DALLAS COUNTY

COMMISSIONERS COURT ADMINISTRATION
DEPARTMENT OF PLANNING AND DEVELOPMENT

August 10, 2005

TO: Commissioners Court

THROUGH: I. Allen Clemson, Administrator

FROM: Rick Loessberg, Director of Planning & Development “

SUBJECT: Developing Comprehensive Foreign Trade Zone for Wilmer-Hutchins Area

BACKGROUND

The Wilmer-Hutchins area has generally not grown at the same rate as most of the Dallas area. In
fact, Hutchins is the only city in Dallas County that actually lost population during 1980-2000,
However, with the construction of Union Pacific’s new intermodal center, which will be one of the
largest intermodal facilities in North America, this area has finally become of interest to many
businesses and developers.

Several developers have separately approached the DFW Airport Board about obtaining zone status
for specific properties that they are in the process of acquiring in this Wilmer-Hutchins arca (DFW
has been approached because it has previously been granted the authority to establish most of the
zones/subzones in the County and because it has extensive experience in submitting federal zone
applications). The Board, recognizing both the opportunity that now exists for this area (which also
includes portions of Dallas and Lancaster) and the federal regulations and priorities that exist for the
designation of such zones, has informed these developers, as well as the County, that it would rather
have one comprehensive zone in this area rather than a piecemeal series of individual zones.

As this area includes a number of different cities, some of which have limited staff resources, and
involves several developers and many different property owners, it has been suggested that Dallas
County take a leadership role in helping develop an application for such a comprehensive zone. So
that the Commissioners Court can determine whether it wishes to have the County undertake this
role, the following information and description of a process that could be utilized to develop such
a zone has been prepared.

DESCRIPTION OF FOREIG E ZONES
There are currently approximately 150 active foreign trade zones (which are utilized by multiple

business users operating within them) and 250 active subzones (which are utilized by only one
specific company) in the U.S. A total of 2767 firms and 330,000 employees are located within these
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zones. To receive zone/subzone status, an application must be submitted to the Federal Foreign-
Trade Zones (FTZ) Board. Factors used by the Board to evaluate an application include the
proposed zone’s impact on the local economy, the zone’s consistency with U.S. trade policy, and the
degree to which the zone is supported by local taxing jurisdictions.

Property within a zone is considered to be outside of the U.S. As aresult, businesses located within
a zone receive the following economic benefits:

(1)  They do not have to pay duties on imported merchandise until it leaves the zone and
enters the U.S. market (duties are normally due within ten days of when items are
imported);

(2)  They do not have to pay any duties if the imported merchandise is going to be re-
exported;

(3) They are allowed to pay the lower tariff when an imported item in an
unfinished/unassembled state has a higher duty that when it is incorporated into a
final product;

(4)  They do not have to pay duties on damaged imports; and

(5)  They do not have (o pay local property taxes on inventory that has been imported or
that will be exported.

Because of the nature of these benefits, foreign trade zones are only important to businesses that
import, re-export, and/or assemble foreign goods. Indeed, most zones/subzones are utilized by large-
scale businesses that manufacture automobiles, household appliances/electronics, tractors, petroleum
products, and office equipment. Also, once granted, zone status remains in effect indefinitely.

PROPOSED ZONE DEVELOPMENT PROCESS

Preparing an application for a foreign trade zone is a very specialized and time-consuming activity;
it typically takes about nine-to-twelve months to develop such an application, and the fee for doing
so, which is typically paid by the owners of property located within the proposed zone, is usually
about $50,000 (this cost, however, may be higher for zones similar to what is being considered for
the Wilmer-Hutchins areas because of the number of property-owners possibly being involved or
because of other complexities). While applications are usually prepared for businesses and private
property-owners, only public entities like a city, a county, or a special purpose district (like DFW
Airport) can actually submit the application to the federal government.

Under the process that is being proposed by DFW and County staff, the County would create and
chair a five-member Advisory Committee that would be comprised of the County and the Cities of
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Lancaster, Dallas, Hutchins, and Wilmer with each entity appointing one representative, This
Advisory Board would have the primaryresponsibility of determining the boundaries of the proposed
zone and facilitating the participation of interested property owners. DFW Airport counsel would
provide assistance in this effort and would be responsible for actually preparing the federal zone
application. The cost of this assistance would be provided by those property-owners who choose to
be included in the proposed zone; DFW would be responsible for collecting this funding. DFW
would also be responsible for reviewing and approving the zone application and for submitting it to
the Federal FTZ Board.

