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LEGISLATIVE AUDITOR'S CONCLUSION:

While economic activity has increased in designated areas, it is
unknown how much can be attributed to LIFT.

July 2020
The Local Infrastructure Finance Tool (LIFT) was enacted in 2006 and expires in 2044. Under LIFT,
the state provides financial support for local infrastructure projects in designated areas called
Revenue Development Areas (RDAs). LIFT is based on a premise that investments in public
infrastructure will attract private development and increase economic activity. The economic
activity is expected to generate tax revenue that meets or exceeds the state's contribution.

Through FY 2019, the state has contributed $41.4 million to infrastructure projects in participating
cities: Bellingham, Bothell, Everett, Federal Way, Liberty Lake, Mount Vernon, Puyallup, Vancouver,
and Yakima. Cities receive their state contribution by imposing a local sales and use tax (the "LIFT
tax") that is credited against the state sales tax. Consumers do not see any increase in sales tax.

JLARC last evaluated LIFT in . The 2013 report focused on the funding mechanism because
most cities had not begun infrastructure improvements.
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Five key economic indicators have increased in most Revenue
Development Areas. It is unknown how much of the change is
attributable to LIFT.

Taken together, economic activity in the eight active Revenue Development Areas (RDAs) !
outpaced the cities' non-RDA areas between 2013 and 2018:

e Employment in the RDAs grew by 10.9% compared to 5.3% in the cities' non-RDA areas.
Most new jobs (74%) were associated with accommodations, food services, health care, or
social assistance.

Vancouver is not actively participating
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e Wages grew by an average of $9,200 in the RDAs compared to $7,800 in the cities' non-RDA
areas. The average wage in the RDAs ($44,600) is still lower than in the non-RDA areas
($58,100).

o Taxable sales in the RDAs grew by 39%, compared to 30% in the cities' non-RDA areas.

e New private construction made up 42% of the total assessed value of all property in the
RDAs. In comparison, it was 14% of the assessed value of the cities' non-RDA areas.

e Property values in the RDAs increased by 97.1% compared to 56.2% in the cities' non-RDA
areas.

Economic models estimate a range of short-term job impacts from
LIFT-related construction

JLARC staff modeled three scenarios with different assumptions about the extent to which LIFT
funding led to local public infrastructure investment. The results of the modeling show a range of
potential impacts, depending on assumptions. There is no way to conclusively determine which—if
any—of these scenarios is most accurate. Modeling long-term effects would require specific data
about the characteristics of each LIFT infrastructure project (e.g., changes in traffic volume and
accidents).

Given the challenges in attributing economic activity to LIFT, it is

unlikely there will be sufficient evidence to recommend whether to
expand the program to other cities

In 2028, JLARC must recommend whether LIFT should be expanded statewide and estimate the
impact of an expansion on the state's economic development. It is unlikely there will be sufficient
evidence to support a recommendation. Regardless, currently participating cities rely on LIFT
funding.

Cities' reporting errors and a lack of state oversight led to potential
excess payments and incomplete information for monitoring
projects

Cities have made errors in reporting, some of which may affect how the state contribution is
calculated. The Department of Revenue (DOR) does not verify information, and may have
distributed $14 million more than cities should have received. DOR and the Community Economic
Revitalization Board (CERB) receive cities' reports on economic and project activity. While CERB

provided technical assistance in 2006 through 2008, neither agency currently provides reporting
guidance except upon request. Further, neither agency verifies data accuracy.

Legislative Auditor Recommendation

The Department of Revenue and the Community Economic Revitalization Board should work with
participating cities to clarify the annual reporting form, standardize calculation methods, and
provide training and/or instructions to avoid reporting errors.
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The Department of Revenue and the Community Economic Revitalization Board partially concur
with the recommendation. The Association of Washington Cities coordinated with nine impacted
cities. As a collective they concur with the recommendation. In addition to this, we also received
specific letters from the cities of Everett, Bothell, and Liberty Lake. You can find additional
information on the Recommendations tab.

Committee Addendum

The Committee notes that when the program was created in 2006, the Legislature envisioned
the need for continuing periodic reviews of the LIFT program by JLARC. The hope expressed in
statute was for JLARC to identify evidence to determine what effect LIFT was having on
economic measures.

The initial 2013 JLARC report found that insufficient data existed to accurately report on
economic measures. The current report reached the same conclusion. It notes that while
additional economic data is now available, there is no feasible method to determine whether or
not LIFT had any influence on that data. JLARC staff consulted economic literature and
economic development experts but did not find analytical methods using available data that
could meet evidentiary standards required for an audit conclusion.

This Committee has authority under the budget act to adjust the work plan of the staff, including
the ability to defer and delay evaluations. The Committee finds that future JLARC studies of LIFT
are unlikely to yield new results and should be deferred unless the Committee receives renewed
legislative requests. This would free up resources to pursue other audits and evaluations.

This decision does not in any way indicate any opposition to LIFT policies by the Committee, but
rather an inability to determine to what extent these policies may be directly responsible for the
economic growth that is occurring in cities with LIFT projects.

Committee Action to Distribute Report

On July 22, 2020 this report was approved for distribution by the Joint Legislative Audit and
Review Committee. Action to distribute this report does not imply the Committee agrees or
disagrees with Legislative Auditor recommendations.

REPORT DETAILS

1. Nine areas designated for economic development under
LIFT

Nine cities can use LIFT to fund public infrastructure
projects, aiming to improve economic conditions in
designated areas
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Under LIFT, the state supports public infrastructure investments
with the goal of attracting private development and improving
economic conditions in designated local areas

The Local Infrastructure Finance Tool (LIFT) was enacted in 2006 to invest state funds into local
infrastructure projects. LIFT is based on a premise that investments in public infrastructure will
attract private development and increase economic activity. The economic activity is assumed to
generate tax revenue that meets or exceeds the state's contribution.

o Cities receive their state contribution by imposing a local sales and use tax (the "LIFT tax"). The
LIFT tax is credited against the state sales tax. Consumers do not see any increase in sales tax.

o By statute, each city can receive no more than $1 million per year. Statute specifies additional
award limits based on the amount awarded by the Community Economic Revitalization Board
(CERB), the city's matching contribution to the infrastructure projects, and estimated increases
in state revenue. Section 5 includes additional detail.

o The total state contribution to all cities is capped at $7.5 million per year.

Exhibit 1.1: The state contribution supports infrastructure that is intended to
increase economic activity
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Source: JLARC staff analysis of Chapter 39.102 RCW.

LIFT funding is allocated to Revenue Development Areas in nine
cities
® Bellingham

© Mount Vernon

® Everett
® Bothell Liberty Lake @

e Federal Way
®Puyallup

®Yakima

Vancouver
L
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The Legislature designated three cities? when it created LIFT, and CERB selected six more® through
a competitive award process.

e The LIFT statute requires each city to establish a Revenue Development Area (RDA).

o An RDA is a geographic area in which the city makes infrastructure improvements and
measures the resulting changes in state and local tax revenue.

o All cities, including those designated by the Legislature, submitted applications to CERB that
outlined the public infrastructure investments and the private development they expected.

o Eight cities are actively participating. Vancouver has not received a state contribution and has
not dedicated funds to public infrastructure in its RDA.

Exhibit 1.2: Click arrows to view information about each RDA
Source: LIFT applications submitted to CERB.

Each city may receive its state contribution for either 25 years or until the program expires in 2044,
whichever is sooner. Each city chooses when it will impose the LIFT tax and begin receiving the
contribution. Mount Vernon began receiving funds in fiscal year 2020.

If each city receives its maximum state contribution each year through 2044, the total state
contribution will be $184.4 million.

Exhibit 1.3: LIFT tax distributions by fiscal year (dollars in millions)

2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019 | All Years

Bellingham $1.0 $10 $1.0 $1.0

Bothell $1.0 $10 $1.0 $10 $1.0 $5.0
Everett $05 $03 $0.8
Federal Way $1.0 $10 $10 %09 $1.0 $1.0 $5.9

2Bellingham, Vancouver, and Liberty Lake

3Bothell, Everett, Federal Way, Mount Vernon, Puyallup, and Yakima
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City 2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019 | All Years

Liberty Lake $04 $06 $10 $10 $1.0 $10 $10 .0 1.0 $8.0
Mount Vernon $-
Puyallup $10 $10 $1.0 $10 $1.0 $10 $10 %10 %10 $9.0
Yakima $06 $0.1 $10 $10 %10 %09 %10 %10 $6.7
All Cities $18 $23 $21 $5.0 $6.0 $60 $58 $6.5 $6.3 $41.4

Source: JLARC staff summary of Office of the State Treasurer local tax distribution data.
Notes: Mount Vernon began receiving funds in fiscal year 2020. Sums may not equal totals due to rounding.

