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Introduction
The Legislature has provided the authority for Local Revitalization Financing (LRF) areas and projects within those areas.  Current law requires a number of tests for a local revitalization area to demonstrate it is increasing revenues for both the sponsoring jurisdiction, and by extension to the state.  The requirements include:  a demonstration that private development will occur, that it will not relocate businesses from outside the revitalization area, and that it targets areas where economic development would be more than unlikely to occur without the local revitalization financing tool.
Engrossed Second Substitute Senate Bill (E2SSB) 6609 authorized funding for six additional projects under the existing Local Revitalization Financing law and added the requirement that no application be approved “unless an economic analysis by a qualified researcher at the department of economics at the University of Washington confirms that there is an eighty-five percent probability that the application's assumptions and estimates of jobs created and increased tax receipts will be achieved by the project and determines that net state tax revenue will increase as a result of the project by an amount that equals or exceeds the award authorized …”  This document contains the preliminary findings of the required analysis.
In order to obtain the information required for the UW analysis, LRF applicants were asked to submit a supplemental application addressing two categories of factors:  tax revenue and job creation factors and factors that enhance the State’s general economic competitiveness.  The factors were developed in consultation with the Association of Washington Cities.  The supplemental application specifying the factors is attached as an appendix to this report.

The general analytical framework used in reviewing all of the applications is discussed in the following section.  Assessments of each of the specific applications then follow in alphabetical order of the applicant’s name.  My primary conclusion for each of the projects is that there is a very high likelihood that net state tax revenue will increase by an amount that equals or exceeds the LRF award.
Analytical Framework
Tax Revenue and Job Creation Factors
The information requested with respect to tax revenue factors included spreadsheets showing, for all years of the project, the calculation of estimated incremental local and state tax revenues, together with a discussion of the data sources and assumptions underlying the calculations.  The information requested with respect to job creation included the data sources and assumptions used in estimating both temporary and permanent employment as well as discussions of the effects on unemployment and secondary workers.

In all of the applications the fundamental basis for the results with respect to both tax revenues and job creation was the applicant’s evaluation of the types, magnitudes, and phasing of the private investments that were assumed to occur in response to the infrastructure investment made possible by the LRF program.  The magnitude of each type of private investment was measured either by planned square feet or dollars of investment.  The estimates of each type of tax revenue were then calculated by applying actual or assumed coefficients to data on project size.  For example, ongoing incremental retail sales tax revenue could be estimated by multiplying the square feet of a retail project by an assumed coefficient for sales per square feet, then multiplying the resulting estimate of total sales by the retail sales tax rate.  Similarly, permanent retail jobs generated by the investment could be estimated by dividing total square feet by an assumed coefficient for square feet per employee.

In evaluating the tax revenues and jobs reported by each applicant, I have taken the applicant’s estimates of the types, magnitudes, and phasing of the specific private investments induced by the LRF program as given.  The focus of the analysis has instead been on the reasonableness of the assumptions employed in calculating the final results.  
Evaluation of the estimates of jobs created is quite straightforward for most applicants, because the estimates depend on only a few key coefficients and simple calculations.  Evaluation of tax revenues is more complicated, because it requires evaluation of the  assumed values of the types of coefficients referred to above as well as assumptions concerning non-specific private investment, inflation, definition of incremental sales, occupancy rates, etc.  When assumptions that have a major effect on the results seem less than conservative, I have calculated adjusted estimates of tax revenues using more conservative assumptions.  
One important judgment with respect to evaluating estimated total tax revenues over a number of years is whether or not to discount the annual amounts to arrive at their present value.  This is particularly important in evaluating whether net state revenue will increase by at least as much as the authorized award.   All of the applicants have calculated the undiscounted sums of estimated future tax revenues and this appears to be the intention of the legislation as well.  Therefore this report also calculates the undiscounted sums and does so only for the calendar years that the LRF award would be received.  

The majority of an increase in state tax revenues in an LRF area will reflect the shifting of tax revenues from other areas, rather than an increase in net state revenues.  Therefore, other things equal, the higher the ratio of state tax revenues to the total amount of the award the higher the probability that the increase in net state revenue will be at least as much as the award.  

Accordingly, the first stage in assessing this issue is to compute the ratio of the adjusted estimates of total state sales and property taxes to the total amount of the award.  The estimates of tax revenues and ratios to award amounts are shown in the attached Table.  The applicants’ unadjusted estimates are shown in the top half of the table.  The total tax revenue amounts differ from those shown in the applications because they are summed only over the period of the award.  The adjusted estimates of tax revenues are shown in the bottom half of the table.  The adjustments made are discussed in detail in the sections below for each application.   
The assessments shown in the table do not take into account that LRF projects can have positive effects on state tax revenues that are not directly reflected in the estimates of state tax revenues generated in the LRF area.  Therefore, each applicant was also asked to provide information on factors related to their proposed LRF project that enhance the State’s general economic competitiveness.

LRF factors that enhance the State’s general economic competitiveness 
As described in detail in the Appendix, the applicants were asked to discuss if and how each of the following factors was met by their LRF project:

1. Competitiveness. How does the local revitalization area enhance the economic vitality and competitiveness of Washington State?

