


When asked what kinds of information should be disclosed, survey participant responses indicate that
GASB Statement No. 77 did not go far enough to provide relevant information that citizens’ want to know
regarding tax incentives (abatements). Two areas in particular, how the business tax incentives would
achieve the goals of the community and the economic and /or social benefits of the tax incentives, were
ranked higher than required information by various demographic groups.

Given that the disclosure is required to be included in the state and local governments’ annual financial
reporting (AFR) beginning after December 15, 2015, a random search of 150 local governments with
reported revenues exceeding $10 million finds only 31 governments with a 2016 calendar fiscal reporting
year. The AFRs for these sample government entities were retrieved for review. Only 20 of the 31
government entities disclosed outstanding tax abatements (see Table 6). Of the 20 entities disclosing tax
abatements, a majority (12 = 60%) of the disclosures have abatements that were valued at less than 5 percent
of their aggregate tax revenue. Some would conclude that tax abatements are not material regarding the
aggregate tax revenue. However, six (30%) reported tax abatements in excess of 10% of the total aggregate
tax revenue which would be significant. Respondents to the survey are found to be significantly concerned
about the information required to be disclosed by GASB 77. They also report concern as displayed in Table
5 about information not required by GASB 77. The question becomes whether their concerns can be
answered by state and local governments’ actual tax abatement disclosure.

TABLE 6
SCHEDULE OF MUNICIPAL 2016 TAX ABATEMENT DISCLOSURES
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A review of the disclosures finds that most identify the program rather than the entity participating in
the abatement agreement. Only one municipality failed to report the number of abatements outstanding
while two failed to disclose programs participating in abatement agreements. A small number of the
abatement disclosures (n=3) did not identify the abatement criteria or approval process. Half of the
disclosures did not display the abatement terms in the number of effective years. A majority (n = 12) of
abatements disclosed did not indicate whether a ‘clawback’ provision existed. For governments with large
populations that have abatements, the amount is frequently a smaller percent of the overall tax revenue.
Twenty percent of the municipalities’ tax abatement disclosure included tax increment financing.

Given these findings, AFR users should have more, rather than less, questions regarding the
government’s tax abatement programs. None of the disclosures provide any discussion to resolve the
information that the survey respondents expressed a desire to have included in the AFR (See Table 5).

SUMMARY AND CONCLUSION

This investigation finds that the 2016 tax abatement disclosures for municipalities in the study do not
respond to practitioners’ information expectations. Although the 2016 AFRs received fairly reported
opinions by the auditors, several reports omitted abatement information required by GASB 77 including
the number of abatements, the programs involved, and criteria or terms which were significantly desired by
the practitioners reported in Table 2.

Given that the disclosure abatement percent of aggregate tax revenue for 13 of the 20 AFRs analyzed
is less than 5%, auditors could have concluded that the abatements were immaterial. This conclusion is
supported by several taxing entities in the state of Texas which have expressed that they are not planning
to include the abatement disclosure in their 2017 AFR (VanCleef, 2017). Thus, transparency is not
improved by GASB 77 for these entities.

Future research is needed as more data becomes available from government entities that begin to report
under the GASB 77 disclosure requirements. A larger sample of tax abatement disclosures included in
fiscal year 2017 governmental AFRs could provide more definitive information to evaluate the tax
abatement disclosure usefulness.
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APPENDIX 1

TAX ABATEMENT EXPLORATORY STUDY OF EARLY
DISCLOSURES SURVEY INSTRUMENT

1. We are collecting information on several accounting and finance occupations. Which of these
professions do you most closely identify with?

e Accounting

e Finance

e Neither

2. What is your gender?
e Male

e Female

3. What is your age?

4. How many years have you been working in your current occupation?

5. What is the highest level of education you have achieved?
High School Diploma

Associates Degree

Bachelor’s Degree

Master’s Degree

Doctoral Degree

6. Do you possess any accounting or financial certifications? Please mark all that apply.
e CFA Certified Financial Analyst

CFE Certified Fraud Examiner

CFP Certified Financial Planner

CGMA Chartered Global Management Accountant

CIA Certified Internal Auditor

CMA Certified Management Accountant

CPA Certified Public Accountant

CVA Certified Valuation Analyst

PFS Personal Financial Specialist

Other
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7. In what city do you spend the most time working?

8. Tax abatements (incentive grants or tax breaks) are a good way for cities to encourage new business
development to create new jobs and new business construction in the city.
e Strongly Disagree
Disagree
Somewhat disagree
Neither agree nor disagree
Somewhat agree
Agree
Strongly agree

9. When there is a shortfall in tax revenue as a result of business tax breaks (abatements), the city should
do which of the following:

e Increase taxes paid by its citizens

e Cut city programs and services

e Increase debt to cover the revenue shortfall.

e Other

10. What kinds of information should be disclosed to citizens regarding tax incentives or tax
abatements? Rank order the following list with 1 being most important information to disclose and 8
being least important.
A description of how the business tax breaks would achieve the goals of the community.
The dollar amount and description of the tax being abated.
The economic (monetary value) and/or social benefits of the tax incentives.
The types of commitments made by the tax abatement recipient.
The commitments made by the city to build infrastructure assets or other concessions.
The number of years the tax is abated or reduced.
A description of any increase in taxes to citizens that are necessary to make up shortfalls due to
the tax grant.
Other
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