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By Andrew Wagaman

GOOD-GOVERNMENT ADVOCATES ACROSS THE
IDEOLOGICAL SPECTRUM ARE HOPING A NEW ACCOUNT-
ING RULE WILL SHED LIGHT on the costs of property
tax incentives for business, following years of
public skepticism about the purported economic
benefits of these tax breaks. Known as “GASB
77 the Government Accounting Standards Board
Statement No. 77 requires an estimated 50,000
state and local governments to report the total
amount of tax revenue forgone each year
because of incentives intended to attract or
retain businesses within their borders.

Local governments have begun adhering to
GASB 77 for the first time in their FY16 compre-
hensive annual financial reports (CAFRs),
released in 2017. The disclosures will offer a vast
new collection of data to elected officials, policy
makers, researchers, and journalists looking to
analyze the costs of business tax incentives and
enable more accurate assessment of fiscal
health in reporting jurisdictions.

Total business tax incentives have tripled
since 1990, according to a report released in
February by the W. E. Upjohn Institute for
Employment Research (Bartik 2017). Author
Timothy Bartik found that state and local
governments spent $45 billion on total business
tax incentives in 2015, including $12 billion a year
on property tax abatements alone.

In metropolitan Kansas City, the use of property tax
incentives for businesses has led to corrosive competition
among local governments within the region. Credit: peeterv

While many public officials offer business
tax incentives for commendable reasons, critics
claim these deals can conjure a brief illusion of
prosperity but fail to offset the toll taken on
fiscal health, both short- and long-term.
Attracting new businesses to a jurisdiction can
increase income or employment opportunities,
expand the tax base, and revitalize distressed
urban areas (Kenyon, Langley, and Paquin 2012).
But opponents point to a growing body of
research suggesting that incentives erode tax
bases while spawning additional roads, sewers,
and public services that governments must
maintain and finance for the foreseeable future
(Wassmer 2009, Marohn 2011).

State and local governments spent

S45 billion on total business tax incentives
in 2015, including $12 billion a year on
property tax abatements alone.

“Right now, the story about incentives is
largely focused on the potential benefits of
bringing in business, without much attention to
the tradeoffs,” said Adam Langley, senior
research analyst for the Department of Valuation
and Taxation at the Lincoln Institute of Land
Policy. “Disclosure has definitely increased in the
past decade, but in a lot of places there’s still so
little public information about the tax revenue
lost because of incentives.”
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GENERAL ACCOUNTING STANDARDS BOARD (GASB) REPORTING REQUIREMENTS

All 50 state governments prepare their annual
financial statements according to GASB’s
Generally Accepted Accounting Principles, and
about 70 percent of local governments comply,
though not all are required. GASB is not a
government entity like the Internal Revenue
Service and its principles are not legislation, but
the benefits are obvious enough to inspire broad
compliance. The uniform disclosure of govern-
ments’ financial information enables easy fiscal
comparisons among states and public agencies,
and it can inspire public confidence that a given
government is conducting business with
transparency and accountability. This confidence
helps build and sustain healthy credit ratings,
which allow governments to borrow cheaply.

Before GASB 77, the amount of financial infor-
mation that local governments provided on tax
incentives varied by state, depending on
state-specific tax expenditure reporting policies,
but most did not require local governments to
report lost revenue tied to property tax incentives.

Since GASB issued Statement 77 in Decem-
ber 2015, governments must report the total
amount of estimated revenue forgone because of
tax incentives, estimated revenue losses tied to
another government body's abatements, and job
creation targets or other commitments made by
subsidy recipients as part of the tax break deals.
Governments also must explain their power to
recapture forgone taxes. For example, some
abatement deals include “claw-back” provisions,
in case companies don’t meet commitments.

GASB defines a tax abatement as “an
agreement between a government and an
individual or entity in which the government
promises to forgo tax revenues and the individu-
al or entity promises to subsequently take a spe-
cific action that contributes to economic
development or otherwise benefits the govern-
ment or its citizens.”

GASB 77 does not require governments to
name the companies that received tax breaks
or quantify the number of tax breaks given.
This makes it difficult to determine the average
cost of deals or whether these agreements
are becoming more or less common, notes
Greg LeRoy, executive director of Good Jobs
First. Crucially, GASB 77 also does not require
disclosure of tax revenue lost in future years—
a departure from other recent GASB disclosure
requirements related to future pensions
obligations.

