATs,duemmumeduetomlu
in-€ of EATs;.and to: the fact that-independent auditors-have:
declindd’mmnpnmai\ ¥ -for thie years in which:they were paid, causigithe:
recogaition of sch revettues to be.deferred: (Exhibit C)

See page 126
Comment 5
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» Projects financed with City-backed bonds, in which the City has risk, but no cash
invested. There are only three such projects... the Americana/Doubletree, the
Muchiebach, both now compiete, and Uptown which obtained construction bond
financing in Apri) 1998 and which will be under canstruction for more than ancther
year. [t has always been understood by TIFC, developers and the City that the final
financial structure (with revised revenue forecasts) to which the City is a party is
w!ntmpmwdedfmmﬂ:ebonddocmmtsappmvedmbseqwﬁlyhy&unml

> Projects with st least some City funds invested up-front, in which the City has a
Sfinancial investment as well as risk (and consequently, the time of completion is
significant). To date there is only one such development, the Midtown Plan
projects—40t & Mill, and Linwood. Again, the financial position of the City is
provided for in the band documents,

ACTUAL RESULTS: - The /finansiil -woes of the largest anchors, K-Martraml:
5 i h “‘ i ‘ Py ‘. ‘;-a - I ’ i)

Of -course, a full-consideration of “non-TIFeble” revenues, such as: .personal.
property taxes, Jieme fws,-qtc. lt40‘h& Mill would offset at lﬂst mpartﬂim

Third, in the view of the TIFC, the audit draft, to serve as a compiete program evaluation,
would aiso assess the non-financial end result of projects assisted by TIF. In fact, from a
broad policy perspective, revenucs are a byproduct, not necessarily the primary purpose of the
TIF program. In the later part of Chapter 3, the Auditor does note the importance of these
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non-financial policy objectives, but does not attempt to evaluate actual performance in this
regard.

¢ TIFC itsclf does seek to do 30 in its ongoing program administration. For example,
performance measures have been prepared regarding minority and women (MBE/WBE)
participation and are reported monthly to the TIF Commission. Other commonly
identified public objectives include:
» elimination of blight
» environmental remedistion
> provision of infrastructure or other public improvements
* TIFC's evaluation of TIF projects takes place in the context of compliance with
centractual obligations imposed upon redevelopers. TIFC requires that the redeveloper’s
delivery of these “public goods” arc achieved by tying TIF funding to the reimbursement
of specific expenditures, documentes by the redeveloper, and certified by TIFC Board
approval. Reimbursements are withheld pending necessary documentation.

Conclusion regarding Chapter 3

The Auditor’s conclusion that TIFC and City Council are making decisions based upon grossly
inaccurate information is itself grossly inaccurate,

We believe the approach taken by the Auditor is fundamentaily flawed, and significantly calls
into question the observations and recommendations made by the Auditor in the balance of’

See page 126
Comment 6

Chapter 3.
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|EDC Roles & Responsibilities (Chapter 4) j

The general thrust of the Auditor’s comments on this subject essentially assert that there is an
inherent conflict in EDC staff working on a proactive basis when dealing with developers as they
formulate their proposals, and then having that same staff be a part of the evaluation process
through which the TIFC may consider possible approval of a plan and project. The Auditor also
asserts that “staff can not objectively evaluate or monitor proposals that they were involved in
developing.”

While TIFC is mindful of the Auditor’s legitimate concerns, we respectfully and strongly
disagree with his conciusion.

TIFC disagrees with the assumpfion that developer involvement is inevitably bad;
developer involvement brings to bear the market process, conventional financing, promote
private investment, and thereby tends to minimize governmental financing.

The auditor's model seems to accept as the most appropriate mode! that utilized by the
City Planning Commission and those.City staff who are invoived in the regulation of the
land development process. Of necessity, that regulatory medel can be and often is
adversarial in order to prevent negative outcomes (e.g., adverse traffic impact,
unnecessary storm runoff). However, the model needed to promote reinvestment has to be
more proactive and parinering to promote reinvestment in areas where it would otherwise
not occur. Given the nature of the TIF program-—requiring involvement with redevelopers
over as long as 33 years—an adversarial model mitigates against the coordination, and
cooperation that is necessary to make the relationship work.

The auditor’s valid concern for due diligence review can appropriately handied within the
TIFC staff and further strengthened by engaging a TIF Financial Manager and
independent consultants retained under the RFP process. Moreover, TIFC has—by means
of redevelopment contracts—substantial ability to control, monitor and modify the
development and completion of projects as they occur. This contractual contractual
relationship (particularly leng-term) is not existent within the Planning Commission
model.

It is important to keep in mind that TIFC's review process anticipates that development
proposals are brought to the TIFC by developers or at the initiation of staff only after they
are fully reviewed by staff (including City staff, for which no presumed conflict would
exist) and any differences between the proposal and TIFC/City policies are worked out. In
fact, the TIFC's policy is that incomplete plans not be presented to the Commission until
staff deems them ready and in compliance with TIF/City guidelines. If agreements cannot
be reached these issues are presemted at the public hearing and resolved by the
Commission.

One result of this process is that 40% of the potential TIF Plans reviewed by EDC staff
have been are withdrawn by the redeveloper due to the inability of the redeveloper to
address policy concerns identified by staff before even coming to the Commission—this
result is simply inconsistent with the value judgement expressed in the draft Audit.

No project has been approved which has not endured a gauntiet of necessary and
appropriste reviews above and beyond that done by TIFC staff—which can and do serve

See page 127
Comment 7

See page 127
Comment 8
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as a “check” on recommendations made by TIFC staff. These other participants who do
their own evaluation include:

> the TIFC itself (and its public hearing process)
» gother participating taxing jurisdictions

» City Planning & Development

» City Finance

» City Attorney’s Office

» City Council Committees

» Plan Commission

> City Couneil

s The use of a portion of program income to fund the expenses of the Commission is
specifically approved under the Cooperative Agreement with the City, incorporated in the
City Budget for City Development and EDC. This is pursuant to the City’s policy
objective of attempting to make programs self-funded, and to have benefiting taxing
jurisdictions share in this expense.

s Finally, it should be understood that with respect to the independence of professicnal
judgement and recommendations made by staff to the TIFC, there is guidance from the
immediate past Chairman of the EDC Board itseif which assures that the relationship of
EDC to TIFC is an appropriate, non-controiling one {ses Attachment F).
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Response to City Auditor’s Report
Performance Audit on Tax Increment Financing

Responses 1o Auditor’s “Reconnnendutions™ Section

The executive director of the TIF Commission should establish a specific date when

annual reports will be presented to the City Council and the TIF Commission. The
annual reports should be prior to scbmissien to the state.

Agreed.