2. Uniqueness of Supply. How does the local revitalization area help Washington fill a unique supply niche in promoting economic development, jobs, and new revenue?

3. Infrastructure Investments. Can you demonstrate or describe the state benefit of infrastructure investments that are occurring as a result of the LRF award?

4. Geography. What is unique about the geography of your local revitalization financing area that would help generate state revenues that would not otherwise occur?

5. Efficiency. How does the local revitalization area reduce demands on state infrastructure or other state resources, reducing costs and in effect contributing to the state’s bottom line?

6.  Agglomeration economies.   How does the local revitalization area help achieve agglomeration economies?

7.  Other.  Does the local revitalization area provide other state benefits not already identified above?

The evaluation of the responses to these questions is necessarily qualitative rather than quantitative, but their consideration is important in assessing the probability that each of the projects will result in an increase in net state revenue that is at least as large as the LRF award.  The discussion of these factors for each LRF project follows the quantitative analysis of tax revenues and jobs created.  The individual project evaluations follow in alphabetical order of the applicant’s name.  
Evaluations of LRF Projects
Lacey:   Lacey Gateway Town Center 
The proposed development would consist of 1,100,000 square feet of commercial and retail space, 100,000 square feet of office space, and 500 units of housing. The primary focus of the proposed development would be central retail blocks, with offices and/or housing located on upper floors. The majority of the housing would be likely to be located in multi-story, mixed‐use structures.  A possible complication is that the proposed private developer declared bankruptcy in August 2010. 
Tax Revenues and Jobs Created
Lacey’s analysis of tax revenues was carried out using a revenue model developed by BERK & Associates.  The same revenue model was also used in the tax revenue analyses submitted by Puyallup and Renton and therefore will be described in some detail here.  The discussions for Puyallup and Renton will then focus on major differences in the assumptions used in those analyses.  
The fundamental basis for all tax revenue estimates (except utility taxes) is the assumed phasing and size, expressed in square feet, of each  component of the development.  For example, the assessed value for each component is estimated by multiplying its square feet in each year by a component-specific assumed assessment value per square foot.  The summed assessed values are then inflated using an assumed property revaluation rate of 3% per year and the inflated total assessed value is then multiplied by .75 to obtain the revenue allocation value.  Estimates of city and state property tax revenue allocation values are derived by multiplying the revenue allocation value by their respective property tax rates.

The value of construction in each year is estimated by multiplying the square feet of each component by a component-specific assumed cost of construction, which in the Lacey analysis is assumed to be equal to the assessed value for all components of the development except residential.  The summed construction costs are then inflated using an assumed annual inflation rate of 3%.  Estimates of city and state incremental construction related sales and use tax revenues are obtained by  multiplying the inflated construction costs by their respective sales tax rates.

Incremental taxable retail sales from ongoing activities are estimated by multiplying the square feet of each component by a component-specific taxable  sales per square foot coefficient.  The summed retail sales in each year are then adjusted by an assumed occupancy rate and inflated using an assumed annual inflation rate of 3%.  The estimated incremental city and state retail sales tax revenues from on-going activities are then obtained by multiplying by their respective retail sales tax rates.
Business and occupation tax revenues from construction are calculated assuming that taxable retail sales for construction are equal to the gross receipts on construction.  Business and occupation tax revenues from new ongoing activities are obtained using gross receipts coefficients that are equal to or greater than the taxable sales coefficients.  Utility taxes are based on estimated incremental employment and population.

Lacey’s estimates of jobs created were also based in part on the data used in the revenue analysis.  Specifically, the number of permanent jobs was calculated by multiplying  the number of square feet expected to be utilized for each component by a component- specific estimate of the space per square foot and then summing the results.  Direct temporary construction related jobs were estimated using the 2006 update of the 2002 Washington State input-output model.  The estimates are 2,100 permanent jobs and 1,900 construction-related jobs.  The procedures and coefficients used are consistent with standard practice and the estimates of jobs created are considered to be accurate conditional on the planned development taking place.
The applicant’s estimates of local and state sales and property tax allocation revenues are shown in the top half of the first data column in the Table.  The estimate of local tax revenues during calendar years 2015-2039 is 8.9 times the total amount of the award, indicating that the local match test is more than satisfied.  The estimate of state revenues is 41.8 times the award.  Restated, the award is equal to only 2.4% of revenue, implying that net state revenue would be increased even if a very large fraction of incremental state tax revenue in the revitalization area reflected merely the shifting of tax revenue from other areas.

These results are highly positive with respect to meeting the local match and net state revenue requirements.  However, some of the assumptions underlying these estimates are perhaps overly optimistic. For example, the estimates of retail sales revenue from on-going activity are calculated using assumptions concerning taxable retail sales per square foot that are substantially larger than most of the corresponding assumptions in the other applications.  Also, the assumption that taxable retail sales will grow at 3% per year due to inflation cannot be considered conservative given recent economic trends.

