Public Safety Advisory Committee Agenda
2 Park Drive South, Great Falls, MT
Gibson Room, Civic Center
July 17, 2024
6:00 PM

CALL TO ORDER
ROLL CALL
APPROVAL OF MEETING MINUTES
1. Scrivener’s error correction to the June 19, 2024 Meeting Minutes.
2. Approval of Meeting Minutes from July 3, 2024
EDUCATIONAL PRESENTATIONS AND DISCUSSIONS
3. Employee testimonies — Staff from Fire Department

4. Discussion on emails received for the Committee:

From Tim Hodges
From Terry Bjork with responses from Melissa, Finance Director
From Mitch Tropila

Alternatives to TIF districts proposed by Committee Member Dodd

|0

6. Continue with the questions introduced at the June 19 meeting
MISCELLANEOUS REPORTS AND ANNOUNCEMENTS FROM COMMITTEE
PUBLIC COMMENT

Public Comment on agenda items or any matter that is within the jurisdiction of the Committee. Please
keep your remarks to a maximum of five (5) minutes. Speak into the microphone, and state your name
and either your address or whether you are a city resident for the record.

ADJOURNMENT

Next Scheduled meeting August 7, 2024 6:00 p.m.




Agenda #1.

CORRECTED JOURNAL OF PUBLIC SAFETY ADVISORY COMMITTEE

PROCEEDINGS JUNE 19, 2024
2024.31
Regular Public Safety Advisory Committee Meeting Civic Center, 2 Park Drive South,

Gibson Room 212, Great Falls, MT 59401
CALL TO ORDER: PSAC Chair Sandra Guynn called the meeting to order at 6:01 P.M.

ROLL CALL: Public Safety Advisory Committee (PSAC) Members present: Sandra Guynn,
Jeni Dodd, Aaron Weissman, Mike Parcel and Shannon Wilson.

PSAC Member Wendy McKamey arrived at 7:10 p.m.

Absent: PSAC Members Joe McKenney, George Nikolakakos, Thad Reiste and MikePareel Tony
Rosales.
Due to lack of a quorum, no official action was taken on agenda items 1 & 2 until after PSAC
Member Wendy McKamey arrived.

EDUCATIONAL PRESENTATIONS AND DISCUSSIONS
- - Unofficial Portion of Meeting - -

TIF’S AND TAX ABATEMENTS FOLLOW-UP

Finance Director Melissa Kinzler and City Manager Greg Doyon reviewed and discussed handouts
titled Update on Tax Increment Districts (1 pg), General Fund Expenditures by Department (3 pgs),
and City of Great Falls Tax Revenue Not Received Due to Abatement Benefits Fiscal Year 2010 to
Fiscal Year 2022 (3 pgs).

The City currently has five TIF Districts. West Bank and Downtown are Urban Renewal Districts,
and Central Montana Agri-Tech Park, Great Falls International Airport and the East Industrial Park
are Industrial Districts.

The original lifespan of a TIF District is 15 years. TIF Districts can be expanded by issuing debt.
The City’s TIF Districts with debt issued are for a lifespan of up to 40 years. When the property
owners pay their annual property taxes, instead of the monies going to the taxing jurisdictions, those
monies go to the TIF District fund for public improvements within the district. If a TIF District is
released, the percentage that would go to the City (based on the percentage of the number of mills)
is about 28%. If the debt can be paid off early the TIF District could be dissolved. Depending on
the type of District, there are different nuances the funds can be used for. For example, funds can
be used for blight in urban renewal districts.

Developers can find a TIF application to start the process on the City’s website. The Downtown
Development Partnership reviews applications and suggests funding for the Great Falls Downtown
Urban Renewal District. Planning and Community Development reviews applications for the other
TIF Districts. All TIF funding requests come before the City Commission for consideration of
approval.

06/19/2024
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Regular Public Safety Advisory Committee Meeting Civic Center, 2 Park Drive South,
Gibson Room 212, Great Falls, MT 59401

CALL TO ORDER: PSAC Chair Sandra Guynn called the meeting to order at 6:00 P.M.

ROLL CALL.: Public Safety Advisory Committee (PSAC) Members present: Jeni Dodd, Sandra
Guynn, Wendy McKamey, Joe McKenney, Mike Parcel, Thad Reiste, and Aaron Weissman.

PSAC Member George Nikolakakos arrived at 6:01p.m.

Absent: PSAC Member Shannon Wilson and Tony Rosales.

APPROVAL OF MEETING MINUTES

PSAC Chair Guynn reported that per Roberts Rules, when voting to approve the minutes, members
of the committee are expressing their confidence in the veracity of the secretary, the actions of their
colleagues, and the correctness of the minutes preparation process. Members the committee are not
making an eyewitness statement that they were there. The body needs an official record of its
actions, and all members may approve that record. This means that members should not abstain
from voting to approve minutes of a meeting if they were absent from that meeting.

PSAC Member Weissman moved, seconded by PSAC Member Dodd, that the PSAC accept the
Minutes of the June 19, 2024, PSAC Meeting as presented.

PSAC Chair Guynn asked if there were any comments from the public or discussion amongst the
Committee. Hearing none, PSAC Chair Guynn called for the vote.

Motion carried — 8-0.
EDUCATIONAL PRESENTATIONS AND DISCUSSIONS
EMPLOYEE TESTIMONIES — STAFF FROM COURT, LEGAL, POLICE AND FIRE

Municipal Court Clerk Allison McMaster explained that jury and non-compliance were two things
that Court had previously asked for in the public safety levy. Jury is the most tiring task and requires
the entire staff. One person could do the job; however, it needs to be split between the entire staff
in order to get all of the pieces done, along with other duties throughout the day. Staff sets
approximately 20 trials a day, which is about 60 trials a week and typically do not last a full day.
There are three court clerks that process jury summonses and five office clerks that help when it
comes to the week of the trial. Court staff can call up to 600 jurors in a month and there are multiple
mistrials due to jurors not showing up. It would be helpful if one person had to do that job, because
it takes a lot of manpower, and the software for jury is not the greatest yet. Processing jury excusals
is time consuming and need to be notarized.
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Court refers defendants to the Transition Center for community service, jail alternative, and house
arrest. In 2023, community service was 11%, jail alternative 24%, and house arrest 32% completed
by defendants. Missoula has three judges, 20 clerks and are below Municipal Court when it comes
to caseload. Billings has 15 clerks, two judges and have more caseload than Municipal Court.
Municipal Court has nine clerks and two judges.

PSAC Chair Guynn received clarification that people who do not respond to or comply with a jury
summons could be held in contempt, fined or possibly have a warrant issued. PSAC Chair Guynn
added that the Safety in the Falls website does not describe the consequences of what happens when
jurors do not respond to or comply with a jury summons.

PSAC Member Dodd inquired if there is a software product that would help with jury duty
organization.

Court Clerk McMaster responded that Court utilized an older version of the FullCourt program;
however, a better software for jury is being worked on.

PSAC Member Weissman received clarification that Court staff spends approximately 50 to 100
hours a month checking voicemails and updating information with regard to the jury process.

PSAC Member Reiste inquired what Municipal Court would need to help the jury and non-
compliance process and if it was requested in the Court’s budget.

Court Clerk McMaster responded hiring a dedicated Jury Clerk and it was requested in the Court’s
budget.

PSAC Member McKenney received clarification that there are usually 20 trials a day scheduled;
however, there are several plea offers and most jury trials are resolved, cancelled or continued.

PSAC Member Nikolakakos inquired if plea offers are made because the system is so backed up.

Court Clerk McMaster responded possibly; however, most defendants do not show up for their
initial appearance and a warrant is issued.

PSAC Chair Guynn inquired if Pretrial Services would help, if it was included in the public safety
levy and if volunteers would be able to help the court system in any capacity, especially with the
juror situation.

Court Clerk McMaster responded that she believes it would help with compliance for defendants to
appear to their trials, hearings, house arrest and jail alternative. A Compliance Officer was included
in the public safety levy.

PSAC Member McKamey inquired if Municipal Court utilizes electronic notarization for jury
excusals.
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Court Clerk McMaster responded that she has never heard of online notarization; however, Court
staff will notarize jury excusals at the window with a seal stamp. Elder jurors might have a difficult
time with online notarization because typically they are not as technology driven.

Municipal Court Supervisor Morgan Medvec reiterated that jury and compliance are the most time
consuming duties that the Court Clerks deal with. The public safety levy included a Compliance
Clerk, Jury Clerk and another support staff. The Transition Center recently reached out to see if
Municipal Court would be interested in a Pretrial Service program. With regard to PSAC Chair
Guynn’s inquiry about volunteers assisting the court, Court Supervisor Medvec responded having
volunteers would be a concern because of confidential information. She talked to HR about utilizing
previous City employees or light duty employees; however, Court’s budget does not currently
support that.

PSAC Member Weissman received clarification that if a Jury Clerk had additional time after doing
the jury duties, that person would be utilized in other capacities and the salary including benefits
would be $74,000.

PSAC Member Reiste received clarification that the minimum ask from Court would be hiring one
Jury Clerk.

Chief Prosecutor Neil Anthon reported that plea deals are made because of the large number of jury
trials, having only three prosecutors and knowing the judge will not impose a certain punishment
for a crime. He works 9 %2 to 10 hours a day, the other prosecutors work up to nine hours a day and
could work longer if there is a jury trial. The prosecution is always in the same cycle every day
reviewing charges, police reports and videos, going to trial or court and preparing for discovery with
cases set for trial. The City Attorney’s Office does its best to get the job done and has good people
that work for the City. Deficits in service to the community include communication with witnesses
and victims of crime because the prosecutors are so busy in that cycle and do not have the time to
inform them of what happened to the individual who appeared in court. However, if there is a more
serious offense, such as domestic violence, sexual assault, stalking, and order of protection
violations, the City Attorney’s Office will try to reach out to the victims and witnesses of these
offenses. For the week of July 22 to July 26, there are 22 jury trials, 31 bench trials and 199
witnesses. Of those 199 witnesses, most of them are in the law enforcement category, such as the
Great Falls Police Department (GFPD), Sheriff's Office, crime lab, other employees of the GFPD
that are not law enforcement and 75 of those witnesses are citizens from Great Falls.

Several trials are continued for many reasons and the City Attorney’s Office does not have time to
call 75 witnesses every week. Witnesses are instructed to call the morning of the trial; however,
many witnesses have already taken the day or week off from work. Witnesses want to do their civic
duty; however, childcare can be another big issue for them. Another operational challenge is mental
health cases. The City Attorney’s Office has limited options to what it can do with those individuals.
If they are a danger to themselves or others, the County Attorney can civilly commit them; however,
that takes a process. The Montana State Hospital is limited in space, which has an impact on the
City Attorney’s Office, if those individuals have a case against them. The Behavioral Health System
for Future Generations Commission has set aside money for the County to get those individuals
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evaluated and potentially stabilized for trial. The City Attorney’s Office reached out to the
Department of Health and Human Services to see if funds could potentially be used by the City
Attorney’s Office on certain occasions.

Another operational challenge for the City Attorney’s Office is that it is reactive and not proactive.
It does not have the time to step back and think through the process to come up with procedures to
help fix problems. Chief Prosecutor Anthon commented that he would like to have time to create a
reference book of statutes and case law to assist the prosecutors in court if they do not remember a
law off the top of the head. The City Attorney’s Office has not had the opportunity to discuss a
recent Montana Supreme Court case decision with the GFPD that can greatly affect how officers
deal with individuals on private property.

PSAC Chair Guynn inquired what it would take to fix the communication issue and how many
positions were requested in the levy.

Chief Prosecutor Anthon responded that fixing the communication issue would take time and
manpower by talking with other jurisdictions to see what they are doing to be efficient prosecutors
and good servants for the public. Also, time to discuss with the IT Department about possibly
creating a website that can be updated every day for witnesses to check.

PSAC Member Weissman commented that the 11% community service hours, 24% jail alternative
compliance and 32% house arrests being completed by defendants makes him wonder what the
point of the whole cycle is.

Chief Prosecutor Anthon responded he has thought that same thing many times over the years.
Individuals in contempt for failing to do what they were told to do in the first place are given too
many chances and need to be held accountable.

PSAC Chair Guynn commented that there are so many frequent fliers and there needs to be an
incentive to stop bad behavior.

PSAC Member Weissman inquired about the difference in jurisdictions between the City and
County Attorney Offices and if there are opportunities for combining resources.

Chief Prosecutor Anthon responded that the Municipal Court has jurisdiction over misdemeanor
crimes that are committed in the County. One issue is determining where the trial should take place
and Municipal Court technically has venue over misdemeanor crimes that occur within city limits.
Justice Court has the exact same jurisdiction as Municipal Court. Because the GFPD’s jurisdictional
limits are essentially the City, they would generally send citations to Municipal Court, the Sheriff’s
Office or Montana Highway Patrol sends misdemeanor citations to the Justice Court and the County
Attorney’s Office has the ability to prosecute felonies. The County has the same constraints and
time pressures that the City has, except the County deals with bigger cases and felonies. The County
and City Attorney’s Offices communicate with each other and sometimes the County will send over
charges to the City; however, both are two separate and distinct offices.
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PSAC Member Reiste received clarification the Legal Department is requesting a Victim Witness
Coordinator. He inquired when the last time the Legal Department and Municipal Court received a
staffing increase.

Chief Prosecutor Anthon responded that a fourth staff member was added to the prosecution side
approximately one year ago and one was added to the civil side; however, another employee left.
The employee on the prosecution side has greatly helped with providing discovery to defense
counsel and getting subpoenas out.

Municipal Court Clerk McMaster responded that the last staff increase for court was its previous
supervisor and a new judge.

PSAC Member Nikolakakos inquired how Chief Prosecutor Anthon feels about making more plea
offers and unleashing people in the community that got away with their crime.

Chief Prosecutor Anthon responded that several plea offers have been made more recently and he
struggles a lot with what he believes may be an inappropriate deal.

PSAC Member McKamey received clarification that plea deals for individuals with mental health
issues do not influence plea deals for those who are not suffering from mental illness.

Police Department Sergeant Katie Cunningham reported that retention and manning are the GFPD’s
major struggles. GFPD has done everything possible with the resources it has including forced
overtime and adjusting schedules. However, the GFPD continues to struggle with keeping and
retaining officers. The County will assist the GFPD on calls if they are available; however,
communication between them via radios is difficult. Running a squad of four officers with 60,000
people makes it fertile ground for mistakes and liability. There is a lot of burnout and officers are
exhausted and fatigued.

Sergeant Cunningham further reported that she supervises four Child Abuse Investigators, four
School Resource Officers (SRO’s) and one Internet Crime Against Children Detective. There are
about 70 open internet crime against children cases that she is forced to triage and some cases may
not even be looked at. She also triages evidence, which is why the GFPD requested an Intel Analyst
in the public safety levy. The GFPD does not have the capability to sift through all of the evidence.
The GFPD does its best to outsource evidence to either Homeland Security or the Department of
Criminal Investigation.

More recently, the GFPD has taken a big approach to kids who are testing positive for illicit
narcotics. The GFPD does not have the resources to investigate cases where kids have larger doses
of methamphetamine; however, she has been working with Child Protective Services to try to
change the trajectory for these kids.

Violent crimes are on the rise and even more prominent in juveniles. Approximately 90% of
weapons related offenses are minors. A task force was created to curb some of this violence;
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however, it is robbing Peter to pay Paul in a sense of how big of an impact can be made to get these
kids back on the right track or hold them accountable before someone gets seriously hurt.

Sergeant Cunningham explained that things the GFPD are doing right include never giving up or
lowering its standard. The police officers who work for this community, love and are invested the
community. The pool of candidates is getting smaller; however, GFPD refuses to lower its hiring
criteria or accommodations just to fill an empty slot. The GFPD puts great emphasis on its training
and tactics, which has been extremely beneficial and well organized. The GFPD is making do with
what it has and what the community says it gets.

Sergeant Cunningham urged the Committee to make sure that funds are put in the right places and
on the right things. The GFPD refuses to compromise its ethics and morals due to lack of funds and
will continue to do the work that it needs to do. She concluded that if we do not start investing in
some of the law enforcement requests previously made over the years, it will have a huge impact
on victims, the community as a whole, and there will be cutbacks.

PSAC Chair Guynn commented that she is the president of Crime Stoppers and sponsored one of
the programs last year about educating the public about public safety. She inquired about some of
the challenges the SRO’s face on a day-to-day basis.

Sergeant Cunningham responded that the GFPD had asked for two additional SRO’s in the public
safety levy. There is an SRO at each high school and two supervise all of the elementary and both
middle schools. They do not get lunch breaks and are running from day to day. Those cases also
need to be triaged; however, she is dealing with the Office of Juvenile Justice and Delinquency
Prevention (OJJDP) to put some of that pressure back on the school administration so they can
handle the minor issues, while SRO’s handle school safety.

PSAC Chair Guynn inquired if there have been instances where SRO’s wanted to do something but
could not because they did not have the resources or time.

Sergeant Cunningham responded that SRO’s run into that every day. Receiving complaints or tips
about issues pulls them off other cases and duties and requires many resources. SRO’s triage cases
and it is over tasking and burdening, which is why two additional SRO’s were requested.

PSAC Member Weissman inquired how many hours a year the GFPD is mandating forced overtime.

Sergeant Cunningham responded that she is unaware of the number of hours; however, oftentimes,
officers will volunteer and fill in where need be.

Police Chief Jeff Newton responded that the GFPD is budgeted for 92 full-time sworn employees
and vacancy savings paid for overtime when the GFPD was short officers.

PSAC Member Reiste inquired what the minimum ask is.
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Sergeant Cunningham responded that the minimum ask is $4,455,360 with 24 new police officer
positions.

PSAC Member Reiste inquired if additional vehicles would be a request with bringing in 24 new
police officers.

Sergeant Cunningham responded that 24 new officers, intel equipment, training and additional fleet
vehicles were all included in the levy ask, which also extends into the 911 Center.

PSAC Member Reiste commented that the additional 24 police officers would relieve overtime and
burnout but hopefully it will not go so far that it is not a payback anymore. PSAC Member Reiste
received clarification that the additional police officers would bolster other parts of the department
and eventually officers would be groomed to move up.

City Manager Greg Doyon explained that hiring that amount of officers would take two to three
plus years. There are limited spots in the academy and they have to do field training. Adding more
law enforcement on the street would have an impact on the Legal Department and Municipal Court.

PSAC Member Weissman commented that the voters said they could not afford 24 officers. He
inquired what the Police Department could make do with.

Sergeant Cunningham responded she does not believe the Police Department could make do with
anything less. The GFPD has been making this ask for at least 10 years. The City and Malmstrom
Air Force Base are going to continue to grow and this is only a good ask, not better or best.

PSAC Member Reiste inquired when the last big ask for staffing was approved.

Sergeant Cunningham responded that she could not remember the last time; however, the
department received a COPS grant three years ago.

City Manager Doyon explained that other than the grant, there was an exercise after 2009 when that
levy failed to add firefighters and police officers under a grant and the City could not fund it back
then. There could be a year where there is enough revenue to support them for one year; however,
there would need to be revenue ensuing subsequent years in order to afford them and the changes
that occur. The presenters tonight have been diplomatic with their presentations because they do not
want to alarm the community. These asks have been perpetuating for a long time and have not been
met. At some point, the community may wonder why they were never made aware of these issues,
when in fact, they have been.

PSAC Member Reiste commented that he is the owner of Electric City Coffee and his customers
informed him they had no idea things were so bad. He supports conducting a survey on public
safety, because it might determine what people know or do not know. He wondered how residents
expect the same level of service every year but are not willing to give an inch. PSAC Member
Reiste added that to hear that Sergeant Cunningham could not remember when the last big ask for
staffing was approved is disappointing.
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Sergeant Cunningham expressed appreciation to Jenn Rowell from the Electric for her efforts with
regard to being at all these places, because the media does not want people to know the crimes that

are occurring in the community.

PSAC Chair Guynn responded that is a disservice to this community and a tragedy because the

entire community is at risk.

Due to a lack of time to discuss the remainder of the agenda items, PSAC Chair Guynn commented

that the July 17, 2024 PSAC meeting would begin with the Fire Department’s presentation.

MISCELLANEOUS REPORTS AND ANNOUNCEMENTS FROM COMMITTEE
None.

PUBLIC COMMENT

Al Rollo, 816 Grizzly Dr., commented that there is a need to explore tax-exempt entities and
properties. There are several assessed properties not being taxed and still require services. There
needs to be a way to lower the impact to people who cannot afford. A Governor’s Property Tax

Advisory Council is currently meeting if the City is going to consider options.

ADJOURNMENT

There being no further business to come before the Public Safety Advisory Committee, PSAC Chair
Guynn moved, seconded by PSAC Member Weissman, to adjourn the regular meeting of July 3,

2024, at 8:07 p.m.

Motion carried 8-0.

Chairperson Sandra Guynn

Acting Secretary — Deputy City Clerk Darcy Dea

Minutes Approved: July 17, 2024

07/03/2024
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From:
To:

Cc:
Subject:
Date:

Sandra Guynn
Aaron Weissman

Krista Artis; Greg Doyon; Joe McKenney; Charles Anderson
Re: public safety
Monday, June 24, 2024 4:43:01 PM

Agenda #4.

Thank you, Aaron. I will read Tim Hodges' email at the next meeting.

Sandra

On Mon, Jun 24, 2024 at 2:29 PM Aaron Weissman <aaronweissman@icloud.com> wrote:

Sandra and Krista;

I received this email from Tim Hodges this afternoon. Can you please add it as appropriate

so it is recognized at our next meeting?

Aaron

Aaron

Weissman

aaron@weissman.com

Begin

forwarded message:

From: Tim Hodges <kd7jz@yahoo.com>
Date: June 24, 2024 at 2:01:00 PM MDT

To: Aaron Weissman <aaron(@weissman.com>
Subject: public safety

| just read the article in the The Electric about the Committee for Public Safety, and
thought | would offer you two pieces of constituent feedback that you are welcome to use
as you see fit.

1. | feel that the issues of fire/EMS and criminal justice need to be separated. My
impression is that fire/EMS services are generally held in high regard by the public while
law enforcement is less universally so.

2. One issue that | believe needs to be included in a survey and in marketing to the public
is Great Falls' fire insurance rating. Its a kind of 'pay me now or pay me later' situation
where not spending what we need on fire protection is going to continue to drive already
high insurance premiums higher.

Thank you for your service.

Tim
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From: Melissa Kinzler

To: "tibjork@hotmail.com"

Cc: Greg Doyon; "guynn6@gmail.com"
Subject: FW: questions about marijuana tax money
Date: Wednesday, June 26, 2024 9:24:08 AM

Terry, thanks for the questions about marijuana tax money. See my responses below in blue.
Thanks. Melissa

From: Terry Bjork <tlbjork@hotmail.com>

Sent: Tuesday, June 25, 2024 7:38 AM

To: Melissa Kinzler <mkinzler@greatfallsmt.net>
Subject: questions about marijuana tax money

Director Kinzler

| have a few questions about the marijuana tax money that | would like
answered, if you would be so kind.

1) Back in April in a budget update to the commission you noted that the
City had received $201,000 (?) of marijuana tax money for the 4 quarters
of 2023. What was done with this money? My assumption based on a
statement by former Mayor Kelly in 2023 was it would just be added to
the General Fund and offset some of the deficit between expenses and
revenues. Is that correct?

Yes, all money received for marijuana tax money has been deposited in the General Fund to
offset the deficit between expenses and revenues.

2) In the budget presentation of June 18 you listed the anticipated
$220,000 to be collected during FY 2024-2025 as an "available increase"
over the SO of previous fiscal years. What does this really mean, since
the money was flowing in at least one previous fiscal year? To me it

seems like taking money out of the back pocket and putting in the front
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pocket.

The effective date of the Cannabis Local Option Tax in Cascade County was 2/6/2023. The first
Cannabis (marijuana money) received by the City through the County was in June, 2023,
$27,704.98. Because of when the FY 2023- 2024 budget was proposed , in the FY 2023-2024
Adopted Budget the Marijuana Tax revenue was not budgeted. The FY 2024-2025 Proposed
Budget is the first time that the marijuana money was budget in the Proposed General Fund
Revenue.