The executive directer of the TIF Commission should prepare a report each year on

actual apd projected revenues of TIF plans. This comparison should be incorporated
in the required annual reports,

Agree that TIF projections should be revised on an annual basis. This is already done
for EATS on an annual basis in the form of revised five year TIF revenue projections
done for the City Finance Department, so they can prepare the next year’s EATs
appropriation ordinances. We will begin do so for PILOTSs as well.

The TIF Commission has ziso directed staff to prepare and maintain a comparison of
the actual revenue stream compared to the projected revenue stream.

The draft audit report asserts that the TIF is significantly under-performing, based on
the fact projects are often not compieted in the timeframe originally forecasted for plan
approval purposes—and consequently, new revenues then of course appear in a
subsequent fiscal year.

1

The TIF revenue projections contained in the plans are there as required by the TIF
statute. Projections typically estimate that redevelopment activities may start as soon
as possible—that the process may proceed without delays and that construction will
begin shortly afler City Council approves the Plan and proceed with relatively few
glitches. In reality, the approval process is often longer than anticipated and other
lapses occur as the developer seeks rezoning, completion of the necessary agreements,
financing, tenants, and building permits.

The appropriate measure of performance is not whether TIF revenues occur by &
specific date, but rather that when the project is completed, that it does generate new
revenues at a Jevel consistent with the forecast. As such, the approach taken by the

Ayditor jn actually measures time rather than resuits. Because upon approval of a TIF
plan developers are normally required to submit the project through the Planning

Commission process, finalize financing commitments, and often close the purchase of
the real estate, many projects take a substantial amount of time to actually begin
construction. Because of these considerations, the TIF Commission has commonly
considered the projections as relating to “Year 1 of the Project”, as opposed to a
specific calendar year, (for example 1995).

See page 127
Comment 9
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RESPONDING RECOMMENDATION:

Recommend that the most appropriate comparison of actual revenues with the
projected revenues should begin once specific projects have been completed, occupied,
and fully reflected on the tax rolls, (The only circumstance by which the time of
compietion is significant, is when the City has cash invested up-frost: the Midtown
project is the anly such plan to date and has been reported on in detail).

In its second Business Session Briefing to Council in 1997, the TIFC provided such a
comparison, which at that time compared forecast-to-actual for completed projects.
TIFC staff are now in the process of updating that anelysis, expanding it to include
additional projects which are now complete. Staff will update the listing of completed

-projects, their compieted assessed value as provided by the county assessor, and where

the information is available, the economic activity taxes generated by the project.

The executive director of the TIF Commission sheuld develop performance measures
for each plan (including existing plans), The measures shonld be incorporated in the
required anoual reports. The measures should allow an evaluation of the extent to
which plans have addressed pablic goals.

Agreed.

Agree that performance measures are important. in fact, the TIF Commission clearly
does measure performance. Those measures reiated to revenue projections are an
ongoing TIFC effort and are discussed in items 2 and 4 of this response to the
Auditor’s recommendations.

But as significant as tax bass impact is, non-financial results arc also important in
TIFC's measurement of performance. For example, performance measures have been
prepared regarding minority and women (MBE/WBE) participation and are reported
monthly to the TIF Commission. Other commonly identified public objectives include:
» climination of blight

» environmental remediation

» provision of infrastructure or other public improvements

It should alsc be understood that much of the performance evaluation of TIF projects
takes place in the context of compliance with contractual obligations imposed upon
redevelopers in order to assure that the public’s interest is addressed. As such, TIFC
requires that the redeveloper’s delivery of these “public goods™ are achieved by tying
TIF funding to the reimbursement of specific expenditures (such as eavironmental
remediation, demolition, construction of public improvements, etc.), which
expenditures must first be documented by the redeveloper, and then certified by TIFC
Board approval.

Moreover, before rei ents are made vel C ess current
compliance with: approved design standards of both public and private facilities,
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documented good faith with regard to affirmative action, documented compliance with
city building codes, and compliance with obligations to provide EATs documentation.

#* TIFC not only measures performance, but also holds redevelopers accountable-—
reimbursements are withheld pending necessary documentation; and more
significantly, TIFC has demonstrated that it will terminate a redeveloper’s TIF contract
for non-performance, as it has done.

4. The executive director of the TIF Commission shounid revise all existing projections
based on the comparisons of actual and projected revenues. The revised projections,
along with the original projections, should be included in the annnsl reports.

»  Agreed.

5.  The executive director of the TIF Commission should prepare contracting policies
and procedures for consideration by the TIF Commission’s adoption. These
procedures should address compliance with the state statute. At a minimum, the
procedures should address:
¢ Identifying qualified firms
» Developing requests for proposals, requests for qualifications, and invitations to

bid

Advertising requirements

Pre-bid conferences and communications

Evaluating proposals or bids

Documenting contractor selection

Monitoring and evaluating contractor performance

Maintaining contract files

e  Agreed

s To say that the TIF Commission utilizes no written policies or procedures for
purchasing goods and services is misieading. The TIF Commission does adhere to a
nutnber of written bidding policy and procedures, available through the various sources
applicable to the TIF Commission.

s The TIF Commission currently utilizes the Economic Development Corporation’s
Bidding policy for general purchases of goods and services. The policy insures that the
EDC and affiliated agencies acquire goods and services at a fair market cost and an
equal opportunity to vendors.

6. The executive director of the TIF Commission should revise the cash receipts and
disbursements procedures to ensure that incompatible duties are segregated. At a
minimum, the procedures should ensure the staff person who receives invoices and
cash receipts should not be able to authorize payments, issue checls or have access to
the accounting system. .

10

See page 127
Comment 10

82




Appendices

e Apgreed. Previously implemented.

The executive director of the TIF Commission shouid determine the number of staff
and the qualifications of staff that wonld be required to meet all of the financial and
plapning responsibilities of the TEIF Commission. The executive director of the TIF
Commission should report his determinations to the TIF Commission and the City

Council.

At this time, the Planner has been hired. The Financial Coordinator position will be hired
in the next few weeks.

The executive director of the TIF Commission should review the TIF Commission’s
ansual reports to the director of hkuman relations and ensure that MBE and WBE
firms listed in the report are certified by the city.

s Agreed.

The executive director should develop procedures for consideration by the TIF
Commission to address complisnce with the Missouri Sunshine Law. The procedures
should be provided to the City Attorney for review and comment before being
considered for adoption by the TIF Commission.

s  Apreed.