It’s likely that more than 50,000 local
governments will eventually disclose tax
incentive numbers because of GASB 77, but
many have not reported yet. LeRoy said, “The
data will start trickling this April, flow strongly
by June, and reach fire-hose proportions by
November and December of 2017” (LeRoy 2017).

Langley cautioned that it’s premature to
predict the impact of GASB 77. Reporting in
the first year is likely to include errors and
incomplete compliance, and GASB 77 will not
cover all forms of tax increment financing
(TIF), he said.

The uniform disclosure of governments’ financial information enables easy
fiscal comparisons among states and public agencies, and it can inspire
public confidence that a given government is conducting business with
transparency and accountability. This confidence helps build and sustain
healthy credit ratings, which allow governments to borrow cheaply.

What's at Stake

Before GASB 77 took effect in December 2015,
public officials could return repeatedly to the tax
incentive “cookie jar” under the radar of taxpay-
ers, and sometimes at their expense. Tax breaks
for economic development are easily the
costliest job subsidies, according to the national
policy resource center Good Jobs First, which
tracks incentive deals and has strongly advocat-
ed for more transparency (GJF 2015b).

Businesses paid about $258 billion in
property taxes nationwide in 2015, the largest
share (36.5 percent) of total state and local
business taxes, and more than half (53 percent)
of all property tax revenue, according to the
Council on State Taxation (COST 2016). Local
governments are particularly reliant on property
taxes, which made up 30 percent of all local
revenue in 2014, according to the Lincoln
Institute (Reschovsky 2014). In many places, the
property tax is the primary source of funding for
public education, road and sewer maintenance,
and emergency services. It’s generally less
susceptible to economic downturns than sales
and income tax revenue, and it’s more progres-
sive than the sales tax (Reschovsky 2014).

“GASB 77 will start a conversation about the
real costs of these commercial tax abatements,”
said R. Crosby Kemper I, executive director of
the Kansas City Public Library. A former banker
and frequent critic of corporate subsidies,
Kemper said, “I think the numbers are going to
scare the hell out of citizens, which is precisely
why we haven’t seen them to this point.”

Ellen Harpel, founder of economic develop-
ment consulting firm Smart Incentives, believes
targeted subsidies can provide an economic
stimulus and morale boost that compensate for
the lost tax revenue. When deals go wrong,
Harpel said, it’s often because communities lack
coherent economic objectives or fail to commu-
nicate them—not because tax incentives are
inherently flawed. She views GASB 77 as an
opportunity to educate taxpayers on how
responsible tax deals are just one way economic
development groups help communities achieve
their goals (Harpel 2016).

In a best-case scenario, attracting a large
facility can increase worker productivity and
draw related firms to the area, creating a positive
feedback loop (Kenyon, Langley, and Paquin 2012).
Ideally, targeted incentives lure businesses that
in turn lure other companies, creating “agglomer-
ation economies” with valuable spillover effects
for the whole community. One high-tech industry
job can create up to five more local jobs, accord-
ing to a 2010 study by economist Enrico Moretti
(Moretti 2010). This is an example of the multipli-
er effect—the idea that new jobs created at a
firm receiving incentives will support additional
jobs in the local economy because of increased
purchasing from local suppliers and higher
spending on local goods and services.

The greatest challenge for public officials,
however, is figuring out whether a business is
actually deciding between two or more locations
or looking for a cherry on top of a done deal.
Kenyon and Langley have found tax breaks are
much more likely to affect a firm’s location
decision within a metropolitan area—not
between metropolitan areas. Studies by the
Upjohn Institute have found that businesses
sometimes negotiate for tax incentives after they
have already made up their minds (Fisher 2007).
Some governments require businesses to
promise in writing that they would locate
elsewhere if it weren’t for the tax break. Ulti-
mately, though, officials have no surefire way to
peer into this black box. And calling a business
on its bluff can signal that a community isn’t
“business friendly”; economic development
officials believe this message can set a commu-
nity back if similar or nearby metropolitan areas
continue offering tax incentives.