3) What would be the practical effect of "earmarking" the marijuana tax
money, as one commissioner proposed? Isn't "public safety" already some
80% of the General Fund, and thus responsible for 80% of the General
Fund deficit?

The practical effect of the “earmarking” of the marijuana tax money would depend on the
purpose of the “earmarking.” If the money was earmarked for additional (new) expenses of
the General Fund, it would increase the deficit between expenses and revenue. If it was
earmarked to cover the current expenses and to cover the 80% that you referred to it would
not have any effect.

4) What would be the impact on your department of having to earmark this
specific revenue stream?

There would be no impact to my department if the revenue stream was earmarked.
Depending on how the revenue would be earmarked it may have an impact on the General
Fund budget.

Thank you,
Terry Bjork

Great Falls

Agenda #4.
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From: Sandra Guynn

To: Krista Artis

Cc: Melissa Kinzler; Greg Doyon; Lisa C. Kunz
Subject: Re: FW: Local Option Tax

Date: Wednesday, June 26, 2024 10:45:17 AM
Hello Krista,

Please add it to the discussion for next week.

Sandra

On Wed, Jun 26, 2024 at 9:02 AM Krista Artis <kartis@greatfallsmt.net> wrote:
Sandra,
During the last PSAC meeting this topic was brought up and Melissa was going to locate the
information for the group. Do you want to forward this link below to the group or add to the

discussion for the next meeting?

Please let me know how I can assist.

Krista

From: Melissa Kinzler <mkinzler@greatfallsmt.net>
Sent: Wednesday, June 26, 2024 8:43 AM

To: Krista Artis <karti reatfallsmt.net>

Subject: Local Option Tax

Information about the Local Option Tax for Cannabis. (Marijuana.)

https://mtrevenue.gov/taxes/miscellaneous-taxes-and-fees/cannabis/#l.ocalOptionTax

Melissa Kinzler
Finance Director
City of Great Falls

(406)455-8476
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City of Great Falls e-mails may be subject to Montana's Right To Know law (Article II Sec
9, Montana Constitution) and may be a Public Record (2-6-1002, M.C.A.) and available for
public inspection.
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Agenda #4.

From: Aaron Weissman

To: Sandra Guynn; Krista Artis

Subject: Fwd: Public Safety Committee ideas...
Date: Wednesday, June 26, 2024 9:00:21 AM

Sandra, received another email from a constituent on this matter. Can you please add this to
the record?

Aaron Weissman
aaron(@weissman.com

Begin forwarded message:

From: Mitch Tropila <tropila@mt.net>
Date: June 26, 2024 at 8:42:34 AM MDT
To: aaron@weissman.com

Subject: Public Safety Committee ideas...

Hello Aaron:
Thanks for chatting yesterday.

Ideas on relieving the strain on our emergency providers, firefighters and police
persons:

1) Ban fireworks in the City of Great Falls.

Here are a few further thoughts on #1 above:

A) I suggest keeping track this 2024 season of how many calls our emergency
providers make this 4th of July season and subsequently during New Year’s Eve
celebrations. This could be easily eliminated.

B) Sales could still take place, but discharging them in the City should bring
hefty fines. I suggest, for a compromise, only.

C) Firework stands should have to pay an “emergency provider services” fee.

2) I spoke with an emergency medical trainer - teacher at work. She suggests:
A) Better public education: What constitutes an emergency? A stubbed toe,
does not. Educate dispatchers and the public through PSAs, classes, forums, etc.
B) Have more (City would have to pay.) training sessions on first aid or “Wanna
be an emergency provider?” classes, forums, discussions, etc.
C) Give HEFTY raises in contract negotiations to our emergency providers.
$15 an hour is not enough pay if someone is gonna save your life! THIS is what a
public safety levy really could go for. (My thoughts in last sentence.)

Kind regards,

16
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Mitch Tropila

Agenda #4.
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Agenda #5.

From: Sandra Guynn

To: Krista Artis

Subject: Fwd: TIF info

Date: Friday, June 28, 2024 11:57:00 AM

Attachments: Tax Increment Financing Revitalization Tool, Developer Handout ... or Both Shelterforce.pdf

improving tax increment financing full.pdf.pdf
1889 Tax-Increment-Finance.pdf

—————————— Forwarded message ---------

From: <jeni@)jenidodd.com>

Date: Mon, Jun 24, 2024 at 5:18 PM

Subject: TIF info

To: Tony Rosales <trrosales@gmail.com>, George Nikolakakos
<George.Niko@outlook.com>, Sandra Guynn <guynn6@gmail.com>, Joe McKenney
<jmckenney(@greatfallsmt.net>, Mike Parcel <michael.parcel@mt.gov>, Thad Reiste

<electriccitycoffee(@gmail.com>, Wendy McKamey <wsgmckamey(@gmail.com>, Aaron
Weissman <aaronweissman(@gmail.com>, Shannon Wilson <swilson@greatfallsmt.net>

PSAC Members,

See attached for alternative perspectives on TIF districts.

Jeni

""He who is not angry when there is just cause for anger is immoral. Why? Because anger

looks to the good of justice. And if you can live amid injustice without anger, you are
immoral as well as unjust” ~ Thomas Aquinas
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Executive Summary

Promoting economic activity is a key function of local
government and requires cooperation between the govern-

Crowds in Chicago celebrate the
opening of the Bloomingdale Trail

ment and the private sector. Tax increment financing (TIF) is and Park, which was partially funded
one tool that cities can use to support economic development tFT_r°:ggg;';h;t°:Char‘es Carper/
in a designated area by earmarking property tax revenues from - -

anticipated increases in assessed property values resulting

from investment in that district. TIF expenditures are often debt

financed in anticipation of these future tax revenues.
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Although a number of states have used TIF for more
than half a century, TIF is poorly understood and its
effectiveness is disputed. This report presents basic
data about TIF usage, explains how it is intended to
work, notes its conceptual strengths and limitations,
reviews academic evaluations of its use, and suggests
methods for improving its design.

Today, TIF is legal and employed widely in every state
except Arizona, with heavy use in the Midwest. Yet,
many states do little to track or evaluate the use of
TIF. Academic research suggests that local govern-
ments enact TIF in part to capture growth that was
already occurring and in part to stimulate further eco-
nomic development. Studies also indicate that TIF’s
impact on economic activity is mixed: Many recent
findings show that TIF does little to deliver economic
growth and sometimes simply relocates economic
activity that would have occurred elsewhere without
TIF. Empirical studies of other TIF-related effects,
including its impact on school finance, land uses, and
budgeting, suggest that communities should use it
cautiously to avoid unintended consequences, such
as diverting increased property tax revenues from
counties, school districts, and other overlying govern-
ments; obscuring government financial records; and
facilitating unproductive fiscal competition between
neighboring jurisdictions.

This report lays out the following recommendations
to address these concerns and help state and local
governments improve TIF’s usefulness.

States should track and monitor TIF use.

Basic monitoring helps states evaluate the use of
TIF and helps state legislators better understand
whether TIF regulations are achieving their goals.

POLICY FOCUS REPORT | LINCOLN INSTITUTE OF LAND POLICY

States should revise statutes to allow coun-
ties, school districts, and other overlying
local governments to opt out of contributing
resources to TIF districts. This measure would
diminish or eliminate the incentive for local
governments to use TIF as a device to capture
revenues that otherwise would have gone to
overlying governments.

State legislators should review their “but for”
TIF requirements to determine whether they
are effective. Prior to the creation of a TIF
district, some states require proof that the
planned development would not occur “but
for” the tax increment financing. An effective
“but for” clause can prevent communities
from using TIF when other tools might be more
helpful and transparent.

Local governments should provide extensive,
easily accessible information about TIF use,
revenues, and expenditures. This information
would enable local elected officials to monitor
and regulate the application of TIF, shortening
the duration of TIF arrangements, for example,
or making other adjustments to the terms of
use as needed.

Researchers should study, document, and
explain the different outcomes resulting from
TIF use in various geographic areas. To date,
academic studies of TIF document mixed out-
comes but do not clearly identify the factors
that explain this variation.

The basic design of TIF has significant virtues, but
decades of experience and research from around
the United States show that often TIF is flawed in
practice. This report argues that, if used properly,
TIF can be an important tool to nurture economic
development in the public interest.





CHAPTER 1
Introduction

b

A community’s economic growth and the well-being of its

residents are inextricably linked. Indeed, an area’s prosperity "m0t state legislature specifies
the requirements for establishing a

and its citizens’ quality of life of depend in no small part on TIF district. Photo: Minnesota

the creation and maintenance of jobs that are both materi-  Historical Society.

ally and emotionally rewarding. A community’s success also

requires regularly revitalized commercial activity; the main-

tenance and renewal of infrastructure; and the provision

of public goods, buildings, and services like police, schools,

hospitals, and public recreation areas.
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In the United States, a community’s economic growth

is an important government function that requires
coordination with the private sector. Motivated primarily
by economic profit, the private sector is well positioned
to act rapidly and efficiently when customers clearly
desire goods or services. Sometimes, private-sector
investments that may otherwise be viable can face sig-
nificant impediments. These obstacles might be simple
physical incompatibilities, like viaducts that are too
low to allow modern truck traffic or complicated social
problems, such as a workforce plagued by inadequate
training and high crime rates. When such impediments
arise, they can often be remediated by a combination of
private-sector and governmental activity.

How can these sectors work together? While the private
sector pursues profit, government aims to provide its
target population with vital goods and services that are
balanced against the costs imposed on that populace,
generally as taxes and fees. Sometimes for-profit and
government organizations receive assistance from
private nonprofits dedicated to delivering particular
goods and services, such as healthcare or affordable
housing, to the target population. In addition, the
government can use certain powers, including laws,

regulations, and taxes, to compel private-sector actions.

But the system operates best when government and
private-sector actors work in harmony to achieve
compatible goals by using their own tools—and TIF
can provide a framework for that cooperation.

What Is Tax Increment
Financing (TIF)?

Tax increment financing is an economic development
method designed to coordinate the actions of govern-
ment and the for-profit sector. TIF funds economic
development activities in a designated area by earmark-
ing the anticipated property tax revenue increases—
often called the “increment”—that will result if the TIF

POLICY FOCUS REPORT | LINCOLN INSTITUTE OF LAND POLICY

investment stimulates new development and real
estate appreciation. Core elements of TIF include:

a designated district with narrowly defined
geographic boundaries;

a defined and limited operation period;
expenditures that encourage economic
development; and

real estate appreciation that generates new
property tax revenues.

As implemented in most states, TIF allows city govern-
ments to divert revenues of overlying governments—such
as counties, school districts, or other special districts
that share responsibility for providing public services—
to fund economic development activities. The rationale
is that diverted revenues are produced by the same
economic development that they fund—so these reve-
nues would not exist “but for” the TIF that enabled that
development. Therefore, in theory, there is no loss to the
overlying governments. Also, since revenues accrue only
with appreciation, developers receive no subsidy unless
they create economic development.

What Are TIF Districts and
How Do They Work?

The basic principles of TIF operation are consistent and
widespread: State legislation sets the conditions under
which TIF districts may be established and, subject to
state oversight, grants cities the right to operate TIFs.
These city governments typically pass an ordinance that
creates the TIF district and specifies the district’s goals,
allowed expenditures, and terms of operation.

The TIF district’s revenues are then derived from property
taxes on the appreciation, development, and redevel-
opment of real estate within its borders. In general, that
revenue comes from property taxes that would otherwise
accrue for both the creating government and overlying





governments that levy property taxes on parcels within
the TIF district. Tax increment financing allows those
revenues to accrue for the benefit of the district itself.

Figure 1 illustrates this process. The curve for assessed
value without TIF shows the hypothetical value of par-
cels in the TIF district in the absence of the TIF district.

The basic principles of TIF operation
are consistent and widespread: State
legislation sets the conditions under
which TIF districts may be established
and, subject to state oversight, grants
cities the right to operate TIFs.

As depicted, the value of the parcels would have grown
from about $100 to almost $200 million between 2000
and 2020, even if a TIF district had not been estab-
lished. The curve for assessed value with TIF depicts
the hypothetical value of the parcels if the TIF district

Figure 1

was created beginning in 2006. In this scenario, real
estate values grow more rapidly and, by the end of the
period, are valued at more than $400 million rather
than nearly $200 million. The base value of the TIF dis-
trict is the value of the real estate in the district at the
time the TIF district was established (approximately
$130 million, in this example).

The TIF district’s tax base (increment) is the difference
between the assessed value with TIF and the base
value when the TIF district was created. The tax rate
on the TIF tax base (not shown in the figure) is the sum
of the tax rates of all overlying governments, such as
counties, school districts, and other special districts.
A given tax rate generates less revenue for overlying
governments with a TIF in place than it would in the
absence of the TIF—unless the value of real estate
parcels in the TIF district would not have grown at all
without the TIF district designation. In figure 1, the
distance between the assessed value without TIF
curve and the base value represents the tax base lost
to overlying governments through the formation of the
TIF district.
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The precise way in which TIF districts are formed and
operate varies from state to state and from case to
case. There is no simple typology to classify TIF dis-
tricts, but for the purposes of this report, they can be

divided based on the statutory conditions necessary for

their formation and the sources and uses of financing.

State-enabling legislation sometimes allows for sepa-
rate qualifying conditions for several different types of

TIF districts. For example, Minnesota’s legislation allows

for six district types: economic development, housing,
redevelopment, renewal and renovation, soil condition,
and hazardous waste substance subdivisions (Minne-
sota House of Representatives 2017). Illinois allows the
use of TIF to remediate blight, to conserve areas with
many structures older than 35 years, and to promote
industrial parks in areas of high unemployment (Illinois
Tax Increment Redevelopment Act 2014).

Once a TIF district is formed, its finances can proceed
along a number of different paths as real estate in the
area appreciates and it begins to receive property tax
revenues. Sometimes, new private investments result
from the simple announcement that a TIF district has
been formed with the promise of future economic
development revenue. Thus, property values may grow
even prior to any substantial public investment. In this
case, the TIF district may be funded on a pay-as-you-go
basis: As appreciation creates TIF property tax reve-
nues, local governments can use the funds to improve
infrastructure or to compensate private developers for
allowable costs, such as building and site rehabilitation
or repair, or professional services, such as architectural
or engineering consultation.

In other cases, the mere announcement of a TIF district
is insufficient to stir private investment, meaning that
public spending may have to occur first. In this case,

a TIF development plan, together with the assurance

of a dedicated revenue source from real estate appre-
ciation, can be sufficient to attract financing for the
TIF. Typically, state legislation will explicitly allow local
governments to pledge proceeds from TIF districts as

POLICY FOCUS REPORT | LINCOLN INSTITUTE OF LAND POLICY

a source of bond finance. If the TIF district development
plan is compelling, the municipality may even be able
to create a bond-financed TIF by selling bonds with the
promise that revenues from incremental property taxes
will service them.

Often, TIF financing involves other sources
of revenue, including state or federal
matching funds or, in some cases, other
tax revenues.

In other instances, developer-financed TIFs use
conventional loans to developers for infrastructural
improvements. Once TIF revenues become available,
the developers are reimbursed. In some cases, the

TIF district’s primary purpose is to lower private
investors’ costs; TIF funds are then used to create a
development-subsidy TIF in which payments to private
developers exceed developers’ private expenditures
on public investments.

Often, TIF financing involves other sources of revenue,
including state or federal matching funds or, in some
cases, other tax revenues. Unfortunately, there is little
data on the relative use of these different financing
mechanisms, but anecdotal information suggests
that both TIF bonds and pay-as-you-go financing are
used extensively. Weber (2010) describes the some-
times-complex TIF funding mechanisms used

in Chicago.

TIF statutes commonly require a finding of “blight”
as a condition to establish some or all types of TIF
districts. For example, Maine’s statute requires that
“[at] least 25%, by area, of the real property within a
development district ... must be blighted” or meet
one of two other possible criteria (Maine Legislature
Revised Statutes 2017). The Tax Increment Financing
Act in Texas does not require an explicit finding of
“blight,” but it does require that an area contains “a





substantial number of substandard, slum, deteriorated,
or deteriorating structures” or that the area meets
various other conditions.

Individual states sometimes require proof prior to the
creation of a TIF district that the planned development
would not occur “but for” the establishment of a TIF dis-
trict. For example, the Wisconsin legislation (in section
66.1105(4m)(c)1.a) requires that the decision to approve
or deny a proposed TIF depends in part on “whether the
development expected in the tax incremental district
would occur without the use of tax incremental financ-
ing” (Wisconsin State Legislature 2018). In Indiana,
allocation of TIF revenues requires “a specific finding

of fact, supported by evidence, that the adoption of the
allocation provision will result in new property taxes in
the area that would not have been generated but for the
adoption of the allocation provision” (General Assembly
of the State of Indiana 2014).

Once a TIF district is operating, revenue can be spent in
a variety of ways. For example, the City of Chicago 2016
Annual Financial Analysis reports that, between 2009
and 2015, about 60 percent of TIF expenditures went to
economic development or infrastructure. Most of the

rest was directed to city facilities for sister agencies,
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such as the parks and the school district, and
about 10 percent was spent in direct support of
residential development.

How Does a TIF District Work
in Practice?

The operation of a TIF district might be more fully
understood through the example of an actual TIF
district. In June 2005, the city council of Dallas,
Texas, passed an ordinance creating the Deep Ellum
TIF District. This particular district covers a mixed
residential, commercial, and industrial area of
about 157 acres near downtown Dallas;in 2008, the
city amended the boundaries to include about ten
additional acres. At the time of its creation, the total
appraised value of taxable real property in the TIF
district was approximately $108 million.

The project was designed to facilitate 18 new real
estate projects and about $400 million in new tax-
able private investment, as well as increased transit
use and improved environmental outcomes. Planned
TIF district expenditures of more than $27 million
will be financed by tax revenues on “incremental”

The Case apartment building, an infill
development in Dallas, has attracted
more residents to the Deep Ellum District.
Photo: City of Dallas, Office of Economic
Development.
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real estate value in the district. The TIF district is
scheduled to terminate after 22 years in 2027—or
sooner, if revenue sufficient to fund the proposed TIF
projects accrues faster. Figure 2 shows a map of this
TIF district.

The inset map shows the location of the district within
the city of Dallas and the larger map shows detail
within the district.

The TIF project plan calls for mixed-use development
including offices, residences, stores, and hotels based
on the expectation this will generate increases in
assessed value that will then generate increases in
property tax revenue.

Table 1 is from the official project plan for the Deep El-
lum TIF District and shows projected taxable assessed
property values, increments of assessed value (called

“anticipated captured value”), and sources of property

tax revenue for each year of the TIF district’s projected
life. Column 2 of that table shows that actual taxable
property values were about $108 million when the
district was created in 2005. As shown in column 3,
property value grew by about $6 million in 2006 (to
about $114 million) and by an additional $10 million
dollars in 2007 (to about $124 million). Property value
is then projected to grow each year after that for the
life of the project. Columns 4 and 5 show the amount
of property tax revenue derived from the increments
of assessed value and designated for use in the TIF
district. Beginning in 2008, revenue that would oth-
erwise have gone to either the City of Dallas or Dallas
County instead went to the TIF district. That year, the
increment in assessed values of $42.9 million would
have generated about $273,000 for the TIF district,
rather than the City of Dallas (an effective tax rate of
0.6 percent). An additional $54,000 (an effective tax
rate of 0.1 percent) that would have gone to Dallas
County also became TIF district revenue.
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Source: City of Dallas, Office of Economic Development (2014).
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or be suitable for legal, engineering, or surveying purposes. It does not represent an on-the-
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Table 1

Annual Real Property Appraisals and City/County Tax to the TIF Fund (Deep Ellum TIF District)

Assumptions:

The city of Dallas is expected to participate in the Deep Ellum TIF District for a period of 19 years beginning in 2008 at a rate of 85%. Dallas County
is expected to participate in the Deep Ellum TIF District for a period of 19 years beginning in 2008 at a rate of 55%. The tax rate is assumed constant
at 2005 rate. The actual rate will vary annually. Tax appraisals are for January 1 of the year. Levies occur by September 30 of the year. Tax receipts
generally occur 12-13 months after appraisal. Property value estimates assume 1.5% annual property appreciation and 3% annual inflation.

Tax Property Anticipated TIF Contribution TIF Contribution Total TIF Total TIF 2006

Year Value Total Captured Value City of Dallas Dallas County  Contribution NPV @ 4.00%
2005 $107,990,540
2006 $114,140,302 $6,149,762 $0 $0 $0 $0
2007 $124,590,053 $16,599,513 $0 $0 $0 $0
2008 $150,935,989 $42,945,449 $273,011 $53,877 $326,888 $290,602
2009 $168,506,948 $60,516,408 $384,712 $75,921 $460,633 $684,353
2010 $402,025,968 $294,035,428 $1,869,227 $368,882 $2,238,109 $2,523,916
2011 $425,967,142 $317,976,602 $2,021,425 $398,918 $2,420,343*% $4,436,748
2012 $509,592,727 $401,602,187 $2,553,945 $503,830 $3,057,775* $6,759,722
2013 $531,297,766 $423,307,226 $2,691,028 $531,060 $3,222,088 $9,114,070
2014 $539,267,233 $431,276,693 $2,741,691 $541,058 $3,282,749 $11,420,485
2015 $568,993,295 $461,002,755 $2,930,664 $578,351 $3,509,015 $13,791,050
2016 $577,528,194 $469,537,654 $2,984,921 $589,058 $3,573,979* $16,112,639
2017 $586,191,117* $478,200,577 $3,039,993 $599,927 $3,639,920* $18,386,122
2018 $594,983,984 $4:86,993,444 $3,095,890 $610,958 $3,706,848 $20,612,359
2019 $615,253,167 $507,262,627 $3,224,745 $636,386 $3,861,131 $22,842,066
2020 $624,481,964 $516,491,424 $3,283,413 $647,964 $3,931,377* $25,025,020
2021 $633,849,194 $525,858,654 $3,342,962 $659,716 $4,002,678 $27,162,083
2022 $643,356,932 $535,366,392 $0 $0 $0 $27,162,083
2023 $653,007,286 $545,016,746 $0 $0 $0 $27,162,083
2024 $662,802,395 $554,811,855 $0 $0 $0 $27,162,083
2025 $672,744,431 $564,753,891 $0 $0 $0 $27,162,083
2026 $682,835,597 $574,845,057 $0 $0 $0 $27,162,083
2027 $693,078,131 $585,087,591 $0 $0 $0 $27,162,083
2028 $703,474,303 $595,483,763 $0 $0 $0 $27,162,083
2029 $714,026,418 $606,035,878 $0 $0 $0 $27,162,083
2030 $724,736,814 $616,746,274 $0 $0 $0 $27,162,083
2031 $735,607,866 $627,617,326 $0 $0 $0 $27,162,083
2032 $746,641,984 $638,651,444 $0 $0 $0 $27,162,083
2033 $757,841,614 $649,851,074 $0 $0 $0 $27,162,083
2034 $769,209,238 $661,218,698 $0 $0 $0 $27,162,083
2035 $780,747,377 $672,756,837 $0 $0 $0 $27,162,083
TOTAL
During $34,437,627* $6,795,906 $41,233,533*% $27,162,083
TIF

Source: City of Dallas, Office of Economic Development (2011, 2014).
* Figures corrected by the Lincoln Institute of Land Policy.
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The TIF project plan assumes that the effective
property tax rates charged by Dallas City and
County remain constant (at 0.6 percent and 0.1
percent, respectively) for the life of the project and
generate each year’s revenues based on expected
increases in incremental assessed values. In these
projections, the TIF district will continue to receive
revenue until 2021, at which time sufficient reve-
nues will have been raised, according to projections,
to support expenditures planned for the TIF district.
Should the TIF district generate sufficient revenues
earlier, the increment would revert back to the tax
base of the overlying governments of Dallas City and
County. If effective tax rates or rates of real estate
value growth differ from those assumed in the
project plan, revenue raised by the TIF district will
also differ.

Note that the formation of the TIF district has no
impact on the property tax liabilities of real estate
owners in the TIF district. That is, TIF is neither a
property tax break nor an increase. Rather, TIF is a
method for financing public expenditures that may
then promote economic development. Of course,
to the extent that TIF districts divert property tax
revenue that otherwise would have been available
to other areas or uses, TIF may result in higher taxes
or lower services elsewhere, depending on how
overlying governments, such as school and special
districts, respond.