Recommendations 10 through 14 are not responded to, as they are directed to City staff.

n
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TAX
INCREMENT
FINANCING
COMMISSION

Business Session
City Manager’s Office
29th floor, City Hall

February 13, 1997
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Kansas City TIF Commission
PROGRAM HISTORY

Kay Waldo Bamnes, Chairwoman
1. Introductions
2, Opening remarks

Timothy O. Kristl, Vice Chalrman

3. TIF money in and new fax money out
4. Public benefits

Reverend Ronald L. Williams, Commissioner
3. Affirmative Action

Ron Yaffe, Treasurer
6. TIF's role in the community
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K.C. Business Jourt.
J;:!. 10-1¢, 199"
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Proposed TIFs — Actual Outcomes

26 <
Approved by TIF 4
Commission A4
| 34
Discouraged
by TIF Staff

19

Denled by TIF
Commission
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Overail Pragram to Te/35
TIF $$ In — New Tax $$ Out
$ millions

Gosts Eligible for Reimbursement 913
Total Development Gosts 3,500
Revenues to all Tax Districts 220
without TIF (over 23 yrs.)
Revenues to all Districts 1,788
with TIF, not used in TIF Plans
Tax Revenues g' ot used by TIF:

Kansas Gity A8%

Schools 25%

Other Districts 27%
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KCMD TTF History
Overell Program to 12/86

TIF Program — Public Benefits

$ millions
Streets, Sewer & Water 148
Storm Detention, Pump Station 21
Site Preparation 261
Site Conditions 430 47%
Streetscape, Open Space 38
Facade/Community Grants 1
Neighborhood Enhancement 39 4%
Parking 195
Hotels | 119
Housing 44
Policy Objectives 318 35%

Private Benefit 126 14%
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Benefits of TIF Program

Policy

Objectives AT Site
N Conditions
Private Neighborhood
Benefit Enhancement
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Job Creation/Retention
K.C. TIF Program

Permanent Construction

Year Jobs Worker Years
1995 4,604 1,039
1996 1,709 4,882
1997 2,622 33635
1998 | 2,035 1,787
1999 3,400 L1718
2000 3,260 2,996

6 Year Total 23,630 21,447

6 Year A\ierae 3,938 3,973
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KLU TIF Histo
Overall Program o ?éms

TIF Affirmative Aétinn Policy

TIFG obligates developers to Good Faith

Effort to meet—and go _beyond—the City’s
Affirmative Action standards . . .

e applies Gity MBE/WBE standards for
contruction and professional contracts

e also imposes cbligations regarding
contruction workforce (Gity does not)

TIFG contracts with Gity Human Relations for
full-time staff to administer and monitor

program—and pays salary and admin. costs

Developers must demonstrate Good Faith
compliance—or risk [as/ng TIF assistance

Bevelopers obligated, by contract, even
hefore they get to first TIF Public Hearing

If necessary, TIFG Gommittee holds
“Gome-to-Jesus” meetings with Developers
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City Council Business Briefing
May 15, 1997

TIF Commission Presentation

TIF Program Implementation...

1. Inftial Resulls
2. Administrative Issues
3. Policy Observations

Draft Report - Discussion Only
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TIF Experfence—Completed Projects
9 Plans completed between 1984 and 1997

]980s Plans: 2 completed Projecis

1. West 46™ Street Terrace
2. Walnut Creek Apariments
= pew/rehabbed apartment developments
m> TIF reimbursed casts of street & infrastructure
= plans approved prior to 1990 TiF legislafion
revislons (e.g., EATS) and pmr to State
Supreme Court case on W. 46™ Street

1990s I'Itms: 7 completed Projects

1. 40th & Milt Street

2. New York Life Bullding

3. N.Y. life Garage

4, Output Technologles Campus
5. J.E Dunn Expansion

6. Gateway 2000, Inc.

7. Visions Bullding
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1990s Plans: Benefits of completed projects
I. 2,403 new jobs created
2. $95,151,146 total investment

3. $10,444,747 increase in assessed value
Notes: *several projects still in process of hiring
* results above do not inclode other

projects partiaily complefe, such as
1™ Sireet Corridor, Hoechst Marion,
Winchester Center, Hoalth Midwest

| 9905 Plans: Actual costs amd benefils
compared fo Plun estimates:

1. Totdl project costs: 121% of estimated project
costs (of 4 projects completed and cerfified)

9. Assessed values: On average, projecis were
assessed at 94% of anticipated assessed value
contained in approved TIF Plans

3. Public share of total costs: 42%, instead of 55%
as estimated in the TIF Plans
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Projects Completed—Plan Goals Not Completed as of May 1997

Brliarciiff West TIF Plan (begon 1991)
= $61.4 million invested by Briarellif West Development Company.
w Constraction of Beiardlff Porkway, mine reclamation, ethee infrastructors improvements

siguificontly completed.
s Construction 155 new single family howsss and 89 xero ot line residences camplated.
» Commerdal Development, source of TIF reimbersement, aot-begon.

v Dovelsper reliborsed $69.525 of $16.5 million ko cortified ralcabursable ITF costs

Soutlitown Corridor/31* & Baltimeve TIF Plon (begem 1995)
m Blge Crass/Bive Shistd Data Canter completed and revenve strazm finaneing cost of improvements
w+ Baptist Hospltal and Ressorch Hospltal efflcs buildings completed In luta 1996,
w+ Ravenne streams kntended to “Jump stert® futors redevelopment end to assist revitalization of

residanticl nelghberbood
mt Rwalting fiacl repert of ectvel casts and reqoest fer relmbsrsoment.

Hl chomon RillsTF Pl (hegwn 1934) . '
g valve docbled from:$15 milllon fo-$30 milllion betwasz 1952 and 1996.
= Hoschst lhurfon Rewssel complated construction of parkinggarage, oftice and &0 space.
we Al properties acquired and degred.
= [mprovementste Hidman Hills Deive mdecway.

Eloventh: Street T Floet (hegun 1974}

ms Constrwction of parking, expansionrehioh of Hereferd, Contennial, Pelndexter, Fashionbilt, Thayer
Bldgs. complete. .

m+ Naw cagsiroction of office belidlng and purking ot 11" and Brogdwey.

wt $31 miflien ln kmprovements complated. :

e More than 1200 new fobs erected as of Muy 1997,

w [FIC parking garages and first of 2 towars wndar constructior.
oo~ Davelaper relmbersed 5582,985 of $9.0 mlllion bir cortified rolborsebly IIf costs

Hrerd cona TIF o (regoe 1995)
w Omu}Hlote! epned March 1997
= 188 aow fols .
w397 rehabilitated reoms, 300 parking spuces and 12,000 sx, ft. of mseling space
=t |00 eccupsuey rate '
m Average Dafly Rutes (ADR) sxzeeding expectations
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Universal Foodwater Detention TIF Mon (hegun 1991)
w Construction of 6 now wershouse wses and ons restaurent completed.
= Assessed Valve on real propacty increased from $21,660 In 1991 te §4,150,730 In 1§96,
- ely $2 miilion sxpended for flood coniral, water defention and strest improvements,
w400 {oks created.
»+ Plan ebjective fo construct pump station and off-site sirost impravements not yst begon.
oo Davvloper relmberssd 5655,85 1 of $2.0 milllon in cortifiad relmborsable ITF costs

Winchester Center YIF ¥l (begon 1993)
w+ DST iavasted §22 slllion fo ezpand existing Winchester Data Conter and created 100 aow jobs.
w+ Now befldings constructed by Stute Form Insarance and Antercaw Cabilovislon.
m Assessed Valoo lncracsed from $1.9 mifllon to $4.5 millicn betwasn 1991 and 1996,
=+ Plan ekective to constract sanltary sower fine to serve residontist usoes nst yat begun.
oo Developer relbearsed $220,922 of $220,322 la certifiad relmbarsable F costs

3112 1993}
w Plonhegun
= hmuﬁuhhumhuhg TIF revenwe sowrcs, nder constraretion.