Cities spent $165.9 million in public funds on infrastructure
improvements through LIFT

As of the end of 2018, seven cities had spent $165.9 million for infrastructure in their RDAs. This
total includes a portion of the $41.4 million state contribution. Cities do not need to spend the state
contribution in the same year it is received.

e Infrastructure projects include transportation (building roads, roundabouts, intersections, and
sidewalks), improving sewer and water systems, and creating parks.

e Transportation projects account for 75% of the amount spent ($124.0 million).

Exhibit 1.4: Transportation projects account for most of the infrastructure
improvements
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$0.8M

BELLINGHAM sza.1M
sorwe.. | -
EVERETT $12M | $4.6M s19.4m [P
$0.8M
TOTAL
FEDERAL WAY $6.9M
$1.5M
TOTAL
LIBERTY LAKE $5.8M $7.3M
MT. VERNON No reported spending.
$0.7M $1.8M
$0.1M $0.8M HARIES
: T OTAL SEWER/WATER

Source: JLARC staff analysis of city annual reports and data.

The cities may have invested other state funds in the RDAs (e.g., grants awarded by the
Transportation Investment Board). Those funds are not included in the $165.9 million total because,
under statute, they are not eligible to be counted in cities' matching contributions.
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REPORT DETAILS

2. Economic activity increased in the designated areas

Economic activity in most of the designated areas grew
more quickly than in the parts of cities outside the areas. It
is unknown how much activity is attributable to LIFT.

Employment grew faster in seven RDAs than the cities' non-RDA
areas

JLARC staff analyzed employment data from the Employment JLARC staff compared activity in
Security Department (ESD). Taken together, employment in seven ;Zi;iﬁ;?;;:’g:::;ﬁ '\‘Afi't’ﬁ;"ed
of the active Revenue Development Areas (RDAs) increased by the city (the non-RDA area)
2,276 jobs (10.9%) from 2013 to 2018. If these RDAs had grown at
the same rate as the cities' non-RDA areas, they would have added
1,173 jobs — a difference of 1,103 fewer jobs. In Puyallup, the city's '

non-RDA areas outperformed the RDA. If the Puyallup RDA had NON-RDA AREA
grown at the same rate as the non-RDA areas, it would have added

2,801 jobs. Instead, it added 524.

RDA

CITY BOUNDARY

e Accommodation & food services accounted for 46% of
employment growth in the RDAs. Health care and social assistance accounted for 28%.

o Employment data does not represent all changes in employment. ESD data cannot capture
employment from development or construction firms that worked in an RDA but are not
located there. JLARC staff used economic modeling to estimate the short-term employment
changes from increased construction spending in the RDAs (section 3).

Exhibit 2.1: Employment growth in 7 out of 8 RDAs outpaced growth in the
cities' non-RDA areas

Revenue Development Area (RDA)

City (excluding RDA) 59%
27%
19% 7%
2 (11%
2%
— 2% [ 5% |
Bellingham Bothell Everett Federal Way  Liberty Lake Mount Vernon Puyallup Yakima

Source: JLARC staff analysis of Employment Security Department unemployment insurance data, 2013-2018.
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Other key economic indicators also show faster economic growth
in RDAs overall, though there is some variation for individual RDAs

JLARC staff analyzed excise tax, property tax, property value, permitting and business licensing data
provided by the sponsoring cities, county assessors, and the Department of Revenue (DOR). Time
periods for analyses vary based on data availability.

e Wages grew by an average of $9,200 in the RDAs compared to $7,800 in cities' non-RDA
areas. The average wage in the RDAs ($44,600) is still lower than in the non-RDA areas
($58,100).

e Estimated taxable sales in the RDAs increased from $978 million in 2013 to $1.34 billion in

2018, an increase of 39%. By comparison, taxable sales in the cities' non-RDA areas increased
30%.

e Private new construction in the RDAs totals $615 million since 2009.

o The value of new construction in the RDAs appears to have grown faster than the cities'
non-RDA areas. The new construction value is 42% of the total assessed original property
value in the RDAs, as estimated in the cities' applications. In contrast, new construction
represents 14% of the original assessed value of the cities' non-RDA areas.

o Examples of major new private construction include commercial buildings and
manufacturing facilities (Bellingham), housing (Bellingham, Bothell, Everett, Liberty Lake,
Puyallup, Federal Way), a hotel (Federal Way), and senior centers (Puyallup).

e Taxable property values increased by 97.1% in the RDAs from 2008 to 2019, while values in
the cities' non-RDA areas grew by 56.2%.

o Local property tax revenues increased by $1.9 million (75%) over this period, while state
property tax revenues increased by $4.5 million (147%). Part of the increase in state
property tax revenues is due to an increase in the state school levy.
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Exhibit 2.2: For some economic indicators, individual RDAs grew more than the
cities' non-RDA areas

= RDA outperformed cities’ non-RDA areas

Private New Taxable Property

Taxable Sales .
Construction Values

Total for all RDAs

Bellingham RDA

Bothell RDA

Everett RDA

Federal Way RDA

Liberty Lake RDA

Mount Vernon
RDA

Puyallup RDA

Yakima RDA

Source: JLARC staff analysis of Department of Revenue excise tax data, property value data from county assessors.
JLARC staff used business location data to allocate sales from DOR's data to each RDA based on the number of locations
for each business. Businesses that made sales into the RDA, but that do not have a physical location inside the RDA, are
not captured in the data.

LIFT is one of many factors that affect economic activity

While JLARC staff were able to measure changes in economic activity, there is no feasible method
to determine the extent to which LIFT drove those changes. There are many other factors that can
affect economic activity in the RDAs.

¢ Regional and national economic conditions, such as employment and interest rates, can
influence business and consumer decisions.
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¢ Local business decisions. For example, newspapers reported that Weyerhauser moved about
700 employees from its headquarters in Federal Way to Seattle. This may have reduced the
city's employment growth outside the RDA. As a result, employment growth within the RDA
appears higher relative to the city.

¢ Non-economic factors, such as the size and composition of each RDA. For example:

o Liberty Lake's RDA is a greenfield site that was primarily owned by one developer. Itisin a
new city* that more than doubled its population between 2000 and 2010. The economic
activity, which was mostly construction of new houses and condos, faced relatively few
constraints and had significant consumer demand.

o Yakima faced a different set of factors. Its RDA is an old industrial site in a city with
population growth that has been lower than in the state as a whole. The site requires
significant environmental remediation and deed restrictions prohibit certain kinds of
development. Those factors mean that it may take more time for private development to
occur, limiting near-term economic activity in the RDA.

Another example, noted in the first paragraph of this section, is employment in Puyallup.
Employment in the City of Puyallup's non-RDA areas grew 27%. Employment in the RDA grew 5%.
Factors other than LIFT most likely contributed to the comparatively lower employment growth in
the RDA.

Cities use a variety of programs and funding sources, in addition to
LIFT, to stimulate economic development

In addition, cities that participate in LIFT have used a variety of tools that affect economic
development in the RDAs.

o Community Revitalization Financing. Liberty Lake's RDA overlaps with a designated tax
increment area through the Community Revitalization Financing program (RCW 39.89), which
uses local taxes to finance public improvements.

e Opportunity Zones. All or part of the RDAs of Bellingham, Everett, Federal Way, Mount
Vernon, Vancouver, and Yakima lie in Opportunity Zones. These are designated areas that
provide federal tax incentives to investors who fund businesses in those areas.

o Property tax preferences. RDAs in Bellingham, Everett and Federal Way partially overlap with
areas targeted for residential development incentives through the Multifamily Property Tax
Exemption (RCW 84.14).