POLICY FOCUS REPORT | LINCOLN INSTITUTE OF LAND POLICY

TIF IS NOT ADDITIONAL
LAND VALUE CAPTURE

Land value capture is a policy approach that
enables communities to recover and reinvest
land value increases that result from public
investment and other government actions.
Since well-functioning property tax systems
base obligations on the market value of real
estate, the property tax can be an important
form of land value capture (http:/www.
lincolninst.edu/key-issues/value-capture-
property-tax).

Because TIF diverts revenue from real estate
appreciation that may in part be due to public
investment, some observers may erroneously
believe that TIF is a land value capture tool
separate from the property tax.

The property tax liability of property owners
in TIF projects is the same as in projects
using other funding mechanisms. Because of
that, the general public “captures” no more
of the value created by public investments

in a TIF district than it would without the

TIF district. In fact, if some TIF revenues are
used to subsidize private activity, as is the
usual case, TIF is more properly a device that
“transfers” value to, rather than “captures”
value from, the private sector.





CHAPTER 2

Potential Benefits and Pitfalls
J

Some of the most important tools used by local governments
Local businesses like the Murray Street

to shape land use and encourage economic development Coffee Shop increase activity in the

are not always recognized for their direct effect on economic  Deep Ellum TIF District in Dallas, Texas.
Photo: City of Dallas, Office of Economic

growth. These tools include public expenditures to promote Development.
physical infrastructure, such as streets, bridges, and lighting,

and social infrastructure, such as schools, job training,

police, and fire services. State and local governments often

also have access to property tax-related tools, including

incentives and special assessment districts (Kenyon, Langley,

and Paquin 2012). In every state except Arizona, TIF is yet

another economic development tool available to local policy

makers who must weigh the benefits and problems of TIF in

deciding how to design and apply it.
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State legislators and local officials alike should first
ask how TIF would best promote public well-being and
what potential pitfalls its use might create. Careful
consideration and a review of the evidence shows that
TIF has the potential to be a constructive and positive
force—but is also vulnerable to abuse, as this report
will consider.

What Are the Potential
Benefits of TIF?

TIF can promote credible commitment between
government and private parties that might not
otherwise be possible.

TIF is not a property tax break, but it represents a
deviation from the usual budgetary process. Most
noncapital government expenditures on economic
development go through an annual appropriation
cycle and must compete with other spending priorities
for the support of a city council or similar govern-

ing body. Such revenues are explicitly appropriated,
whereas TIF district revenues are tax expenditures
(i.e., tax revenues diverted before they reach overly-
ing governments) requiring no explicit appropriation
once government officials initiate the TIF district. The

justification for this dedicated treatment of TIF funds

is that TIF is both a self-financing and an incentive-
compatible mechanism for funding economic devel-
opment. At least in principle, the most important and
distinctive feature of TIF is that the revenues used to
fund economic development are generated by that

same economic development.

Imagine a real estate developer negotiating with a
city government about a potential development. The
developer would like the government to make some
infrastructure investments that would increase the
value of her property and help ensure that her private
investment will be economically rewarding. The gov-
ernment would like the developer to make a private
investment first, to increase the property tax base,
enhance the quality of life in the community, and help
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ensure that the developer will not renege on or reduce
her commitment after public investments are made.

TIF provides a potential way around this dilemma: The
government can promise the developer that property
tax revenue generated by any increase in real estate
value resulting from her private investment will be
dedicated for the sole use of public investment to
enhance the project. With this promise, lenders can be
persuaded to buy bonds backed by future TIF district
tax revenues, and those bonds can be used to pay for
public investments even before private investments
are made. The key is the credible and legal commit-
ment by the government to direct all future revenues
to economic development projects within the TIF
district. If the developer fails to make the promised
private investments, property values will not appre-
ciate enough to service the bonds backing the public
investment, resulting in default or the slowing (or
halting) of public investment. Either outcome could
severely reduce the value of the private investment.
The developer’s incentive to maximize the value of
the private investment is compatible with the govern-
ment’s incentive to increase the property tax base and
improve the quality of life.

TIF ensures mutual commitment and mutual benefit.
Without it, the government officials could make a ver-
bal commitment to the developer, promising to devote
revenue from incremental taxable property to eco-
nomic development projects within a given area. But
government officials change over time, and potential
lenders and developers might worry that the govern-
ment’s commitment will not prove totally credible or
sustainable in the longer term. This might make them
reluctant to invest in the project.

TIF may facilitate widespread political support for
public investments with localized benefits.

Imagine a public investment that will benefit only a
small fraction of a municipality, like infrastructure for
a small shopping mall. Under ordinary circumstances,
citywide taxpayers may oppose this investment, even





when the benefit to the immediately surrounding
neighborhood is greater than the public cost, because
the increase in taxes to pay for the investment will be
greater than the benefit received for residents outside
the affected neighborhood. TIF presents a potential
mechanism to circumvent this problem because it
allows the government making the investment to cap-
ture some revenues that otherwise would have gone
to overlying governments while not unduly burdening
unaffected taxpayers. In this way, Brueckner (2001)
argues, TIF may improve the allocation of resources.
That said, local governments may accomplish similar
goals with alternative tools such as special assess-
ments—where tax rates rise only in a specific area to
accomplish a specific goal.

The key is the credible and legal
commitment by the government to
direct all future revenues to economic
development projects within the

TIF district.

What Are the Potential
Pitfalls of TIF?

TIF may capture revenues that would otherwise go to
overlying governments.

Most states allow cities to establish TIF districts with-
out consent from overlying governments, such as coun-
ties and school districts, that may depend on the same
tax base. Unfortunately, these rules set up potentially
perverse incentives by allowing cities to claim property
tax revenue that they might not have received in the
absence of TIF. Establishing a TIF district allows city
governments to capture property tax revenue generat-
ed by non-TIF increases in taxable assessed values—
revenue that otherwise would have gone to special
districts and other overlying governments. In this case,

even though the TIF district fails to stimulate economic
development, it still benefits the city government that
established it.

To avert these perverse incentives, many states include
a “but for” clause in their TIF-enabling legislation. As a
Minnesota source explains,

[The] Tax Increment Financing Act requires that
before a city establishes a TIF district, the govern-
ing body must find that, “the proposed devel-
opment or redevelopment, in the opinion of the
municipality, would not reasonably be expected to
occur solely through private investment within the
reasonably foreseeable future.” This requirement,
known as the “but for” test, is intended to restrict
the use of TIF. (Minnesota Office of the Legislative
Auditor, Program Evaluation Division 1996, 71)

If it were true that no real estate appreciation would
have occurred in the TIF district “but for” the TIF activ-
ities, overlying governments, such as school districts
and other special districts, would get the same amount
of property tax revenue that they would have received
without the TIF district. In this case, the TIF designation
harms no one and potentially benefits both the private
developer and the city government creating the TIF dis-
trict. Eventually, the overlying governments also benefit
when the TIF district is retired and taxable appraised
values revert to their tax bases.

In practice, however, the “but for” requirement has
been interpreted in a variety of ways. At most, it has
produced only a very loose constraint on the funding of
development activities. Minnesota’s legislative auditor
found that Minnesota cities “interpret the ‘but for’
requirement in a variety of ways.” Reasons for providing
TIF-based assistance to development included:

unusual circumstances made the project too
expensive to develop otherwise;

even though the development would likely occur
without TIF assistance, it would not occur at a
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location consistent with the city’s development
goals absent the assistance;

the development would occur sooner with

TIF assistance;

the development would be bigger or better with
TIF assistance;

a company threatened to go elsewhere if it did
not get TIF assistance; and

TIF allowed the city to make public
improvements that would not otherwise

have happened.

The auditor concluded that “given the variety of
interpretations available, it is difficult to imagine a
development that would not meet the ‘but for’ test
in some sense” (Minnesota Office of the Legislative
Auditor, Program Evaluation Division 1996, 73).

TIF can make governments’ financial situations and
transactions less transparent and allow evasion

of political constraints on using public funds for
private purposes.

Because TIF revenues can be used only for limited
purposes, they are usually sequestered in special
funds, which contain a mixture of money that oth-
erwise would have gone to the city that established
the TIF and overlying governments. TIF revenues are
also temporary, as the TIF district expires at some
point. TIF districts use a variety of mechanisms to
document and account for the receipt of these funds.
In the most transparent cases, TIF authorities make
publicly available the TIF plan and a record of annual
TIF district receipts and expenditures, sometimes
with a great deal of detail, perhaps even including
account balances and fund transfers. Many TIF
districts fall far short of these ideals, however, or
provide materials late.

Indeed, even in the best cases, the existence of a
separate set of funds—outside cities’ operating
accounts and generally not reflected in their annual
financial reports—may obscure, delay, or prohibit a
comprehensive picture of a city’s financial condition.
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If TIF district expenditures are not documented in de-
tail, observers may also suspect misuse of funds, such
as money funneled to political allies in particularly
egregious cases. TIF district budget transparency has
been a particularly controversial issue in cities such as
Chicago, which has many TIF districts and thus large,
sometimes temporary, reserves of TIF funds. This is
discussed more in chapter 5.

TIF is yet another economic development
tool available to local policy makers who
must weigh the benefits and problems
of TIF in deciding how to design and

apply it.

TIF can facilitate unproductive fiscal competition
between neighboring jurisdictions.

Business tax incentives in general—and TIF in
particular—are vulnerable to overuse if potential
beneficiaries can stimulate a virtual or actual bid-
ding war among competing governments. A busi-
ness that is considering expansion or relocation
may use the existence of tax incentive programs to
obtain benefits or threaten to leave to obtain more,
even when a location would be the business’s most
profitable option even without the benefits. As TIF
policies usually allow many cities to offer TIF, busi-
nesses may find several negotiating partners.

Economic theory suggests that under some con-
ditions such negotiations can reduce economic
efficiency. Recent empirical research shows that
business tax incentives in general are not well
targeted and often do little to stimulate economic
activity (Bartik 2017; Florida 2017; Kenyon, Langley,
and Paquin 2012). Evidence on the specific impact
of TIF districts is discussed in chapter 7 and shows
mixed results, with some studies showing a net
stimulus but others showing little or no effects.





CHAPTER 3
Case Studies
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This chapter presents three case studies demonstrating
Cortex Innovation District in St. Louis is

TIF use in a variety of areas: a large southern city (Atlanta, the Midwest’s premier hub of bioscience

Georgia), a rural western area (Jefferson County, Montana), and technology, serving start-up programs
. . . . . a d established ies.Th t
and an older Midwestern city (St. Louis, Missouri). While and estabiished companies. The master

plan provides for mixed-use development
three cases cannot fully illustrate the vast number of ways for research, office, clinical, residential,
and situations in which TIF has been used, these examples hospitality, and retail spaces. Photo:
Cortex Innovation Community.

provide some sense of the tool's diversity and illuminate
many of its strengths and weakness.
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Case Study 1: Atlanta BeltLine
Tax Allocation District, Georgia

This case illustrates how TIF can be used to support
a community vision that requires a prolonged period
of gestation and demands substantial public and
private investment. It also shows how plans can

evolve over time.

In 1999, Ryan Gravel, a graduate student at Georgia
Tech, proposed a new transit system linking multiple
Atlanta neighborhoods along old rail corridors
surrounding the city. The idea gradually gained
grassroots support, and a steering committee study
found that a tax allocation district (TAD)—Georgia’s
name for a TIF—could cover 60 percent of project
costs without requiring a tax increase. In 2004, the
Atlanta BeltLine TAD was approved by the city council
with the support of the mayor. In 20086, Invest Atlanta,
formerly the Atlanta Development Authority, formed
the Atlanta BeltLine Inc., and a $60 million capital
campaign was launched to support the project. By
2008, the capital campaign was 50 percent complete,
and more than $60 million dollars of bonds were sold
to investors with backing of TIF revenues. Over the
next several years, the BeltLine project increasingly
emphasized environmental responsibility, equitable
development, and affordable housing. Construction
proceeded on several transportation, recreation, and
housing projects.

Though many of the Atlanta BeltLine TAD’s goals are
comparable to those of other TIF projects throughout
the country, the BeltLine is unusual for its shape and
scope: This particular district encircles the city of
Atlanta and includes a 22-mile transit system, many
miles of trails, and numerous new and affordable
housing units (figure 3).
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The original 2005 Atlanta BeltLine Redevelopment
Plan, created by Atlanta Development, aimed to
change the pattern of spotty regional growth by
attracting and organizing future growth through
creating parks, transit, and trails. The plan focused

on acquiring land, creating trails and green spaces,
building a new transit system and improving exist-

ing transportation, developing affordable workforce
housing, and contributing to Atlanta Public Schools. In
2013, Atlanta BeltLine Inc.’s board of directors unani-
mously approved the 2030 Strategic Implementation
Plan (SIP). The project was supposed to be executed
in stages. The SIP prioritized certain projects and laid
out the funding mechanisms. The majority of fund-

ing was directed toward transit improvements even
though these projects are set to begin later in the pro-
cess. Atlanta Beltline Inc. will develop trails and parks
first, using bond money, to create the tax increment
necessary to pay for the transit projects.

Figure 3
Map of Atlanta Tax Allocation District (TAD)

D Atlanta BeltLine Tax
Allocation District (TAD)

. Atlanta BeltLine Corridor

Source: Atlanta BeltLine, Inc. (2018).





The SIP projected that the plan could be completed by
2030 and would cost $4.4 billion in total. Throughout
the duration of the project, the TAD funds are expected
to be the most substantial source of funding, account-
ing for about 33 percent of the total cost. Apprecia-
tion should generate approximately $1.5 billion in tax
increment revenue—a conservative estimate with
prices pegged to inflation. The next largest source of
revenue is expected to come from the federal govern-
ment—especially U.S. Department of Transportation
funding—that will be used specifically for BeltLine
transit projects. The remaining funding will come from
a combination of local sources, such as a new parking
tax and private donations. According to a project web-
site, the BeltLine has already received over $40 million
from private donations and $25 million from federal
sources. During the first five years of Atlanta BeltLine
Inc. (2006-2011), $337 million was expended, about
35 percent of which came from the tax increment.
Another 44 percent came from city funds, with the
remainder from federal funds, philanthropies, or other
sources (Atlanta BeltLine 2013).

The Atlanta BeltLine 2015 and 2016 annual reports
featured a “performance dashboard” that showed
mixed results. By 2015, the project had raised $449
million out of a total target investment of $2.8 to $4.8
billion by 2030. The project’s control of trail and transit
real estate was on time, but completed transit proj-
ects, streetscape construction, and affordable housing
were all behind schedule. In November 2016, Atlanta
voters approved two new taxes designed to speed
progress on the project: an extra one-half of a cent
sales tax to provide revenues for public transportation
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and an additional four-tenths of a cent local option
sales tax to provide additional revenue to purchase
easements for the Atlanta BeltLine loop.

Though much of the Atlanta BeltLine project has

met with support, some local opposition has arisen
throughout its lifetime. In the early planning stages, a
resident sued the city on constitutional grounds, claim-
ing that the use of school taxes for security on bonds
violated the educational purpose clause of Georgia’s
constitution. The Georgia Supreme Court agreed and
declared the TAD’s use of public school taxes unconsti-
tutional, dealing an early blow to the project. Following
this ruling, however, the Georgia General Assembly
amended the state constitution to strengthen the
Redevelopment Powers Law, effectively bolstering the
legitimacy of TAD funding. Now officially constitutional,
the project was able to continue with its original main
funding source.

In 2008, the Fulton County Taxpayers Foundation filed

a lawsuit against the City of Atlanta and its public
school system, seeking an injunction to again prevent
the use of school property tax revenues for the TAD.
Despite the recent amendment, the Foundation argued,
the Educational Purpose Clause remained intact. In

a unanimous vote, the Georgia Supreme Court ruled
that the use of TAD financing for the BeltLine and other
TAD projects in the state is constitutional, technically
overturning the court’s prior decision in light of the new
constitutional amendment and allowing Georgia’s TIF
mechanism to continue funding a range of projects.
The BeltLine project, with the confluence of concerns
about gentrification, government spending, and issues
of race, illustrates how a TIF mechanism can become
so closely scrutinized.





Case Study 2: Jefferson
County, Montana

This case illustrates how a small county used TIF to
cushion community transition when one source of
economic activity slowed, requiring new sources of

jobs and income.

Located in southwestern Montana, Jefferson County is
home to 11,406 people who enjoy a median household
income of $60,863—well above the state median of
$46,230. The county includes Boulder, Jefferson City,
Clancy, Montana City, and Whitehall, as well as several
smaller towns. The county’s economy depends largely
on its natural resources, including agriculture, forestry,
and mining.

The Golden Sunlight Mine, a long-standing presence
in the local economy employing about 200 people from
the county, was expected to exhaust its resources and
close sometime in 2015. In 2009, anticipating this loss
of employment, Jefferson County and the Jefferson
Local Development Corporation (JLDC), in partner-
ship with mine operator Barrick Gold, proposed the
implementation of a TIFID (Tax Increment Financing
Industrial District). The mine did not close in 2015 and
is expected to continue operation into the next decade.
Economic development efforts have continued on the
land surrounding the mine.

Until 1989, Montana allowed TIF only for rehabilitation
within designated urban renewal areas. In that year, the
state legislature amended the Montana Urban Renewal
Law to allow TIFIDs to be used to develop and retain
“value-added” companies—that is, companies that
convert raw materials into more valuable products that
can be traded. With this in mind, the Jefferson

Local Development Corporation formulated and
submitted a new plan for the Sunlight District.
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The 2009 Jefferson County TIFID Plan, which proposed
the Sunlight Business Park, outlined the types of indus-
trial developments being sought and analyzed related
infrastructure needs. First, the plan identified five key
potential industries particularly suited for the economy
and the needs of both Jefferson County and Montana
as a whole. These industries included metal ore mining,
general manufacturing, food manufacturing, engineer-
ing services, and electrical power generation (except
hydroelectric, fossil fuel, and nuclear).

The plan also identified a significant deficiency in
usable infrastructure. The only roads identified in the
district were described in the plan as “primitive” and
“unpaved.” The district had an electrical transmission
line and an electrical substation line but no gas or
electrical supply lines outside of the mining properties.
Additionally, there were no water supply or treatment
lines outside of the Golden Sunlight Mine. TIFID funds
would be needed to build and extend the infrastructure
for development to occur within the TIFID.

The proposed development projects would be funded
through annual tax increment appropriation and con-
ventional financing through Jefferson County but man-
aged by the JLDC. The plan emphasized partnership
development including existing partnerships among
Jefferson County, the JLDC, and Barrick Gold. However,
the JLDC planned to seek additional partners, includ-
ing state and federal government funding programs, to
speed up and ease the development process.

The JLDC used the dedicated local portion of revenues

from a tax on metal mining (in this case, gold) to secure
a $655,000 loan from the county to fund infrastructure

in the TIFID. The Great Recession discouraged new





In 2015, Jefferson County, Montana implemented a Tax Increment
Financing Industrial District (TIFID) to compensate for the
expected closing of the Golden Sunlight Mine. Photo: Mark Briggs,
Barrick Gold of North America, Inc.

business activity in the region, however, and during the
first few years of operation there was little new econom-
ic activity in the Sunlight TIFID. In 2013, Jefferson Coun-
ty amended the Sunlight TIFID Plan yet again to include
a Tax Increment Financing Revolving Loan Program. The
new program was funded with incremental property tax
revenues. The JLDC intended to entice new business
development to the area. The revolving loan fund is
perpetual and can continue even after the TIFID expires.
Actual construction in the TIFID area did not commence
until May 2014, when the county broke ground on a new
business park.

In the five-year period between the original Sunlight
TIFID proposal and the 2014 groundbreaking, Jefferson
County and the JLDC recognized the increasing impor-
tance of rapid Internet access for business development
and decided to use the TIFID to reinvent and invigorate
the local economy. This caused a shift away from the
original proposal, which focused on resource-oriented
development, to a plan to attract more high-tech com-
panies and jobs, which in turn altered the original plans
of the Sunlight Business Park. By early 2017, three units,
including office and warehouse space, had been built

in the business park and were occupied by businesses
focused on the Internet, wind energy, and medicine. One
company was a business already established within the
county, that moved to the park and expanded employ-
ment to take advantage of faster Internet service. The

wind-energy firm, LGT Advanced Technology Limited from
the United Kingdom, also moved in. By early 2017, the
companies had added only a small number of jobs, but
the JLDC remains hopeful that future growth will create
more well-paying, permanent jobs in the next few years.

CHALLENGES

Since its conception, the Sunlight TIFID was unique-

ly poised for success. Jefferson County had a built-in
organization to manage and help plan the TIFID with the
JLDC as well as the commitment and support of one of
the largest corporate entities in the area—Barrick Gold,
which operates the Sunlight Gold Mine. The company has
demonstrated its commitment to ensuring the county’s
economic stability. For example, the company leases the
land for the Sunlight Business Park to Jefferson County—
a total of 48 acres—for just $10 annually.

Loans from the county, supported by dedicated revenues
from the metals tax, were used to create the infrastruc-
ture needed to make the business park operable, as

well as to finance construction of the office building and
warehouse. Through early 2017, development in the TIFID
was slow—perhaps because of a lack of advertising and
recruiting due to the limited resources available to the
JLDC.This illustrates the “chicken and egg” problems that
can arise with “pay-as-you-go” TIF, which must generate
revenues through new tax increments provided to the
district. The lack of advertising contributed to the slow
real estate development, and subsequent tax increments
provided insufficient funds to support advertisement and
recruitment. This, along with poor economic conditions
during the time the TIFID was started, resulted in slow
initial development in the area (Harrington 2017).

Despite this, there has been some development in the
TIFID, which has benefited the community beyond its geo-
graphic boundaries by making possible the expansion of
fiber lines to support rapid Internet service in surrounding
communities. Proponents hope that this will enhance
business opportunities in the region in the long run.
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Case Study 3:
St. Louis, Missouri

This case study illustrates the use of TIF in a big

city facing severe fiscal, economic, and competitive
challenges. Missouri’s TIF law, though similar to other
states’ in some respects, uses unusual mechanisms
and language.

In Missouri, a TIF district technically freezes property
taxes within the district but requires that property own-
ers make Payments in Lieu of Taxes (PILOTS) to a special
fund—at a rate of 100 percent. These PILOTS should not
be confused with payments of the same name some-
times made by universities and charitable organizations
that are exempt from property taxes in other states
(Langley, Kenyon, and Ballin 2012). Missouri also allows
for up to 50 percent of local income and sales tax reve-
nue generated by new economic activity to be captured
and diverted into the special-allocation fund, which is
then used to reimburse the developer or to retire debt
from bonds used to finance development.

By early 2016, there were well over 100 TIF projects in
the city of St. Louis alone, making it among the most
active TIF users in the United States. A local research
and advocacy group, Better Together St. Louis, found
that $2 billion of public tax dollars had been diverted to
developers in the region through TIF. The same group’s
2011 survey of TIFs in the St. Louis metropolitan area
found that about 80 percent of TIF projects in the region
were retail-oriented development projects; residential
development was another common use of TIF in the area
(Coleman and Murphy 2014).

With so many TIF districts in St. Louis, however, mixed
results are not surprising.
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Approved in 2012, the Cortex Redevelopment Plan, also
known as the Innovation District Redevelopment Area,
was one of the largest TIF-supported undertakings in
the St. Louis area. The plan included developing offices,
research facilities, stores, a healthcare facility, a recre-
ational open space, and a new public-transit station—
all on largely vacant land that had resulted in part from
the loss of jobs and population in the area. The plan is
estimated to be completed in 2024 and projected to cost
upward of $2 billion, including $158.2 million funded

by TIF.

Despite its relatively new status, Cortex is considered
one of the most successful TIF undertakings in St. Louis.
During Phase | of the project, the Cortex Innovation
District used around $10 million in TIF funds to inject
$155 million of investment and to create 955 technology
and management jobs in the area. Phase Il is expected
to spur $186 million of investment within the district, as
well as 1,400 more well-paying, permanent jobs. Over
the course of the 25-year project, the Cortex Innovation
District is expected to produce an estimated 2,400 jobs.
By late 2016, the Cortex District reportedly had 4,100
people working for 260 companies and was adding
additional economic activity including new hotels,
apartments, and retailers (Barker and Bryant 2016).