Sonter Fe TIFPlon (hegun 1992)
» Cansirsction of big box retafler and 2 restawrants completed.
m Assessed value Increased fronr §1.8 milllon fo $2.1 inllllor betweon 1994 and 1696,
s+ Hlustieg methed proven tobe effective way to wmdertuke mine reclamation.
wt Mo furthor reduvolopment kas eceered.
so- Dirveloper relmbersed §75,82F of § 185,440 lo coriified reliibursable ITF costs

iﬂummmm
»+ Consiractizn cornpleted on GfEice Dapet.
- WMWWIdedmh 1996-end cwrently fintshingwp

w Rehebilitation of bank bellding for wse by HER Block completed,
w Awaiting flnal report of ectuel costs-aud reguest for relzborssment,
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Projects Partially Completed as of May 1997

12 & Wyaudefte Hotel TIF Flan (begon 1992)
w Construction of now hotst tower mderway.

HidtownTIE - Lixwood site (hegon [995)
w Acquisition and demolition activities comploted
m Constrecifon of newretell pending.

Uptown TIF Plon (bagon 1994}
wt Rehabliitation Is mderway on the Uptown Theeter.
= Cliy bes abmitted epplication te-the lssowri Development Flnance Bourd for lovanee of bonds
and $ex crediis to assist In provislen of parking en fiw Valsatine shopplag center sle,

Sheal Creek Parkwuy TF Flan(egon 1994)
- wlndmyuﬁod_ﬁuk!ukuy.

=+ Rosidsaticl devalopmentenderway.

=+ Constroction of mew big box retufler and restasrant completed.
13" & Washington TIF Plon (regon 1996)

»+ Galteg Corparate Readquarters corently wmder consiraction

Bowry Towne TF flmx{begwn 1996)
= Constrection of kig bax retutler completed.
w+ Developer’s agresment and structure of RID bands still wnder megotlatien.

Grond Boslevard TIF Plom Ghegum 1997}
m> Development agresment wader aagotiatian.

Tower Properiies TF Flon (regwn 1936)
w+ From/Shoraton Hetel beflding domolished and repluced by swiaes parking lof.

Civic Mof] T Plow (hegem 1990)

wt Devsloper selected to constrwet FAA beflding and property acquired.
m Consiruction of new Federal Comthouss underway.
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Terminated Plans

Linwood Giilham TIF Plen (terminated 1992)
w Plan terminated and superseded by Midiown TIF Plen.

Plans No¥ Yet Begun

10* & Troast F M
e Skjoct of Court cuse haard by Missoorf's Suprome Court and estchlishing the validity of TIF.
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Financial Administration Issves

TF COMMISSION
1. Improve efficlency of billing developer for staff expenses.

ary

I. Assistance establishing base year information

2. Timely processing of economic activity tax documentation

3. TIFC will pay for City computer programming or other costs
in providing data

4, Insuring fhat confidentiality com be maintained by TIFC

5. Timely delivery of TIF revenuves

COUNTY
1. Tramsfer of County portion of EATs (.., 50% of sales fax
increment) to Special Allocation Fond

STATE

I. Provision of Information regarding base year and
incremental sofes tax Information

2. Develop system to obtain Sfate funding for eligible
prole:l; (upon approval of proposed amendments fo TIF
stafole |
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Advantages of TIF over 353

1. Developer pays gll normal taxes - TIF not a tax break
9 TIF does nof fake away existing fax revenves
3. Developer bears risks In typical TIF project, pot City

4. Norelmbursement fo developer until improvements
completed and certified by TIF Commissfon, and
Affirmative Action requirements met

5, Publlc controls lnvestment of funds info profect
(chatement provides no control regarding how/where
developers use dollars from fax savings); TIF con use new
revenves off-site to improve nearby areas

6. TIF assistance can be uniquely crafted to specific projects .
. . often provided for less than the statutory maximum
amount or ferm |

7. TIFPlm effective gnill specified costs reimbursed (offen
less than 23 years) vs. flat 25 year term of 353

8. 'Ablllly fo collect economic activity taxes provides greater
revenve siream thon under Chapter 353; allows more
fimely completion |
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Date: August 3, 1998

To:  TIF Audit Committee

From: Laura Whitener

Re:  TIF Program Performance Evaluation

TIF performance can be evaluated looking at a variety of criteria. The most impoctant criteria
are the removal of blighting conditions and the actual construction of the proposed project. The
actual implementation of the proposed projects is the ultimate measure of success. There are
also some other performance messures that can be looked &t to evaluate the success of the
program and, more specifically, the ability of the TIF Commission to accurately predict the
results of the TIF program on the City’s tax bage.

Criterin:

The TIF Commission has analyzed threo different performance criteria which can be wsed to
evaluate whether the TIF program is measuring up to original expectations as set forth in the
approved TIF Plans. These three criteria are only a few of the methods for evaluating TIF
performance and consist of: 1) actnal assessed value to projected assessed value; 2) acinal
incremental property taxes in the form of payment in lieu of taxes (PILOTS) to projected

PILOTS; and 3) actual incremental economic activity taxes (EATS - these include 50% of taxes

resulting from new sales, utility and employment activity on the site) to projected EATS, Other
measurements of success not directly addressed herein but otherwise relevant, include looking at
the other taxes that are being created (e.g., personal property taxes, hotel/mote! taxes) and job
crestion.

Initiation of Measurement:

The three criteria can be measured only for those projects that have been completed and it is
cnly appropriate that the comparison be only for those projects completed. The ideal analysis is
the comparison of TIF revenues generated in & year to those projected TIF revenuss for sn
equivalent year. That is the comparison of thoso now taxes actually created and paid for the first
full year of operation to those projected for the first full year of operation, comparison of the
socond year of activity with projected second yesar of activity, and 0 on.

The TIF Commission has aiways operated under the assumption that specified years contained in
the Plans were strictly estimated dates and that actoal TIF revenue generstion would caly occur
if and when a project was completed. The years listed in the Plan documents were, and continne
to be prepared carly on in the TIF approval process and sre meant strictly as best edncated
estimates regarding timing of activity. Anyone dealing with redevelopment activity realizes that
many factors affect the timing of actusl construction and initistion of the TIF revenue
generation. These factors include, but are not limited to, governmental approval processes,
ability of the developer to obtain private financing and leasing up of the projoct; and other
external factors such as weather.