Without knowing more about the details of each component of private investment it is not possible to determine whether the assumed taxable retail sales per square foot coefficients are in fact over-stated.  On the other hand, given the current uncertainty as to whether the future will witness deflation instead of inflation, it is not unreasonable to conclude that a conservative current estimate of future inflation would be zero percent.  Therefore I reran Lacey’s revenue model with this alternative assumption imposed to determine what effect this change in assumptions would have on the estimated tax revenues.

The results are shown in the bottom half of the first data column of the Table.  Making this one change in the assumptions has quite a dramatic effect, reducing total local and state tax revenues by more than one-third.  Nevertheless, the results are still highly positive with respect to meeting the local match and net state revenue requirements.  The estimate of local tax revenues is 5.7 times the total amount of the award, and the estimate of state revenues is 24.6 times the award, with the award as a percent of revenue equal to 4.1%.

Enhancement of State’s General Economic Competiveness
The Lacey Gateway Town Center project would provide an anchor development with significant public and private amenity values that would improve the overall marketability of commercial development options, promote a diversity of locations that can support new jobs and make it easier to attract and retain talented labor.  This project, as well as the other proposed LRF projects, would also allow development to proceed sooner than it otherwise would, helping overall state economic recovery.  
The development is located next to Cabela’s Sporting Goods, which has a wide market area that includes out-of-state customers.  The retail and lodging components of the development are expected to generate new spending from such customers and thereby increase net state revenues.
Conclusion

The Lacey project has a high ratio of state revenue relative to the amount of the award, even after being adjusted to obtain a considerably more conservative estimate.  In addition, the Lacey Gateway Town Center development is expected to enhance the State’s general economic competitiveness.  I conclude that, conditional on the planned development taking place, there is a very high likelihood that net state tax revenue will increase by an amount that equals or exceeds the LRF award.

Mill Creek:  East Gateway Planned Urban Village
The proposed development would consist of 106,700 square feet of anchor retail, 179,600 square feet of general retail, 24,000 square feet of professional office space, 40,000 square feet of public facility, and 400,000 square feet of multi-family residential units.  The master plan also calls for 106,500 square feet of townhomes but they are not included in the calculations of tax revenues and jobs created.

Tax Revenues and Jobs Created
Mill Creek did not provide the requested spreadsheet showing the calculation of local and state tax revenues, but did provide a discussion of procedures and assumptions and a series of attachments with background data.  The methods used to estimate tax revenues were in general similar to those described above for Lacey in that the size of each component of the development was reported in square feet and formed the basis for the subsequent calculations.

Construction costs were calculated by multiplying each component’s square feet by a component-specific cost of construction.  The assessed value per square foot  of each component was based on estimates by the Snohomish County Assessor’s Office.  From the material made available, it appears that property taxes were estimated by multiplying the total property value by the tax rates, rather than first multiplying the property values by .75 to obtain the revenue allocation value.
Taxable retail sales were calculated using conservative estimates of sales per square foot.  Total taxable retail sales increase over time as more of the planned development is phased in but remain constant thereafter, because the applicant does not assume sales will increase either because of inflation or unplanned development.  Thus the estimates of incremental revenue from retail sales should be considered to be conservative.  

Estimates of temporary, construction-related, jobs have two components.  The number of jobs created by building the spine road is estimated as 70 based on an analysis of a recently built similar road.  Jobs created by construction of buildings were estimated by entering construction costs in the Washington State input-output model and include both direct jobs and derived employment.  The resulting estimate of 958 jobs contains some double-counting because the construction cost of the road was included in the calculation, but the overstatement is not large.    
Permanent jobs were estimated using conservative assumed space per square foot coefficients and are calculated to be 778.  This is a plausible estimate of the number of direct jobs created.  The total number of jobs is then estimated by using the total employment per direct job multiplier from the Washington State input-output model, resulting in an estimate of 1,484 jobs.  I consider the estimate of direct jobs to be more reliable than the estimate of total jobs.  
Mill Creek’s estimates of local and state sales and property tax allocation revenues are shown in the second data column in the Table.  The estimate of local tax revenues during calendar years 2013-2037 is 2.0 times the total amount of the award, indicating that the local match test is more than satisfied.  The estimate of state revenues is 8.1 times the award, so the award is equal to 12.4% of revenue.  This is the second highest percentage among the five applications, but in evaluating these results the conservative nature of most of the applicant’s assumptions should be kept in mind.

The one aspect in which I consider that an adjustment is called for is with respect to the calculation of property taxes.  As noted above, the applicant appears not to have limited the revenue allocation value to 75% of total incremental property value.  The lower half of the Table shows the effect of making this adjustment.  The result is quite minor, resulting in a decrease in the ratio of revenues to award to 7.9 with an increase in the award as percent of revenue to 12.7%.

Enhancement of State’s General Economic Competiveness
The East Gateway Planned Urban Village development would create the only urban village in Snohomish County.  It would serve three growing industry clusters; aerospace, life sciences, and clean technology.  The enhanced quality of life would help recruit and retain jobs and the development would increase agglomeration economies with respect to medical services/life sciences.   

