ATTENTION, KMART SUBSIDIZERS
ARE TAX BREAKS FOR UBRAN SHOPPING CENTERS A GOOD DEAL FOR TAXPAYERS?
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Employees, shoppers and politicians exchanged high-fives two weeks ago at the Kmart on Broadway when city officials announced a bailout that kept the store open. 

Taxpayers might take a more somber view of the deal, however. They've invested $2.5 million -- including $300,000 in the latest lifeline -- into the Kmart store through tax abatements, grants and other incentives. For their investment, they got a store losing $500,000 a year owned by a bankrupt company. 

There's a lot of support for the deal, nevertheless, because it keeps open the only major retail store in a neighborhood of poor and elderly residents. 

"This isn't about Kmart, it's about the neighborhood," said Fillmore Council Member David Franczyk. 

Neighborhood resident Paulette Sherman said the store is important for shoppers and provides jobs. "It's quick, convenient and easy, she said. 

Added fellow shopper Kenny Gray: "I think the area needs it. 

A second major shopping plaza in the city that enjoys even larger public assistance can make no similar claims of need. 

Delaware Consumer Square, between Elmwood and Delaware avenues just south of Kenmore Avenue, includes a Target, Office Max and Regal Cinema. It was built over the past six years with the help of tax abatements and other incentives that will save the owners about $8 million over 15 years. While the plaza is paying about half the taxes it would without the abatements, collections are six times higher than if the land had remained vacant. 

Several tenants at the Square compete with nearby businesses, ranging from big national chains like Kmart and Blockbuster Video to locally owned shops such as Condrell's and Frank's Sunny Italy, which offer similar goods and services but without the benefit of government aid. Several nearby nonsubsidized competitors have closed since Consumer Square opened. 

Developers and government officials involved with the two major retail deals say incentives are necessary to attract and keep retailers in the city. 

"This is what it takes to make these deals happen," said Alan DeLisle, president of the Buffalo Economic Renaissance Corp. 

But critics question the wisdom of offering subsidies to retail developments. 

"You subsidize one firm and you hurt another -- that's very dangerous," said George M. Palumbo, chairman of the Department of Economics and Finance at Canisius College. 

"You don't know how many businesses you drive out and how many jobs you lose because the firms without abatements are paying somebody else's taxes. The money has to come from someone," he added. 

    

Store heavily subsidized 

    

 Kmart filed for bankruptcy in January and later listed 284 stores it intended to close as a first step in getting its financial house in order. Only one city in the country has offered an incentive package to keep a store open: Buffalo. 

 
For city officials, it was partly a matter of avoiding yet another body blow to the Broadway-Fillmore neighborhood. During the 1990s, the census tract surrounding the Kmart store lost half its population and had more houses demolished than any neighborhood in the city. 
The store was built in 1991 at a cost of $4 million on land the city acquired, cleared and donated. The developers, Benchmark Development, were able to trim about $645,000 off their upfront costs, thanks to the city donating land for the store and the Erie County Industrial Development Agency taking technical title to the building, which negated sales tax on construction materials and a mortgage recording tax. 

Property taxes were also reduced over 20 years, with collections in most years covering less than 10 percent of what the bill would have been without an abatement. As part of the restructured deal announced two weeks ago, the store will pay no property taxes the next five years, and the savings over 20 years total an estimated $2.89 million. 

Total projected savings for the life of the tax-abatement deal, coupled with the initial construction-related savings, total $3.73 million. 

When the store broke ground in 1991, former Mayor James D. Griffin proclaimed the project "the rebirth of the Broadway-Fillmore area." However, the neighborhood continued to hemorrhage population. The Broadway Market, located across the street, continued to struggle. Other businesses closed altogether. And Kmart, for at least the past five years, lost money and shed jobs. 

In retrospect, Kmart was partly to blame, Franczyk said, in large part because it set the store a tenth of a mile from the street and didn't tailor its consumer goods for a city market. 

"They took the suburban model and plopped it into the urban landscape," he said. 

    

Bank key to deal 

    

    
Kmart corporate officials removed the Broadway store from the list submitted to bankruptcy court for closing after HSBC Bank, the city, county and ECIDA put together a rescue plan earlier this month. 
The bank, which holds the mortgage on the store, provided the lion's share of the incentives. It restructured the mortgage with Benchmark to cut the rent from $6.05 per square foot to $2 per square foot and offered six months of free rent. Annual savings total $363,244. 

Local government sweetened the pot by waiving property taxes for at least the next five years and offering a $200,000 low-interest loan that will start reverting to a grant if the store remains open beyond five years. 

Kmart officials were quick to accept the unsolicited offer. 

"The incentives make it feasible for us to continue to operate the store," Kmart spokesman Stephen Pagnani said. 

DeLisle considers it a good deal for taxpayers, noting that most of the incentive package comes from the bank. . 

"This is a quality of life issue," he said. "It's not like your Kmart going out of business in the suburbs, where the customers can go the next block up to Target or Wal-Mart. Those kind of choices aren't available (to inner-city residents)." 