The anaiysis undertaken by the TIF Commission beging measurement of sctual and projected
results only upon completion of the project. You will note in the review of the three criteria that
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only those projects which have been significantly completed are included. The other approved
project wers deliberately omitted as there was no reasonable basis for measuring said activities.

Projects:

The projects discussed herein are often synonymous with their respective TIF Plan. In certain
instances one will note that a TIF Plan has been broken into two separate projects. This case
occurs when there are two sepanaie designated developers (e.g., Office Depot and HER Block
within the 43rd & Main TIF Plan). In other instances one will note that there is reference to a
“Project I". This occurs when a Plan provides clear distinction between scparate projects and
said Plan anticipates that individual projects can clearly be identified and measured as unigue
redevelapment activities (c.g., Project 1 of three projects in the Gateway 2000 redevelopment).
In some cases there will be a number of prajects comprising s TIF Plan, but bocause the projects
arc so intertwined and the individual projects may be mthor fluid, these projects have not been
separately examined. Bottom line, those projects that are stand alone and measurable have been
evaluated.

Source of Information:

Information regarding the sctusl assessed vaiue came from the appropriste county assessors
office and the information reganding PILOTS and EATS came from the City Finsnce
from the City Finance Department.

Comparison of Actual Assessed Values to Projected Assessed Valnes:

Twelve (12) projects were cvaluated (see attached exhibit). . The overall resuit is that for the 12
projects together, the sctual assessed value realized after completion was 106% of the projected
assessed value.

Looking at each of the projects individually there is some variation in individual project
performance. At the lower end, the Walnut Creck Apartments TIF project appears to have fallen
far short of expectations as the actual assessed value varios significantly from the projecied, in
part because: 1) the method for valuing property in Clay County tonds to result in a value less
than market value as estimated by other assessing and appraising bodies and 2) in 1994 the State
Iaw was amended resulting in & tax classification change of spartments from commercial to
residential uses, These two factors have been incorporated into an adjusted comparison between
actual and projected assessed values and the result is reficcted in the lower than anticipated
assessed value.

In the case where a TIF project his also boen the beneficiary of another tax abatement program,
the comparison between actual and projectod value has been adjusted to measure “apples with
apples” and sccount for the abatement.

The observabie trend over time is that actual azsessed values are more frequently in excess of the
projected assessed values. This trend reflects the ongoing effort by the TIF Commission to base
projections on ressonable and coaservative assumptions,

Comparison of Actual EATS to Projected EATS:

The ideal analysis, as stated above, .is the comparison of actual EATS generated in a year to
projected EATS for an equivalent yoar. This information is not currently available, though the
City Finance Department staff has stated that they are working on the information. The only
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information that is currently available on actual EATS is provided in the form of showing EATS
revenues in the year that they are verified by the City Finance Department. Using the available
EATS information would be misleading as there have been significant delays between the time
the EATS are geacrated and paid and the time actually verified and received.

Comparison of Actual PILOTS to Projected PILOTS:

In the comparison of actual PILOTS (PILOTS billed) and projected PILOTS (PILOTS estimatad
to be billed), thirteen (13) projects have been identified (see attached exhibit). These include 11
of the 12 projects looked at in the comparison of assessed values (13th & Washington bas been
exciuded as no PILOTS have yet been billed), and includes the Southtown and the Winchester
Ventures projects. These 13 projects have a measurable track record for purposes of comparing
actusl to projected PILOTS.

The best way to look at the comparison of actual to projected PILOTS is to look at each project
individusally and to identify the actual conditions affecting each project (e.g., application of other
tax abatement programs). If one looks at all the projects together the totsl actual PILOTS
comparison hold at about 66% of projected. This lump sum approach does not provide the
explanstion of what is really going on. The fuilowing is gives a brief explanation of each
pmject:pufnrmm
West 46th Street:  No projections included in Plan 30 no way to compare
®  Wainut Creck Apartments: This project appears to be performing at approximstely one third
to one half the projectsd PILOTS. This is the result of Clay County’s tendency to assess

propesty at less than market value and the fact that in 1994 the state law changed the.

asscssment of spertments from commercial properties to residential properties.

*  Winchester Venture: This project is the sum of all the activity within the Winchester
Ceater TIF Plan, with the exception of the Visions Project. This project has been generating
PILOTS since 1992. The actual PILOTS have been running between 85% and 104% of
expectation betwoen 1992 and 1996. In 1997 the PILOTS decreased as the TIF Area was
included in the eaterprise zune snd PILOTS on one of the three properties were sbated under
the enterprise zone program.

e Visions: After one year, actual PILOTS are 143% of projected.

» Hickman Mills:  PILOTS have been collected for 2 years. Actual PILOTS bave been
bmﬂ%mdﬁ’%. At this point no apparent reason has been identified for the

between actual snd projected. This is more confusing as the actual assessed
value is 125% of the projected assossed valoe,

s Office Depot: PILOTS have been billed since 1995 and are coming in at 200% of
projected. Again this is purrling as the completed actual assessed value hes been determined
by the county assesscr to be 81% of projected.

e HE&R Block Headquarters: Afier one year, actual PILOTS are 97% of projected.

» New York Life Building: After one year of PILOTS, actusl PILOTS are at 67% of
projected compared to actual assessed value at 76% of projected.

»  Southtown: In 1997, when the Blue Cross/Bluc Shield facility and the Research Hospital and
Baptist Hospital office buildings wero complete, actual PILOTS were 101% of projected.

o Gatewsy: PILOTS wore first billed in 1997. Actual PILOTS were 33% of projected. This
was because Gatewsy received tax abatement under PIEA, which abatement was not
included in the projection of PILOTS.

Dunn Headquarters: After one year, actual PILOTS are 109% of projected.
Output Technologies: In 1996 PILOTS were 68% of projected and 142% in 1997.
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Tax INCREMENT FINANCING COMMISSION OF Kansas Crry, Missour:

Memorandum

August 3, 1998
TO: Joh Crawford, Executive Director
FROM:  PatSterrett, Senior Planner 705
RE: 12™ & WYANDOTTE HOTEL TIF PLAN

AMERICANA HOTEL TIF PLAN
Comparison of Actual and Projected TIF Revenues

12* & Wyandotte (Muehlebach) — Please find attached a copy of a memorandum from

Randall Landes, City Treasurer, to Janice Reed, CFO and Director of Finance, regarding

a comparison of actual and projected TIF revenues for the 12* & Wyandotte Hotel TIF

Plan. Asthememo&omdaﬂ’uthccnymeeDepummmtas.mmmm

generated by the Hotel are 95% of projections; which according to City staff, is sufficient

to pay debt service for the project. To date the City has not had to withdraw funds from :
the General Fund to assist with the payment of debt service.