Unlike many TIF projects in the city, the Cortex Innova-
tion District has managed to procure outside funding
and partners. Cortex has paired with two major universi-
ties in the area—Washington University in St. Louis and
University of Missouri—as well as private, nonprofit,
and government organizations. Though TIF remains inte-
gral to the district’s further development, these outside
partnerships have helped the Innovation District to
thrive. The use of TIF in St. Louis reflects the urgency felt
by public, private, and nonprofit leaders to find a path to
regeneration after devastating losses of population and
jobs that left wide swaths of vacant and underutilized
urban land.





STORIES OF FAILURE:
GRAND AND SHENANDOAH

Not all of the TIF districts in St. Louis have been as
successful as the Cortex TIF district. A 2018 summary
of St. Louis TIF districts on the city’s website lists
approximately 180 TIF districts (St. Louis Development
Corporation 2018). Most of these are still active in 2018,
so it is difficult to render a final judgment on their
success. Roughly 20 of the TIF districts were terminat-
ed before completion, and approximately 16 ultimately
failed to get approval after potential developers filed
applications with the redevelopment agency.

The Grand and Shenandoah District, approved in
February 2007, was terminated before completion.

The city ordinance creating the TIF district described

a plan to use $2.5 million in TIF borrowing in addition
to other revenues to finance more than $7 million of
redevelopment on two blighted parcels at the corner
of Grand and Shenandoah Avenues. The plan called

for the demolition of a building that formerly housed

a YMCA and the construction of a new, mixed-use
commercial building with 14,000 square feet of retail
space and 16,000 square feet of office space. The plan
also involved rehabilitating a 1895 historic building
once used as a high-end restaurant, before it fell into
disrepair. The city’s 2007 annual report on the project
filed with the Missouri state auditor estimated that 125
jobs would be created (Missouri Office of State Auditor
2018). The developer, however, could not secure the
needed preconstruction leasing commitments and,
therefore, was unable to get financing for the project.
The TIF district was dissolved in 2016 without creating
any new jobs and with only approximately $6,000 in tax
revenues since its inception. After this TIF failed, the
city was later able to attract new developers by using
tax abatements and, by early 2018, renovation on the
historic restaurant was underway and additional con-
struction was planned at the site of the former YMCA.

Studies have found that jobs created in TIF districts
can displace jobs in competing businesses that do not
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thrive or survive in surrounding neighborhoods. Thus,
one neighborhood may benefit while the surrounding
areas suffer, resulting in minimal net benefit to the city
as a whole (Coleman and Murphy 2014). Another study
noted the sharp decline of small retail stores employing
10 or fewer people, suggesting that large businesses
gained sales and employees at the expense of smaller
local businesses (East-West Gateway Council of Govern-
ment 2011). Coleman and Murphy (2014) argue that this
trend indicates there is less room for local entrepre-
neurs in the market and indicates an increased likeli-
hood of reduced profits for the City of St. Louis.

Literature suggests that these unsuccessful projects
failed because over 80 percent of TIFs are for retail
projects that serve a local market. Unlike Cortex, these
retail jobs are not being created by TIF; they are merely
being displaced. Other projects may be less successful
due to a strong dependence on TIF financing rather than
community partnerships that would help ensure long-
term success.

Washington University in St. Louis and the University of Missouri

among others partnered with Cortex to help launch the Innovation
District. Photo: bluepoint951/Flickr CC BY-NC-SA 2.0.






CHAPTER 4
Use and Implementation

TIF is a local government program facilitated by state-
In Maine, TIF was used to fund the Bath

Iron Works modernization project, which
created a dry dock launching facility. states, such as Maine, simply verify that proposals for
Photo: Ted Kerwin/Flickr CC BY 2.0.

enabling legislation with varying state involvement. Some

local TIF districts meet statutory requirements but do

not track or monitor TIF districts once they are created.
Others, such as Illinois, require annual reports on each
TIF district and provide state-level data about TIF use.
Nationwide, TIF has certain common elements (described
in chapter 1), but each state has its own enabling legisla-
tion and regulations for the use of TIF. States set the rules
for establishing and modifying TIF districts, the length of
time they may be in effect, the acceptable uses of funds,
the reporting requirements, and other guidelines.
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Early studies documenting state TIF legislation include
Johnson and Kritz (2001), Johnson (2002), and Council
of Development Finance Authorities (2008). As of early
2018, there are two web-based resources that provide
information about TIF rules across the United States.

The Council of Development Finance Agencies
(CDFA) has an online Tax Increment Finance
Resource Center (2017) that provides a wealth of
information, though some items are available only
to paying members. The site provides an open-
access state-by-state map that allows users

to click on a U.S. state and obtain a link to that
state’s TIF statute and summary information about
requirements for district creation, eligible public
costs, financing options, maximum length of dis-
trict, and several other items. (This data excludes
Arizona, which does not allow TIF)

Significant Features of the Property Tax Database
(2018), updated annually and produced through a
partnership of the Lincoln Institute of Land Policy
and the George Washington Institute of Public
Policy, provides a range of information on the
property tax and TIF laws in each state, including
relevant statutes, program names, geographic
requirements, descriptions of incentives, and
more. The website includes information about
TIF programs in each state. The appendix table

in this report (p. 59) is drawn from that website
and contains the most current available informa-
tion about the name of the TIF program in each
state, the allowable duration of TIF districts, the
legal requirements to create a TIF district, the
agencies that must approve TIF districts, and the
requirements for public hearings.
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Where Has TIF Been Used?

Both resources focus on the legal authority for TIF, but
neither source provides data on the tool’s actual use.
National data on TIF use is extremely difficult to com-
pile because many states do not monitor TIF use once
adistrict is authorized. The International City/County
Management Association (ICMA) has sponsored several
surveys asking local government officials about their
economic development activities. Their 2014 survey
reports that about 42 percent of the 1,148 responding
local governments are using TIF as a source of funding.
Warner and Zheng (2013), Felix and Hines (2013), and
Greenbaum and Landers (2014) all provide analyses of
earlier ICMA surveys and find similar percentages of
respondents offering TIF-type economic development
incentives. However, as Greenbaum and Landers point
out, the response rate to ICMA surveys is generally
relatively low—around 25 percent—and thus may not
be representative of all local governments. Greenbaum
and Landers also find significant regional variation

in the use of TIF by respondents to the ICMA’s 2009 sur-
vey, with 74 percent of respondents in the north-central
region reporting use of TIF, compared to only 24 percent
of respondents in the Northeast.

Table 2 (p. 26) provides information about the legal
uses of TIF revenues and estimates of the number of
TIF districts in each state. In some cases, the esti-
mates have been compiled by state authorities and
are quite precise. In other cases, where the state does
not track or report the number of TIF districts, the best
available estimates are reported. Figure 4 maps the
data in column 3 of table 2 (p. 30).





Table 2
Number of TIF Districts and Additional Authorized Uses of TIF Revenues by State

Estimated Number of TIF  Sell or Rent Land Below
Districts in State Fair Market Value

Program Name

26

ALABAMA Tax Increment Districts 10 v
ALASKA Improvement Area Projects 1

ARIZONA N/A N/A N/A
ARKANSAS Redevelopment Districts 9 v
CALIFORNIA Enhanced Infrastructure Financing Districts 743

COLORADO Tax Increment Financing Districts 140

CONNECTICUT Tax Increment Financing Districts 4

DELAWARE Municipal Tax Increment Financing Districts 0

FLORIDA Community Development 222

GEORGIA Tax Allocation Districts 64

HAWAII Tax Increment Financing Districts 0

IDAHO Revenue Allocation Areas 78

ILLINOIS Tax Increment Allocation Redevelopment Areas 1238 v
INDIANA Tax Increment Financing Districts 700-800

IOWA Urban Renewal Areas 3340

KANSAS Tax Increment Financing Districts 1

KENTUCKY Tax Increment Financing Districts 23

LOUISIANA Tax Increment Development 9

MAINE Tax Increment Financing Districts 483

MARYLAND Tax Increment Financing Districts 28

MASSACHUSETTS District Improvement Financing 2

MICHIGAN Tax Increment Financing 634 v
MINNESOTA Tax Increment Financing 1719

MISSISSIPPI Tax Increment Financing 25

MISSOURI Real Property Tax Increment Allocation 468

MONTANA Tax Increment Financing 50

NEBRASKA Tax Increment Financing for Redevelopment Projects 828
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Permitted Development Subsidies Other Public Uses Outside of TIF District

Direct Financial

Construct Buildings TaxSubsidies Subs.idies insladine Public Expenditure to
and Facilities (freezes and relrnbursement Benefit TIF District Shared Revenue*
abatements) for project costs, loans,
and funds for training)
v v v
N/A N/A N/A N/A N/A
v v
v v
v a v
v v v
v v v
v
v v v
v
v v
v v
v v
v v
v v
v
v v v
v
v
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Table 2, cont’'d
Number of TIF Districts and Additional Authorized Uses of TIF Revenues by State

Sell or Rent Land

Program Name Estimated Number of TIF Below

Districts in State Fair Market Value

NEVADA TIF and Redevelopment Areas 22
NEW HAMPSHIRE Tax Increment Financing in Development Districts 32
NEW JERSEY Revenue Allocation District Financing 49
NEW MEXICO Tax Increment Development Districts 16
NEW YORK Tax Increment Financing 2
NORTH CAROLINA Project Development Financing (TIF) 3
NORTH DAKOTA Tax Increment Financing 48
OHIO Tax Increment Financing Districts 1278
OKLAHOMA Tax Increment Financing Districts 48
OREGON Urban Renewal Plans 244
PENNSYLVANIA Tax Incremental Financing Districts 100
RHODE ISLAND Tax Increment Financing Areas 5
SOUTH CAROLINA Tax Increment Financing for Redevelopment Projects 17
SOUTH DAKOTA Tax Incremental Districts 172
TENNESSEE Tax Increment Financing 29
TEXAS Tax Increment Reinvestment Zones 1378
UTAH Tax Increment Financing Districts 84
VERMONT Tax Increment Financing Districts 9
VIRGINIA Tax Increment Financing Districts 9
WASHINGTON Tax Increment Financing 38
WEST VIRGINIA Tax Increment Financing 31
WISCONSIN Tax Incremental Districts 1241
WYOMING Tax Increment Financing 10

Table focuses on the most broadly applicable TIFs.
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Permitted Development Subsidies Other Public Uses Outside of TIF District

Direct Financial

Tax Subsidies Subsidies (including
(freezes and reimbursement

Construct Buildings
and Facilities

Public Expenditure to

*
Benefit TIF District UEITEE | HERIE

abatements) for project costs, loans,
and funds for training)
v v v v
v
v v v

v v v
v
v v v
v
v v
v v v
v v
v v v

v v v
v v
v v
v
v v v
v v v v
v
v
v v

v

Sources: Lincoln Institute of Land Policy and the George Washington Institute of Public Policy (2018); Column 3: Merriman, Qiao, and Zhao (2018).

* Shared revenue indicates either initial allocation among jurisdictions and TIF districts or that jurisdiction allows other jurisdictions to opt out. In general,
when TIF districts have sufficient funds for development and debt service, excess funds are returned to the taxing jurisdictions.
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Figure 4
Estimated Number of TIF Districts by State

560-3,340
58-559
25-57
10-24

i §

0-9

Data source: This report, table 2, column 3.
Categories for MT, NH, SC, and TN are best
available estimates.

Figure 4 illustrates how the use of TIF varies dramati-
cally from state to state. Consistent with Greenbaum
and Landers’s (2014) analysis of ICMA data, nearly all
of the Midwestern states make extensive use of TIF. By
contrast, none of the New England states except Maine
use TIF to a large extent. In fact, outside of the Mid-
west, Colorado, Florida, Maine, Oregon, Pennsylvania,
and Texas have 100 or more TIF districts, and Califor-
nia greatly restricts the creation of new TIF districts.
Twelve states (not including Arizona, which prohibits
TIF) have nine or fewer TIF districts. To date, there has
been no published academic work explaining why local
governments in some states use TIF more extensively
than others.

The remainder of table 2 provides information about
acceptable use of TIF revenue. All state TIF statutes
allow TIF revenues to be used to service bonds that are
sold to fund development activities in the TIF district.
TIF funds can be used for other development subsi-
dies in some states including the below-fair-market
sale or rental of real estate to private parties in order
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to promote economic development or construction of
facilities within the TIF district, etc. Roughly two-thirds
of the states allow some use of TIF funds for limited

activities outside of physical TIF boundaries.

In some cases, TIF authorities sell bonds and use funds
from property tax revenues on the TIF increment to
service the bond debt. As discussed previously, use of
TIF district-financed debt may allow the TIF authority to
jump-start economic development in the district. Table
3 shows, in general, that states with many TIF districts
also had a large amount of TIF debt. For example, Cali-
fornia, with more than 700 TIF districts, had about $25
billion of TIF bond issues. However, the amount varies
greatly across states: Ohio has even more TIF districts
than California, but TIF districts in Ohio issued only
about $500 million of TIF debt. In fact, California issued
far more TIF debt than any other state, and the only
other states with more than $1 billion of TIF debt issued
are Illinois and Minnesota. A few states (including lowa,
Maine, and Nebraska) have a substantial number of TIF
districts but a modest amount of TIF debt issuance.





Table 3

TIF Borrowing by State, 2000—2014 (millions of nominal dollars)

B

N

§ [
Alabama 28 30 2 60
Alaska 0 0 0 0
Arizona does not allow TIF
Arkansas 0 0 0 0
California 10,198 | 11,609 | 3,233 | 25,040
Colorado 447 704 434 1,585
Connecticut 0 0 129 129
Delaware 0 0 0 0
Florida 110 235 68 413
Georgia 109 554 21 684
Hawaii 0 0 12 12
Idaho 15 8 33 56
Illinois 657 448 169 1,274
Indiana 137 337 246 720
lowa 120 186 9 315
Kansas 15 325 14 354
Kentucky 0 1 0 1
Louisiana 16 5 10 31
Maine 1 0 30 31
Maryland 14 0 40 54
Massachusetts 0 0 0 0
Michigan 186 148 100 434
Minnesota 698 500 202 1,400
Mississippi 50 61 23 134
Missouri 519 658 248 1,425
Montana 22 48 20 90

Source: Luby and Moldogazie (2014); personal communications.

N N N

R =

o o S B

I
Nebraska 19 19 5 43
Nevada 70 140 22 232
New Hampshire 0 0 0 0
New Jersey 0 0 0 0
New Mexico 0 0 0 0
New York 0 0 0 0
North Carolina 16 0 0 16
North Dakota 2 3 3 8
Ohio 130 269 117 516
Oklahoma 0 26 140 166
Oregon 77 18 0 95
Pennsylvania 177 70 29 276
Rhode Island 8 29 0 37
South Carolina 157 105 14 276
South Dakota 6 7 2 15
Tennessee 0 33 0 33
Texas 339 455 351 1,145
Utah 29 58 77 164
Vermont 0 0 0 0
Virginia 32 14 0 46
Washington 0 0 0 0
West Virginia 0 56 1 67
Wisconsin 51 8 30 89
Wyoming 0 0 0 0
TOTAL 14,455 17167 5,844 37,466
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How Has TIF Been Used”

Over the past quarter-century, scholars have con-
ducted numerous studies to better understand when
TIF is used. Table 4 provides some basic information
about nine empirical studies of the determinants of
TIF adoption. Each study predicts the probability of
TIF use as a function of an area’s characteristics. The
six older studies use data from a particular state or
region, five of which are located in the Midwest and
one in Maine. The more recent studies use national
data from surveys of municipal officials. Eight of the
nine studies focus on TIF adoption at the municipal
or county level. Only Gibson (2003) predicts use at the
neighborhood level.

These empirical analyses focus on two fundamen-

tal questions. First, do municipal officials adopt TIF
because growth is slow and they wish to stimulate
growth or because growth is rapid and they wish to
capture growth in a tax base that would otherwise go
to overlying governments, such as counties, school
districts, or other special districts? Second, do com-
munities use TIF to gain a competitive advantage over
neighboring areas?

On the first question, the evidence is mixed. Ander-
son’s evidence “strongly suggests that prior growth

is responsible for TIF adoption,” while Man “finds no
empirical evidence to support the contention that
growing cities are more likely to adopt TIF” (Anderson
1990, 160; Man 1999a, 1151). Gibson (2003) finds that
moderately economically distressed neighborhoods,
which experience moderate growth, are most likely to
be included in TIF districts. There is little point in using
TIF in an area that is not growing at all, but municipal-
ities may also be reluctant to use TIF in an area that is
growing rapidly already.
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Table 4
Determinants of TIF Adoption

Anderson, John E. (1990)

Man, Joyce Y. (1999)

LaPlante, Josephine M. (2001)

Gibson, Diane (2003)

Byrne, Paul F. (2005)

Mason, Susan, and Kenneth P. Thomas (2010)

Warner, Mildred E., and Lingwen Zheng (2013)

Felix, R. Alison, and James R. Hines (2013)

Greenbaum, Robert T.,and Jim Landers (2014)






Time
Period

Dependent
Variable(s)

Reasons for Increases

in the Probability of TIF
Adoption

TIF adoption and

1985— Probability of TIF property value
Michigan 255 cities City growth
8 1986 adoption ye growth estimated
simultaneously
Fiscal stress, lower share TIF adoption and
. 150 cities with a population 1985- Probability of TIF ’ . property value
Indiana : of property taxes, and if .
above 2,500 1991 adoption . . growth estimated
neighboring areas adopt TIF .
simultaneously
Predictive discriminant
L Probability of TIF Nonmunicipal tax burden, edictive disc . @
. 86 larger municipalities 1989- . . . analyses used without
Maine K adoption at the time business share of property tax, .
(42 of which adopted TIF) 1998 correction for
analyses were done and percentage elderly . ]
simultaneity
) . Neighborhood distress and the Study finds that mod-
Time until census .
. 1990- presence of an Empowerment erately disadvantaged
Chicago 866 census tracts tract became part of L . B
2000 - Zone, but probability falls with neighborhoods are most
aTIF district .
the tenure of alderman likely to get TIF
Neighboring ar t TIF,
Chicago Metropolitan S Probability of TIF ghboring areas adopt TIF,
255 municipalities 2000 : percent of overlap with school None
Area adoption . N
district, and municipal tax rate
. Use other economic develop-
. . " Spring Approval of a TIF and . . > No correction
Missouri 171 cities . ment tools, and neighboring X .
2008 approval of a retail TIF for simultaneity
areas adopt TIF
Use of business Accountability, competition, and
. .. . . Two other non-TIF
. 800 chief municipal 2004 and development incen- unemployment, but falls with
United States L . ) . . " types of development
administrative officers 2009 tives that reduce citizen opposition and low per . . .
. R incentives also studied
costs to business capita property taxes
Use of TIF alone or . .
. . . L . Share of low-income residents, »
. 1,022 chief municipal in combination with .. Poorest communities
United States . 1999 . proximity to state borders, and .
development officers other business devel- - . less likely to use TIF
. . political corruption
opment incentives
Government size
. 844 municipal and . S Study finds significant
United States P 2009 Use of TIF low-income residents, y g

county governments

and suburban location

regional differences
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If nonmunicipal governments, such as school districts,
are responsible for the majority of the property tax
burden in an area, a municipality-initiated TIF district
can capture tax revenue for economic development at
arelatively low cost to the municipality. For example,
suppose that 10 cents of each dollar paid in property
taxes goes to the municipality, 65 cents goes to the
school district, and 25 cents goes to the county or
other local governments, such as park and transpor-
tation districts. Municipalities might be more likely to
use TIF since they bear only a small share of the cost
for redirected property tax dollars. Anderson (1990,
161) studied this but found “the proportion of the tax
rate attributed to the city government has no impact”
on TIF adoption, suggesting that towns do not act stra-
tegically to capture TIF revenue. LaPlante (2001, 91)
finds that “a town with a heavy municipal tax burden
is likely to embrace TIF,” but her results are difficult to
compare with Anderson’s (1990), as she did not control
simultaneously for the tax share of overlying govern-
ments. Both Byrne (2005) and Mason and Thomas
(2010) found that towns are more likely to adopt TIF
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when their neighboring towns use it. This suggests
strategic, or at least competitive, behavior.

Studies that use survey data have the virtue of
covering a much broader geographic area, but survey
respondents’ answers may be subjective, and thus the
analyses may be less revealing compared to studies
using administrative data collected to implement or
monitor government programs. Warner and Zheng
(2013), Felix and Hines (2013), and Greenbaum and
Landers (2014) all find evidence that economic dis-
tress promotes the use of TIF. Warner and Zheng find
more use of TIF-type incentives when there is more
accountability for results, while Felix and Hines find
evidence that TIF is used to compete with neighboring
jurisdictions and is possibly associated with political
corruption. Greenbaum and Landers emphasize that
the determinants of TIF use in the north-central region
are somewhat different from factors in the rest of the
country. In particular, higher property taxes are associ-
ated with more TIF use in the north-central region, but
not in other regions.





CHAPTER 5
Transparency: Intensive TIF Use in Chicago
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Some have called for more transparent use of TIF revenues.

Morgan Station in Chicago, funded almost

Once a municipality establishes a TIF district and begins to
) ) ) fully through TIF, accelerated the redevel-

receive revenues and make expenditures, it can account for  pment of the area. Photo: Steven Vance/

them separately—and sometimes obscurely—compared to  Flickr CCBY-NC-SA2.0.

other governmental funds. Some argue that municipalities

could achieve transparency by including TIF-funded activi-

ties as part of a city’s regular operating budget. Cities could

also document property tax dollars from TIF districts in

capital plans and in regular city financial reports.
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Background

Chicago has used TIF since the late 1980s, and

the lack of TIF transparency has been a particu-
larly salient issue there (Reingold 2001). By 1997,
Chicago had 41 TIF districts, and TIF use was rapidly
expanding (Youngman 2016). By the mid-2000s, TIF
use in Chicago was extremely controversial (Quigley
2007), and that controversy continues to the pres-
ent (Youngman 2016).

Chicago is worthy of special focus because of its
extensive and controversial use of TIF. By 2014—
after years of municipal fiscal distress—Chicago
used TIF more than any big city in the United States.
As shown in table 5, Chicago had as many TIF
districts (149) as the other nine largest U.S. cities
combined. In 2015 alone, Chicago TIFs collected
about $461 million in property tax revenues (Office
of the Cook County Clerk 2016).

GASB 77 ANDTIF

In August 2015, the Governmental Accounting Standards
Board (GASB) issued Statement No. 77 (GASB 77). The new
policy requires governments to disclose the amount of

tax revenues forgone through tax abatements, including
at least some of those made through TIF (Knezevic 2017),
for reporting periods that begin after December 15, 2015.
GASB establishes accounting and financial reporting
standards for U.S. governments that follow Generally
Accepted Accounting Principles (GAAP). GASB periodically
issues statements about how particular accounting issues
should be dealt with in government financial reports.

GASB 77’s potential to increase TIF transparency is
unclear. Because TIF, as generally implemented, does
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More than $4.5 million in TIF funds were used to rebuild Cermak
Station in Chicago adjacent to the McCormick Place Convention
Center. Photo: Steven Vance/Flickr CC BY-NC-SA 2.0.

not reduce tax payments but rather redirects the
expenditure of public funds, its status as a tax
abatement is sometimes unclear and disputed
(LeRoy 2017). Also, GASB 77 allows individual
governments discretion to disclose abatements
either individually or in aggregate, and aggregated
disclosure is less likely to provide information about
individual TIF districts within a government.

Careful analysis of GASB 77’s impact on financial
reporting probably won't be available until at least
late 2018. For many governments, the first required
disclosure involved a fiscal year that began in the
calendar year 2016 and ended in the calendar year
2017, and financial reports generally do not appear
until several months after the fiscal year ends.