¢ Environmental cleanup. Bellingham, Everett, and Yakima have conducted major environmental
cleanup projects in their RDAs under the Model Toxics Control Act and other programs. These
funds help stimulate economic development because they can lower costs and decrease risk
for private developers who build there.

4Liberty Lake incorporated in 2001
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o Transportation Benefit Districts. LIFT RDAs in Bellingham, Bothell, Everett, Liberty Lake,
Mount Vernon, Vancouver, and Yakima have overlapped with Transportation Benefit Districts.
These districts provide additional revenue for transportation improvements.

In some RDAs, LIFT financing is part of larger redevelopment plans, complicating efforts to isolate
the effect of LIFT. For example, Bothell redeveloped its main street and made other improvements
in the RDA in addition to the LIFT-funded transportation projects. It used other funding sources to
fund those improvements, including grants and loans through the state capital budget.

REPORT DETAILS

3. Models can estimate short-term impacts

Economic models estimate a range of short-term job
impacts from LIFT-related construction. Sufficient data does
not exist to allow accurate modeling of long-term impacts.

JLARC staff used an economic modeling tool to estimate the impact of LIFT infrastructure
construction. The tool uses input-output models to estimate the interaction between industries
and geographies. The models are combined with mathematical equations to estimate how private
industry, consumers, and state and local governments respond to changes over time. See
Appendix A for more detail.

Models suggest LIFT may have had a range of effects on short-term
job growth

JLARC staff modeled three scenarios. Each has different assumptions about the extent to which
LIFT led to local public infrastructure investment. The assumptions are modeled as increased local
public construction spending and decreased state government spending.

e The results are presented as the average annual change in the number of jobs since 2007,
which is the first year that cities reported infrastructure spending. Impacts range from a loss of
60 jobs to a gain of 300 jobs.

¢ In each model scenario, jobs include direct construction employment, employment in other
industries that provide goods and services to the construction industry, and the effects of
workers spending their earnings on goods and services.

o These scenarios are intended to illustrate a range of potential effects. There is no way to
conclusively determine which—if any—of these scenarios is most accurate.
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Scenario 1: LIFT caused cities to spend the state contribution on infrastructure
construction. State spending was reduced by the amount of the state
contribution provided to cities.

Result: Net loss of 60 jobs.

In this scenario, the state economy loses an SCENARIO 1

average of 60 jobs per year. Increases in Construction 14

construction industry jobs do not offset job
State and Local

losses in government or other industries. The Government
counties in which the cities with active RDAs All Other o4
Industries

are located (LIFT counties) lose 30 jobs. Non-
TOTAL: -60

Source: JLARC staff analysis of REMI Tax Pl+ model results.
Sum does not equal total due to rounding.

Results are average annual change in jobs since 2011, the
first year of the state contribution.

LIFT counties lose 31 jobs (sum does not equal
60 due to rounding).

Scenario 2: LIFT caused all reported infrastructure construction. State
spending was reduced by the amount of the state contribution provided to
cities.

Result: Net gain of 216 jobs.

This scenario reflects the actual amount SCENARIO 2
invested in LIFT infrastructure projects through
2018. It assumes cities would not have made

the investments without the state funding. It -12
also assumes that there is not enough tax
revenue in the RDAs to offset the amount
transferred to cities, so state spending is TOTAL: 216

reduced. Source: JLARC staff analysis of REMI Tax Pl+ model results.
Sum does not equal total due to rounding.

In this scenario, the increased construction

spending by cities outweighs the negative effect of reduced state spending. Overall, the state
economy gains an average of 216 jobs per year. LIFT counties gain 214 jobs. Non-LIFT counties
gain 3 jobs (sum does not equal 216 due to rounding).
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Scenario 3: LIFT caused all reported infrastructure construction, and state
spending was not reduced.
Result: Net gain of 300 jobs.

Like Scenario 2, this scenario reflects the actual SCENARIO 3
amount invested in LIFT infrastructure projects
through 2018 and assumes cities would not
have made the investments without the state
funding. Unlike Scenario 2, it also assumes that
tax revenues from the RDAs fully offset the

amount transferred to cities. TOTAL: 300
Source: JLARC staff analysis of REMI Tax Pl+ model results.

The increased construction spending results in
an average statewide increase of 300 jobs per year. LIFT counties gain 276 jobs. Non-LIFT counties
gain 24 jobs.

Determining the long-term impact of infrastructure improvements
requires specific and accurate data that does not exist

Infrastructure improvements have benefits beyond short-term construction spending. For example,
building a parking garage may increase demand for local retailers. Building a city park may
encourage more people to move to that city. Widening a road may decrease commute times and
lower transportation costs for businesses. These changes have economic effects.

However, economists emphasize that the impact of any infrastructure project depends on its
specific characteristics, goals, and success in meeting those goals. For example, a project may have a
goal to improve economic output by widening local roads in order to reduce traffic congestion.
However, widening a road that is lightly used may have negligible economic benefits.

Since 75% of LIFT projects were transportation-related, JLARC staff consulted with economists and
staff of the Washington State Department of Transportation on methods to estimate the long-term
impact of the transportation infrastructure projects reported by cities. Analyzing the potential
benefits of a transportation project requires specific and extensive data such as measuring changes
in traffic volume, alternative routes, and injuries from accidents. These characteristics are not
generalizable between projects. Project-specific measures customized to the local characteristics
and improvement goals would be necessary to accurately estimate impacts.

This type of project-specific data needed to create estimates for the LIFT-related projects does not
exist.
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REPORT DETAILS

4. Insufficient evidence to recommend expansion

Given the challenges in attributing economic activity to
LIFT, it is unlikely there will be sufficient evidence to
recommend whether to expand the program to other cities

Statute directs JLARC to review the Local Infrastructure Finance Tool (LIFT) every five years until it
expires in 2044. Further, in 2028, JLARC must recommend whether the program should be
expanded statewide. The recommendation must estimate the impact of an expansion on the state's
economic development.

Sufficient data for recommendation analysis is unlikely

Even with more years of currently available data to evaluate, it is unlikely there will be sufficient
evidence to recommend whether to expand the program statewide in 2028. As noted in this report,
LIFT is one of many factors that affects economic activity. Experts indicate that the reliable, project-
specific data needed to estimate economic impacts is unlikely to be available.

JLARC staff considered a variety of methods to attribute economic effects to
LIFT

JLARC staff consulted economic literature and economic development experts about possible
methods to identify specific long-term effects of the LIFT program.

Method Challenges

Compare outcomes in The Community Economic Revitalization Board chose applicants based on

actual RDAs to outcomes perceived likelihood and magnitude of the impact of the proposed

in unsuccessful proposed projects. This introduces uncontrollable selection bias.

RDAs. Further, there were few unsuccessful applicants, limiting the number of
comparison locations. There is no data on the geographic boundaries of
the unsuccessful Revenue Development Areas, limiting our ability to
isolate economic changes in those areas.

Apply studies of other Economic development literature and experts emphasize that
infrastructure infrastructure impacts are inherently location-specific. They advise against
improvement programs to generalizing economic impacts from one project to another, even if the
LIFT. underlying improvement is similar.

Apply models of As noted in section 3, the data required is not available for the LIFT cities'
transportation-specific transportation projects.

benefits.

(75% of LIFT spending is
transportation-related)
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Legislature supports other programs that fund public infrastructure

The Legislature has a number of other avenues that also assist cities with infrastructure financing.

The Community Economic Revitalization Board, Public Works Board, Transportation Investment

Board, and Local Revitalization Financing program all support local infrastructure projects. Those

programs awarded more than $320.4 million in the 2017-19 biennium. The Legislature also

appropriates money directly for certain infrastructure projects through the capital and

transportation budgets.

Even with these other funding programs, the currently participating cities report that they rely on
the LIFT revenue stream. For example, Bothell's bond contracts identify LIFT revenue as the

payment stream. Other cities also have proposed offering bonds based on LIFT payments. Cities

have structured long-term budgets around anticipated LIFT revenue.

REPORT DETAILS

5. Excess payments & incomplete information for

monitoring

Cities' reporting errors and a lack of state oversight led to
potential excess payments and incomplete information for

monitoring projects

Each city must submit an annual report that is used to inform the
Legislature and determine the state contribution

Statute directs each city to submit an annual report to
the Community Economic Revitalization Board (CERB)
and the Department of Revenue (DOR). CERB uses the
information as the basis for its biennial LIFT report to
the Legislature and public. DOR uses the information to
calculate state contributions to cities.