Americans (Doubletree) — A similar memorandum concerning the comparison of actual
and projected TIF revepues for the Ameticana Hotel TIF Plan is expected from the City
Finance Department later this week. Although the hotel opened 6 months later than
expected and was only open for 9 months in 1997, according to the developer the hotel
came within approximately 15% of the projected revenues for 1997. As noted by the
developer, the hotel is currently operating within approximately 11% of projected
revenues, due in part to a change in the flag in late 1997, from Omni to Doubletree. At
this time we know that the City has had to withdraw funds from the project’s reserves,
primarily due to the late opening of the hotel. The forthcoming memorandum from City
Finance will address how accurate the TIF revenue projections have been regardless of
the late opening of the hotel.

EcoNowc DIVELOMHENT CORPORATION oF Kansas Crry, Missoun
10 Perncoar Law & SUmE 250 & Kansas City, Mssoun 64106-2103 w 816-224-0636 & max B:6-221-0187 w 800-009-0636
INTEANST: itpc/iwwwr.adcke com 8 E-mall: edckeledcke.com or 73531.625@compuserva.com
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JUL-22 98 14:13 FROM:FINANCE DIR. OFFICE 816-274-1799 TO:816 221 8189 PRGE : @2 +013

Interdepartmental Communication

DATE: July 20, 1998
To: Janice Reed, Chief Financisl Officer sng Director of Finance
FROM: Randsalt Landes, City

SUBJECT: 12™ & Wyandote TIF

Anached please find & comparison of projected 1o actual tax reveues for the 12* & Wyandotte
TIF. The comparison uses the projected tax revenmes as shown in Exhibit B of the Cooperative -
Agrecment between the City and Land Clearance for Redevelopment Awthority, To date, actual
tax revenues sre 95 percent of projections.

A preliminzry report by the City Auditor shows the actual as a percent of projected to be 247.9
percent, The City Auditor's report compared actual tex revenoes to date 1o the original
projections for the 12* & Wyandotte TIF and did not incorporate Super-TIF revenues.

If you have any additional questions or concerns, you may conmct me at 274-1317.
cc:  Bob Fitzgemld

Bob Grabam
Latry Keavitz
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JL-22 98 14:13 FROM:FINANCE DIR. OFFICE @16-274-1799

TD:816 221 9189 PAGE: E3-03
MUEHLEBACH / ALLIS PLAZA TIF PLAN
Medium Seenario - Super TIF Begins 9-1-95 & Muehlebach opens 1-1-98
Projections Compared to Actual
PROIECTIONS ACTUAL VARIANCE

Davelopor's

Projectad Reatricted Adjnsed Total Projest

Reveome Yoms Revoxte ¥ Soper TIF Revenuss
1985 S 3§ Bk § SKIEM 8 EN  § - S METS 0§ Sa4915
1996 1268121 535 385,286 22,858 131357 1,336,547 €451.261)
1997 © 1288188 383,257 501,581 36,065 835273 #7133 30,543
o 2,643,258 544,026 2,099432
1999 1,705,509 563,583 L1886
2000 2,522,106 SB4.A52 2237453
2001 2,943 261 601,029 1322132
200 305508 616,143 2435585
2003 3192821 632,325 2,560,296
2004 3317685 649,116 2668 569
2005 2N 656,395 2,451
2006 3A2T.17% 660,871 2,266,305
2007 3,951,044 650,923 3as12l
2008 3,954,649 651,060 3293509
2009 4,001,081 651,005 340075
2010 4,002,099 661072 31341,027
2011 4,051,134 650977 3,390,157
012 4,052,051 651,013 339,008
2013 4,106,564 661,083 3591
2014 4305939 660955 3445984
015 4165934 661,006 3,504 928
2016 2,246,528 AL181 1831377 .
2017 2,510,985 415,197 1,895,758
g 2,311,595 415175 1205430
Twi  SMmao SILTAI SN 3 Z6N SLuaem IG5 \Ma,

m-humsuuwnwhmmm

o

1,500,000

1,000,000

. .

1995
- Projecti

1996

1997

[} ama

1997 actual revenver inclade TIF sad Super-TIF astimatos for tha sccand half of te year

Pysparul by Tvneeey Division.
wiss
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Finance Department
Office of the Director
3rd Floor, City Hall
414 E. 12th Sureet (816) 274-1732
Kansas City, Missouri 64106 Fax: (B16) 274-1799
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Mr. Bob Grahum 3912037

Mr. Bob Fitzgerald 374-0509

Mr, Lurry Kvavitz 435-8680

Ma. Laura Whitener 221.0189

FROM: Dan Bagimo

OPHRATOR:

SUBJECT:

12th & Wyandotte TIF
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Tax INCREMENT FINANCING CoMMIssioN OF KaNsas CiTy, MIssourl

Memorandum

August 3, 1998
TO: - John Crawford, Executive Director
FROM: Pat Sterrett, Senior Planner %

RE: MIDTOWN REDEVELOPMENT TIF PLAN
Comparison of Actual and Projected TIF Revenues

Please find attached a copy of a memorandum from Robert Collins, City Manager, to
Mayor Cleaver and members of the City Council regarding a comparison of actual and
projected TIF revenues for the Midtown Redevelopment TIF Plan. The analysis

illustrates that at the end of Fiscal Year 2003-2004 the City will have paid out of the
General Fund less than a total of $30,000 over the previous six years to pay for debt
service, utilizing State tax credits as called for in the bond financing and the continued

use of the PIAC reserve. !

Should the TIF Commission seil a portion of the property at the Linwood/Gillham site; or
the State approves the use of 50% of state sales taxes generated by Mill Strect Station for
debt service payment, the TIF revenues generated would create a surplus for the City of
Kansas City, perhaps s much as $1.7 million. ,

Since the time the analysis was conducted, documentation of Economic Activity Taxes
has been received from some of the tenants of Mill Street Station that meets or exceeds
the projections used in the analysis.

Econosac DEVELOPMENT CORPORATION OF KANSAS CTY, Musoun
10 PErncoaT Lang & Sume 250 o Kangas Ciry, Mimouns 4106-2103 & B16-221-0636 = mx 814-121-0189 = 800-889-0636
TRt ntpdierwwadde com @ E-mail; edcke@edcke.com or 73511 .625@compuserve.com

Appendices

115



Performance Audit: Tax Increment Financing

IN-12-98 11:14 FROM:

DATE: June 10, 1998
TO: Mayor Emarel Cleaver and Members of the City Council
FROM: Robert L. Collins, City Manager

SUBJECT: Midtown Redevelopment Project/Revised Revermue Estimates

The April 23" Business Session of the City Council included a discussion of the Midtown
Redevelopment Project. Among the items discussed were the Tax Increment Finmeing (TIF)
revenues being received and how those revennes campared to the original revenne estimates
and the Missouri Development Finance Board (MDFB) Bond Debt Service. 'We also
discussed the status of the debr gervice reserve funded with “PIAC™ funds. During the
discussion, the staff advised the Council that the revenne figures peesented were astimates
snd that actual numbers would be forthcoming., The staffs of the TIF Commission and the
City Finance Department have been working since that tirne 10 develop revised revenue
figures and to refine the estimate under the following assomptions:

¢ Anticipate the continued use of the PIAC reserve;
¢ The sule of Missouri tax credits at 95% of face value;

¢ Includcs other potexial sources of revenue such as safa of property and State sales
toc. '

Attached is a copy the most recent update of project cash flow. The revised cash flow

& Provide a potential net surplus over 6 years of spproximately $1.7 million if other
sources of revenue such as State sales tax and sale of property are svailable.