Conclusion

Mill Creek’s estimates of tax revenues are conservative and the one adjustment that seems appropriate has only a minor effect on estimated total revenues.  The adjusted estimate of the award as a percent of revenue, 12.7%, is at the median of the adjusted estimates for the five applications.  Also, the development is expected to enhance the State’s general economic competitiveness.  I conclude that, conditional on the planned development taking place, there is a very high likelihood that net state tax revenue will increase by an amount that equals or exceeds the LRF award.

Puyallup:  River Road Revitalization Area
The proposed development would consist of 242,000 square feet of retail/office space, 17,000 square foot grocery, 33,750 square feet of townhomes, and 165,000 square feet of apartments.  Part of the development would involve remediation and redevelopment of two sites that are potentially brownfields.   
Tax Revenues and Jobs Created
Puyallup’s analysis of tax revenues used the same revenue model as described above for the proposed Lacey project.  However, the assumptions underlying the analysis differed in a number of respects.  For example, the assessed values per square foot used in estimating property tax revenues are higher both because construction costs are higher and because the ratio of assessed values to construction costs are higher.  But this difference has a relatively minor effect on total tax revenues because property taxes are not a major part of total tax revenues for Puyallup.  

A much more important difference is the treatment of retail sales.  Both Lacey and Puyallup inflate retail sales estimates using an assumed annual inflation rate of 3%.  
However, Lacey applies this only to the incremental sales attributable to the LRF project whereas Puyallup also includes the growth in pre-project sales caused by inflation.  This has the incongruous effect of attributing sales tax revenues to the project before construction has even begun.  More importantly, it increases local and state retail sales tax revenue from ongoing activity by more than one-third.
Another important determinant of estimated tax revenues is the choice of coefficients for sales per square foot.  Puyallup’s estimates for commercial space that is used for a mix of both retail and office tenants seem high.  However, the information available is not adequate to evaluate whether, and by how much, these coefficients are overstated.

The estimate of the number of permanent jobs, which is calculated using coefficients for the number of square feet per employee, is 642.  The coefficient used for footage per employee in retail is 300, whereas the other three applicants using this procedure used a coefficient of 500.  If the 500 square feet estimate had been used, the estimate of the number of permanent employees would have been smaller by 152 jobs.  The estimate of direct temporary construction related jobs is 574 and is calculated using the 2002 Washington State input-output model.  

As shown in the Table, Puyallup’s estimates of total local tax revenues are 5.6 times as large as the requested award amount and total state tax revenues are 28.3 times as large.  However, these estimates include the inflation caused growth of sales that existed prior to the project, which cannot be considered to be a conservative assumption.  In addition, inflating all sales using an assumed annual inflation rate of 3% provides less than conservative estimates.

Excluding  pre-existing sales and setting the inflation rate on incremental sales equal to zero reduces local and state retail sales tax revenues by 54%.  As shown in the Table, the ratio of total state tax revenues to the requested award amount becomes 13.3, with the award being 7.5% of total state tax revenues. 

Enhancement of State’s General Economic Competiveness
The River Road Revitalization Area development would create incentives for dense, mixed-use, transit oriented development near downtown Puyallup and thereby help alleviate the region’s congestion and mobility issues.  The area to be developed has access to the Puyallup River and other amenities and is close to the Sounder Commuter Rail Station.  The goal is to become a more attractive site to state businesses wanting to expand or out-of-state businesses seeking to relocate. 
Conclusion

Puyallup’s analysis of retail sales tax revenue from on-going activities contained two major non-conservative assumptions.  Excluding these assumptions from the analysis yields much lower estimates of total tax revenues.  However, even with the adjustments, the award as percentage of total state revenue is the second lowest among the five proposed projects.  The development is also expected to enhance the State’s general economic competitiveness.  I conclude that, conditional on the planned development taking place, there is a very high likelihood that net state tax revenue will increase by an amount that equals or exceeds the LRF award.

Renton:  South Lake Washington Revitalization Area
The proposed project would include development of 1,350,000 square feet of office space, and 375,000 square feet of hotels, including a luxury waterfront hotel.  In addition, 627,000 square feet of retail is included in the analysis of the project even though it is already fully built-out.  
Tax Revenues and Jobs Created
Renton’s analysis of tax revenues uses the same revenue model as the Lacey and Puyallup analyses but with important differences in the assumptions underlying the analysis.  As in the Puyallup, but not Lacey, analyses, Renton includes the growth in pre-project sales caused by inflation.  In addition, Renton’s analysis includes two fully built-out, but not yet completely occupied, retail developments; the Landing and Southport Retail.  The Landing  has 128,000 square feet of unoccupied space, which is assumed to become occupied over the years 2011 to 2013.  This is assumed to generate retail sales at the rate of $200 per square foot, and these sales are included in the calculation of retail sales tax revenues.

As with the inclusion of pre-existing sales, the inclusion of estimated sales from a previously built-out development has the incongruous effect of attributing sales tax revenues to the LRF project before construction has even begun.  More substantively, both practices result in a significant increase in the estimates of retail sales.  Inclusion of these two elements is by no means a conservative decision and increases the estimates of local and state tax revenues from on-going activities by more than half.