Table 5
Population and TIF Use in Largest U.S. Cities

Population,
2016
(in millions)

Districts, 2017

(except where noted)

New York, NY 8.54 0
Phoenix, AZ 1.62 0
Philadelphia, PA 1.57 13 (2013)
14
San Diego, CA 1.40 (in flux due to changes in

California law)

Dallas, TX 1.32 18
San Antonio, TX 1.49 19
21
San Jose, CA 1.02 (in flux due to changes in

California law)

24
Los Angeles, CA 3.98 (in flux due to changes in

California law)

Houston, TX 2.30 27
Chicago, IL 2.70 149
Total TIF Districts 285

Source: U.S. Census Bureau; city websites.

Many aspects of TIF use in Chicago have been contro-
versial, but the central theme of these controversies
has revolved around the questions of who gets to decide
about the use of property tax dollars and how Chicago’s
city government tracks and reports the collection and
dispersal of TIF tax dollars.

Spending TIF district dollars is fundamentally different
from other government spending. TIF dollars are raised
by a general property tax but must be spent to benefit
economic development in designated areas. In most
cases, TIF revenues derive from taxes levied by all over-
lying governments, such as counties, school districts, or
other special districts. Spending of TIF funds, unlike other
earmarked revenues, is not authorized, appropriated,
accounted for, or voted on during the normal budget cycle
of any elected government. Once a TIF district is created,
funds generated by the district do not compete with
non-TIF district priorities. Furthermore, TIF projects often
combine resources of private, and sometimes for-profit,
institutions with public money. Thus, TIF districts often
persist for decades without being subject to ordinary
democratic controls.

These sets of circumstances suggest that TIF districts
should be created only after careful study, deliberation,
and debate. Once created, TIF district activities should be
documented carefully and monitored by local government
officials to assure that they fulfill their stated missions.
The appendix table (p. 59) lists some of the conditions
mandated by state laws in order to create a TIF district.
Most states require a detailed application and public
hearings to solicit citizen input. State review of the appli-
cation is common, and usually the governing body of the
city must take a formal vote to approve the project.

While many states mandate well-articulated procedures
for creating TIF districts, state laws often require little
reporting or monitoring of TIF districts once they are
established. Without reporting, there can be little over-
sight, increasing the potential for misallocation—or even
abuse—of TIF spending. Because of this, demands for
TIF transparency have been loud and sometimes strident.
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One particularly persistent reporter, Ben Joravsky,
published dozens of mostly critical articles in the
Chicago Reader, a local newspaper, documenting the
lack of transparency in TIF and the frequency of polit-
ically influenced decision making in Chicago. Joravsky
alleged that then-Mayor Richard Daley used TIF dollars
as a “shadow budget,” which could be allocated with
minimal oversight from the elected city council or the
general public.

Reform Efforts

Joravsky’s reporting and some academic studies stim-
ulated additional interest in TIF, and in 2007, then-Cook
County Commissioner (and later U.S. Representative)
Mike Quigley published a report that found

[tlhe near-total lack of public information readily
available on Chicago’s TIFs is, in a word, inexcus-
able. Reams of documentation are produced—with
taxpayer dollars—every time a TIF is proposed

or created. Redevelopment agreements . .. [and]
compliance reports are submitted to the Comptrol-
ler annually. All. .. are produced electronically. Not
a single one is available from the City’s website.
(Quigley 2007, 41)

As pressure for reform grew, Mayor Rahm Emanuel
responded in 2011, just three days after his inaugura-
tion, by announcing the TIF Reform Task Force, charged
with recommending concrete steps for increasing TIF
transparency. Three months later, the task force issued
areport that proclaimed:

Information about TIF districts . .. has been limit-
ed since TIF was first used in 1983. However, more
comprehensive information ... has been available
... since City Council passed the TIF Sunshine Ordi-
nance in 2009.The ... website includes:
“Redevelopment plans and approval ordinan-
ces ... [blasic annual financial reports for each
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TIF district ... web pages for every TIF district
aggregating relevant information ... [rledevel-
opment agreements (RDAs) for private projects
... [tIhree-year district-level projections about
collections.”
Although there has been a significant increase in
the amount of publicly available TIF information in
recent years, there is significant room to improve.
(City of Chicago, TIF Reform Panel 2011, 32)

To increase transparency, the task force recommended
that Chicago develop a multiyear capital budget incor-
porating TIF district spending and submit this capital
budget to the city council for consideration. The task
force further stated that TIF resources should undergo
the same scrutiny as other resources, and it recom-
mended a number of transparency measures, including
public disclosure of all intergovernmental agreements
related to TIF and publication on the city’s website of
the newly created capital budget as well as TIF district
and project data to track performance.

As of March 2018, the City of Chicago has an open data
portal with extensive information about TIF districts
and the projects they house (City of Chicago 2018).

The website contains a map of each TIF district with

its boundaries overlaid on a map of city streets. The
map indicates each project within the TIF district and
specifies redevelopment agreements and total TIF and
non-TIF planned investments. Figure 5 shows, for ex-
ample, the Greater Southwest Industrial Corridor (East)
TIF district on Chicago’s southwest side. This district
encompasses portions of several communities, includ-
ing the predominantly low-income, African American
communities of Ashburn and Auburn-Gresham. The
website says that the TIF district is intended to encour-
age land uses that strengthen the appeal of the area
for industrial, commercial, institutional, and residential
uses. A few specific targeted projects include the
redevelopment of an abandoned theater and aban-
doned railroad right-of-way.





Figure 5
Greater Southwest Industrial Corridor (East) TIF District
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Source: City of Chicago, Department of Planning and Development (2018).
According to Chicago’s 2014 annual report, the TIF detail the legal basis for the project, projected costs,
district housed a single redevelopment project, which and time lines. As of early 2017, total projected costs
was designed to facilitate cleanup and remediation were about $28 million, split about evenly between
of a 62-acre industrial site. The project also includ- public and private investments.
ed construction of a 660,000-square-foot industrial
space for StyleMaster and other tenants. A direct link Chicago’s TIF portal also provides separate access
from Chicago’s mapping portal allows users to access to data about beginning and ending balances, reve-
the associated 111-page redevelopment agreement, nues, and expenditures in the TIF district. The Greater
amendments to that agreement, a Department of Southwest Industrial Corridor (East) began in 2001
Planning and Development staff report on the project, with balances of about $320,000 and ended in 2014
and several other related documents. These reports with balances of $2.5 million. In 2014, revenues for
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this TIF district included about $9,000 of interest and
about $500,000 of property tax revenues; expenditures
that year totaled $1.2 million, and the vast majority was
spent on site assembly and preparation ($370,000) and
public improvements ($733,000).

Because property taxes in Illinois are assessed, billed,
and collected at the county level, counties are intri-
cately involved in the administration of TIF districts.
The Cook County Clerk has a separate county-level
website with additional information about each TIF
district, including maps and lists of the total and frozen
assessed value and revenue distribution for each dis-
trict. Additionally, information about property tax rev-
enue that goes to TIF districts has been added to Cook
County tax bills sent to owners of real estate parcels.

Even though information about TIF districts in Chicago
and Cook County is significantly more available than it
was in 2011 when Mayor Emanuel’s task force issued
its report, there continues to be significant vocal and
organized opposition to Cook County’s use of TIF, such
as from the TIF Illumination Project.

More data about TIF is unquestionably available in
Chicago today, but some of the specific recommenda-
tions of Mayor Emanuel’s 2011 task force have not been
fully implemented and monitored. Recommendations
included, for example, formally establishing the city’s
TIF goals and metrics to monitor the performance of TIF
districts. The City of Chicago Department of Planning
and Development, however, failed to produce documen-
tation of formal implementation or monitoring based on
these recommendations after repeated inquiries.

Concern about transparency in the use of TIF extends
beyond Chicago. In an analysis looking at national
patterns of TIF use, Kirth and Baxandall (2011, 2) argue
that “TIF often lacks transparency.” They note that
some states do not publish TIF budgets for public
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Concern about transparency in the use of
TIF extends beyond Chicago.

review at all. The authors further express concern
that in some states TIF money can be used as a
“slush fund” for entrenched local officials and that
recipients of aid through TIF are not always held
accountable for results.

Despite continued controversy over the use of
“conventional” TIF districts, Illinois state legislators
authorized Chicago to establish a new kind of TIF dis-
trict in June 2016. These “transit TIFs” were designed
to help the city designate a source of matching funds
to secure $800 million in federal funding to improve
its commuter-rail system. The legislation allows the
city to create long, narrow TIF districts within a half-
mile radius of a rail station, irrespective of the usual
blight requirement. Unlike conventional TIF districts,
which generally capture all incremental property tax
revenue on real estate, the transit TIF does not cap-
ture revenue accruing to the City of Chicago School
District. Other overlying governments, such as the
county or park district, will give up only 20 percent

of the revenue they otherwise would have received
from the increment. Also, transit TIF districts can last
35 years, rather than the 23-year duration of most
conventional TIF districts (Vance 2016).

Chicago’s experience demonstrates both the allure
of TIF and the potential for governmental misuse and
public mistrust of it. Although the city and county
government reforms have increased accountability
and transparency, TIF remains a very controversial
tool, especially as its uses continue to evolve. This
suggests that transparency and monitoring efforts
should continue and should themselves be evaluated
on a regular basis.





CHAPTER 6
TIF Reversal: California’s Story

California was the first state to make extensive use of tax
. . . . The Hammer Theatre, a venue for perfor-
increment financing—and recently became the first state

mances and cultural activities, is owned

to reverse course and drastically reduce its use of TIF. by the city and operated by San Jose
State University. It was funded in large

California may thus provide an instructive case study for
part by the San Jose Redevelopment

other states wishing to avoid some of the pitfalls of TIF. Agency. Photo: Allie_Caulfield/Flickr CC
BY 2.0.
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History

California began using TIF in the early 1950s and was
one of the heaviest users outside of the Midwest re-
gion in the last several decades. California TIF districts
are housed in redevelopment areas (RDAs) and, by
2008, California had over 400 RDAs with more than
$10 billion in annual revenue, $28 billion in debt, and
more than $674 billion in aggregate assessed values
(Swenson 2015).

California’s legal structure for TIF had been in place for
decades prior to the passage of Proposition 13 in 1978,
which fundamentally changed the California property
tax system by both limiting the property tax rate to 1
percent of market value and by dramatically limiting
the rate at which real estate assessments could rise,
except in the event of ownership transfers. According
to Lefcoe and Swenson,

Proposition 13 cut local government property tax
revenues in half and diminished school funding by
60 percent....Redevelopment in California would
never have become so widespread but for Proposi-
tion 13. Desperate for replacement revenues, cities
(and a few counties) saw an opportunity to fill their
depleted property tax coffers by culling property
taxes from other taxing entities. (2014, 723)

TIF allowed California general purpose governments—
mostly cities, but also some counties—to garner
property tax revenues that otherwise would have gone
to school districts and other overlying governments.
The number of redevelopment agencies—and cor-
responding TIF districts—exploded in the 1970s and
1980s as local governments used every conceivable
tool to overcome the revenue shortfalls resulting from
Proposition 13. The state government was constitu-
tionally obligated to make up at least some of school
districts’ lost property tax revenues, so this prolifera-
tion of TIF districts also imposed a fiscal burden at the
state level.
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Limitations

In the years after the passage of Proposition 13, the
California legislature enacted rules to restrain and
restrict the use of TIF, including a strict definition of
blight required for the establishment of a TIF district.
The rules required that 20 percent of overlying govern-
ments’ contributions to TIF revenue be passed back

to those governments. Despite these requirements,

TIF continued to drain a large share of revenues from
school districts and other overlying governments. A
legal battle ensued, and the California state govern-
ment attempted to redirect funds from RDAs. This was
finally settled in 2010, when a ballot initiative called
Proposition 22 passed, preventing the state government
from raiding RDA funds and putting increased financial
pressure on the state. According to Lefcoe and Swenson
(2014,732), the passage of Proposition 22 “left the per-
manent dissolution of redevelopment as the state’s only
remaining option for re-directing property taxes away
from RDAs to more urgent public needs.”

Like most states, California faced intense fiscal pres-
sure during and after the Great Recession, which began
in 2008. In this environment, the dissolution of RDAs
presented the state with an attractive potential fiscal
windfall. During the legislative debate, Governor Jerry
Brown said the state would get $1.7 billion immediately
and $400 million in each following fiscal year if RDAs
were abolished (Herr, Clark, and Levin 2012).

Despite its heavy investment in TIF, the California
legislature ultimately passed legislation in 2010,
known locally as AB-26, which dissolved the RDAs that
housed TIF districts under California law (Lefoce and
Swenson 2014). Passage of AB-26, companion legisla-
tion AB-27, and subsequent court rulings would allow
local governments to keep RDAs and TIF districts in
existence—for a price. California’s local governments,
however, have not pursued this or other options to con-
tinue the use of TIF. Given that California’s current
requirements for the use of TIF include affordable
housing mandates and prohibit capturing revenues





from overlying governments, such as schools or special
districts, TIF has been rendered unattractive to local gov-
ernments compared to other economic development tools.

AB-26 set up an extensive and careful protocol to wind
down existing RDAs and make payments to “enforce
obligations” previously made by RDAs. Revenue in
excess of the amount needed to cover these obligations
was overseen by the State Department of Finance Tax
and returned to overlying governments (Herr, Clark, and
Levin 2012).

Results

Swenson (2015) asks whether California’s defunct TIF
program was successful. This study provides an excellent
follow-up to Dardia’s (1998) very early study of a similar
question. Dardia found that, although Californian TIF
districts grew faster than his comparison group, the
benefits ultimately did not justify the costs because
public revenues diverted to economic development

were less than the revenues eventually generated by
increased property values.

Swenson (2015) developed a unique data set that allowed
precise geographic comparisons. Using this information,
Swenson compared economic activity in California RDAs
to adjacent areas without RDAs. He showed that, during
the 1980s, census tracts adjacent to RDAs had econom-
ic growth rates very similar to those that would later be
within the RDA. Using appropriate statistical methods
and controls, Swenson studied whether the formation of
the RDA had caused a relative improvement in economic
growth in the tracts housed within RDAs. He concluded,

The results show that in the 1990s there was little
measurable impact of RDAs on RDA area employment,
poverty rates, family incomes, rental vacancy rates,
and average residential rental rates. There was also
little measurable business growth in such areas during
the 2000—-2009 decade in terms of job creation or busi-
ness revenues. (2015, 211)
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Swenson concludes that California’s decision to end
TIF may have been wise because evidence showed

that TIF did not stimulate economic development and
significantly diverted resources from both the state and
overlying local governments. The use of California TIF
also did not conform to the “but for” requirement.

In October 2015, the California legislature approved
and Governor Brown signed AB-2 (California Legislative
Information 2015), which once again gave local gov-
ernments the authority to create TIF districts in some
circumstances. Compared to previous California TIF
legislation, AB-2 imposed many limits on TIF-creating
governments. Most importantly:

TIF districts are restricted to low-income or
high-crime areas;

school entities are prohibited from participating;
other overlying governments (nonschool) must
consent to use their tax revenues for the TIF;
extensive reporting and transparency provisions
are required;

extensive public input is required, including
provisions under which a popular vote could
prevent further action on the plan;

twenty-five percent of property tax increment
revenues must be used to increase, improve, and
preserve affordable housing; and

issuance of bonds by TIF districts now requires
55 percent voter approval. (League of California
Cities 2016)

The above conditions appear to restrict the use of TIF
in California to a narrow set of circumstances and thus
prevent future overuse or abuse. It should be noted,
however, that there is a tendency for TIF legislation to
be modified gradually to allow for more expansive uses.
In fact, AB-2 was soon modified by legislation that

took effect January 1,2017 (Torres 2016). While these
changes seem to be innocuous, vigilance will be
required to assure that TIF legislation serves its

stated purpose.





CHAPTER 7

Efficacy in Economic Development
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One study found that TIF designation had
no impact on employment, establishment
counts, or building permits in Chicago.
Photo: Dan Perry/Flickr CC BY 2.0.

As previously discussed, TIF should promote economic
development. In particular, TIF is designed to promote real
estate investments that raise the market and assessed
values of real estate parcels in a given area. So, does TIF
work? Does the establishment of a TIF district result in
higher real estate value beyond increases that would have
occurred without the TIF designation?

In one sense, the answer should almost certainly be yes,

if all stakeholders strictly adhered to the legal dictates of
TIF. Generally, the relevant legislation requires that TIF can
be used only if the planned development would not have
occurred “but for” the TIF district. Yet, TIF often fails in both
obvious and subtle ways. Flaws in TIF result more often
from poor execution than from conceptual design.
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Assessing TIF's Successes
and Failures

Compared to other methods of public funding to pro-
mote economic development, TIF has several virtues.
First, TIF funding is designed so that, if used as in-
tended, economic development funds will not displace
other public spending because the revenue generated
by TIF would not have been available “but for” that TIF.
In contrast, some government programs designed to
stimulate economic development, such as advertising
campaigns, require up-front expenditures despite
uncertain returns. Unlike such appropriated economic
development expenditures, TIF design allows expen-
ditures of public funds only out of revenues that are
themselves the product of increases in the tax base.

Second, TIF provides benefits to private developers
only when the tax base appreciates, so private devel-
opers only receive revenue derived from appreciation
that otherwise would not have occurred in the absence
of their investment. This makes it difficult for private
developers to get something for nothing, as long as the
TIF is appropriately designed.

Despite TIF’s conceptual strengths, it remains vulner-
able to abuse and often falls short in execution. First,
TIF can fail simply if planned developments do not
materialize. Generally, TIF districts are established
based on a plan that may specify both public and
private investments. The public investment sometimes
precedes the private investment and may be funded
with public debt to be serviced by a revenue stream
from taxes on the increment. If the public investment
occurs but the planned private investment does not
follow, or if it follows too slowly, revenue to service
the bonds may be insufficient, and the government
could either default on the TIF debt or have to service
it through other revenues. We know that complete
failures of this type are relatively rare, as defaults on

TIF debt are quite rare (Lemov 2010; Moody’s Inves-
tor Service 2012). However, it is not uncommon for
public or private investment to lag, even years after
aTIF district is initiated, or drastically underperform
relative to the amount specified in the TIF plan.

A second potential hazard in the use of TIF is

caused by a design flaw in many states’ TIF stat-

utes discussed in chapter 2. In a number of states,
TIF statutes direct to the TIF district all incremental
property tax revenues generated by appreciation
above the frozen base value. This overestimates the
fiscal benefit of TIF, as some appreciation of land and
structures occurs in most areas, even in the absence
of investment. Appreciation could result either from
inflation or because regional growth raises demand
for all fixed assets. Crediting TIF districts with reve-
nue they did not earn may be especially problematic
because part of the unearned TIF revenue would oth-
erwise have been directed to overlying governments,
like school districts, in the absence of TIF. These
governments typically have little say in the establish-
ment of TIF districts. Municipalities that establish
TIF may regard these unearned funds as a windfall
and tend to use TIF even when the total costs are less
than the benefits.

Athird potential pitfall for TIF is that, even though
development may occur within the district, the devel-
opment may not be worth the costs that it imposes
on the community. For example, a TIF district might
generate a new commercial business—for instance, a
theater—that would not have been built “but for” the
TIF district. The theater may even generate suffi-
cient tax revenues to pay for the public investments
that were necessary to attract private investments.
Despite this fiscal success, the TIF district may fail if
the new development imposes negative externalities
like traffic, crime, or noise pollution that lowers the
value of nearby houses or businesses.
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A fourth, subtler, and more common problem is when
aTIF district fails to adhere strictly to the “but for”
requirement. Adherence requires a prediction about
what would happen in the absence of TIF. Thus, strictly
speaking, we can never know with certainty whether a
TIF district adhered to the “but for” requirement.

Although state statutes and regulations generally
require specific criteria that must be documented prior
to the establishment of a TIF district, these criteria

are vague enough that almost any project with strong
political support can satisfy the “but for” requirement.

In particular, TIF projects may be approved even
though the development that occurs in the TIF district
is offset by a loss of similar development in a nearby
location, would likely have occurred at the location

of the TIF district at a later time, or is offset by the
loss of a different but similarly valued development
that would have occurred even if the TIF project had
not been approved. Wisconsin’s TIF manual has a
section devoted to the “but for” clause. It advises
local officials that the “but for” clause requires that
“the proposed development would not happen unless
financial support is available from TIF” (Wisconsin

Department of Revenue 2017a, chapter 5.1).

Research suggests that TIF often displaces economic activity that would have happened anyway in economically vibrant areas.

In Kansas City, Missouri, eight times as many TIF deals were approved in low-poverty areas such as Country Club Plaza (left) than

in areas like East Kansas City (right), with poverty rates above 30 percent despite the fact that high poverty often impedes economic

activity. Photo: Eric Bowers.
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This interpretation of “but for” might allow TIF use even
when it would displace other potential development;
however, the Wisconsin law also requires that:

the economic benefits of the TIF district compen-
sate for the cost of improvements; and

the anticipated tax increments outweigh the costs
to overlapping taxing districts.

These criteria are laudable. If interpreted strictly, crite-
rion 1 would require any development displaced by the
TIF district to count as a cost of the TIF project. Criterion
2 would require that future gains offset costs to over-
lapping taxing districts. The challenge for Wisconsin

and other states is to adhere strictly to these criteria
during implementation.

Effects of TIF Adoption on
Economic Activity

As discussed, TIF has both conceptual strengths and
potential weaknesses. Numerous empirical studies have
attempted to sort this out and determine whether, on
average, TIF delivers what it promises. Like any empir-
ical study of a policy regime, evaluation requires the
analyst to separate the data into “treated” and “control”
areas. Treated areas receive TIF districts, while control
areas do not. As TIF treatments cannot be assigned
randomly, the main empirical challenge is to find control
areas that are similar to areas that receive TIF, so that
data from control areas might predict what would have
occurred in the treated areas in TIF’s absence. In es-
sence, this measure is designed to answer the question
of whether the “but for” criterion has been met. Studies
must also wrestle with the question of whether the ob-
served development in the TIF district might have come
at the expense of development that otherwise would
have occurred in nearby venues.
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Table 6 (p.48) provides some basic information
about 31 empirical studies, listed in chronological
order by publication date, that have attempted to
answer these questions in a methodical way. All the
studies use some measure of economic activity as
the variable to be explained—often a dependent
variable in a regression equation—and all include an
independent variable that measures TIF use or TIF
intensity. Perhaps unsurprisingly, the studies draw
primarily from data in Midwestern (or north-central)
states where TIF is most widely used. Twenty-two of
the studies use data from Illinois, Indiana, Michigan,
Minnesota, or Wisconsin. California and Texas have
two studies each; lowa, Florida, Georgia, Maryland,
and Missouri each have one.

The dependent (or outcome) variables include
employment, retail sales, assessed values, growth
in median house value, median household income,
and value of building permits, among others.
Many studies report results about more than

one dependent variable.