¢ Require 8 City Genersl Fund contribution of approximately $120,000 in FY 2000.
This is due 1o tha MDFB tax credits not being available ontil FY 2001. However, the
City will be able to use tax credits in FY 2001 and can seek reimbursement for the
General Fund expenditare of FY 2000, resulting in a repayment of the FY 2000 City
fimds in FY 2001. General Fund expenditures for the subsequent three (3) yesrs are
projected in the $17,000 - 520,000 ranges, with a total net General Fund contribution of

approximately $77,000.
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N-i2-98 11:14 FROM: T0:6816 221 9189

Mayor & Members of the City Council
Juoe 10, 1998
Page Two (2)

¢ The available of State sules tax revemues would eliminate the FY 2000 General Fund
expenditare, and rednce the expenditures in the following yesrs.

The second page of the attachment includes detafls on the source of the numbers as well as
some additional information recently available from the State of Missouri regarding actual
Tax Credit sale history.

In summary, our most recent figutes indicate that the City's General Fund exposure over the
next 6 years may be limited to a total in the $70,000 range, even without edditional
development at Linwood snd Main. Additionally, there are potential added revenuc sources,
which counld fixrther reduce this deficit number and result in a $1.7 million surplus to the City.
I believe these mumbers provide a much more optimistic potential for this project than was
reported earlier.

I hope this informafion is of assistance, Please feel free to contart me if you have aay
iditional questions.

PRGE : BE2 -84
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IN-12-S8 11:14 FROM:
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Midtown TIF Plan — Project Cash Flow (NOTES)

TIF Income (EATs PHLOTs. City Project Revenues)
e FY 1957 & 1958 PILOTs are actual. PILOTs projections are based on 2% biennial growth.
« FY 1997 and 1998 EATs inciude receipts of $318.024. Remaining $193,905 consists of:

County EATs £150,126
Ciy EATs $43.780

> Counly EATs consist of $139,007 of previously docurnentsd EATs that wel be raimbursed by
County; remaining $11, 119 based on EATs defs provided by lanants, sugport documentation
Exrthooming.

= Cily EATS basad on dats provided by lensnts: sugport documentaion forthcoming.

* FY 1999-2004 EATs projecions based on forecasts from Block & Co. and Associated Wholesala
Giocess (AWG). AWG predicts 15.27% salea growth for Sunfeshfor FY 98-99. Midiown forecast
uses lower 12% growth. Projeciad growth retes are as follows:

FY 1958 12.05%
FY 2000 346%
Fy 2001 425% {new stores in cumenty vacant space)
Fr 2002 218%
FY 2063 2.08%

FY 2004 20m%

e Aciuat City Project Roveniues received for FY 997 and FY 1998 is $230,727. Ramaining $39,501
baced on EATs data provided by tenants; support documentation forthcoming.

« Dbt Service Schedule per actual payments (FY 1857 81658) and Bond Documarts.
& Parfiond Documents, shortfal fo be paid from General Fund, 1o be mimbursed with Missouri Tax

Lissoun Tax Credis

& Missouri Tax Cdite can be drawn upon beginning December 15, 2000 (st recuest will cover Ciiy's
curnulative contributions from CRy's General Fund from Decembar 2, 1938).

o MOFB atatos that credits have not sokd for less than 85% of face value. $8.75 million in cradits were
issued in the last your at 100% of face value, Forscast assumes Missowsd Tax Cradits are sold at just
95% of face value.

®  Missoutr] Tax Cradits &k be repeid upon fnal bond issuance reganding Linwood project site, when new
anchor{s) sacured.

. mmmwsmmdmmwhmmmm miationghip batwesn Clty and
MDFB/Stale— that is what they created the program for.

Otker Potontial Income Soutces

@ Sixie Ssies Tac  Project is slipihle to recelve half of State’s Sales Tax revenues. Clty's application
submittad o State; not yot spproved.

e Land Sales: One possible sala has been tentatively negotiated for a restaurant on Main Siraet;
aather for compizte mdevelopment of the Linwood/Main comer {curently the Tods/gae station), into
naighborhood convenience cenler—combination gas seivice, restaurant.

MUN-12-98 11:15 FROM: T0:816 221 91689 PAGE : BB34- BR4
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May 15, 1957

Ms. Kay Waldo Bames, Chairsan

“Tax Increment Financing Commission

809 W. 57* Street _
Kansas City, Missouri- 64113

Dear Kay:

In recent discissions concemning the relationship between the Economic Development
Corporation, the Tax Increment Financing Commission, the Land Clearance for Redevelopment
Authority and the Port Authority (“the Statutory Agencies™), it appears to be necessary to
reaffirm that relationship so that it is absolutely clear to all concerned, and to set forth-some
guidelines governing the day-to-day inter-reiationship and activities.

The Economic Development Corporation is a private, not-for-profit corporation whose
purposes are to deveiop programs to aid business, including small businesses, iz Kansas City,
Missouri, with the objective of retaining existing business, helping existing business to expand,

and attracting new.busiess vmhpnontygwen en to the cantral city; to utilize : hndandbulldmg
development and redevelopimat, professional marketing and assistance in financil sid
procurement to achieve its goals; to establish channels for public and private cooperation in

industrial developmerit in order to enhancé privite investment and the creation of jobs; fo serve as

& communications link berween various Federil, State and local governments, grivate groups and

industry in order to improve and expedite assistance in industridl development in the community;
to improve the utilization of public investment and incentives a5 a catalyst and support for
increased private investment in order to maximize the effect of such privéte investment in
industriel development, to cooperate with groups and organizations which desire to perform any
of the aforementioned services; to do and perform any and all other things nécessary or incidental
to any of the forégoing.

The Statutory Agencies have each been created by the City of Kansas City, Missouri
pursuant to statutory authority and are independent bodies with specific powers and duies, for.
the exercise of which they are responsible to the City Council of Kansas: City, Missouri.