The estimate of the number of permanent jobs, which is calculated using coefficients for the number of square feet per employee, is 3,900.  The estimate of direct temporary construction related jobs, which is calculated using the 2002 Washington State input-output model, is 1,900.
As shown in the Table, Renton’s estimates of total local tax revenues are 4.8 times as large as the requested award amount and total state tax revenues are 16.6 times as large.  However, these estimates include estimated sales tax revenues from the growth of sales that existed prior to the project, as well as the growth of sales from increased occupancy of a previously built-out development.  Neither of these elements should be treated as representing incremental tax revenues from the project.  In addition, in order to obtain a conservative estimate of the project’s tax revenues it would be better to set the  inflation rate applied to all sales equal to zero.   

Making these three adjustments to the estimates of tax revenues reduces local and state retail sales tax revenues by 59%.   As shown in the Table, the ratio of total local tax revenues to the requested award amount becomes 3.1 and the ratio of total state tax revenues becomes 7.5, with the award being 13.3% of total state tax revenues. 

Enhancement of State’s General Economic Competiveness
The South Lake Washington Revitalization Area development would include large office complexes and two hotels as well as large existing retail spaces and includes land on the waterfront of Lake Washington.  It would be close to the Boeing 737 plant and have nearby links to the area’s major transportation.  It would offer both high quality residential  and shopping in an area with land available for further development and would be attractive to out-of-state businesses.

Conclusion

Renton’s analysis of retail sales tax revenue from on-going activities contained three  major non-conservative assumptions.  Excluding these assumptions from the analysis yields much lower estimates of total tax revenues and raises the award as a percentage of revenue from 6.0% in the applicant’s estimates to 13.3%.  This is the second highest among the adjusted estimates for the five proposed projects.  However,  the development is expected to result in a relatively large enhancement  the State’s general economic competitiveness.  I conclude that, conditional on the planned development taking place, there is a very high likelihood that net state tax revenue will increase by an amount that equals or exceeds the LRF award.

Richland:  Revitalization Area for Industry, Science and Education
Richland’s proposed LRF project is very different than the other four projects in that it is primarily comprised of industrial and research facilities rather than commercial and residential development.  Accordingly, the sources of incremental tax revenues are also different, with a much heavier relative reliance on property taxes and with much more of the retail sales tax revenue coming from new construction rather than on-going retail sales.  The planned development includes a mix of known potential projects as well as unspecified general construction.  Major specific projects include a new Battelle facility, Project Maple, and an innovation center.
Tax Revenues and Jobs Created

Richland reports the size of the project’s components in terms of dollars of private investment, rather than square feet (except in estimating retail sales).  Private investment is assumed to be 90% real property and 10% personal property, except for two components of the development for which personal property was assumed to be much higher.  The assessed values are assumed to be 90% for real property and 75% for personal property.  
Estimates of state property tax allocation values were calculated as 75% of the assessed value times the state property tax rate.  However, local property tax allocation values were calculated as 75% of 75% (i.e. 56.25%) of the assessed value times the local property tax rate.  This is inconsistent with how the other applicants reported local property taxes and results, other things equal, in reported estimates of local property tax revenues that are 25% lower.  
Estimated sales tax revenue from new construction is calculated assuming that the tax base is equal to 50% of real property, with personal property being excluded because it is assumed that it would be manufacturing or research equipment.  In estimating retail sales tax revenues from on-going activities, it is assumed that there will be 48,000 square feet of retail, but the, conservative, estimate of sales per square foot is applied to only 60% of the total square footage.  In addition, the retail space is assumed to be phased in only gradually.
In Richland’s supplemental application, the only information provided with respect to the  data and assumptions used in estimating direct employment is that direct employment is estimated from self reporting on known projects that are currently under consideration and that no job multipliers are used.  The only examples of estimated jobs created given are that Henningsen Cold Storage will employ approximately 40 people in its frozen foods warehouse and Project Maple will employ approximately 150 people.
As shown in the Table, Richland’s estimates of local and state sales and property tax allocation revenues are smaller relative to the requested LRF award than is the case for the other applicants.  Total local tax revenues are 1.7 times as large as the requested award amount.  Total state tax revenues are 3.3 times as large, so the award is equal to 30.6% of revenue.  

However, the assumptions used by Richland are in general highly conservative, so the estimates may well be understated.  To investigate how sensitive the results are to the assumptions made, I reassessed the estimation of sales taxes on new construction.  The applicant’s estimates contain two conservative elements; it is assumed that personal property is a significant part of total investment and is not subject to tax, and that only 50% of the estimate of real property is subject to tax.  

Retaining the assumptions with respect to personal property but assuming that all real property is subject to tax results in an increase of 75% in the estimates of incremental sales tax revenues.  The ratio of total local tax revenues to the award amount is increased to 1.9 and the ratio for state tax revenues is increased to 5.0, so that the award as a percent of state tax revenues is decreased to 19.9%.