Although state statutes and regulations
generally require specific criteria that must
be documented prior to the establishment
of a TIF district, these criteria are vague
enough that almost any project with

strong political support can satisfy the
“but for” requirement.
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Table 6
Empirical Studies of Effect of TIF on Economic Activity

Article

City, State, or Region

Dependent Variable(s)

John E. Anderson (2001)

Wassmer, Robert W. (1994) Detroit Metropolitan Area 25 cities 1947-1987 Employment or retail sales
47,000 parcels in 38
Dardia, Michael (1998) California redevelopment projects and 1978-1996 Assessed values
matched-pair areas
Man, Joyce Y., and Mark S. Rosentraub Indiana 151 cities 1990 Real growth in value of
(1998) median valued house
. 53 cities with populations
M Y.(1 | 1 -1992 E
an,Joyce Y. (1999b) ndiana greater than 10,000 985-199 mployment
Dye, Richard F., and David F. Merri Growth i icipal t
(2‘;:;0)“’ EllEp Elie ] B LU Ty Chicago Metropolitan Area 235 municipalities 19801995 row Va'l'L ;"‘;g';;’i? 9’;?”” y
Wassmer, Robert W., and Detroit Metropolitan Area 112 municipalities 1977-1992 Commercial property value

Kriz, Kenneth A. (2001)

Minneapolis, MN

Simulated data based on
observed values

Parameters based
on data available
around 2000

Net present value (NPV)
of TIF project

Dye, Richard F., and David F. Merriman

Growth in non-TIF municipal

David Merriman (2007)

that sold more than once

(2003) Illinois 1,242 municipalities 1980-1998 property value, 1995-1998
Weber, Rachel, Saurav Dev Bhatta, and X 154 sales of vacant industrial .
David Merriman (2003) Chicago, IL P 1999-2002 Natural log of parcel price
Population, unemployment-
Rogers, Cynthia L., and Jill L. Tao (2004) Florida 31 small cities 1980-1990 to-population ratio, median
property value, and median
household income
. . Share of newly TIF-generated
Ingraham, All'fm T.,Hal J. Singer,and Dallas, TX Case study of a. prt?posed retail 1990-2003 retail sales that cannibalize
Thomas G. Thibodeau (2005) TIF district K
sales of neighbors
Carroll, Deborah A., and Robert J. Eger Milwaukee, Wi 17 aldermanic districts 1993-2000 Rea.l a.ssessed proper'Fy v.alue
(2006) within aldermanic district
TIF distri i A i
Byrne, Paul F. (2006) Chicago Metropolitan Area 89TIF districts in 1990-1993 nnualized property value
67 municipalities growth
n 5 " : . Natural log of sale price
Smith, Brent C. (2006) Chicago, IL 36,158 multifamily units 1992-2000
per square foot
Weber, Rachel, Saurav Dev Bhatta, and 5,852 single-family homes Sale price of single-family
’ ’ ’ Chicago, IL ’ g y 1993-1999 homes sold more than once

during the time period
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Summary

Finding(s .
g(s) Finding
TIFi d retail l t, but had ignificant effect . . . "
increased retal ef"p st u @ n9 slgniticant etec Controls for a number of other economic development incentives Positive
on retail sales or service receipts.
TIF did.not generate enough extra tax revenue Fo compen'sate e e e N
overlying governments for loss of revenue during TIF period.
TIF increased median owner-occupied housing value by 11.4 %. TIF adoption treated as endogenous Positive
Cities with TIF have about 4.5% more jobs than cities without TIF. TIF adoption treated as exogenous Positive
Cities that adopt TIF grow between 0.78% and e . . .
218% slower than those that do not. Revenue shifting not a determinant of TIF adoption Negative
TIF increased commercial property value by 12%. TIF adoption treated as endogenous Positive
The net p'resent value of a typlf:al Tk dlsmc.t will be Simulation results limited to the financial effects of TIF Negative
negative under most plausible assumptions.
Simil. ti lts with le of Chi Met litan A
Non-TIF municipal property values grow slower in cities with TIF. imilar nega IV? .resu swi s'amp e.o |cago cHopoitan arca Negative
communities; TIF adoption estimated simultaneously
Value of parcels in industrial TIF districts TIF adoption estimated simultaneously;
fall by 40% to 66%. similar results obtained with much larger sample of Mixed
Value of parcels in mixed-use TIF rise by 15% to 115%. industrial parcels with structures
Considers both TIF and ent i ;
TIF had no significant effect on any of the dependent variables. . or.13| ers bo anden erprls.e — Neutral
quasi-experimental methods and regression analyses used
Less than 34% of growth in TIF cannibalizes Argues that Dallas benefits whenever cannibalization "
. Positive
non-TIF development. rate is less than 93%
Each dollar of TIF fl.nancmg generates a $3.50 increase TIF adoption not estimated simultaneously Positive
in property value.
Industrial, blighted, and centrally located TIF districts grow Lagged demographic independent variables used to Positive
faster than the municipalities that house them. reduce endogeneity concerns
Price of units within a TIF (.“Stmt g.rew. slightly faster TIF adoption not estimated simultaneously Positive
than those outside TIF districts.
Houses near mixed-use TIF districts appreciated faster than those
farther away, but units near industrial or commercial TIF districts Three sets of data used; results do not support hypothesis Mixed
appreciated slower.
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Table 6, cont’d

Empirical Studies of Effect of TIF on Economic Activity

Article

City, State, or Region

Dependent Variable(s)

Rachid (2017)

Kansas City, MO

TIF matched to block groups
without TIF

Carroll, Deborah A. (2008) Milwaukee, WI 12,169 business parcels 1980-1999 Real assessed value
4,022 i
Smith, Brent C. (2009) Chicago, IL 0P GO 1992 and 2000 Commercial property values
property sales
25,999 house sales near the .
Immergluck, Dan (2009) Atlanta, GA BeltLine TIF district 2003-2005 Log of sale price
Byrne, Paul F. (2010) Illinois 1,449 observe.xt[ons.l.n apanel 1980-1999 Employment
of municipalities
(Szlgfli(r)r)lore, Mark, and Russ Kashian Wisconsin 537 municipalities 1990-2003 Property tax rates
Merriman, David F., Mark L. Skidmore, . . T B Real per capita value of
and Russ D. Kashian (2011) Wisconsin All municipalities 1990-2003 e
Bossard, Jennifer A. (2011) Minnesota Panel of 334-421 school 1992-2007 Non-TIF district property value
districts growth for school districts
Giradi, Anthony G. (2013) lowa All counties 2002-2012 Standardized employment
growth and wage growth
1,026 block groups treated by Log of employment by industry
Lester, T. William (2014) Chicago, IL TIF and 14,013 block groups 1990-2008 and number and value of
not treated by TIF building permits
Overton, Michael, and Robert L. Bland L Annual amount of private
(2014) Dallas, TX 17 TIF districts 1992-2011 investment in a TIF district
Changes in measures of
economic well-being, includ-
Swenson, Charles W. (2015) California 5,689 census tracts 1980-2000 ing poverty, unemployment,
income, vacancy rate,
employment, and others
. . Effective property tax rate,
Hicks, Mich ., D Faulk
- _'? C BRI LGN Indiana 91 counties 2003-2012 total assessed values,
Pam Quirin (2015)
and employment
Hicks, Michael J., Dagney Faulk, and Local-option income and sales
o o gney ’ Indiana 91 counties 2003-2012 taxes and non-TIF
Srikant Devaraj (2016)
assessed value
Stewart, N. M. (2016) Baltimore, MD 710 block groups 2002-2013 Employment, building permits,
and home sales
Yadavalli, A., and J. Lander (2017) Indiana 123,000 parcels in 579 TIF 2004-2013 Assessed values, employment,
areas and wages
141 Kansas City census block
L . . groups with TIF and 92
Lester, . W., and El-Khattabi, St. Louis and i L Bl R ph 1990-2012 Employment, sales, and

establishments
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Summary

but did stimulate home sales.

assure treated areas and control areas were comparable

Finding
Business parcels located in TIF districts grow faster. TIF adoption treated as endogenous Positive
Commercial property values appreciate faster in TIF districts. TIF adoption treated as endogenous Positive
Announcement of the TIF district caused prices to increase . . . . .
. . Effects varied with geography; negative effects in some areas Positive
substantially near some parts of the TIF district.
n aver TIF has no effect on employment, but industrial TIF
On average, a8 No 81ect on employme > butindustria Some controls for endogeneity Neutral
increases employment.
With TIF in place, the property tax rate of nonmunicipal governments . . .
. o Sy - palg Lagged control variables reduce concerns about endogeneity Mixed
rises, but the property tax rate of municipal governments falls.
TIF does not increase in total, residential, or manufacturing propert .
. . SRl Panel data reduce concerns about endogeneity Neutral
values, but may increase commercial property values.
. . . . . TIF intensity too low to maximize non-TIF school district -
Increases in TIF intensity result in more rapid growth. y Positive
property value growth
. Actual employment and wages compared to predicted level;
TIF had no impact on wage or employment growth. pioy . . g . P .p- Neutral
controlling for industrial composition
TIF designation had no impact on employment, establishment counts, . L . . .
g > - [P . Propensity score weighting to deal with potential endogeneity Neutral
or building permits.
A $1incr in li nditur ithin a TIF result
A lease : F_)Ub ¢ exr.Je d_l Y es. within a esults Result holds only during recessions Positive
in a 20¢ increase in private investment.
TIF districts resulted in minimal positive impacts. TIF adoption treated as endogenous Neutral
TIF i i ith in in nd effecti
use is associated with i crease§ i ass.esse.d value and effective iz ecaten e oafimisd s ianeraly Neutral
property tax rates, but also with declines in employment.
TIF use has no impact on retail sales tax or local-option
,.) P TIF adoption not estimated simultaneously Neutral
income tax revenue.
TIF had no impact on employment or building permits, Difference-in-difference and propensity score matching used to Neutral

(slightly positive)

TIF increased growth in assessed values by .2%,
but had no impact on employment or wages.

Propensity score weighting to deal with potential endogeneity

Neutral
(slightly positive)

TIF had no impact on economic development in either city.

Propensity score weighting to deal with potential endogeneity

Negative
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What is the most appropriate dependent variable? One
might argue that TIF is designed as a tool to stimulate
growth in real estate variables, and therefore it is most
appropriate to focus on property values. However,

the purpose of stimulating growth in property values

is to ultimately improve citizens’ quality of life, so
employment or median household income would also
be appropriate. Increases in retail sales or building
permits, by contrast, are relatively weak proxies for the
key underlying variables of interest.

Methodology is also important. All but two studies use
some form of regression analyses (Dardia 1998; Kriz
2001). The various data used in the studies are from
city, TIF, and parcel-level observations. Many of the
studies account for potential reverse causality
between TIF use and economic outcomes. This is
important because without reverse causality one
might attribute economic gains to TIF use when, in
fact, the expectation of economic growth was the stim-
ulus for TIF formation in the first place. The differences
in study areas, time periods, outcome variables, and
methodologies make it difficult to generalize about
the findings, however.

Despite this, the last column of table 6 reports a very
concise qualitative summary of each study’s finding—
classifying the empirical results as positive (i.e., TIF
promotes economic development), negative (i.e., TIF
reduces growth), and neutral or mixed (both positive
and negative results). In many cases, the concise sum-
mary required a judgment call about which results
were most important and salient. A simple count shows
42 percent of the studies—13 total—have positive
results. Of the remaining 18 studies, 5 have negative re-
sults, 8 have neutral results, and 5 have mixed results.
The neutral results suggest that TIF did little or nothing
to stimulate economic development, so these studies
might be viewed as an argument against the use of

TIF. The mixed results often show very weak positive
effects (Stewart 2016; Yadavalli and Landers 2017) or
strong negative effects (Skidmore and Kashian 2010;
Weber, Bhatta, and Merriman 2003). Also, the most re-
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cent studies, which tend to have the strongest data
and best methodologies, are much less positive than
earlier studies. Taken together, this review of the
rigorous evaluation literature suggests that in most
cases, TIF has not accomplished the goal of
promoting economic development.

Taken together, this review of the rigorous
evaluation literature suggests that in most
cases, TIF has not accomplished the goal of
promoting economic development.

Still, there is some evidence that TIF does work in
certain cases. One possible explanation is that TIF
simply works in some locations but not in others. The
empirical research does not support that view, how-
ever: Of the nine studies using Illinois data, three are
positive, two are negative, two are neutral, and two are
mixed. Two of the four studies using Wisconsin data
are positive, but one is neutral and one is mixed.

Two of the five studies from Indiana are positive, but
the three most recent studies show a mostly neutral
effect. Thus, the empirical evidence shows that use of
TIF is no guarantee of success, which suggests using
caution in employing TIF.

Empirical work provides other guidance, too. Several
studies provide evidence that TIF has its strongest
positive effects when used for commercial or mixed
uses (Ingraham, Singer, and Thibodeau 2005; Merri-
man, Skidmore, and Kashian 2011; Smith 2009; Wass-
mer and Anderson 2001; Weber, Bhatta, and Merriman
2003; 2007). However, Dye and Merriman (2000; 2003)
suggest that at least some of the growth in commer-
cial TIF districts is offset by reduced growth in other
nearby areas.





Effects of TIF Adoption on
School Finance

One area of considerable controversy about TIF is its
impact on school finance. Cities are responsible for
establishing and overseeing TIF districts. If some of
the real estate appreciation in a TIF district would
have occurred even in the absence of the TIF district,
overlying school districts may face a diminished tax
base during the life of the TIF district. A school dis-
trict’s fiscal difficulties due to loss of its tax base may
also be exacerbated if the TIF district facilitates new
housing and increased demand for school services.

Some of the revenue lost to the school district in

the short run may be eventually recovered if the TIF
district stimulates additional real estate appreciation.
Even the short-run impact of the TIF district may be
mitigated because many school aid formulas that
depend on property tax base per pupil compensate
school districts, at least to some degree, for the loss
of tax base due to TIF. For example, Illinois’s state-aid
formula subtracts TIF increments from available tax
base per pupil to calculate state aid. Also, TIF revenues
may in some cases be used to finance public spending
that can substitute for school district funding, such as
renovations of parks instead of school playgrounds.
Hence, the net effect of TIF on school finance is
unclear and may be illuminated by further empirical
research. In an environment of scarce resources and
ongoing pressure on the property tax despite its im-
portance as a source of local revenue, it is no wonder
that the impact on school funding continues to be a

major issue.

Table 7 (p. 54) provides basic information about three
empirical studies on TIF’s effect on school finance.
Weber (2003) finds that TIF has no observable impact
on school district tax revenue in the Chicago metropol-
itan area but does raise state aid to school districts.
Similarly, Weber, Hendrick, and Thompson (2008) find
little impact on tax revenues in the Chicago area, but
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they do find evidence of lower revenues and higher
tax rates in school districts with TIF in other parts of
Illinois. Nguyen-Hoang (2014) studies the impact of
TIF on school spending in lowa; in contrast to Weber
(2003), he finds that greater use of TIF is associated
with reduced education expenditures. He finds that
this effect is greater for lower-wealth districts. Taken
together, these findings suggest additional reasons to
be cautious about using TIF.

Other Effects of TIF Adoption

Table 8 (p. 55) gives some basic information about em-
pirical studies that examine other potential effects of
TIF and that cover various related ad hoc topics. Skid-
more, Merriman, and Kashian (2009) provide evidence
that, at least in Wisconsin, TIF encourages municipal
annexation, as TIF districts can be used to improve
municipalities’ fiscal conditions. Merriman (2010)
provides a simulation analysis that illustrates how the
cycle of TIF adoption and dissolution can make munic-
ipal budgets significantly more difficult to manage, as
TIF gradually supplements available municipal funds
and then those funds suddenly disappear when TIF

is dissolved. In the context of random fluctuations in
assessed value, this can make financial management
significantly more difficult.

Kashian and Skidmore (2011) study factors that
determine the time until a TIF district is dissolved.
They find that TIF districts have longer life spans when
the municipalities that house them—and thus can
decide when they are dissolved—pay smaller shares
of the cost, as measured by the municipal tax rate as
a share of the total. TIF districts were also kept alive
longer following the slow-growth period of the 1991
recession. This finding seems consistent with Dye,
Merriman, and Goulde (2014), who find that TIF dis-
tricts in both Illinois and Nebraska grew significantly
slower during and immediately after the 2008-2009
recession. They find some evidence of a recovery in
TIF growth in Nebraska but little in Illinois.
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Table 7
Empirical Studies of Effect of TIF on School Finance

. Region or Time Dependent . Summa
Article g . p Finding . Y
State Period Variable(s) Finding
i TIF intensity had no
ffect on the t - . .
Weber, Rachel Cook County, 151 school 1989- revenue, state ee:::e Z:: thjsiﬁgi\l’ TIF intensity treat- No impact
(2003) Illinois districts 1999 aid, and effective . o ed as endogenous P
P— district, but did raise
state aid.
TIF intensity was
I . not a determinant of
Weber, Rachel, perty change in property
percentage (2001)
Rebecca 777 school and change tax revenues in the Endogeneity not
Hendrick, Illinois districts 2001 in oro erf Chicago metropol- an issue (munici- No impact
and Jeremy taxpre\fenu); itan area, but reve- palities choose TIF)
Thompson (2008) (1990-2000) nues were lowered
in other areas of
Illinois.
TIF is associated
ith A that TIF L
Nguyen-Hoang, 347 school 2001- Log of education W . reduced . reues . & . ow?,\rs
Phuong (2014) lowa districts 2011 expenditure education expendi- endogeneity is education
g P tures, especially in not an issue spending
low wealth districts.

Hall and Bartels (2014) ask why some Dallas—Ft. Worth
TIF districts are more successful than others and find
that TIF districts using certain formal management
methods, especially performance measurement, have
better outcomes than those that do not. For example,
TIF districts that listed, quantified, and tracked public
versus private initiatives, cost responsibilities, and
success indicators had higher property value growth
than those that did not. On the other hand, risk-
management techniques, such as very detailed and
explicit economic projections, did not significantly
improve the performance of TIF districts.

Kane and Weber (2015) study the relationship between
the type of expenditures in Chicago TIF districts and
the growth rate of property values in those districts.
Disturbingly, they find a clear positive effect resulting
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from commercial subsidies but a negative impact from
infrastructure spending. This could suggest that TIF is
ineffective in areas that lack the preconditions (namely,
infrastructure) to support growth. As other studies have
suggested that commercial development in TIF districts
often displaces commercial development elsewhere,
the scope for successful use of TIF may be narrow.

Bland and Overton (2016) study the growth of TIF
districts in Dallas, Texas, and ask whether public or
private investments do more to stimulate real estate
appreciation. They find that public investments, by
themselves, do little to stimulate appreciation, but that
public investment can be a catalyst to stimulate private
investment and promote appreciation when combined

with operational and institutional knowledge.





Table 8

Empirical Studies About Other TIF-Related Issues

Article

Time
Period

Dependent
Variable(s)

Finding(s)

Skidmore, Mark,

. . . Adding a new TIF TIF adoption
D F.M Log of l
avid errm}an, Wisconsin .5.33 . 1990-2003 og ot municipa district is associated treated as
and Russ Kashian municipalities land area with annexation endogenous
(2009) . g
Simulation of
Simulation, Simulation, Simulation, Volatility of The formation and municipal
Merriman, David F. parameters based on typical based on L y expiration of TIF districts governments'
L . . municipal property L .
(2010) mimic Wis- Wisconsin 2003 tax revenues can significantly increase revenue; overly-
consin municipality parameters revenue volatility. ing governments
not studied
Longer TIF lifespans are
. . ) Parameters
Kashian, Russ, and Lifespans of associated with smaller A—
Mark Skidmore Wisconsin 362 TIF districts 1988-2009 p . municipal share of the K .
TIF districts using duration
(2011) tax rate and several other .
. analysis
variables.
Difference between Actual results match
projected assessed performance results more .
Hall,J L., . . o TIF adopt
2 elzemy Dallas—-Ft. . value in the TIF closely in TIF districts that @ t.)p on
and Christopher E. 72 TIF projects 2007-2008 o . . not estimated
Worth, TX district and actual use preimplementation .
Bartels (2014) . . simultaneously
assessed value in risk and performance
the TIF district management.
There was a large decline
Y TIF
Dye, Richard F., 920 Illinois TIF in TIF EAV after the start dist"r‘i’cnti -
David F. Merriman, Nebraska districts and 297 20062013 Growth rate of EAV* of the Great Recession in faster thangmore
and Katherine and Illinois Nebraska TIF in TIF districts Illinois, but the recession mature districts
Goulde (2014) districts had less of an effect in .
in both states
Nebraska.
Commercial TIF subsidies Research sug-
Kane, Kevin, and . L Growth rate of EAV* result in faster property- gests important
h IL 160 TIF district: 2002-2012
Rachel Weber (2015) Chicago, BOTIF districts 002-20 in TIF districts value growth than other symbolic effect
types of expenditures. of TIF district
Private investments No corre.ct.pn
stimulate more growth for possibility
18 TIF districts, . that privat
Bland,R.L.,and M. e Not Growth rate of EAV* than public investments, . at private
Dallas, TX 212 observa- . . L. .. . investments
Overton (2016) Rk provided in TIF districts but there is interaction
tions are attracted to

between these two types
of investments.

rapidly growing
areas

Note: *EAV: equalized assessed value.

MERRIMAN | IMPROVING TAX INCREMENT FINANCING FOR ECONOMIC DEVELOPMENT






56

CHAPTER 8
Conclusion
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TIF was used to help fund the Millennium
Park in Chicago. Photo: Serge Melki/Flickr
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Although TIF has been used across many states for
years, there is still much we do not know about how its
use affects economic development. Nonetheless, the
information summarized in this report provides a strong
factual basis for certain findings and recommendations
as we continue to monitor and research this tool.

| POLICY FOCUS REPORT | LINCOLN INSTITUTE OF LAND POLICY





Findings

Tax increment financing is an important and
widely used tool to promote economic develop-
ment, especially in areas facing blight and other
significant economic challenges. TIF performs
best when the public and private sectors work
together to stimulate economic development. TIF
can be a useful tool to create commitments that
engender trust among the various parties involved
and lead to successful implementation of devel-
opment plans.

Unfortunately, the design of TIF in many states
makes it vulnerable to exploitation by cities,
which can obtain revenues that otherwise would
have gone to overlying governments, especially
school districts.

TIF has been used very unevenly across states,
with extensive use in Midwestern states, for ex-
ample, but little use in other regions of the coun-
try. The reasons for the uneven use of TIF have not
been rigorously studied, but it is reasonable to
speculate that states’ responses to their neigh-
bors’ use of TIF has contributed to this pattern of
unevenness.

Within individual states and cities, most often TIF
has been used in areas that were already moder-
ately successful, and it has done little to stimu-
late growth in the most depressed areas.
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Transparency in the use of TIF is a huge challenge,
and state monitoring of TIF use is very uneven. City
reporting about TIF is also mixed. Even in cities
like Chicago, where TIF is used extensively and
where much information has been made public,
the transparency of TIF remains inconsistent.

Many academic studies of TIF suggest that it often
fails to deliver economic growth beyond what oth-
erwise would have occurred and may often simply
result in the relocation of economic activity.

Academic studies suggest a variety of unintended
effects that may result from TIF use. These include
diminished or reallocated school revenues and
increased budget volatility, especially during
unstable economic cycles.

Recent research suggests that more attention to
the management of TIF and the type of spending
within TIF districts could lead to a better under-
standing of why some TIF districts succeed and
others do not.
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Recommendations

States should track and monitor TIF use.

Basic monitoring helps states evaluate the use of
TIF and helps state legislators better understand
whether TIF regulations are achieving their goals.
Virtually all states are involved in monitoring the
property tax assessment processes of local gov-
ernments and could easily report on the number
of TIF districts and the base and incremental val-
ue in each district in each year. Some states, such
as Wisconsin and Illinois, require regular reporting
on TIF and can serve as models for other states.
Wisconsin provides a particularly strong example,
as it requires detailed delineation of expenditures
and information about the movement of TIF funds
from one TIF district to another, known as porting.
Wisconsin could improve its reports (Wisconsin
Department of Revenue 2017b) by requiring infor-
mation about TIF-related borrowing.

States should revise statutes to allow counties,
school districts, and other overlying local govern-
ments to opt out of contributing resources to TIF
districts. This measure would diminish or elimi-
nate the incentive for cities to use TIF as a device
to capture revenues that otherwise would have
gone to overlying governments. TIF districts can
be particularly problematic for overlying govern-
ments when combined with tax limitations, which
can prevent the districts from recouping revenue
lost to TIF districts. Recent legislation allowing
transit TIFs in Chicago may provide a model for
this kind of policy.

State legislators should review their states’ “but
for” TIF requirements to determine whether they
are effective. An effective “but for” requirement
can reduce reliance on TIF when other tools might
be more helpful and transparent. If a state’s
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requirement is not effective, that state should
consider revisions that place realistic limits on
local governments’ use of TIF. California’s recent
revisions of rules on TIF might provide useful guid-
ance in this area.

Local governments should provide extensive, eas-
ily accessible information about TIF use, revenues,
and expenditures. This information would enable
local elected officials to monitor and regulate the
application of this tool. Local legislative bodies
(e.g., city councils) should require regular reports
from executive officers that document progress
toward clearly articulated goals for the use of TIF.
Local legislators should consider policies that
require periodic reports on the administration of
TIF districts, and they should have the option of
directing staff to dissolve TIF districts that do

not meet the jurisdiction’s objectives. They could
also use the evidence-based approach to make
adjustments, such as limiting the duration of

TIF mechanisms.