Plenty of research indicates that incentive
deals often pit two or more communities with
a shared labor market against each other, rather
than targeting communities in different regions.
That means a corporation’s final location decision
would have little effect on where its employees
choose to live and socialize, nor would it create
many, if any, additional jobs for the larger
commutable region. In this case, abated property
taxes divert dollars away from public services
without actually spurring economic activity.
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In Kansas City, Missouri, eight times as many TIF deals were approved in low-poverty areas such as Country Club Plaza

(left) than in areas with poverty rates above 30 percent such as East Kansas City (right). Credit: Eric Bowers

KANSAS CITY, MISSOURI

Business tax incentives gave rise to such
corrosive competition within the Kansas City
metropolitan area, which straddles the Mis-
souri-Kansas border. Business executives were
pitting local governments within the region
against one another by threatening to relocate to
the municipality that offered the sweeter deal. A
particularly extreme economic development war
between political jurisdictions on each side of the
border got so bad in recent years that 17 busi-
ness leaders wrote to the two states’ governors in
2011 and begged them to end the rivalry.

“The states are being pitted against each
other and the only real winner is the business
that is ‘incentive shopping’ to reduce costs,” the
letter read. “The losers are the taxpayers who
must provide services to those who are not
paying for them.”

Don J. Hall, Jr., president and CEO of Hallmark
Cards, has been a particularly vocal advocate for
reform, to little avail. The Hall Family Foundation
has calculated that, as of this spring, Wyandotte
and Johnson counties in Kansas have sacrificed a
combined $161 million in taxes to spur business-
es to relocate 6,003 jobs from Jackson County
over the state line in Missouri. Meanwhile,
Jackson County has spent $114 million to poach
4,474 jobs from Wyandotte and Johnson counties
in Kansas.

None of the combined $275 million was spent
creating truly “new” jobs for the larger metropoli-
tan area, notes Angela Smart, vice president of

the foundation. “It’s corporate welfare in many
respects, at the expense of eroding tax bases,”
she adds.

Kansas City also suffers from a lack of
transparency related to Tax Increment Financing
(TIF). With TIF, growth in property taxes or other
revenues in a designated geographic area is
earmarked to support economic development in
that area, usually to fund infrastructure improve-
ments. Unlike property tax abatements, TIF does
not lower taxes on business, but earmarking
property tax revenue is an optionin all TIF
programs (Kenyon, Langley, and Paquin 2012).
Economic development officials in Kansas City
did not respond to requests for comment.

Cities promote TIF districts as an effective
tool for combating blight and encouraging
redevelopment in impoverished areas (Rathbone
and Tuohey 2014). But in Kansas City, eight times
as many TIF deals were approved in low-poverty
areas than in areas with poverty rates above 30
percent (Rathbone and Tuohey 2014), according
to the Show-Me Institute, a think tank founded
by Kemper.

Development proposals made to TIF
commissions around Missouri must include a
blight analysis and explain whether a given area
would go undeveloped if it weren't for the tax
subsidy. But developer-hired consultants
typically conduct these analyses;researchers in
2014 could not identify a single time such a
consultant reached a conclusion that was
unfavorable to the developer (Rathbone and

Tuohey 2014). “We've created a fundamental right
to real estate tax relief for developers and
corporations in Kansas City,” said Kemper.

Michigan researchers Laura Reese and
Gary Sands have found that tax incentives can
actually perpetuate inequality between high-
and low-income areas, because incentives go
further in areas with higher income. The suburbs
award tax breaks at a higher rate per capita
than cities, promoting sprawl and making it
harder for lower-income people living downtown
to access the “new” jobs (Sands and Reese 2012).
In Greater Cleveland, 80 percent of deals that
followed the creation of community reinvestment
programs involved businesses moving out of the
city into Cuyahoga County suburbs, Good Jobs
First found.

“I think GASB 77 will awaken some of the
social justice warriors, because the inequality
argument definitely has resonance,” said Kemper,
who believes the annual dollar value of tax
abatements and other government incentives in
Kansas City could eventually hit $150 million.

“This is money that’s being taken away from
social services—from the most socioeconomical-
ly deprived folks in the community—to subsidize
the most profitable people and corporations in
the community. How could that possibly be fair?”
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FRANKLIN COUNTY, OHIO

Officials in Franklin County, Ohio, have also made
plentiful use of property tax abatements and TIF,
but officials there are seeing the benefits of
greater transparency. The total amount of property
value in an abatement or TIF zone increased from
about $1.4 billion in 1999 to about $6.7 billion in
2014, according to the Columbus Dispatch (Bush
2014). This escalation occurred, Franklin County
Auditor Clarence Mingo notes, with “very little
public awareness about the consequences.”