State contribution formula is complex and
errors can lead to excess payments

The cities must use a series of complex calculations to
estimate the increases in state property and excise tax
revenue in the Revenue Development Area (RDA). They
report the information in the annual report.

20-04 Final Report | Local Infrastructure Financing Tool (LIFT)

The focus of this evaluation is to
identify LIFT's potential economic
impacts. In the course of reviewing
annual reports for economic
information, JLARC staff tested the
reliability of the information. We
uncovered errors and overestimates
discussed in this section. We notified
the cities, CERB and DOR about

these errors for their follow up to

improve information reported in the

future.
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DOR uses information about property and excise tax revenues to calculate the state contribution

for each city. The formula is set in statute. It is complex, but the basic principle is that the city will

receive the lowest of four amounts:

$1 million.
The maximum award set by CERB ($500,000 or $1 million).
The increase in state property and excise tax revenues in the RDA.

Local revenue dedicated to or spent on projects in the RDA.

Example of how calculation errors could lead to excess payments: If a city had a maximum award of
$1 million, increased RDA tax revenues of $900,000 and $1.5 million in local spending, then it
should receive $900,000 (the lowest amount). If the tax revenues were overestimated as $1.1

million, then the city would receive $1 million.

More detail about the state contribution formula is in

Calculation errors by cities are common and DOR does not verify
the accuracy of the information submitted

JLARC staff reviewed the cities' reports and found they frequently made these types of calculation

errors:

1. Overestimating property tax revenues. Data to estimate property tax revenue is available, but

it requires a series of complex calculations. Errors include counting tax-exempt properties in
the estimates. Six cities have overestimated these revenues at least once. In total, cities
estimated that state property tax revenue increased by $12.1 million since they began
receiving LIFT tax funds. JLARC staff independently estimated that the increase is $6.1 million.

Overestimating excise tax revenues. Due to the way excise tax data is collected, cities must
estimate how much can be attributed to the RDA. They have developed different ways to do
so, but JLARC staff identified errors in estimating methods. For example, one city reported the
total increase in revenues since 2007, not the annual increase. As a result, its reports appear to
overestimate state excise tax revenues by millions of dollars. In total, cities estimated that
state excise tax revenue increased by $216.7 million since they began receiving LIFT tax funds.
JLARC staff independently estimated that the increase is $32.6 million.

Including ineligible expenses in the local funds calculation. LIFT may be used only for certain
public improvements, such as road construction and park facilities, that are in a city's Revenue
Development Area (RDA). One city reported costs related to attempts to recruit a private
business to locate in the RDA. While these costs are related to economic development in the
RDA, they are not eligible public improvements as defined by statute.
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Absent DOR guidance to the cities, each city has used a different method to estimate state tax
revenues. DOR does not verify the accuracy of city-reported information.

JLARC staff calculate there were $14 million in potential excess
state contributions due to cities' overestimates

JLARC staff independently estimated state contributions® for each city and fiscal year. This
approach identified $14 million in potential excess distributions to eight cities. For example:

e In 27 instances, a city's overestimate may have led to an excess state contribution.

¢ Inone instance, DOR distributed $886,060 to a city that reported spending $820,231, an
excess contribution of $65,829.

A 2013 law states that DOR's state contribution determination is final and allows corrections only if
reported infrastructure spending was inaccurate. Since most errors identified by JLARC staff are
overestimates of state tax revenues, most excess contributions cannot be recouped. DOR states
that it is not responsible for verifying the accuracy of information provided by the local government
in its annual LIFT reports.

Future risk of excess payments will decrease

Two statutory features help mitigate the risk of future excess payments. First, the property and
excise tax formulas use the highest amount calculated in any year since the beginning of the LIFT
program. This means the formula effectively ignores any decreases in state tax revenues and does
not adjust downward when increases are less than the “record high.” Second, a 2018 legislative
change now allows cities to "carry forward" infrastructure spending from previous years. Before
2018, the state contribution was limited to the amount of local revenue the local jurisdiction
dedicated to LIFT infrastructure projects in the previous calendar year.

Annual report form lacks detail and is unclear, leading to
inconsistent data

The annual report form lacks the detail needed to assess compliance with statute, such as the type
or location of public improvements. The instructions are unclear and, in some cases, conflicting.

Five cities told JLARC staff they were unsure how to complete parts of the annual reporting form
and comply with the statutory reporting requirements. As a result, each city has developed its own
method of reporting, including how to calculate revenues, how to categorize spending, and where
on the form to report certain information.

Although CERB created the form, neither DOR nor CERB provide training on reporting
requirements, and statute does not direct them to do so. While CERB provided technical assistance
in 2006 through 2008, neither agency currently provides reporting guidance except upon request.

50Other approaches may estimate higher or lower excess contributions
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REPORT DETAILS

Appendix A: Using REMI to model short-term job impacts

REMI analysis shows a wide range of possible outcomes
from short-term construction spending

JLARC staff used Regional Economic Models, Inc.'s (REMI) Tax Policy Insight Multi Region model
(Tax-PI MR) to model three scenarios that illustrate potential employment impacts of the LIFT

program.

This technical appendix provides background detail and supporting information for the JLARC staff

analysis that led to the results summarized in section 3.

This appendix is divided into three sections:

1. explains what the REMI Tax-Pl MR model is, and how and why it is used.

2. details how JLARC staff set up the Tax-Pl MR program and modeled
scenarios to reflect the range of possible results.

3. shows the employment changes resulting from each scenario

at the county level.

REMI Overview

JLARC staff used REMI's Tax-Pl MR software (version 2.3) to model the economic impacts of LIFT
funding. REMI software is used by approximately 30 state governments and dozens of private

sector consulting firms, research universities, and international clients.

Model is tailored to Washington and includes government sector

Tax-PlI MR is an economic impact tool used to evaluate the fiscal, economic, and demographic
impacts of policy changes at the state and county levels. The software includes various features that
make it particularly useful for analyzing the economic and fiscal impacts of tax policies such as LIFT.

e Tax-PlI MR uses economic and demographic data from federal government agencies such as
the U.S. Census Bureau, U.S. Energy Information Administration, the Bureau of Labor
Statistics, and the Bureau of Economic Analysis. REMI staff consulted with staff from the
Office of Financial Management (OFM) and customized a model to reflect Washington's
economy.
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¢ The model contains 70 industry sectors, based on the North American Industry Classification
System (NAICS) codes.

¢ Tax-PlI MR includes state and local government as a sector. This permits users to see the
trade-offs associated with tax policy changes. For example, users can model the effects on
Washington's economy from both increased expenditures by businesses due to a tax
preference, along with decreased spending by government due to the associated revenue loss.

e For current revenue and expenditure data, users can input information to reflect their state's
economic and fiscal situation.

Model simulates the direct, indirect, and induced impact of a policy change

The Tax-PlI MR model accounts for the direct, indirect, and induced effects as they spread through
the state's economy, which allows users to simulate the full impact of a policy change over time.

o Direct effects are industry specific and capture how a target industry responds to a particular
policy change (e.g., changes in industry employment following a change in tax policy).

o Indirect effects capture employment and spending decisions by businesses in the targeted
industry's supply chain that provide goods and services.

¢ Induced effects capture the in-state spending and consumption habits of employees in
targeted and related industries.

The Tax-Pl MR model produces year-by-year estimates of the total statewide and county effects of
a tax policy change. Impacts are measured as the difference between a baseline economic and
revenue forecast and the estimated economic and revenue effects after the policy change.

Model includes economic, demographic, and fiscal variables

The Tax-Pl MR model is a macroeconomic impact model that incorporates aspects of four major
economic modeling approaches: input-output, general equilibrium, econometric, and new economic
geography. The foundation of the model — the inter-industry matrices found in the input-output
models — captures Washington's industry structure and the transactions between industries.
Layered on top of this structure is a complex set of mathematical equations used to estimate how
private industry, consumers, and state and local governments respond to a policy change over time.

e The supply side of the model includes many economic variables representing labor supply,

consumer prices, and capital and energy costs with elasticities for both the consumer and
business sectors.