Researchers should study, document, and ex-
plain the different outcomes of TIF use in various
geographic areas. To date, academic studies of TIF
document mixed outcomes but do not clearly iden-
tify factors that explain this variation. Such studies
should also expand knowledge about the types

of TIF expenditures that best promote economic
development.

Evidence suggests that implementing these recommen-
dations will improve tax increment financing and make
it a useful tool for economic development that contrib-
utes to strong, fiscally sustainable communities.
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State Tax Increment Finance Programs
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State Tax Increment Finance Programs
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Improving Tax Increment Financing (TIF)
for Economic Development

One of the main responsibilities of local government is to promote economic activity for the benefit of all stakeholders,
including residents and businesses. Tax increment financing (TIF) is one tool that cities can use to support economic
development in a designated area by earmarking property tax revenues from anticipated increases in assessed
property values resulting from investment in that district. Virtually every state allows some form of TIF, which requires
cooperation between government and the private sector.

Yet, the fundamental attributes of TIF are still poorly understood, and its effectiveness is disputed. Many states

do little to track or evaluate the use of TIF. Recent findings show that TIF does little to deliver economic growth and
sometimes simply relocates economic activity that would have occurred elsewhere without TIF. Empirical studies
suggest that communities should use TIF cautiously to avoid diverting increased property tax revenues from overlying
governments, obscuring government financial records, and facilitating unproductive fiscal competition between
neighboring jurisdictions.

Written by an expert and educator in public finance, business taxation, and urban economic development, this report
presents data about TIF usage, explains how it is intended to work, notes its conceptual strengths and limitations,

reviews academic evaluations of its use, and offers the following recommendations for improving its design.

®  States should track and monitor TIF use. ®  Local governments should provide extensive, easily

o States should revise statutes to allow counties, accessible information about TIF use, revenues, and
school districts, and other overlying local govern- expenditures.
ments to opt out of contributing resources to TIF ®  Researchers should study, document, and explain the
districts. different outcomes resulting from TIF use in various

¢  State legislators should review their “but for” geographic areas.

TIF requirements to determine whether they

are effective.
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Abstract

The ideological left and right agree
that Tax Increment Finance districts
(TIFs) often bypass traditional taxpayer
protection measures, show no evidence
that they result in greater economic
activity, and are often used as a tool for
cronyism, among other impacts.

TIFs are privileged areas within a
city, town, or county where part of sales
and property tax revenues are redirected
exclusively to the district, often used
to fund private investments. Among
several negative impacts in Oklahoma,
they often tap revenue sources
intended for schools and other levels of
government, burdening long-standing
enterprises not in the TIFs.

When it comes to TIFs, Oklahoma
desperately needs greater transparency,
stricter limits on how funding can be
spent, and more strictly limited lifetimes
and revenue sources, along other

reforms mentioned in this paper.

This paper, in its entirety, can be found at
www.188¢institute.org/cronyism.html

Nothing written here is to be construed as
necessarily reflecting the views of the 1889
Institute or as an attempt to aid or hinder
the passage of any bill before the Oklahoma
Legislature. © 2016 by 1889 Institute.

t is a rare thing to have the ideological left and right agree on anything.

Yet, this is largely the case with respect to Tax Increment Financing

districts (“T1Fs” or “T1F districts”). Left-leaning organizations such as
Good Jobs First and Public Interest Research Group question the legitimacy of
how TIF laws have been used.! Their recommendations for reform are often
the same as those of advocates for limited government. Such agreement should
be enough in itself for state lawmakers to begin asking questions and enact
significant reforms.

Ostensibly for the purpose of economic development and the elimination
of urban blight, T1Fs tap taxpayer resources, often using them to subsidize
private enterprises. TIF districts almost invariably favor big business from out-
of-town while long-standing residents and business owners bear the financial
brunt of meeting the continued financial needs of schools and other entities
that do not create TIFs, but help to fund them. The result is the redirection of
economic activity, creating the appearance of success in encouraging economic
growth when, in fact, T1Fs just redistribute economic activity within a state. In
other words, T1Fs are often used as a tool for cronyism, fooling taxpayers into
thinking entirely new economic development occurs from special tax deals
that appear costless to the general taxpaying public.

Accordingly, TIFs do more to benefit politicians than the economy. In
fact, there is evidence, noted below, that T1Fs hurt economic growth. Many
TIFs, especially those that tap property taxes, cost everyone in the state of
Oklahoma, though TIFs are locally constituted. They redistribute resources to
the wealthy and well-connected. They allow the bypass of taxpayer protection
measures. And, T1Fs often allow T1F-creating entities to steal away the
revenues of other taxing entities.

“According to the Oklahoma Tax Commission’s ad valorem division, local
governments across the state had more than $445 million in active TIF districts
in 2015.”2 In 2011, there were 47 TIF districts in Oklahoma, according to a study
conducted by the state’s commerce department.3 By now, there are likely many
more, even though some of the T1Fs from the commerce study have since
expired. TIF creation has been on a steady rise in the country for many years
and Oklahoma is no exception. Oklahoma City is about to create its tenth
TIF, for a single building. Single-business T1Fs appear to be quite common in

Byron Schlomach is the Director of the 1889 Institute.





Oklahoma, but then, with little transparency surrounding
these deals, there is no way to quantify such a statistic or
to know how justified such deals might be.

TIFs should be reformed to be more transparent, only
fund infrastructure and rehabilitation of properties, use
only the creating entity’s tax resources, have a lifetime
limited to the completion of an explicit purpose, and
require final state approval for their creation. Better yet,
the state’s T1F statute should be repealed along with
the TIF provision in the state constitution since T1Fs
bypass taxpayer-protection provisions imposed on local
government. Nothing of true importance that T1Fs
accomplish cannot be accomplished through traditional
means.

What's a TIF?

A Tax Increment Financing district (T1F) is a defined
geographic area within a taxing jurisdiction, usually a city
or county, within which taxes paid to pre-existing taxing
entities such as cities, counties, school districts and fire
districts are frozen as of the date of a TIF’s creation.* Tax
revenues above the frozen level after the creation date
are used within the TIF. They can be used to fund new
infrastructure, for rehabilitation of old infrastructure, to
remodel and build private structures, for environmental
cleanup, and even to help fund new private investment.
TIFs expire after a certain number of years has passed.

In Oklahoma, the power to create a T1F is limited to
cities, towns, and counties and the lifespan of a TIF is
limited to 25 years. TIFs cannot overlap. However, funds
can be spent outside of the TIF district. TIF agreements
can freeze property tax revenues from a TIF district for
pre-existing property-taxing entities like school districts.
They can simultaneously freeze sales tax revenues as well.
Some TIFs may simply freeze one or the other type of

In Oklahoma, the power to create a TIF is limited
to cities, towns, and counties and the lifespan of

a TIF is limited to 25 years.

tax. Cities, towns and counties are not required to obtain
the approval of other taxing entities like school districts
as a condition for creating a TIF.5 TIF boards do have
representatives from other taxing entities, however.

Oklahoma’s T1F law, initially passed in 1992, states that
TIFs should be used “where investment, development
and economic growth is difficult, but is possible if the
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provisions of this act are available.”® That is, the law

is intended for the development or redevelopment of
blighted areas where significant private investment is
unlikely to occur. There are no standards of evidence
in the law that must be met to meet this requirement,
although part of the process to create a TIF involves
the appointment of a committee and public notice and
hearings. There is no direct state oversight.

There are no objective standards for determining
the conditions that justify a TIF, and again, there
is no state oversight to check if any standards in

law are met.

The law also states that a TIF is not to be created in
an area where economic growth would have occurred
anyway. That is, the law is intended for truly dilapidated
areas, to refurbish and reconstruct them. In other words,
TIF is intended for urban renewal that is adjudged
unlikely or impossible without some sort of nudge
by government. There are no objective standards for
determining the conditions that justify a TIF, and again,
there is no state oversight to check if any standards in law
are met.

At the same time, the law states that a TIF is to
“supplement and not supplant or replace normal public
functions and services.”” This appears to require that
TIF funds be used within the district for extraordinary
purposes, perhaps for environmental remediation or
to demolish old, privately-held structures where the
demolition cost alone makes redevelopment prohibitively
costly if left to the private sector alone. Again, however,
the only provision for oversight appears to be the press or
the general public who must protest or bring a lawsuit if
they consider the law is not being followed.

What TIFs Actually Do

TIF districts redistribute wealth by redistributing
tax burden. T1Fs are effectively business districts within
which businesses, and often residents, benefit from having
taxes that would have been paid to general government,
often including schools, used to beautify and improve
the district, making a TIF district especially attractive to
new businesses and patrons of those businesses. While
taxpayers in other areas see their sales and property taxes
on new and expanded businesses dissipated to cities,
counties, school districts, and other special districts, TIF





district participants see their taxes on new business fund
only projects within the TIF. This further redistributes
wealth by making TIF district properties more valuable
and by redirecting business to the TIF. Meanwhile, the
burden for maintaining basic infrastructure and schools
in the surrounding community falls squarely on the
shoulders of those not in the TIF.

TIFs Benefit Politicians

When a TIF district is birthed, it is sometimes, but
not always, aimed at a depressed area. TIF benefits are
potentially so great that it is not all that hard to get private
companies interested in investing inside the district. First
of all, if an area covered by a T1F is blighted, even minimal
investment in making it nicer, even if the investment is
purely cosmetic, will result in higher property values.
If the TIF is structured to claim a share of property
taxes, this allows for the selling of bonds for improving
infrastructure and increasing the attractiveness of the
district, pushing up values even more. The increased
property values push up property tax revenues, but all of
the increase accrues to the TIF district rather than schools
or other entities, and the cycle continues. The amount of
money involved might even allow for spending on behalf
of private entities in special deals to draw businesses
like Cabela’s who refuse to invest in an area without
government making part of their investment for them.

When an area that was run down, old, and generally
sad looking almost magically transforms into something

The costs that the TIF engenders are not

apparent. All people readily see are the benefits.

unique, new, attractive, and dynamic after a TIF is formed,
politicians involved get to point to the TIF district as an
accomplishment. The costs that the TIF engenders are not
apparent. All people readily see are the benefits.

Politicians are not only benefited in their next election
by pointing to a success. They might also enjoy the
gratitude of those who directly benefited from the TIF,
namely developers, contractors, and business owners. It
is rare that a community’s leaders cannot be persuaded,
based on these benefits, to pass more than one TIF.

The Crony Role of TIFs

A recent commentary in the Wall Street Journal
described the history of a city block in Manhattan.

Seemingly worthless land became farmland, which gave
way to brothels for a short time. These were demolished
at private expense in favor of garment factories. The
factories closed as manufacturers moved to new buildings
following the Triangle Shirtwaist Factory fire, which
brought new fire regulations. Central planners wanted
to raze the block, but were thwarted and a dynamic arts
community arose, which thrives to this day.8

This example from New York shows the way of free
enterprise. Nothing develops in a straight line. There

TIF districts often benefit businesses within the
district by decoupling a portion of general taxes

from supporting the wider, general community.

are starts, stops, detours, and unexpected turns. All

the while, the direction of a business and business in
general in a given area is determined by entrepreneurial
initiative seeing opportunity where others do not and
with entrepreneurs using their own money rather than
deflecting risk to taxpayers.

TIF districts often benefit businesses within the district
by decoupling a portion of general taxes from supporting
the wider, general community. These decoupled funds
are used within the TIF district to create an environment
and experience for patrons of retail businesses within
the district that cannot be afforded elsewhere. These
amenities cannot be afforded elsewhere partly because
businesses in other areas are bearing the full cost of
general community infrastructure and amenities in their
general taxes. With respect to industrial businesses,

TIFs often provide free land and/or infrastructure that
developers are normally required to fund from their
own pockets while still paying the same general taxes as
everyone else.

Businesses in T1Fs also often benefit from lower
transactions costs in negotiating the nature of common
infrastructure amenities that make the district attractive.
For example, costly custom streetlight fixtures can be
provided by the TIF without the businesses in the district
paying any extra taxes. The district, already constituted,
can make decisions about such amenities without
extensive discussion, and the cost to each business is
automatically settled. This does not mean consensus
about how to spend TIF funds is always easy to achieve,
but the nature of T1Fs makes reaching consensus easier.

Without T1Fs, some projects that are highly profitable

August 2016 | 3





for business participants would not be possible in the way
they are constituted using T1Fs. As one Oklahoma law
firm has put it, “Joint private-public financing is making it
possible to build shopping centers and industrial facilities.
Without that funding - TIF Districts — shopping centers
like the Tulsa Hills at East 71st St. and Highway 75, and the
River District project in Jenks would not be possible.”

Such sales pitches are designed to make TIF projects
sound wonderful, but consider what this really means. If
it is possible to make a profit selling products sold in the
Tulsa Hills shopping center, then those products will be
sold in Tulsa regardless of a store’s location. Perhaps they
would not be sold at Tulsa Hills, but they would have been
sold somewhere. The TIF merely redistributed business to
Tulsa Hills, and given the nature of T1Fs and their ability
to draw business to them with strategic investment in
amenities, any business that locates at Tulsa Hills is likely
to do well compared to how they would do otherwise,
likely drawing business from other retailers in the area
that do not enjoy TIF benefits. Keep in mind, too, that
such developments often involve a single landlord whose
commercial rents are enhanced by the TIF’s existence.

TIFs focus development within the districts and this
development can often have nearby positive spillover
effects, as has been demonstrated in Tulsa and other
communities in Oklahoma.1® The visibility of TIF
development, however, should not be mistaken for
having stimulated economic activity in general. Despite
the eloquence of the editorial board of Stillwater’s
paper of record when it endorsed a TIF that benefits an
Academy sporting goods store, among others,!! T1Fs likely
just redistribute business within the state and within
communities.

A rigorous economic study that looked at T1Fs in
Chicago concluded that there is evidence communities
that adopt TIFs actually grow more slowly than those
that do not adopt T1Fs.12 In a different paper, the same
authors conclude that T1Fs have no positive economic
effects in TIF-adopting communities as a whole.13
Another study looking at T1Fs in lowa concluded that
the benefits of T1Fs fail to outweigh the costs and, in
fact, are essentially entitlements to industry and housing
developers.1* Yet another study concludes that T1Fs
focused on industrial development do increase jobs in
a community, likely because the jobs are cherry-picked
from other communities. Retail-oriented T1Fs appear
to reduce employment due to the attraction of more
efficient retailers.® The efficient retailers are likely just
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large big-box retailers. Research also shows there is a
natural tendency of decision makers who implement
TIFs to favor large corporations, a risk noted even by TIF
proponents, likely because large stores like Academy are
noticeable, and because negotiating such agreements can
be personally aggrandizing for those who do the deals.1¢
Oklahoma City has shown a willingness to use TIF
to accomplish any number of redevelopment projects,
including the refurbishment of an historic bank building,
which will be its tenth TIF.7” Another TIF is proposed
for convention center parking.’® Currently, the city has 9
TIFs. Two of them consist of specific buildings and little
else, the Devon Energy tower (although Devon has used
the money on surrounding community projects and not
on the building itself), and the Skirvin Hotel.1?
While it is beyond the scope of this paper to list every
TIF in the state or any given jurisdiction and then discuss

Research also shows there is a natural tendency
of decision makers who implement TIFs to favor

large corporations...

the level of cronyism involved, it is worth noting that
many T1Fs created in Oklahoma have crony impacts. All
TIFs are aimed at specific areas and have as a goal the
increase in the value of the property within those areas. So
TIF funding often goes to street improvement and public
amenities, e.g. the Myriad Gardens. Of course any public
spending on infrastructure, whether financed by TIF or
regular bond issues, tends to increase the value of real
estate around the area where the infrastructure is built.
However, T1Fs can have an added problem. T1Fs
often expend funds on behalf of private investors on
private property. For example, the Devon Tower TIF
district appears to have spent $1.5 million on behalf of
the Oklahoma Publishing Company, publisher of The
Oklahoman newspaper, to help them move from one
location in Oklahoma City to another.2? Oklahoma City’s
TIF districts #1 and #7 are slated to spend $6.5 million
on “Bio-Pharmaceutical Manufacturing Facilities” and
$3.425 million on a parking lot for a new office building
for GE.2! Probably the most rapacious TIF proposal came
from Clayco, a Chicago-based real estate developer, who
wanted $69 million of tax dollars to finance new buildings
on a prime spot in downtown Oklahoma City, with
300,000 square feet rented to OGE Energy, the parent
corporation of Oklahoma Gas & Electric.22





Another TIF district in Broken Arrow, hardly a blighted
community, is entitled “Broken Arrow FlightSafety and
Downtown Economic Development One.”23 FlightSafety
International builds flight simulators. In an article
published by the National League of Cities, the mayor of
Broken Arrow characterizes as “infrastructure” a 375,000
square foot facility made possible for FlightSafety by a
$6.4 million “job retention and creation package,” at least

Many TIF districts might well be constituted
entirely for legitimate public purposes, but too

often, they are tools for crony largesse.

part of which is funded through the TIF district.24 Private
facilities are rarely referred to as infrastructure by public
officials, and while the circumstances described by the
mayor note that FlightSafety was threatening to move,
there is nothing to indicate the TIF district was created in
a blighted area.

In Stillwater, TIF has been used to subsidize an Olive
Garden restaurant to the tune of $500,000. Almost a third
of the restaurant’s sales tax collections (1 cent of the city’s
3.5 cents in sales tax) will be returned to the restaurant’s
corporate owner for ten years. That city has also turned to
the sales-tax TIF subsidy method to aid the construction
of an Aldi discount grocery store. The Aldi chain is based
in Germany.?’

In every case where there is some readily retrieved
record of how TIF district monies are spent, much of
the money is spent on truly public infrastructure, even
when some of the money is clearly spent on what should
be private investment. Many TIF districts might well be
constituted entirely for legitimate public purposes, but too
often, they are tools for crony largesse.

A Single TIF Costs the Whole State

Any TIF, regardless of whether it is constituted by a
city, town, or county, can involve property taxes. Most
T1Fs in Oklahoma are established by cities and towns.
Although cities and towns only have access to sales taxes
for tax revenue, by state law, many TIFs in Oklahoma
redirect property taxes from entities like school districts
that do not establish TIFs. The property taxes redirected
into T1Fs come from school districts, counties, and special
districts. What’s more, while TIF districts’ boards include
representatives of property-taxing entities, there is no
requirement in Oklahoma law that towns, cities and

counties receive permission from property-taxing entities
to tap those entities’ revenue streams for the TIF.

While there is no legal requirement for an authorized
local government to receive permission from other taxing
entities to establish a TIF, it is not uncommon to see
announcements in which school districts in Oklahoma
endorse a T1F that impacts them. If school districts are
losing money to TIFs, it seems irrational to politically
acquiesce to a T1F’s creation when it impacts a school
district’s revenue stream.

There are three reasons school districts and other
taxing entities so often do not object. First, T1Fs are
intentionally constituted so that they do not appear to
reduce property tax streams. When a T1F is created, a base
tax revenue calculation is made. Revenues from property
taxes and/or sales taxes (depending on the revenue source
or sources tapped) are calculated for the state of property
values and/or taxable sales that exist at the time the TIF
is created. As property values and/or sales rise after the
TIF is created, the increase is raked off for the TIF. Thus,
taxing entities that receive taxes from the TIF’s territory
do not see revenues from the TIF district decline.

In fact, because of inflation and the number of years
that TIFs can last, taxing entities’ revenues from TIFs
decline in inflation-adjusted terms. There is no provision
in law to increase the base tax revenues with inflation. In
addition, if the sales tax rate were increased by a taxing
entity, the TIF gets the added revenue on all sales above
the base. The same is true if a property tax rate were
increased, even if a school district with no previous debt
passed a new property tax rate to pay for bonds issued to
buy new buildings.

The second reason taxing entities like school districts
rarely object to TIFs is because they are all ultimately
run by politicians. A TIF is almost always created after a
deal has been struck with an established big corporation

The entire state helps to pay for a TIF that

accesses school property taxes.

to bring business into the TIF’s territory. It would be the
political kiss of death for politicians in charge of other
entities to object to the supposed creation of new jobs,
new shopping centers, rebuilt infrastructure, and the
benefits that flow from all these alleged benefits of a TIF.
The third reason other taxing entities do not object
to a TIF is almost entirely unique to school districts, and

August 2016 | 5





it has to do with how funding for common education

in Oklahoma is shared between the state and districts.
The entire state helps to pay for a TIF that accesses
school property taxes.2¢ A detailed understanding of how
Oklahoma’s school finance system works is not necessary
to understand this, but it is necessary to understand the
big picture of how school finance operates.

Think of Oklahoma’s common education money
sources as two liquids, water and oil (federal funding
is ignored). The volume of water available to common
schools statewide comes from property taxes. The volume
of oil comes from the state. The two volumes together
determine the amount of money available for schools to
spend. Now imagine a beaker big enough to hold all the
water and oil at the same time. Water is heavier than oil,
and oil and water do not mix, so if the water is dyed, we
can see the relative amounts of the water and oil - the
relative amounts of local and state money that fund all the
schools in the state.

The size of the beaker is only important in that it hold
all the liquid. What is more important is what determines
the level of the two liquids in the beaker. For every-day
operations, school districts in Oklahoma have no control
over property tax rates or property values. Therefore, the
amount of water is outside their control. State money is
poured into the beaker, and combined with the amount
of water, the total amount available to school districts
statewide is determined. It really is that simple - until
TIFs are thrown into the mix.2”

Now suppose that a TIF that impacts property taxes
is created. The TIF can be analogized to drilling a tiny
hole in the bottom of the beaker, fitted with a spigot that
releases a fixed volume of water depending on the size
of the TIF. Each new TIF is a new hole and spigot, each
releasing some of the water. One or even several T1Fs
might have so little impact on the volume of water that
the lower level is hardly noticed. Regardless, the level of
water and oil is reduced. The level of water cannot be
increased because property tax rates and property values
available to districts are fixed. It is up to the state to decide
whether to increase the volume of oil in order to make up
for the lost funding. So, if a single TIF in Tulsa, Oklahoma
City, or Broken Arrow drains off a little water, every
taxpayer in the state makes up for it IF the legislature
decides to keep the level from falling. Otherwise, every
school district’s funding is slightly decreased to make up
for the reduction.

TIF proponents will object to the notion that T1Fs
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drain off property tax revenues. They will point to
property values around TIFs increasing and argue that in
fact, TIFs pour more water in the beaker. But keep in mind
that the beaker is an analogy to the whole state.

The Devon Tower TIF likely did help to enhance the
value of surrounding properties, but there is no evidence
at all that it enhanced the value of properties in Edmond
or Norman or Tulsa. In fact, by drawing tenants away
from buildings in these other cities, property values
throughout the state likely marginally fell because of
Devon Tower, at least compared to what they would have
been otherwise. The net effect, due to the TIF is, in fact, a
draining of local property tax revenue.

TIF proponents will still object that this analogy is too
static. They will likely argue that T1Fs result in economic
growth above what would have otherwise occurred in the
state. So, all the little TIFs draining off water are offset not
only with more water from all the properties outside of
TIFs (keep in mind that no new revenue results from TIF
for its duration), but from more oil pouring into the state
treasury from increased economic activity overall.

The only way TIFs can increase overall economic
activity is to bring business into the state (or perhaps
keep it if it was threatening to leave) that would not
otherwise be here. The evidence for this assertion is
scant to nonexistent. The best evidence is anecdotal,
and the anecdotes always come from businesses that
directly benefit from TIFs and the economic development
professionals who put these deals together. Economic
studies, as pointed out above, do not support the
contention that T1Fs enhance growth. At best, they
redistribute it. At worst, they actually hurt growth.

Economic studies, as pointed out above, do
not support the contention that TIFs enhance

growth.

Consider this example. Olive Garden received a TIF
deal in Stillwater with its location near an already-existing
Italian restaurant. That restaurant later closed, likely at
least in part as a result of losing business to Olive Garden.
The argument in favor of the Olive Garden subsidy was
in favor of the alleged net economic benefit of having
the restaurant locate in Stillwater. While it is possible
that Olive Garden draws customers from surrounding
areas who might have patronized other more-local
establishments, it is unlikely to have drawn customers





from other states. There are many Olive Garden
restaurants in those states that are far more convenient
for those states’ residents than the restaurant in Stillwater.
The local subsidy to Olive Garden, at best, has only
marginal benefit to Stillwater, but given the closed pre-
existing restaurant, the net is likely negative.
Redistribution of economic net benefit is practically the
very definition of cronyism. Cronyism can be the death
of economic growth because it is the death of economic
freedom. Few are clever or lucky enough to fly through
crony regulatory loopholes like Uber and Lyft have done.
It is at least as tough for small business people with good
ideas to compete with crony subsidies like T1Fs as to deal
with crony regulation. The bottom line for now, though,
is that ALL Oklahomans bear the cost of a TIF, especially
those that impact property taxes, no matter where or how
big the TIF might be.