Enhancement of State’s General Economic Competiveness
The Revitalization Area for Industry, Science and Education development would include  the Tri-Cities Research District and the Horn Rapids Industrial Park.  The Tri-Cities Research District is a Washington State designated Innovation Partnership Zone, and is recognized by the State as a cluster development initiative that enhances Washington State’s national and international competitiveness.  It is anchored by the Pacific Northwest National Lab and Washington State University – Tri-Cities and represents a powerful clean energy technology cluster.

The Horn Rapids Industrial Park’s availability of shovel-ready sites, good rail access, and low land costs helps the State be competitive with other states in recruiting new industries.  The Industrial Park also serves the regional agricultural industry by providing processing, warehousing, and distribution, which creates agglomeration economies.  Clustering of manufacturing would also provide agglomeration economies by providing knowledge spillover and worker availability.

Conclusion

Richland’s estimates of tax revenues relative to award amounts are the lowest among the five proposed projects.  However, the estimates were prepared using generally very conservative assumptions.  Relaxing one of these assumptions, that sales taxes on new construction apply to only 50% of real property, results in a decrease in the award as a percentage of revenue from 30.6% to 19.9%.  

The percentage remains substantially higher than the percentage for the other proposed projects.  However, given the nature of its components, the Revitalization Area for Industry, Science and Education is expected to have a much larger positive effect on the State’s general economic competitiveness.  I conclude that, conditional on the planned development taking place, there is a very high likelihood that net state tax revenue will increase by an amount that equals or exceeds the LRF award.

	Table

	Cumulative Estimates of Local and State Tax Revenues

	
	
	
	
	
	
	
	
	
	

	
	Lacey
	
	Mill Creek
	
	Puyallup
	
	Renton
	
	Richland

	Requested award
	$12,500,000
	
	$7,474,900
	
	$6,250,000
	
	$12,500,000
	
	$6,930,000

	Period 
	2015-2039
	
	2013-2037
	
	2014-2038
	
	2013-2037
	
	2012-2032

	
	
	
	
	
	
	
	
	
	

	Applicants' Estimates
	
	
	
	
	
	
	
	
	

	Local tax revenue:
	
	
	
	
	
	
	
	
	

	  Incremental sales tax
	$95,676,250
	
	$10,331,703
	
	$32,367,488
	
	$36,977,323
	
	$2,164,440

	  Property tax allocation
	15,875,735
	
	4,616,434
	
	2,453,736
	
	23,263,374
	
	9,435,072

	  Total
	$111,551,985
	 
	$14,948,137
	 
	$34,821,224
	 
	$60,240,697
	 
	$11,599,512

	Ratio to requested award
	8.9
	
	2.0
	
	5.6
	
	4.8
	
	1.7

	Award as % of revenue
	11.2%
	
	50.0%
	
	17.9%
	
	20.8%
	
	59.7%

	
	
	
	
	
	
	
	
	
	

	State revenue benefit:
	
	
	
	
	
	
	
	
	

	  Incremental sales tax
	$506,703,241
	
	$54,697,251
	
	$172,703,530
	
	$191,438,388
	
	$16,118,712

	  Property tax allocation
	15,231,946
	
	5,541,725
	
	4,071,051
	
	15,791,536
	
	6,551,811

	  Total
	$521,935,187
	 
	$60,238,976
	 
	$176,774,581
	 
	$207,229,924
	 
	$22,670,523

	Ratio to requested award
	41.8
	
	8.1
	
	28.3
	
	16.6
	
	3.3

	Award as % of revenue
	2.4%
	
	12.4%
	
	3.5%
	
	6.0%
	
	30.6%

	
	
	
	
	
	
	
	
	
	

	Adjusted Estimates
	
	
	
	
	
	
	
	
	

	Local tax revenue:
	
	
	
	
	
	
	
	
	

	  Incremental sales tax
	$55,279,135
	
	$10,331,703
	
	$14,826,153
	
	$15,137,864
	
	$3,796,440

	  Property tax allocation
	15,875,735
	
	3,462,325
	
	2,453,736
	
	23,263,374
	
	9,435,072

	  Total
	$71,154,870
	 
	$13,794,028
	 
	$17,279,889
	 
	$38,401,238
	 
	$13,231,512

	Ratio to requested award
	5.7
	
	1.8
	
	2.8
	
	3.1
	
	1.9

	Award as % of revenue
	17.6%
	
	54.2%
	
	36.2%
	
	32.6%
	
	52.4%

	
	
	
	
	
	
	
	
	
	

	State revenue benefit:
	
	
	
	
	
	
	
	
	

	  Incremental sales tax
	$292,759,352
	
	$54,697,251
	
	$79,108,053
	
	$78,371,504
	
	$28,272,312

	  Property tax allocation
	15,231,946
	
	4,156,294
	
	4,071,051
	
	15,791,536
	
	6,551,811

	  Total
	$307,991,298
	 
	$58,853,545
	 
	$83,179,104
	 
	$94,163,040
	 
	$34,824,123

	Ratio to requested award
	24.6
	
	7.9
	
	13.3
	
	7.5
	
	5.0

	Award as % of revenue
	4.1%
	
	12.7%
	
	7.5%
	
	13.3%
	
	19.9%


APPENDIX

UNIVERSITY OF WASHINGTON SUPPLEMENTAL APPLICATION

Background

Under current law (RCW 39.104.010), the Legislature has provided the authority for Local Revitalization Financing areas and projects within those areas.  Specifically, “the legislature recognizes that the state as a whole benefits from investment in public infrastructure because it promotes community and economic development. Public investment stimulates business activity and helps create jobs, stimulates the redevelopment of brownfields and blighted areas in the inner city, lowers the cost of housing, and promotes efficient land use. The legislature finds that these activities generate revenue for the state and that it is in the public interest to invest in these projects through a credit against the state sales and use tax to those local governments that can demonstrate the expected returns to the state.” 