¢ Regional competitiveness is modeled via imports, exports, and output.

e Demographics are modeled using population dynamics (births, deaths, and economic and
retirement migration) and includes cohorts for age, sex, race, and retirement.
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¢ Demographic information informs the model's estimates for economic consumption and labor
supply.

¢ The dynamic aspect comes from the ability to adjust variables over time as forecasted
economic conditions change.

While the model is complex and forecasting involves some degree of uncertainty, Tax-Pl MR
provides a tool for practitioners to simulate how policy and the resulting industry changes
affect Washington's economy, population, and fiscal situation.

Modeling LIFT using REMI

Before running modeling scenarios, users must customize the model by inputting information about
the state's budget. JLARC staff created budget and revenue assumptions in the model using
revenue estimates from the Economic and Revenue Forecast Council (ERFC) and budgeted
expenditures from the Legislative Evaluation and Accountability Program (LEAP) Committee. This
results in a baseline economy, which allows comparison between different modeled scenarios.

Because Tax-PI MR is a forecasting tool, the ability to model policy changes from past years is not
built in. To account for this, REMI staff advised JLARC staff on a method to adjust baseline
assumptions for employment and population, setting 2018 levels to reflect the economy and
population in 2007.

Detailed Assumptions and Results

LIFT provides state government funds for infrastructure construction. The corresponding Tax-Pl MR
policy variables are state government spending and construction industry sales. Within the
construction industry, there are three sub-industries: transportation, other non-residential
construction, and residential construction. JLARC staff, with the help of the cities, categorized each
construction project as either transportation or other non-residential construction (LIFT does not

fund residential construction).

State LIFT contributions from FY 2011 (the first year of contributions) through FY 2018 totaled
$35.1 million. We used that figure as the state government spending policy variable. Although the
FY 2019 LIFT contribution amounts were available, we excluded them in order to align with the
reporting cycle of the cities' infrastructure investments. The most recent reported data was CY
2018. We allocated the reduction in state government spending across all counties using the
amount of the state general fund each county receives, as reported by the Office of Financial

Management.

JLARC staff selected the change in number of jobs as the result to display.
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Reading and using the table

e Six counties are listed in the table: King (which had two RDAs), Pierce, Snohomish, Spokane,
Whatcom and Yakima. They had active RDAs with public construction spending from CY 2007
to 2018.

o Two counties - Clark and Skagit - had RDAs that did not have any public construction
spending. Results for those counties are reported along with the 31 other counties that do not
have RDAs.

¢ Use the buttons on the left side of the graphic to select a scenario to display.

Exhibit Al: Assumptions and results for modeled scenarios

Use the buttons to select a scenario. Descriptions are in the text below.

Scenario 1: LIFT caused cities to spend the state contribution on infrastructure
construction. State spending was reduced by the amount of the state
contribution provided to cities. Result: Net loss of 60 jobs.

Assumptions: the state contributed $35.1 million to cities and as a result:

o Construction sales increased by $35.1 million compared to the baseline. This increase took
place in the counties with LIFT projects, and was split between transportation and other non-
residential construction based on actual spending data from the cities.

e LIFT did not cause any other infrastructure investment. This scenario assumes that the local
government spending would have occurred in the absence of LIFT.

o State spending decreased by $35.1 million compared to the baseline. This reduction was
spread across all counties based on Office of Financial Management (OFM) estimates of state
government spending in each county.

Results: In this scenario, the state economy loses an average of 60 jobs per year from 2011-2018,
the time period in which cities received LIFT distributions. Increases in construction industry jobs do
not offset job losses in government or other industries.

Scenario 2: LIFT caused all reported infrastructure construction. State
spending was reduced by the amount of the state contribution provided to
cities. Result: Net gain of 216 jobs.

Assumptions: the state contributed $35.1 million to cities and as a result:

o Construction sales increased by $165.9 million compared to the baseline. That is the amount
that local governments reported spending on infrastructure construction in the RDAs. This
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increase took place in the counties with LIFT projects, and was split between transportation
and other non-residential construction based on actual spending data® from the cities.

o State spending decreased by $35.1 million compared to the baseline. This reduction was
spread across all counties based on Office of Financial Management (OFM) estimates of state
government spending in each county.

Results: Overall employment is an average of 216 jobs higher compared to the baseline from 2007-
2018, the time period in which cities have made infrastructure investments.

Scenario 3: LIFT caused all reported infrastructure construction, and state
spending was not reduced. Result: Net gain of 300 jobs.

Assumptions: the state contributed $35.1 million to cities and as a result:

o Construction sales increased by $165.9 million compared to the baseline. This increase took
place in the counties with LIFT projects, and is split between transportation and other non-
residential construction based on actual spending data from the cities.

o New economic activity in the RDAs increased enough to generate $35.1 million in new state
tax revenues. That new tax revenue offset the state contribution so there was no net decrease
in state government spending.

Results: Overall employment is an average of 300 jobs higher compared to the baseline from 2007-
2018, the time period in which cities have made infrastructure investments.

REPORT DETAILS

Appendix B: Applicable statutes
RCW 39.102

Linked is RCW 39.102 as published June 2020.

6The city of Bothell reported an additional $100 million in spending on other projects within its RDA on its annual
reports. For this analysis, JLARC staff considered only the spending related to the Crossroads project, for which the
city dedicated all LIFT funding to servicing bonds.
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RECOMMENDATIONS & RESPONSES

Legislative Auditor Recommendation

The Legislative Auditor makes one recommendation to
improve the accuracy and consistency of information
reported

Cities' reporting errors and a lack of state oversight led to potential excess payments and unreliable
data in biennial reports to the Legislature. JLARC staff identified three contributing factors: an
unclear annual reporting form, differences in cities' tax revenue calculations, and a lack of training.

The law directs DOR and CERB to periodically evaluate program implementation. JLARC's 2013
report on the LIFT program recommended the agencies identify program improvements. The
agencies responded that they had no specific improvements to suggest.

Recommendation: The Department of Revenue and the Community
Economic Revitalization Board should work with participating cities
to clarify the annual reporting form, standardize calculation
methods, and provide training and/or instructions to avoid
reporting errors.

In consultation with the participating cities, DOR and CERB should take the following steps to
improve reporting and reduce the risk of excess payments:

1. Revise the annual reporting form template to clarify the information cities should report in
each cell or question.

2. Propose standard methods for the cities' calculations of property tax and excise tax allocation
revenues.

3. Determine what training or instructions would be useful for city staff to understand and
comply with reporting requirements.

Legislation Required: No

Fiscal Impact: We anticipate that the agencies can use existing resources to revise the
reporting form and propose calculation methods. The agency should
determine what training can be done within existing resources and what

additional actions could be implemented with more resources.

Implementation Date: In advance of the 2022 reporting cycle
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The Department of Revenue and the Community Economic Revitalization

Agency Response:
gency P Board partially concur with the recommendation.

The Association of Washington Cities coordinated a response with nine
impacted cities. As a collective, they concur with the recommendation. In
addition to this, we also received specific letters from the cities

of Everett, Bothell, and Liberty Lake.
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RECOMMENDATIONS & RESPONSES
Department of Revenue

STATE OF WASHINGTON
DEPARTMENT OF REVENUE
OFFICE OF THE DIRECTOR

PO, Box 47454 - Tumwater, Washengton 98504 7454 - (360) 5341600 - FAX [360) 5321606

June 18, 2020

TO: Keenan Konopaski, Legislative Auditor
Joint Legislative Audit and Review Committee

FROM: VikkiSmith  (LAA el

Director

SUBJECT:  Formal agency response to JLARC Preliminary Report
Local Infrastructure Financing Tool

Thank you for the opportunity to respond to the Joint Legislative Audit and Review Commuttee (JLARC)
preliminary report titled: “Local Infrastructure Financing Tool (LIF1).™

We appreciate JLARC's efforts to continuously review and analyze the state’s various tax programs and
preferences. Informed discussion about the onginal intent, assumptions and requirements of current tax
programs, such as LIFT, and legsslative debate about their contimung cftectivencss and relevance, can
help state government maintain a fair and equitable tax system.