In order to take advantage of economies of scaie, to ensure the most efficient operation of
the Statutory Agencies and to promote the goal of financial self-sufficiency for EDC and the
Statutory Agencies, EDC entered into a Cooperative Agreement with the City of Kansas City,

Economc DEvILOPHENT CORPORATION OF Kansas Cr7y, Mssount
16 Prrnooar Lves » SUMEZS0 = . Kargas O Mamsoum 4104-2101 & B16-221-0626 » ax §16-221-0189 « §00-5E9-0634
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o

!3]47

- COPY

May 15, 1997
Page 2

Missoun, and the Statutory. Agencies whereby EDC agreed to provide staff, administrative
support, office space and equipment.

In order to ensure that the intent of the Cooperative Agreement is carried out to its fullast
extent in the ordinary course of business, it is hereby understood that:

A Neither the EDC as-2 body, nor any of its officers, .has authority or control over
the policy or decisions of the Statutory Agencies, or the staff persons assigned to such agencies
when such staff persons are in the performance of their duties with respect ta the policy and
decisions of such agencies.

B. Staff shall be provided by EDC commensurate with its budgetary -abilities, and
shall include ao executive director for each Statutory Agency and such other full or part-time
personnel as is agreed to from time to time by EDC and-each Statutory Agency, and such office
space and equipment as is-reasonably required for them to carry out their duties.

An executive director of each Statutory Agency shall be appointed by EDC with
the advice and Ronsent-of the respective Statutory Agency. Qther personnel shall be assigned by
EDC to the extent possible to meet the needs of the Statutory Agencies. Compensation for all
personnel assigned to a Statutory Agency shall be defermined by EDC through its Bylaws, Audit,
Finance, Compensation, Funding and Loan Corp Committes, the President and Officers. The
executive director and such staff shail perform such duties as deeted appropriate by the -
respective Statutory Agency. The Agency shall participate in the evaluation of the personnel
assigned, including compensation factors.

D The executive director and all staff assigned to the Statutory Agencies shalf be
employed by EDC pursuant to EDC’$ Bylaws as amended September 17, 1996, and Employee
Manual adopted September 17, 1996.

Yours truly,
. ECONOMIC DEVELOPMENT CORPORATION

C )

es C. Denneny, Ir.
Chairman of the Board

isq
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Appendix E

City Auditor’s Comments Regarding the TIF Commission Executive
Director’s Response
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This appendix is the city auditor’s written comments on the response by
the executive director of the TIF Commission. The numbers listed for
each comment refer to specific passages in the executive director’s
response (Appendix D).

1. The City Council directed us to compare actual and projected
performance and to suggest ways to improve the use of TIF in
Kansas City. Our audit objectives are based on the Council’s
direction. Our audit was never intended to measure the “full tax
base results of TIF projects.”

The resolution that directed our audit also directed the city
manager to study the effect of funding development through TIF
on the city’s revenue stream. The city manager’s study, together
with our audit, would provide a more complete analysis of the
impact of TIF. However, the city manager’s study was not
completed.

Our analysis does measure an important result of TIF — the
revenue that is generated and available to reimburse
development. The timing of revenue is important. It is
particularly important when delays in generating revenue
indicate that the problems TIF is intended to address, such as
blight, are not being addressed as quickly as anticipated when
the plans were approved by the City Council.

The comparison of revenues and projections is also important
because the projections are included in proposals that are
considered by the TIF Commission and the City Council.
Deciston-makers should have good information. We found that
the projections systematically overstate revenues. The
information the TIF Commission and the City Council receive
could be improved.

We intended to assess performance in relation to the specific
objectives that are included in each plan approved by the TIF
Commission and the City Council. However we found that the
objectives are not adequate indicators of plan performance. In
absence of adequate performance indicators, we have not drawn
any broad conclusions about the performance of TIF plans. We
recommend the executive director of the TIF Commission
develop performance measures for each plan and annually report
on-these measures.

We believe it is important and appropriate to consider and

measure the effects of funding development through TIF, In our
April 1997 budget review, we noted that two financial indicators
that are directly related to TIF were showing unfavorable trends.’

! Review of the Submitted Budget for Fiscal Year 1998, Office of the City Auditor, Kansas City, Missouri, April
1997.
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Restricted revenue includes revenue devoted to reimbursing TIF
redevelopment costs.- The portion of net operating revenues that
are restricted has been increasing. Economic development
incentives are a significant portion of general fund transfers-out.
Net general fund transfers-out as a portion of the general fund
have been increasing. Both of these trends are unfavorable and
reduce the city’s ability to alter spending priorities in response to
changing service demands and needs.

It will be difficuit to measure the effects of funding development
through TIF because we do not know what would have happened
without TIF. We do not know the portion of economic activities
that occur within TIF areas that would have occurred in other
parts of the city. "But for" findings do not address these
questions about economic impact because the analyses to support
the findings focus on the developer’s specific proposal rather
than the general development potential of an area.

The conflict in the responsibilities that are assigned to the EDC
is inherent in the structure and is not based on a value
judgement. Staff are in a position in which they cannot
objectively and independently evaluate proposals or monitor the
progress of TIF plans. This is a serious weakness inherent in the
current structure. We recommend a mode! process that
addresses the conflict.

We never assumed that developer involvement is “inevitably
bad,” and the report includes no statements or conclusions to that
effect. Developer involvement in the use of TIF and
implementation of TIF plans is clearly necessary. However, the
interests of developers are not necessarily the same as the
interests of the city. It is essential that the process of reviewing,
approving, monitoring and reporting on plans is designed with
the understanding that the city’s interests are not the only, or
‘even the prime, interests of developers.

The executive director of the TIF Commission seems to infer
that we characterize plans as “failures.” There are no
conclusions about the “success™ or “failure” of individual plans
in the report.

All TTF plans cartry risk for the city. All plans face the risk that
public incentives may be used when projects could have been
financed privately or when a smaller incentive could have
achieved the same public goais. This risk is present whether
bonds are issued and city funds are invested, or not.

The revenue projections included in proposals considered by the
TIF Comission and the City Council have systematically
overstated revenue. The projections, which are one part of the
information used by decision-makers, are inaccurate.
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We found that staffing is inadequate and that the EDC has been
assigned conflicting responsibilities. Additional staff alone
cannot address the structural conflict that is inherent in the
current relationship between the EDC and the TIF Commission,

The model process that we recommend does not prevent the TIF
Commission from entering into a contractual agreement with
developers. The model places the responsibility for monitoring
and reporting on the developers’ progress with the TIF
Commission.

This is not what the audit report asserts. We found that TIF
revenues are substantially below projections. This may indicate
further performance problems. We did not determine why
revenues are below projections. We did not conclude “TTF is
significantly under-performing.”

The TIF Commission does not have written procedures
establishing basic requirements for contracting. The executive
director of the TIF Commission provided us with written
confirmation of the lack of procedures. The EDC has purchasing
guidelines that exclude professional services. Professional
services expenditures by the TIF Commission are significant.
None of the examples that we cite in the report — legal services,
environmental services, engineering services or temporary
services — are addressed by the purchasing guidelines.
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