Greg Leroy, director of Good Jobs First, a research and advocacy organization generally critical of government subsidies for business, termed the city's effort "laudable" because it continues the store's presence in a low-income neighborhood. 

But he pointed out several ways the city could have structured a better deal, such as converting more jobs into full-time positions or improving health insurance benefits. The store employs 67, most of them part time, down from about 100 when it opened. 

Others see problems. Jessica Goodheart, co-director of research for the Los Angeles Alliance for a New Economy, has studied subsidies to businesses serving low-income neighborhoods and sees a variety of problems with the Kmart deal. She wonders why the city and ECIDA extended a loan to a company in bankruptcy, knowing that the money is likely to be lost if Kmart fails to emerge from bankruptcy. 

"The city is gambling on Kmart, and it doesn't seem like a good bet," she said. 

There are local critics, as well, including County Legislator Dale Larson, R-Lancaster, who was one of two county lawmakers who voted against county help to Kmart. "I had problems using taxpayers' money for a bankrupt corporation," he said. 

    

Bigger subsidy elsewhere 

    

    
Consumer Square in North Buffalo is a larger project than Kmart on Broadway, with at least five times as much floor space. It also enjoys bigger tax benefits. 

 
Like Kmart, it is technically owned by the ECIDA. That enabled the developer, Benderson Development Co., to avoid paying sales tax on construction materials and the mortgage recording tax. Those upfront savings totaled $450,000. 

The development also pays reduced property taxes for 15 years, and over the life of the abatements will pay about 53 percent of its estimated $14.3 million tax bill. That amounts to an estimated savings of $7.6 million, assuming current assessments and tax rates hold. Both the city and county are forgoing property tax revenue, mostly the city. 

State law prohibits agencies like the ECIDA from getting involved with retail projects unless they are in "distressed areas," which takes in most of the city, including the Consumer Square area. While the approximately 65-acre site had been vacant and included an abandoned heliport and several vacant commercial and industrial buildings, it is near middle-class neighborhoods in North Buffalo and Kenmore. 

The ECIDA said when it approved the project that the plaza would provide retail services not available in North Buffalo. But many of Consumer Square's new tenants were similar to businesses already operating nearby. 

For example, the new Target store was less than three-quarters of a mile from a Kmart on Hertel Avenue and had a Hills department store right behind it. 

The Regal Cinemas were kitty-corner from Super Saver Cinemas. 

Applebee's restaurant was a block from the Saratoga restaurant. 

In all three cases, the nonsubsidized competition closed after Consumer Square opened, although in some cases the closings stemmed from the fiscal problems of the parent company rather than local competition. First it was the store at the Hills location, which was taken over by Ames before closing. Then the Saratoga, then the Super Saver Cinemas. 

Larson said the "hyper-competitive" nature of retailing is reason enough for government to stay away. 

"You may set up an unfair advantage, and what do you have at the end? You gain one store and lose another. It's not a huge economic boost to the region," he said. 

Rex Burgher, vice president of development for Benderson strongly disagreed, saying Consumer Square "has solidified a lot of businesses around it and strengthened the whole North Buffalo community." 

    

Abatements defended 

      
The abatements and other government aid were necessary to lower rents and entice national chains that were otherwise reluctant to come to Buffalo, Burgher said. 

  
“We never would have gotten Target without them," he said of the incentives. 

 
Burgher views the plaza as a "win-win situation for everyone in the city." 

Residents have a new place to shop and expanded employment opportunities, he said, and the city is collecting a lot more in taxes than it would if the land had remained undeveloped. 

Projected property taxes on Consumer Square are six times greater than what the site would have paid had it remained vacant. 

Incentive practices are much different in the suburbs, in part because of legal restrictions. In addition, suburbs feature the demographics that retailers want, making them easier to attract. 

Many suburban governments, such as the Town of Cheektowaga and the school districts within its borders, don't even offer the limited abatements allowed under law. As a result, Walden Galleria was built without any abatements from the town and its school districts. 

"The town felt that if people want to locate in our town, they would come in regardless of whether the exemption was available," said Cheektowaga Assessor Bill Conway. 

    

Perils of subsidizing 

    
Some say public subsidies of retail development are usually misguided, even when permitted. They amount to unfair competition to nearby businesses that aren't subsidized, and their designs are out of character with city neighborhoods. 

Incentives offered to developers to build plazas like Consumer Square would be much better targeted to small businesses, said Sue McCartney, a new member of the ECIDA board and director of the Small Business Development Center at Buffalo State College. 

"At the end of the day, we are much better off investing in locally owned business because the profits would be reinvested in the community," she said. 

As a rule, promoting retail development isn't a good way of improving local economies, said Leroy, of Good Jobs First. Little of what they sell is produced locally, meaning they provide few "upstream" benefits to the local community. And because the jobs are often part time and usually pay low wages, retail employees don't make the kind of money to provide major "downstream" benefits that come with the buying power to purchase houses, cars and other major consumer goods. 

Moreover, he said, stores don't attract new dollars into the economy or create additional jobs. They just redistribute them. And the name of the game in economic development is attracting new dollars into the region rather than reshuffling them. 

"From a purely economic standpoint, retailing doesn't create new wealth," Leroy said. 
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