We appreciate your tecam’s thorough analysis of the LIFT program and ofter the following response to the

Legislative Auditor recommendation and also some additional comments on other report items that
pertain to the Department of Revenue on the following pages.
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Department of Revenue

Keenan Konopaski
Junc |8, 2020
Page 2

RECOMMENDATIONS & RESPONSES

RECOMMENDATION

AGENCY
POSITION

COMMENTS

The Department of Revenue and the
Community Economic Revitalization
Board should work with
participating cities to clanfy the
annual reporting form. standardize
calculation methods, and provide
training and/or instructions 1o avoid
reporting erross.

In consultation with the participating
cities, DOR and CERB should take
the following steps to improve
reporting and reduce the risk of
£XCCSS payments:

. Revise the annual reporting form
template to clarify the
mnformation cities should report
m cach cell or question,

2. Propose standard methods for
the cities” calculations of
property tax and exeise tax
allocation revenucs.

3, Determine what training or
instructions would be useful for
city staff to understand and
comply with reporting
requirements,

Legsslation Required: No

Fiscal Impact: We anticipate that the
AZEACICH CAN USC CXISTING TCSOUICEs
to revise the reporting form and
propose calculation methods. The
agency should determine what
training can be done within existing
resources and what additional
actions could be implemented with
IMOrE FESOURCes.

Implementation Date: In advance of
the 2022 reporting cycle

The Department of
Revenue partially
concurs with this
recommendation,

We agree that working with
participating citics to clarify the annual
reporting form and provide training
and/or instructions to minimize
reporting errors is reasonable and
would be beneficial.

We believe that we can do this within
existing resources

Given the current budget situation and
uncertainty regarding potential staffing
cuts for the agency. we do not know if
proposing a standardized calculation
method that all citics would use is
something we will be able to do within
existing resources and in the time
frame indicated. [f we are able to work
collaboratively with JLARC staff,
CERB and the cities and use the
JLARC approach for the proposed
standardized calculation method, then
this will likely be possible. However,
if the citics reject the JLARC approach
or it is otherwise dismissed, we do not
believe we will have the resources 1o
develop an alternative calculation
methodology,

We also want to note that we lack
authority to require the citics to usc a
standardized calculation method, If
cines refuse, reporting crrors may still
occur.

We believe this process would be more
beneficial if legislation were passed to
mandate that cities etther use the
standardized calculation method
developed by JLARC staff or work
together to develop an altemative
approach they will all commit to usc.
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RECOMMENDATIONS & RESPONSES

Department of Revenue

Keenan Konopask:
June I8, 2020
Page 3

We would also like to provide a response to the following.

Legislative Auditor Comment:

The Department of Revenue (DOR) does not verify information, and may have distributed $14
million more than cities should have received. DOR and the Community Economic Revitalization
Board (CERB) receive cities’ reports on economic and project activity. While CERB provided
technical assistance in 2006 through 2008, neither agency currently provides reporting guidance
except upon request, Further, neither agency verifies data accuracy,

The Department is not required by law, or even expressly authorized by law, to verify the accuracy of the
information provided in annual LIFT reports submitted by sponsoring local governments. However, the
Department 18 required (o
e Assist local governments, when requested by a local government, with sales and use tax
cstimates provided in reports, (RCW 39,102, 14((3)); and [emphasis added|
e Adjust statc contnbutions accordingly, ifa discrepancy is found between the amount of dedicated
local funds reported and the actual local funds dedicated (RCW 82, 14.475(11)

Additionally, if actual dedicated local funds are misreported, and the discrepancy is brought 1o the
Department's attention, the Department will adjust the state contribution accordingly. However, this
discrepancy is something that would likely need to be brought to our attention by another entity such as
the state auditor or local government.

We appreciate the opportunity to review and provide comments on the report and JLARC's

recommendations. We continue to recognize the importance of consulting with state agencies that would
be affected by possible changes 1o tax program statutes
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RECOMMENDATIONS & RESPONSES

Community Economic Revitalization Board

INVESTING IN WASHINGTON'S ECONOMIC FUTURE

Community Economic Revitalization Board
1011 Plum Street Southeast « PO Box 42525 « Olympia, Washington 98504-2525 « (360) 725-3151

June 19, 2020

Via email: keenan. konopaski@leg.wa.gov

Keenan Konopaski, Legislative Auditor
Joint Legislative Audit & Review Committee

Dear Mr, Konopaski,

Thank you for the opportunity to review and comment on the Joint Legislative Audit and
Review Committee’s (JLARC) 2020 Study on the Local Infrastructure Financing Tool (LIFT)
Program.

The Community Economic Revitalization Board (CERB) appreciates the efforts of JLARC to
review and thoroughly analyze LIFT. CERB welcomes informed discussions about the original
intent and assumptions underlying the LIFT structure to help state government evaluate the
effectiveness of tax increment financing.

CERB partially concurs with the report findings. CERB will meet with Department of Revenue
{DOR) to identify possible data collection changes to assist in the reporting and administration
of LIFT,

JLARC Recommendation:

The Department of Revenue and the Community Economic Revitalization Board should work
with participating cities to clarify the annual reporting form, standardize calculation methods,
and provide training and/or instructions to avoid reporting errors.

CERB Response
CERB partially concurs with JLARC's recommendation. CERB’s agreement to produce the
activities listed below are contingent on receiving the data collected and the formulas used by
JLARC to come to their conclusions. Once that information received, CERB will coordinate with
DOR to:

e Streamline and update the annual reporting

* Standardize the calculation methods

e Update and streamline reporting instructions
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RECOMMENDATIONS & RESPONSES

Community Economic Revitalization Board

Mr. Konopaski
June 19, 2020
Page 2

o |dentify and develop potential training

CERB also believes it may be more accurate and efficient to remove the job, property tax, and
sales tax reporting function from the participating cities and collect that information directly
from state agencies that already collect that data directly from businesses such as the DOR,
ESD, and L&I. Cities would still need to report on their infrastructure spending and use of
funds.

CERB is a consistent and reliable resource that our communities use for economic development
infrastructure funding. Economic development projects require creativity and flexibility when
putting together funding packages. CERB believes that communities need more funding
options for long-term economic development epportunities. CERB supports both the Local
Infrastructure Financing Tool (LIFT) and the Local Revitalization Financing (LRF) programs
receiving future authority. CERB would also like to volunteer to lend our 38-year track record of
successful project financing and be part of future conversations regarding LIFT and LRF.

We thank the JLARC staff for their thoughtful review and strong communication with us
throughout the review process. CERB looks forward to future collaboration with JLARC and DOR
regarding the updates needed for accurate data collection,

if you have further questions, please feel free to contact Janea Delk, Executive Director, at {360)
725-3151 or janea.delk@commerce.wa.gov.

Thank you,

Randy Hayden
CERB Chair

cc: Janea Delk, Executive Director & Tribal Liaison, CERB
Mark Barkley, Assistant Director, Department of Commerce
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RECOMMENDATIONS & RESPONSES
Association of Washington Cities

ASSOCIATION

OF WASHINGTOMN
CiTiES 1076 Frankhin Street SE « Olymipla, WA 985011346

June 18, 2020

Keenan Kenopaski

Legislative Auditor

Joint Legislative Audit Review Committee
via email

Dear Mr. Konopaski,

Thank you and the members of the Committee for the opportunity to respond to the Local Infrastructure
Financing Tool (LIFT) Preliminary Report and Auditor's recommendation. AWC has reached out to the nine
impacted cities to coordinate our response and ensure that it is reflective of their experience and position.

As a collective, we concur with and welcome the recommendation for the Department of Revenue (DOR)
and the Community Economic Revitalization Board (CERB) to work with participating cities to clarify and
standardize the annual reporting form and calculation methods, as well as provide training and instructions
to avoid reporting errors, As mentioned in the report, CERB provided technical assistance between 2006
and 2008; however, neither DOR nor CERB provide reporting guidance except upon reguest.

Impacted cities shared that they find the current reporting form confusing and that more instruction and
improved clarity would be welcome, Additionally, cities reported that some of the requested data is difficult
to ascertain or not available at the city level. Cities recognize and understand the importance of meaningful
data and are open and willing to work with DOR and CERB to improve the reporting process and the
reporting form.