“l was alarmed,” Mingo said in April, “by the
fact that governments keep awarding abate-
ments with no data on hand to measure the
impact on the community.”

In 2016, Mingo commissioned the Lincoln
Institute to conduct an evaluation of property
tax abatements. The conclusions of the analysis,
released in March 2017, suggested abatements
have actually had a modest positive impact
in Franklin County. The study revealed that a
one-percentage-point increase in the share
of total property value that is abated in a
given school district is correlated with slightly
lower property tax rates and marginally higher
property values (Kenyon, Langley, Paquin, and
Wassmer 2017).

Columbus, Ohio, was the
second large municipality
after New York City to
release its annual financial
report with disclosures
required by GASB 77. Credit:
iStock.com/Davel5957
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But Lincoln researchers, including Kenyon
and Langley, criticized the lack of reliable
information about property tax abatements that
Franklin County taxpayers have at their disposal.
The issue isn’t the quantity of combined data
released by local governments, the county, and
Ohio state agencies; it’s the quality, especially
when it comes to calculating forgone revenue.

For example, seven cities in the county
provide basic information on incentive programs,
such as eligibility criteria and benefits, but none
report the cost of abatement programs. Others
participate in Ohio’s Online Checkbook, a
transparency initiative where governments can
report every expenditure and check issued. But it
doesn’t include property tax abatements or any
other tax expenditures. The State of Ohio
publishes a tax expenditure report, but it does
not include property tax abatements.

Mingo would like to see tax incentives
evaluated every few years. He hopes Franklin
County can partner with surrounding counties in
central Ohio to create a regional version of the
Congressional Budget Office.

“Municipalities would do well to hire an
independent authority to provide a cost-benefit
analysis before awarding an abatement,” he said.
“That is a worthy spend on behalf of taxpayers.”

The City of Columbus, Franklin’s county seat,
has offered a preview of the GASB 77 debates to

With little public awareness r

of the consequences,
officials in Franklin County,

come. In April 2017, Columbus became the
second large municipality after New York City to
release its annual financial report with disclo-
sures required by GASB 77. The report revealed
that 2016 tax abatements cost Columbus $1.9
million in forgone tax revenue (City of Columbus,
2017). But this figure did not include the nearly
$31 million that was redirected last year to the
city’s TIF districts.

City Auditor Hugh Dorrian said, “Governments,
ours included, should disclose these various
incentives. The more open governments are,
the better they function. That’s why I'm very
supportive of the principle behind GASB 77, even
if there is disagreement over how to interpret it.”

Good Jobs First Executive Director Greg
LeRoy noted that Dorrian, Columbus’s auditor
since 1969, had a stellar reputation for disclosing
costs of tax subsidies long before GASB ever
intervened. But in a written statement released
last April, Good Jobs First chided the city for not
counting the TIF payments and tax rebates as
abatements in its 2016 CAFR.

“Columbus is the state capital and
Ohio’s largest city,” LeRoy wrote. “If it sets a
flawed example, other jurisdictions might
avoid disclosure of tax abatements and under-
mine this landmark transparency reform”

(GJF 2017).

Ohio, made plentiful use of : P T— )
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business, but officials there -
are now seeing the benefits
of greater transparency.

Credit: iStock.com/aceshot
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REGIONAL COOPERATION AND
TRANSPARENCY IN DENVER, COLORADO
Economic development officials in Denver have
been devoted to transparency since the 1980s,
and their experience suggests that GASB 77 may
help public officials regain control over counter-
productive business tax incentives by institution-
alizing respect and trust on a regional level.

The guiding principle of Metro Denver’s
Economic Development Corporation (MDEDC) is
“more information is better than less.” Members
are kept in the loop about economic development
activity without compromising the confidentiality
of business clients. The tradition dates to the oil
collapse of 1986, which triggered an economic
development fracas that had businesses
essentially moving back and forth across the
street, said Laura Brandt, economic development
director for the MDEDC.

That experience drove a small group of
local officials to decide that communities would
work together under a common entity—what
would eventually become the MDEDC—to
promote the entire region first and individual
communities second.