Current law (RCW 39.104.030) also requires numerous tests for a local revitalization area to demonstrate it is increasing revenues for both the sponsoring jurisdiction, and by extension to the state.  Highlights of this portion of the LRF law include: conditioning an “LRF” to demonstrate that private development will occur, that it will not relocate businesses from outside the revitalization area (commonly known as retail raiding), and is to target areas where economic development would be more than unlikely to occur without the local revitalization financing tool.

2010 Changes to the Local Revitalization Law. Engrossed Second Substitute Senate Bill (E2SSB) 6609 authorized funding for six additional projects under the existing Local Revitalization Funding (LRF) law, provided technical clarifications to the existing law, and added the following requirement:

Section 8(2)(c):
“(c) The department must not approve any resubmitted application unless an economic analysis by a qualified researcher at the department of economics at the University of Washington confirms that there is an eighty-five percent probability that the application's assumptions and estimates of jobs created and increased tax receipts will be achieved by the project and determines that net state tax revenue will increase as a result of the project by an amount that equals or exceeds the award authorized in subsection (1)(b) of this section. Prior to submitting the economic analysis to the department, the qualified researcher must consult with the economic development commission established in chapter 43.162 RCW regarding his or her preliminary findings. The final economic analysis must include comments and recommendations of the economic development commission.”

The State Operating Budget, ESSB 6444, provides funding and direction with respect to the above-referenced section of E2SSB 6609: 

“(9) $25,000 of the general fund--state appropriation for fiscal year 2011 is provided solely for implementation of chapter 164, Laws of 2010 (local government infrastructure). The University of Washington shall use a qualified researcher to report the percentage probability that the application's assumptions and estimates of jobs created and increased tax receipts will be achieved by the projects. In making this report, the qualified researcher shall work with the department of revenue and the applicants to develop a series of factors that are based on available economic metrics and sound principles.”
In order for the University of Washington to perform the analysis required by law, a supplemental application with additional information on 1) tax revenues and job creation, and 2) the enhancement of the state’s general economic competitiveness is required.  The applicant should not assume the University of Washington is familiar with your project or original application.  

Tax Revenue and Job Creation Factors:

In addition to the material in your original application, please provide spreadsheets showing, for all years of the project, the calculation of incremental local and state tax revenues for each of the following:  sales/use tax, property tax, B&O tax, as well as any other sources of RA tax revenues. 

Tax Revenue Information:

Briefly  describe your jurisdiction’s local revenue structure:
1. What data and assumptions were used in estimating cumulative increases of taxable retail sales ?  For example, square feet of new retail facilities and assumed  sales per square foot.


2. What data and assumptions were used in estimating taxable events for sales taxes? For example, cost per square foot, floor area ratio assumptions, assessed value as percent of investment.


3. What data and assumptions were used in estimating assessed valuation of property? For example, cost per square foot, floor area ratio assumptions, assessed value as percent of investment.


4. Estimates of the increased assessed property values outside of the LRF area as a result of the LRF.


5. What data and assumptions were used in estimating other taxes, if any?

For each of the above, what data and assumptions were used for the years after the first phase of the proposed LRF?  

Jobs Information:
1. What data and assumptions were used in estimating direct employment?  For example, space per job for permanent jobs, value of new construction per job for construction jobs.

2. Will the LRF reduce short-term unemployment? For example, by providing construction jobs to individuals currently unemployed.
3. Does the LRF create increased employment for secondary workers?  For example, spouses who would otherwise be unemployed.
4. Does it result in a reduction in site-bound long term unemployment?

5. What job multipliers were used, if any?  Please cite your source.

6. Additional development assumptions after the first phase of the proposed LRF.

LRF factors that enhance the State’s general economic competitiveness:

Please discuss which of the following set of factors is met by your LRF project.  

1.  Competitiveness. How does the local revitalization area enhance the economic vitality and competitiveness of Washington State?

There is both a short-term and long-term perspective of how economic vitality and competitiveness of Washington State could potentially be increased by LRF projects.  Both perspectives share similar tenets, such as:
· An LRF project creates a business environment that allows Washington State to successfully compete for new economic or innovative industries, clusters, or sectors.
· The LRF project creates “regional” centers that can successfully out-compete other regions in the country in landing types of industries or markets.
· The public investments in infrastructure are intended to complement private investments by reducing the costs of doing business, and thereby profitability. This incentivizes the private sector to invest and share in the costs of infrastructure, thereby enabling the projects to occur.
· An LRF project brings new market demand to bear and better positions Washington State for a next cycle of industry sectors.