Cities are committed 1o creating strong and diverse economic opportunities for their communities. In
Washington, tools for cities to spur economic development are significantly more limited than other states.
Through investments in public infrastructure, cities can create robust economies and encourage private
development, These public investments are critical, but also very costly, Cities are able to make these
significant investments because of state programs like LIFT.

Because of the state's $41.4 million contribution to these eight projects, cities were able to secure an
additional $165.9 million to invest in public infrastructure, That public infrastructure supports greater
private investment and job creation,

City and state partnerships benefit everyone in Washington. Locally communities benefit from improved
public infrastructure, job opportunities, and reduced blight. The state benefits from the resulting economic

activity provides additional tax revenues that can be used for public programs, The quality of life of
Washington residents is improved when we work together as government bodies.

360.753.4137 -~ 800.562.8981 « wacities.org
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RECOMMENDATIONS & RESPONSES
Association of Washington Cities

ASSOCIATION
OF WASMINGTON

CiTiES 1076 Franklin Street SE « Otympia, WA 985011346

We appreciate the challenges with reviewing the effectiveness of the LIFT program. It is always inherently
difficult to quantify economic development as there are so many factors that come into play. Those factors
include other local investments and decisions to support development as well as things like the state and
national economic situation. While some of these factors are outside of our control, we believe that working
closely with DOR and CERB to reform LIFT reporting will provide the state with data that more clearly
demonstrates the positive econamic effects of the program. We do think that the report clearly shows that
there is a positive impact when the State partners with cities to encourage development. That positive
impact goes beyond the specific project areas and helps drive economic opportunity broadly in our
cemmunities,

Thank you again for the opportunity to provide feedback on the report. | invite you to review the attached
letters from participating cities. If you have any further guestions, please do not hesitate to contact me.

Sincerely,

= Vel
C[vai(d Do clh—
Candice Bock,
Government Relations Director

360.753.4137 « 800.562.8981 « wacities.org
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RECOMMENDATIONS & RESPONSES

City of Everett

=
EVERETT June 11, 2020

WASHINGTON Keenan Konopaski
Leglslative Auditor
Joint Legislative Audit Review Committee
via email

Dear Mr. Konopaski,

Thank you for the opportunity to comment on the Local Infrastructure
Financing Tool (LIFT) Preliminary Report and Auditor's recommendation,
As the AWC noted in its letter, we welcome the opportunity to work with
the Department of Revenue and Community Economic Revitalization
Board to clarify and standardize annual reporting procedures and make
training avallable to ensure that the requirements are fully understood.

The Riverfront development preject, which is the target of Everett's LIFT
grant, has been particularly challenging to move forward, The site
consists of 221 acres along the Snohomish River, 36% of which isa
former landfill. Over the past 30-plus years, Everett has invested more
than SS0 million in pollution remediation, site preparation, wetlands
impravements, and public infrastructure to bring this former blighted
area back into productive use,

The City plans to use the remaining LIFT Grant proceeds to finance a
public shoreline access project, along with public amenities that will
serve that access, Public access on the river in Everett is limited, and this
project will help to expand those opportunities for our community as
well as attract visitors. The commercial portion of the development will
benefit from this Investment as it will help to generate interest and
activity in the area. Without the LIFT grant, the City would not have the
resources necessary to complete the final step of this significant
reclamation effort that is more than three decades in the making,

The report noted the challenge in determining the effectiveness of the
LIFT program, and we agree that quantifying the economic impact is
difficult, That was a concern at the time of the grant award, and we
were instructed to just do our best and report what we could from
Office of the Mayor avallable data, We would lock forward to developing economic
CASSIE FRANKLIN measures that City has the ability to track and communicate to the
Committee going forward.
9 2930 Wetmore Ave,, Ste. 10-A
Eviret, WA D201 Property tax limitations in Washington State have serlously impacted the

e 4252577115 ability of local governments to make investments in Infrastructure that
425.257.8729 fax

G evereltwagov
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RECOMMENDATIONS & RESPONSES

City of Everett

encourage private commercial investment. Without city and state funding partnerships, the
petential to bring such projects to completion would be greatly reduced. We strongly
encourage the Committee to continue to support programs like the LIFT that provide jecal
governments with the critical assistance that is so important to the future of our communities.

ayor, Cassie Franklin

Page2 of 2

hl

20-04 Final Report | Local Infrastructure Financing Tool (LIFT) 34



RECOMMENDATIONS & RESPONSES

City of Liberty Lake

CITY OF LIBERTY LAKE

Administrative Services

June 17, 2020

Keenan Konopask:

Legisiative Auditor

Joint Legisiative Audit Review Committee
via email

Dear Mr. Konopaski,

Thank you and your team for preparing the preliminary report, This is the first report from JLARC that |
have seen that has providing any feedback or guidance on how the LIFT program has been performing
or where there are deficiencies. | appreciate the effort that this took

From my experience here with the City of Liberty Lake, the LIFT program has been very successful
The City of Liberty Lake, Spokane Valley Fire District, and Spokane County Library District have all
made financial contributions into the LIFT for public infrastructure improvements in the RDA that will
succeed in having a long-term impact in the RDA. To date, $12.4 million in public infrastructure has
been constructed in the RDA

The City and other partners have acted cautiously with LIFT funds, choosing to pay for projects on a
reimbursement basis rather than debt service.

We just recently had a large corporation move into the RDA in the last few months that will develop and
expand 55 acres in the RDA.

Ancther project that will greatly increase future sales tax and property tax revenue is a joint venture
project that includes the City of Liberty Lake, WSDOT, and Spokane County to build an overpass over
Interstate 90 that will connect the north part of Liberty Lake to the south improving traffic movement and
increasing public safety. This project has always been pant of the plans within the RDA and is
scheduled for construction within the current state budget. LIFT is included in the funding for this
project and there is interest from private industries on the property once it is completed. Without LIFT,
it is very unhikely that this project would have moved forward

| look forward to working with Department of Revenue and CERB in reviewing and validating the
numbers that have been reported.

22710 ¥ Country Vistn Dinve, Lihenty Lake, Washingion 9%1H9
Phone: $09.7556701 Tax: 3097356712
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RECOMMENDATIONS & RESPONSES

City of Liberty Lake

Sinceretly,

Ry b—

RJ Stevenson
Finance Director
City of Liberty Lake

22710 E Country Vista Drive, Liberty Lake, Washmngton 990)9
Phone. 5097556701 Fax. SW.755.6713
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RECOMMENDATIONS & RESPONSES

City of Bothell

June 19, 2020 ——
City of Bothell’

Keenan Konopaski, Legislative Auditor

Joint Legislative Audit and Review Committee
106 11" Ave SW

Olympia, WA 58504-0910
Keenan.Konopaski@leg. wa.gov

Re: City of Bothell Response to the 2020 Local Infrastructure Financing Tool (LIFT) JLARC Report
Dear Mr. Konopaski:

Thank you for the opportunity to respond to the 2020 JLARC Preliminary Report on the Local
Infrastructure Financing Tool (LIFT).

In 2007 the City of Bothell received a State LIFT award that filled a financing gap in Bothell's
$150 million Downtown Revitalization Project. The Downtown Revitalization Project included
realignment of State Route 522 along with the necessary utilities, grading, hazardous soil
remediation, retaining walls, lighting, traffic control elements, landscaping, stream mitigation,
and erosion control.

The realignment allowed for the creation of a multi-way boulevard on State Route 527/ Bothell
Way NE, a street design that balances competing needs for roadway capacity, local access,
street parking, urban density and pedestrian safety,

The Downtown Revitalization Project lead to more than $940 million in private developments,
$538 million in downtown Bothell and $402 million outside downtown, These investments have
substantially increased the property tax and sales tax revenue within the Revenue Development
Area (RDA) and in the surrounding community.