IMPACT ON OPERATIONS/FINANCE

It is thought that for preliminary discussion purposes, the Wilmer-Hutchins zone might generally
include the area east of Highway 342, south of I-20, west of the Trinity River, and north of the Dallas
County-Ellis County-line (please see attached map). This general area is consistent with the
County’s foreign trade zone policy and is compatible with and represents a key component of the
larger NAFTA-related linear zone concept that David Dean recently discussed with the Court. In
addition, since it is anticipated that the proposed Wilmer-Hutchins zone will contain approximately
4000-6000 acres, it is more of a size that the Federal FTZ Board prefers.

Although the County has never been asked to help develop the boundaries of a zone, the County has
previously been asked to review and support the creation of seven other zones. A brief description
of each of these zones, all of which were subsequently approved by the County, is as follows:

YR PROJECT CITY SIZE OF PRE-ZONE CURRENT ZONE
PROPOSED ASSESSED ASSESSED STATUS
ZONE VALUATION | YALUATION
1996 | B & F Systems Dallas 5 acres $4.5 million $2.5 million Approved by
FTZ Board
1996 | Fossil Partners Richardson 68 acres $29.4 million $38.5 million | Approved by
FTZ Board
1997 | Craftmade Coppell 5 acres $19.3 million $22.5 million | Application
International effort tabled
2000 | Sanden Dallas 108 acres $11.9 million $3.5 million Approved by
International FTZ Board
2000 | Zale Corporation Irving 15 acres $60 million $101.2 million | Approved by
FTZ Board
2001 | Executive Dallas 1060 acres $36.6 million $35.5 million | Approved by
Airport FTZ Board
2003 | Maxtor Coppell 18 acres $12.1 million $132 million | Approved by
FTZ Board
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The benefits to the County of helping create a comprehensive Wilmer-Hutchins zone should exceed

any costs that might be incurred. Existing staff would be used for the County’s role in the process,
and the costs of preparing a zone application and of eventually operating a zone would be borne by
the zone’s property owners. Although some inventory that would be located within this zone would
be tax exempt, this inventory most likely does not presently exist in the County. As a result, the
County would not be experiencing a loss in current tax revenue. In fact, the County should
experience a net increase in tax revenue as the presence of zone status will help further attract
development whose new equipment and real property improvements would be taxable.

While the Wilmer-Hutchins arca may finally begin to develop without a comprehensive zone, it will
probably not be on the same scale or at the same rate as with a zone. Given that this area has not
historically produced as much economic growth as other parts of the County and given that many of
the areas that have generated past growth are now largely built-out, the development of this zone
could have a significant positive impact on the County’s economic future.

PROJECT SCHEDULE

Under the proposed process, the schedule for creating a comprehensive zone in the Wilmer-Hutchins
area would be as follows:

September 1 Cities asked to appoint a representative
to Advisory Board
October 1 Advisory Board conducts first meeting;
begins developing/reviewing possible boundaries
October 15 Information asking property-owners to participate
in proposed zone delivered
October 15- Responses from interested property-owners obtained
December 1
December 15 Advisory Board recommends final boundaries
Decemberl5- Formal consent obtained from all associated
February 1 local governments, application for zone designation

prepared and submitted to DFW Airport for approval

"March 1 Application submitted to federal FTZ Board for approval
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RECOMMENDATION

It is recommended that the County participate in the process outlined above for creating a
comprehensive foreign trade zone in the Wilmer-Hutchins area and that it appoint a representative
to the Advisory Board that will seek to formulate the boundaries of the proposed zone.

Recommended by:

J. Allen Clemson, Administrator

attachment
cC: Virginia Porter, Auditor
Ryan Brown, Budget Officer

David Childs, Tax Assessor/Collector
Bill Methenitis, Ernst & Young
Michael Pyles, DFW Airport

David Dean, Dean International
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Possible Wilmer-Hutchins
Foreign Trade Zone Area
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NCTICE:
THIS MAP IS FOR REFERENCE USE ONLY.

b ACCURACY 1S LIMITED TO VALIDITY OF AVAILABLE DATA AS OF THE DATES SHOWN.
'@‘ North Central Texas Council of Governments: 2004 Roads, Cities, Counties
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