However, there are some differences within each perspective.  The short-term perspective relies upon an immediate boost in economic activity, typically the result of securing a large-scale business that is a net-exporter of goods (Microsoft, Boeing, Amazon.com, etc.).  The long-term perspective relies upon gradually creating a larger, more diverse and talented labor pool, and competitive business environment through providing infrastructure solutions that improve mobility, provide more efficient land use, and increase worker quality of life.
2.  Uniqueness of Supply. How does the local revitalization area help Washington fill a unique supply niche in promoting economic development, jobs, and new revenue?

It is in the State’s interest to have a robust portfolio of viable development sites to compete for new economic demand.  Once completed, LRF projects allow the State to possess a diverse supply of suitable sites which would enable the State to enhance its overall economic competitiveness and standing.
· The LRF project enhances existing “destination” values of a site or area, providing a cluster of reasons for visits or out-of-state commerce vs. just one (e.g. bringing hotel together with destination retail or commercial or unique office space).
· The LRF project contains elements that make an area more attractive to out-of-state businesses and visitors; The LRF project enhances regional competitiveness through the supporting infrastructure and creates or enhances a tourist destination (e.g. facilities, hotels, unique anchor tenant, etc.).
· The LRF project helps attract capital and investment from developers in other states.
· The local revitalization financing area is attracting out of state “talent,” intellectual capital, or innovative technologies that would have otherwise not come to the State of Washington.
· The local revitalization financing area results in an enhanced quality of life for businesses and employees that serves as a marketing tool for job recruitment and retention.

3.  Infrastructure Investments. Can you demonstrate or describe the state benefit of infrastructure investments that are occurring as a result of the LRF award?
In a time where governments, at all levels, are constrained and the flow of capital is either slow or non-existent, the State is getting good leverage on the funds provided so that LRF projects are able to move forward and the access to capital is expanded.
· Absent LRF, the ability for a local jurisdiction to provide infrastructure in the defined area would not occur in the immediate future and would be unlikely to occur for many years to come.  This is a function of current local capital budgets that must compete with other services such as law enforcement, fire protections, etc, within a city budget.  
LRF enables leveraging of applicant funding with other public funds (i.e. federal grants), and potential private sector infrastructure funding.
· In a recessionary market, private infrastructure investments are minimal.  The LRF funding of infrastructure enables the private sector to invest in its share of the LRF and provides new funding to the LRF, region, and state. 
· The LRF project triggers public-private partnerships, and corresponding developments, that were not occurring without the convergence of the project, the infrastructure investment, and the private developer’s agreement or letter of intent.

4.  Geography. What is unique about the geography of your local revitalization financing area that would help generate state revenues that would not otherwise occur?

The ability for LRF projects to expand the geographic exposure of Washington State to capture or attract new economic demand would represent net new revenues to the State.
· The LRF project capitalizes on property that is uniquely situated, e.g. waterfront property that can attract particular types of industries, destination visits, etc.
· The local revitalization area fills a small urban market niche that is distinct from cities such as Seattle.
· The LRF project is located in an area adjacent to a state border; helping to attract local, regional and state revenue that would not otherwise occur.
· The LRF project takes a blighted or fallow site or property and utilizes infrastructure investments to make it viable and productive.

5.  Efficiency. How does the local revitalization area reduce demands on state infrastructure or other state resources, reducing costs and in effect contributing to the state’s bottom line?

Transportation and mobility is a major challenge facing many regions in the State. Concentrating growth into urban centers would improve the public’s accessibility and mobility for walking, biking, and transit.  The LRF projects effectively leverage existing land-use patterns, service delivery modes, and demands on service provided by local, regional, and state governments thereby creating cost efficiencies and minimizing the environmental impact of growth. 

· The LRF project capitalizes on and takes advantage of existing infrastructure assets rather than requiring expanded or entirely new and more expensive infrastructure systems to be built from scratch.
· The LRF project fosters more compact urban development and reduces sprawl into rural areas.
· Dense urban nodes created by the LRF project increase the access to nearby public and high-capacity transit; making them more convenient to use.
· The LRF project creates a sense of community, image, and identity by efficiently linking residential to commercial/office complexes that help workers shorten commutes and thus reduce demand placed on state highways and regional transportation corridors.

6.  Agglomeration economies.   How does the local revitalization area help achieve agglomeration economies?
The greater concentration of economic activity resulting from a local revitalization area may create cost or productivity advantages for firms because of their greater proximity to other firms.  This in turn can result in greater employment and higher wages.  
· The LRF project results in cheaper and/or faster supply of intermediate goods and services to firms.
· The LRF project increases the proximity of firms to their customers.
· The LRF project increases the size of the local labor market, resulting in greater local availability of workers with necessary specialized skills and better firm-worker matches. 
· The LRF project results in knowledge spillovers between firms.

7.  Other.  Does the local revitalization area provide other state benefits not already identified above?
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