The City of Bothell agrees with the JLARC recommendation to clarify the annual reporting form,
standardize calculation methods, and provide training and/or instructions to recipients of LIFT
awards. The JLARC report indicates that some cities overreported the tax revenue generated
within the RDA, but without a standard for how to measure the growth of tax revenue, there
will inevitably be subjectivity in the reporting. Standardizing the reparting procedures will not
only ensure the reports are completed consistently from year to year but also from one
jurisdiction to the other, it should be noted there are inherent limitations in the ability to report
on sales tax growth in a RDA because the city does not have access to that data and must rely
on the Department of Revenue.
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RECOMMENDATIONS & RESPONSES

City of Bothell

Keenan Konopaski, Legislative Auditor

Joint Legislative Audit and Review Committee
Jupe 18, 2020

Page Two

The data demonstrates and it is evident to anyone that visits Bothell's downtown, there is
increased economic activity within the RDA that would not have occurred without the city’s
leadership in the Downtown Revitalization Project and the state’s support through a LIFT
award. We believe the Legislature’s creation of an investment in this program was sound public

policy.

Again, thank you for the opportunity to provide a response and for your team’s work in
reviewing this important program.

Respectfully,

Jennifer Phillips
City Manager

Ce: Ryan McCord, Ryan.McCord@leg.wa.gov
Chris Bothwell, Finance Director, City of Bothell
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RECOMMENDATIONS & RESPONSES

Other Responses

The Office of Financial Management (OFM) was given an opportunity to comment on this report.
OFM responded that it does not have any comments.

RECOMMENDATIONS & RESPONSES

Committee Addendum

Committee Addendum

The Committee notes that when the program was created in 2006, the Legislature envisioned the
need for continuing periodic reviews of the LIFT program by JLARC. The hope expressed in
statute was for JLARC to identify evidence to determine what effect LIFT was having on
economic measures.

The initial 2013 JLARC report found that insufficient data existed to accurately report on
economic measures. The current report reached the same conclusion. It notes that while
additional economic data is now available, there is no feasible method to determine whether or
not LIFT had any influence on that data. JLARC staff consulted economic literature and economic
development experts but did not find analytical methods using available data that could meet
evidentiary standards required for an audit conclusion.

This Committee has authority under the budget act to adjust the work plan of the staff, including
the ability to defer and delay evaluations. The Committee finds that future JLARC studies of LIFT
are unlikely to yield new results and should be deferred unless the Committee receives renewed

legislative requests. This would free up resources to pursue other audits and evaluations.

This decision does not in any way indicate any opposition to LIFT policies by the Committee, but
rather an inability to determine to what extent these policies may be directly responsible for the
economic growth that is occurring in cities with LIFT projects.
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RECOMMENDATIONS & RESPONSES

Current Recommendation Status

JLARC staff follow up with agencies on Legislative Auditor recommendations for 4 years. Responses

from agencies on the latest status of implementing recommendations for this report will be available
in 2022.

MORE ABOUT THIS REVIEW

Audit Authority

The Joint Legislative Audit and Review Committee (JLARC) works to make state government

operations more efficient and effective. The Committee is comprised of an equal number of House
members and Senators, Democrats and Republicans.

JLARC's non-partisan staff auditors, under the direction of the Legislative Auditor, conduct
performance audits, program evaluations, sunset reviews, and other analyses assigned by the
Legislature and the Committee.

The statutory authority for JLARC, established in , requires the Legislative
Auditor to ensure that JLARC studies are conducted in accordance with Generally Accepted
Government Auditing Standards, as applicable to the scope of the audit. This study was conducted
in accordance with those applicable standards. Those standards require auditors to plan and
perform audits to obtain sufficient, appropriate evidence to provide a reasonable basis for findings
and conclusions based on the audit objectives. The evidence obtained for this JLARC report
provides a reasonable basis for the enclosed findings and conclusions, and any exceptions to the
application of audit standards have been explicitly disclosed in the body of this report.

Committee Action to Distribute Report

On July 22, 2020 this report was approved for distribution by the Joint Legislative Audit and
Review Committee. Action to distribute this report does not imply the Committee agrees or
disagrees with Legislative Auditor recommendations.
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MORE ABOUT THIS REVIEW

Study Questions

wasciov - Proposed Study Questions:
JLARC Local Infrastructure Financing Tool (LIFT)

State of Washington Joint Legislative Audit and Review Committee April 2019

JLARC must conduct periodic review of the Local
Infrastructure Financing Tool (LIFT)

The 2006 Legislature created the Local Infrastructure Financing
Tool (LIFT) in Chapter 39.102 RCW. The law requires the Joint
Legislative Audit and Review Committee (JLARC) to report on the
tool's effectiveness and status every five years. This is the second
report.

LIFT provides state funds to local governments for ity of Bothell Crossraads Project
public infrastructure projects

Under LIFT, the state funds public infrastructure investments to attract private investment and
improve economic conditions in designated local areas. The tool is based on the premise that tax

revenue from the private investments will meet or exceed the state's contribution. The Department of
Revenue and the Community Economic Revitalization Board (CERB) administer the financing tool.

CERB has approved nine projects, which are managed by local governments. The Legislature has not
authorized funding for additional projects.

Study aims to address five questions about funded projects and economic
changes

1. What is the status of the public improvement projects authorized for LIFT awards?

2. What role does LIFT play in the overall financing of the projects?

3. How has LIFT changed since the 2013 JLARC report?

4. What economic changes have occurred in the areas around the LIFT projects?

5. Are there methods to estimate which, if any, identified economic changes are attributable to

LIFT public improvement projects?
Study Timeframe
Preliminary Report:  April 2020 Proposed Final Report:  July 2020
Study Team
Team Lead: Ryan McCord (360) 786-5186 ryan.mccord@leg.wa.gov
Research Analyst: Aaron Cavin (360) 786-5194 aaron.cavin@leg.wa.gov
Research Analyst: Scott Hancock (360) 786-5193 scott.hancock@leg.wa.gov
Research Analyst: Rachel Murata (360) 786-5293 rachel.murata@leg.wa.gov
Project Coordinator: Valerie Whitener (360) 786-5191 valerie.whitener@leg.wa.gov
Legislative Auditor:  Keenan Konopaski (360) 786-5187 keenan.konopaski@leg.wa.gov
JLARC Study Process
Study ! é Proposed Study O Legisiative Auditor's O Legislative Auditor’s Q Final
Mandate Questions Preliminary Report Proposed Final Report Report
Budaot. legnlanion AREncy resporne included Opton w2 append
commiftos dmcrion commitioe cireront
' O Committee votes to

distribute comgieled!
audit

Joint Legislative Audit & Review Committee, 106 11%" Ave SW, Olympia, WA 98501
(360) 786-5171 e (360) 786-5180 (fax) e JLARC®@leg.wa.gov e www. jlarcleg.wa.gov
Keenan Konopaski, Washington State Legislative Auditor
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MORE ABOUT THIS REVIEW

Methodology

The methodology JLARC staff use when conducting analyses is tailored to the scope of each study,

but generally includes the following:
o Interviews with stakeholders, agency representatives, and other relevant organizations or
individuals.
o Site visits to entities that are under review.

o Document reviews, including applicable laws and regulations, agency policies and procedures
pertaining to study objectives, and published reports, audits or studies on relevant topics.

o Data analysis, which may include data collected by agencies and/or data compiled by JLARC
staff. Data collection sometimes involves surveys or focus groups.

o Consultation with experts when warranted. JLARC staff consult with technical experts when
necessary to plan our work, to obtain specialized analysis from experts in the field, and to
verify results.

The methods used in this study were conducted in accordance with Generally Accepted
Government Auditing Standards.

More details about specific methods related to individual study objectives are described in the body
of the report under the report details tab or in technical appendices.

CONTACT

JLARC Authors

, Research Analyst, 360-786-5186

, Research Analyst, 360-786-5194
, Research Analyst, 360-786-5193
, Research Analyst, 360-786-5293
Valerie Whitener, Audit Coordinator

Keenan Konopaski, Legislative Auditor
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CONTACT

JLARC Members

Senators

Bob Hasegawa

Mark Mullet, Chair
Rebecca Saldana

Shelly Short

Dean Takko

Lynda Wilson, Secretary

Keith Wagoner

Representatives

Jake Fey

Noel Frame

Larry Hoff

Christine Kilduff

Vicki Kraft

Ed Orcutt, Vice Chair

Gerry Pollet, Assistant Secretary

Drew Stokesbary

Washington Joint Legislative
Audit and Review Committee
106 11th Avenue SW, Suite 2500
PO Box 40910

Olympia, WA 98504-0910

Phone: 360-786-5171
Email: JLARC@leg.wa.gov

®.
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