Members sign a Code of Ethics that has
hardly been revised since the late 1980s. It’s a
legally nonbinding document that acknowledges
its own limitations. The preamble includes this
sentence: “We fully realize that no Code of
Ethics is of value without an inherent level of
trust in the integrity of one another and a
commitment from each of us to conduct our-
selves at the highest levels of professional
conduct” (MDEDC 2004).

Metro Denver’s Economic Development Corporation includes more
than 70 governments, economic development organizations, and
industry groups committed to a Code of Ethics that encourages
regional cooperation regarding property tax incentives for business.
Credit: iStock.com/nick1803

Believe it or not, the Code of Ethics has
worked. The MDEDC today includes more
than 70 governments, economic development
organizations, and industry groups. “People call
all the time and ask, ‘How did you do this?””
Brandt said. “It wasn’t easy at first. But now it’s
become a habit.”

Members who sign the code promise to notify
another member community if a company located
in the latter expresses an interest in relocating.
Per the code, “Violation of this commitment shall
be viewed as the single most serious breach of
our membership pledge.” Breaking the code
warrants a sit-down intervention of sorts with an
MDEDC committee.

Companies interested in the Denver area are
directed straight to the MDEDC, which then
provides all member communities information
about the type of property the company is looking
for without revealing the company. The MDEDC
introduces business decision makers to local
officials only after it has narrowed potential sites
to less than a handful.

“The model relies upon trust,” Leigh Mcllvaine
wrote in a 2014 Good Jobs First report. “Its members
believe that the system will serve their communi-
ties fairly and feel confident that investments in
neighboring communities will benefit their own
as well” (Mcllvaine and LeRoy 2014).
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Taxpayers in Denver have benefited for decades from the
metropolitan region’s commitment to transparency
regarding property tax incentives for business. Credit:
Peeter Viisimaa

Improving Tax Incentive
Programs

Besides promoting greater transparency and
more regional cooperation, communities can
improve tax incentive programs by taking a few
clear steps, experts say.

Limit the length of the tax abatement.
Property tax deals tend to span more than 15
years, according to Bartik—considerably longer
than other types of government-sponsored
incentives. The longer the abatement deal, the
less likely the government involved will ever
collect full taxes on the property at hand.

Plus, business executives are generally focused
on a relatively short time frame—think stock
prices and company revenue targets—and
discount the future when making business
location and expansion decisions, Bartik said.
One dollar’s worth of tax incentives provided
10 years from now is worth an estimated 32
cents to businesses today (Bartik 2017). A few
extra years of a tax deal, in other words, makes
little difference to a participating business
while costing the local government.

Structure abatement deals so that the
percentage abated decreases as the deal
unfolds. Kenyon said this can help businesses
avoid sticker shock when the deal runs out,
driving them to negotiate with another munici-
pality across town for a whole new deal.

Establish wage and employment targets in
abatement deals as well as claw-back provisions
if businesses fall short of such targets. Public
officials could require incentive recipients to
offer a certain percentage of full-time jobs or
wages greater than or equal to the region’s
average wage, as a precondition for the agree-
ment. Or deals can stipulate that local residents
are hired for at least a portion of the jobs. Deals
should include claw-back provisions or penalties
in case firms do not meet those targets.

In a 2009 Lincoln Institute report, Robert
Wassmer offered four questions for public
officials to consider when deciding whether or
not to grant a tax abatement to a business
(Wassmer 2009):

« Will the business actually relocate its opera-
tions if its tax abatement request is denied?
« Will the tax incentive make the business more

profitable in your town than in other towns that

are also offering similar subsidies?
« Will the firm still be responsible for taxes or
fees that exceed the cost of providing new

public services, once the tax deal is in place, so

that government funds aren’t depleted?

 If not, is the fiscal stress generated by the tax
deal worth the benefits of jobs generation,
potential neighborhood revitalization, and shot
at additional businesses as a result of the
multiplier effect?

GASB isn’t the first effort to improve transpar-

ency around tax incentives, nor does it offer a

final answer to the question of whether they build

or destroy value in places. But it does help
communities with tax abatement programs
answer these questions with more than gut
instincts or wishful thinking.

Will additional exposure sway public opinion
enough to spur meaningful reform? Or are local
leaders and taxpayers hooked on the promise of
incentives? Time will tell.

Andrew Wagaman is a business reporter for The Morning
Call newspaper in Allentown, Pennsylvania. He can be

reached by email at wagamanandrew@gmail.com.
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