TIFs Redistribute to the Wealthy
and Politically Connected

Though this point was indirectly made in the
previous sections it deserves to be made explicitly.
Economic evidence and economic reasoning make it
clear that TIF districts, at best, can only redistribute the
blessings of economic activity. This is particularly true
of TIFs that make direct payments to businesses or real
estate developers. In all likelihood, it is rare that T1Fs
redistribute economic activity across state lines. Far
more likely, TIFs are much better tools for big businesses,
and politicians and bureaucrats who aid them, to
redistribute economic blessings to themselves than to
create new economic blessings. T1Fs, with all but one state
participating in the TIF game, allow private businesses
to play communities against each other, often to get the
best deal from decisions the businesses would have made

anyway.

Economic evidence and economic reasoning
make it clear that TIF districts, at best, can only

redistribute the blessings of economic activity.

If T1Fs were a powerful economic growth tool, then
California, by far the biggest creator of TIFs, would be
doing far better economically. And, given California’s
natural advantages, people should ask why California
needs so many T1Fs to compete with other states. The
answer is it doesn’t. T1Fs are for cronies, not growth.
While much, perhaps most, TIF money covers legitimate

infrastructure expenses, as noted above, much is used to
explicitly lower costs for private investors.

Those who receive the benefits of T1Fs and other
economic incentives are not necessarily long-standing
residents and businesses of the state. In fact, one of the
more disturbing philosophies often expressed by supposed
economic development experts and elected officials is
that if they take care of, and attract, big businesses, then
the small businesses take care of themselves. In other
words, small businesses can act as suppliers and servicers
of big businesses and their employees - and pay the taxes
- while big businesses swallow up the bulk of business
and get paid by the little businesses to do s0.28 This
philosophy of economics has a name. It is consistent with
Mercantilism, and is often called Corporatism or Fascism
(which was an economic philosophy before World War 11).
These philosophies have been discredited, starting with
Adam Smith some 240 years ago.

TIFs Allow Avoidance of
Taxpayer-Protection Measures

Suppose there is a realization by a city council that
roads, drainage, pipelines, and parks in a particular area
of town are in bad shape, bad enough that businesses
disgusted with the resultant problems are leaving. Others
do not want to move in. All those years of government
spending on other projects have seen these basics
neglected for too long.

The normal course of city business would be to figure
out what really needs to be done to repair the neglected
infrastructure, preferably seeking to minimize the costs as
much as possible. Then, the issue of how to pay for it must
be addressed. Given the dire circumstances, redirecting
existing resources to gradually repair and reconstruct the
neglected area’s infrastructure could look like throwing
good money after bad since the time it would take would
see the area economically depressed for years even as
money is spent on it. Perhaps the better alternative would
be to issue bonds, get the work financed and completed
quickly, and then pay off the bonds gradually with
revenues from the accompanying tax increase.

Local bond debates are not fun. First, there would have
to be some admission of neglect. Second, there is the
debate over what is and is not needed, which can get quite
heated. Third, the area that needs the work might be small
but the tax to pay off the bonds will apply to everyone
within the jurisdiction. Finally, bond issues always carry a
new tax with them. Nobody likes taxes.

TIFs allow for the avoidance of all the unpleasantness
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just described. As a city councilman, you create the TIF.
The TIF issues the bonds without an election or debate.
There is no tax increase, at least none explicitly associated
with the neglect of infrastructure in a particular area. That
area is almost magically revitalized using tax revenues that
would otherwise flow into the state’s education system.
But nobody is the wiser. While it’s not economically

true, from a political point of view, it’s a win-win-win for
everybody.

TIFs Are a Way for Some Taxing Entities to
Steal Revenue from Others

This is another point that has been made already, but
deserves to be made explicitly. In lowa, a state that has
allowed TIFs since the mid-1980s, T1Fs now take more
than 6 percent of all property tax revenues, a rising trend
that shows no signs of abating.2 A TIF that only impacts
sales taxes affects the sales tax collections of the state

It is little wonder that TIF districts can afford to
make their areas so very nice when they are
able to focus the taxes paid by businesses and

residents in the district only on the district.

and other sales-taxing entities. A TIF that only impacts
property taxes affects the property tax collection of
schools, counties, and special districts. 1f a property taxing
entity increases its rate, part of the increased revenue just
from that rate increase goes to the TIF district. Yet, the
TIF district has no taxing authority of its very own.

It is little wonder that TIF districts can afford to make
their areas so very nice when they are able to focus the
taxes paid by businesses and residents in the district only
on the district. Not only do they concentrate the taxes
they would have paid to the local government that created
the TIF, they are able to focus the taxes that would have
been paid to every other taxing entity with jurisdiction
over the district.

The amount of property tax revenue that could have
gone to school districts but is redirected to TIFs in
Oklahoma is not known and cannot be easily determined.
In 2015, Oklahoma City TIF districts redirected a total
of about $23 million in property taxes, with the loss of
revenue split (unevenly) between Oklahoma County and
the Oklahoma City school district.3? In the same year in
Tulsa County, roughly $2.1 million in property taxes were
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redirected by T1Fs.3! These numbers come from a mere
handful of all the T1Fs in the state and are a small fraction
of all the property taxes redirected, despite the fact that
some T1Fs only redirect sales taxes. A substantial amount
of school property tax funds are redirected to T1Fs in
Oklahoma, likely tens of millions of dollars per year.

Arguments for TIF

The first TIF law was written and passed in California
in 1952. Then, within 5 years of the 1974 repeal of Title 1 of
the Housing Act of 1949, which provided federal funding
for urban renewal and was greatly criticized for its role
in destroying neighborhoods with affordable housing, 15
states passed T1F laws.32 TIF quickly served as a substitute
for federal funding to carry out urban renewal projects.
Today, Arizona is the only state without a TIF statute.

It is easy to understand why TIF is attractive to
community leaders. They sell TIF as a way to accomplish
redevelopment seemingly without either tapping existing
public funding streams and without a tax increase.33
There are reasons to suspect the claim that existing
funding streams are undisturbed, as pointed out above.
Nevertheless, T1Fs do not generally draw much attention
from taxpayers even as TIFs tweak the interest of wealthy
developers. To all appearances, TIF districts seem not to
cost the wider community anything at all. Yet, developers
within a TIF district have more cash to direct for the
district’s purposes than they would have otherwise,
making the businesses within the area more economically
competitive than if the district did not exist.

Most TIF laws, Oklahoma’s included, aim the
policy at blighted areas, which are areas unlikely to see
economic development due to conditions that make
them undesirable for new investment. Blight is usually
equated with run-down neighborhoods with housing
long past its prime and in need of demolition, business
districts that are largely unoccupied and in bad repair, and
often decrepit, outmoded infrastructure. Environmental
hazards also play a part as people have become
increasingly concerned about various contaminants.

Redeveloping run-down areas of a city can be very
costly. Street, sewer, and other infrastructure upgrades
are often needed. In some cases, buildings must be
demolished. In others, environmental remediation might
be required. As a result, it is easy to understand why
businesses considering investing in or around a city would
prefer to develop on previously undeveloped or lightly
developed land.





There are at least three issues with economic expansion
in previously undeveloped areas when that expansion,
at least in principle, could otherwise occur in blighted
areas. First, while an area might be blighted, this does
not remove the value of already-existing infrastructure
that was built for a once-thriving and growing area. Such
investments as streets and sewer cannot be easily thrown
off and costlessly ignored. Highways, often expensively
elevated, might pass through such areas with now almost
useless ramps, for example.

Disused highway ramps bring up the second issue
with investment on previously undeveloped land in
preference to blighted areas. It necessitates effectively
duplicating infrastructure that already exists. While
already constructed streets, highway ramps, sewers, parks,
and other public infrastructure are disused in blighted
areas, government is making these very investments in
newly developing areas. Again, in principle, it would seem
less costly to reuse old public infrastructure investments
rather than continuously build new.

TIF is often justified as a way to revitalize an area
rather than abandoning it to a slow slide toward

economic oblivion...

A third issue more related to blight itself than investing
in areas previously undeveloped is blight propagating
itself. Once an area becomes blighted, its borders often
expand as those on the blighted area’s boundaries see
blighted conditions encroaching on them. Their property
values fall. Many leave for better areas as maintenance
becomes neglected. Office buildings and other facilities
worth maintaining find themselves islands in a sea of
blight with tenants often on the lookout to find a more
desirable area to locate.

TIF is often justified as a way to revitalize an area
rather than abandoning it to a slow slide toward economic
oblivion, dragging down surrounding areas along with it
and negatively impacting a city’s reputation as a desirable
place to live and work. It is often argued that T1Fs have
positive economic impacts beyond their own borders as
development occurs nearby in order to exploit activity
inside T1Fs.

Recommendations for Reform
Increase Transparency
TIFs lack state-level oversight, a must, given the

impact T1Fs can have on state-level finances through
school funding. T1Fs are organized by local governments,
which, in creating a TIF, essentially creates another sub-
government by a vote of elected officials who are elected
in low-turnout, non-November elections. These officials
then, in turn, appoint an unelected board. TIF boards

do not have taxing authority, but they do have spending
authority. In passing a TIF law, the legislature has created
a system that, if it has not been corrupted at some point,
has remained uncorrupt only by good fortune.

As noted above, there is no way to quantify the exact
amount of property tax money intended for schools that
is flowing into the coffers of all the T1Fs in the state. The
legislature has no idea how much the state’s budget and
revenue picture is being impacted by all the TIF districts
collectively. Where oversight of TIF creation at the state
level, which is justified by the fact that TIFS are made
possible by state law, is currently almost nonexistent,
more attention might be paid if the legislature knew
exactly to what degree T1Fs impact school finance.

Oklahoma City councilman Ed Shadid has pointed
out that transparency and public input are missing as
Oklahoma City has implemented nine TIFs and counting
and plans to create six more.3* However, it should be
noted that Oklahoma City is more transparent with its
TIFs than most. Maps are readily available, and although
the financials posted on the internet are rather cryptic,
it is possible to at least get some idea of the revenues
and expenditures of Oklahoma City’s T1Fs. Other TIFs
throughout the state are almost impossible to identify,
much less obtain financial information, at least not
without considerable time and resources spent in doing
freedom of information requests.

The legislature should enact a TIF transparency law
that requires: 1) every TIF to be catalogued and mapped
by the state with easy access to the data by the public,3s
2) every TIF to release a comprehensive annual financial
report that includes details on salaries and benefits
paid, contracts, debt, and revenues by source as well as
expenses, categorized intuitively, and 3) easy access to T1F
information on the websites of TIF-creating entities.

Limit What TIFs Can Fund

Oklahoma law explicitly allows T1Fs to fund privately
owned projects. It is one thing for school tax money to be
diverted to fund publicly-owned infrastructure like water,
sewer, streets, and public parks. It is quite another to hand
$500,000 over to a restaurant owner. TIFs should only
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be allowed to fund publicly-owned infrastructure and to
cure property defects that thwart private investment by
adding extraordinarily to development costs. The Olive
Garden deal in Stillwater is an example of an outright gift
to the restaurant’s parent corporation, and should not be
allowed in the future. Oklahoma City’s TIFs accomplish a
mixture of public and private investments, some of which
are justified under the criteria laid out below, and some of
which are not.

Among those expenditures that are unambiguously in
the public interest and that can be justified as aiding to
control, limit, or end blight, are: 1) cleaning up brownfields
- areas certified as so environmentally contaminated
that they pose a danger to public health, 2) demolishing
effectively abandoned structures, 3) refurbishing/
expanding traditionally publicly-owned infrastructure,
including roads, sewer, water pipelines, and, perhaps,
generally accessible, privately-owned historical structures.

Restrict TIFs' Ability to Access the Tax
Bases of Taxing Entities

A city only granted access to sales tax as a source
of revenue should not be allowed to create a TIF that
accesses property taxes with impunity. This seems like
obvious common sense. However, some might argue
that when a city creates an environment that is more
conducive to growth, other taxing entities too easily
“free-ride” on that effort; therefore, the city should receive
the tax benefits - all of them, at least for a time - from
those efforts. Such an argument ignores the lack of
evidence that overall economic growth and prosperity is
actually enhanced by a TIF. It also ignores the enhanced
incentive such extraordinary funding provides for cities
to needlessly create T1Fs and fund projects that are
unnecessary or even deleterious to the public interest, as
well as the open invitation to corruption.

Stillwater’s T1Fs appear to only access Stillwater’s
city sales tax. Oklahoma City, however, makes a regular
practice of accessing other taxing entities’ tax bases,
including school districts’ property taxes.

As noted above, school districts often acquiesce to TIF
raids on their property tax base. The impact, though, is
on more than the individual school districts. This is why
they agree to the TIFs. They bear only a small fraction of
the financial cost of their decision (see A Single TIF Costs
the Whole State discussion above). The legislature should
not allow local decisions to so directly impact others
and the state budget. Therefore, if T1Fs are allowed to
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continue to access school property taxes, and other taxing
entities’ tax bases in general, the TIF-proposing cities,
towns or counties should be required to get the explicit
permission of the other taxing entities to access their tax
bases. Furthermore, where a school district’s property tax
revenues have fallen due to an agreed TIF, state aid should
be calculated as if that property tax revenue were still
flowing to the school district.3¢

Limit the Lifetime of TIFs

As the state’s TIF law is currently written, a TIF’s
lifetime is limited to a maximum of 25 years. Given
their potentially rich source of funding, a 25-year life-
span seems excessive. On the other hand, given some
infrastructure needs it is conceivable that 25 years is
too short. If T1Fs were limited to accomplish only basic
functions, they could and should be limited to a life
span that is only necessary to accomplish specific, basic
functions such as reconstruction of specific roads. That
limited life span would vary from one TIF to another,
depending on the specific circumstances.

Require State-Level Approval for TIF Creation

Whether it is the Governor, Attorney General, State
Auditor, or Treasurer, a state office holder, preferably
one who is elected, should stand as a gatekeeper to grant
final approval for a TIF’s creation in order to make sure
the T1F’s purpose is legitimate and to make sure the T1F’s
existence is catalogued. Already, the Attorney General is
providing oversight for licensing agencies to make sure
the rules they pass do not violate national anti-trust legal
precedent. With additional restrictions placed on T1Fs for
what they can fund, and given the liberality with which
cities have constituted T1Fs and spent the funds, such
oversight will be sorely needed. This reform should only
occur in concert with transparency, given the incentives
toward corruption inherent in TIF laws.

Repeal Oklahoma's TIF Law

The best and ultimate reform regarding Tax Increment
Financing would be to simply repeal the law. Though
some reform-minded organizations that would support
the recommendations above, seem to believe TIF laws
serve a legitimate purpose, frankly, they are not needed.3”
It’s only function is to create a level of insulation between
elected officials and their constituents. This, in turn,
allows decisions to provide crony benefits to the wealthy
and well-connected with near impunity. Claimed TIF





benefits are not substantiated, likely non-existent, and are
likely even negative.

Oklahoma provides for many economic incentives,
begging the question of why T1Fs are needed from a
purely “economic development” point of view.38 If T1F-
creating entities saw T1Fs limited to funding from only
the T1F-creating entities’ tax base, and limited only to
actual infrastructure, TIF creation would likely cease
or reduce greatly. 1t’s only advantage would possibly be
speed for developing and paying for infrastructure in
specific circumstances. The only other advantage to TIF
is that it creates a sub-government within cities, town,
and counties that have near autonomy in determining

how a significant portion of general taxes are spent. City
councils and county supervisors already have the ability
to direct funding where it is truly needed, to borrow for
specific purposes, and to target spending to remediation
for public health and safety. Zoning within cities allows
for the creation of special districts to which funding can
be directed. Bricktown in Oklahoma City is one such
example.

For TIF to be fully repealed, it would require a
referendum since the Oklahoma Constitution was
originally amended to allow the legislature to pass a TIF
statute.??

Tax Increment Financing Districts are sold as a way to increase economic development in the state at public

expense without costing taxpayers anything whatsoever. The evidence that this is not true, however, is clear.

There is no solid evidence that TIFs, on net, increase economic activity. They do, however, allow for wealthy

businesses to access public funds to make private investments. They allow the diversion of tax funds that TIF-

creating entities would not normally be able to access. T1Fs contribute to the creation of a crony economy that
hurts, rather than enhances, economic growth. TIFs avoid the usual checks and balances that protect taxpayers
from being fleeced and their TIF finances, in the vast majority of circumstances, are opaque.

Oklahoma’s TIF laws should ideally be repealed. In the absence of repeal, other critical reforms should be
passed. T1Fs should be far more financially transparent. They should only have access to the tax base of the
entities that create them. They should be limited to spending on legitimate publicly-financed infrastructure and
to protect the public health and safety in cases of true blight. There should be greater state monitoring, with state-
level final approval of new TIFs. In these ways, the public can be protected from abuse by an institutional structure
that is not needed.
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Eunice Mina, a volunteer organizer for El Pueblo Manda (The People Rule), translates a presentation explaining how
TIFs work, how they raise property taxes, and the details of the major TIF district in the Pilsen neighborhood of
Chicago, on April 27. Photo courtesy of Tom Tresser

When local governments want to kickstart development in areas that don't draw large-
scale, neighborhood-revitalizing projects, they don't have many tools at their disposal.
One popular yet controversial tool they can use to lure developers to build in disinvested
areas is called tax increment financing, or TIF.

TIF is a financing mechanism that's favored by governments and largely misunderstood by
the public—even though they're paying for it.

The basic TIF program structure goes like this: A city or county government designates a
disinvested (often called "blighted”) area as a TIF district. This designation allows officials
to split the property tax revenue the district generates. The current amount of tax revenue

collected within the district's boundaries is set as the "base rate.” This is the portion of
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Officials then project what the future tax revenue within the district will be once the
revitalization project is complete. The difference between the base rate and the projected
property tax revenue is the “increment” referred to in the program’s name. This portion of
taxes is what's sequestered from a local government's general operating budget and used
to subsidize developers who build in those disinvested areas.

Supporters say TIF is justified in redirecting a portion of taxpayer dollars to developers
because without the redevelopment, the additional property taxes wouldn't exist. The
subsidies, they argue, make development financially feasible. Detractors argue TIF
programs are little more than a public handout to the private sector—a flawed funding
mechanism with racist underpinnings that diverts much-needed money from important
civic services.

TIF in Theory vs. Practice

At least 10,000 TIF districts exist across the U.S. Allowing for minor variances, most of
these TIF programs work similar to each other: Distressed or underutilized neighborhoods
are turned into TIF districts to attract developers. Most states give cities (and sometimes
counties) the discretion to create and administer TIF districts. New TIF districts are
initially established for a set number of years—usually between 15 and 50. While the term

limit seems like it would cap the amount of forgone revenue a TIF district can withhold
from a city's general operating budget, it doesn't always work that way. In some places, a
district's TIF status can be renewed upon expiration (often at the local government'’s
discretion and without public input). In lllinois, for example, new TIF districts divert tax
revenue for 23 years and can be renewed for an additional 12 years.

In theory, TIF should pencil out. Future anticipated tax revenue increases generated by the
new developments should match the projections. But, of course, economies change.
Future developments and neighborhood changes don't always increase surrounding
property values (and subsequent tax revenues) enough to support the projections.

X SHELBY R. KIN
t time, the prOJGects exist and the developers have been paid. Local governments

3\ bonds backed by the future projected tax revenue. Doing this generates
_ .,rk front allowing developers to recoup their initial investment quicker. TIF can also
be financed through a pay-as-you-go method: the government repays the developer

m@m@mgatgw@ﬁ jhsytax revenue is received. This creates more risk for the developer and
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is inherently flawed or the government miscalculated the increment amount. When a TIF is
"“underwater,” the local governing body typically won't allow the bonds backed by it to
default, meaning the district can become a drain on a city's general operating budget. For
example, during the mortgage crisis, Kansas City, Missouri, had six underwater TIF

districts.

Most states put very few restrictions on TIF districting aside from requiring them to pass
the "but-for” test: Before creating a TIF district, local governments must determine that
the development they're subsidizing would not have happened but for the use of TIF. This
justification allows cities to set a base rate—assuming tax revenue would have stagnated
at that rate "but for” the new development—and start redirecting any revenue over that
amount for the TIF district. The problem is that the criteria for passing the but-for test are
"so elastic.”

BRINGING TOGETHER DIVERSE VOICES - EQUIPPING THEM FOR POSITIVE CHANGE

. TOGETHER WE CAN
S MAKE A DIFFERENCE

€Yo LVe® a Join our journey! BRTF -1 R [¢]:13

"Who's the but-for judge?” says Tom Tresser of the CiviclLab, a nonprofit based in Chicago

that focuses on government accountability. “Well, it's the consultants first and then the
staffers at the planning department. They're the ones who make the decision that the but-
for condition has been satisfied. The whole thing is a joke."

This flexibility and lack of public input or oversight makes TIF both popular (with
developers) and ripe for critique. The CivicLab wants TIF ended in lllinois, for example.
Folks in Albany, New York, and Bozeman, Montana, also want TIF programs abolished in

their states. Rick Rybeck, founder and director of Washington, D.C.-based economic
development consulting firm Just Economics, thinks of TIF as "kind of a smoke-and-
mirrors thing." TIF proponents argue that without a TIF-funded project, property taxes in
the area would remain static year after year. If that's what happens, developers would say
TIF is working as it's meant to: by generating revenue without depriving a city's general
operating budget.
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it's very rare that this is evaluated on a rigorous
basis. And | think if you look at history, you'll find
it's very rare to find an area where tax revenues are
flat.”

Tresser argues that even without investment, the
areas designated as TIF districts would have seen

their tax revenues increase at the same rate as the
general tax district they were part of. Because TIF
districts are carved out of larger, existing tax
districts, claiming their tax revenues would be flat
independent of the city or county around them is
unlikely.

An Eye on the Windy City

In Chicago, activists have long claimed that the

Tom Tresser explains TIFs at a community o )
meeting. Photo courtesy of Tom Tresser city's TIF program is more a corporate handout

and mayoral "slush fund” than it is a catalyst for
economic or community development. They say TIF transfers billions away from typically
underfunded public services and into corporate developers' pockets.

For the last five years or so, a handful of local journalists, activists, and academics have
publicly called out Chicago's overactive TIF districting and spending habits. (The city
comes by its largesse honestly; lllinois is one of six states with more than 1,000 active TIF
districts.) Tresser and Jonathan Peck, cofounders of the CivicLab, are two of those
activists. In 2013, the CivicLab launched the TIF lllumination Project to investigate
Chicago's 100-plus TIF districts and report their impacts on the city's tax base. They
determined that TIF districts have commandeered about $10.3 billion in property tax
revenue from the city's general operating budget since Chicago implemented the
program in 1986. In 2021 alone, the city's TIF districts sequestered $1.08 billion in
property tax revenue—around half of that would otherwise fund public schools (which are
facing a budget shortfall).

“Chicago and hundreds, if not thousands, of municipalities across the U.S. are removing
billions of public property tax dollars from circulation ... to subsidize projects of little to
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Two specific downtown projects funded with $1.6 billion in TIF subsidies, The 78 and
Lincoln Yards, inspired protests and a lawsuit, with plaintiffs arguing that the sites didn't
qualify as "blighted.” But the TIF controversy isn't new. Reports from 2015 show nearly half
of the city's TIF revenue was being spent inside The Loop—a popular and economically
prosperous area. A 2017 study found nearly 35 percent of TIF-related spending in one
Chicago district was “questionable.” A 2010 audit found “improper spending and oversight
of TIFs."

What gets opponents is the “proper spending” they believe is anything but. For example,
when boom years generate more TIF revenue than projected, the mayor can declare a
surplus. The 2022 Budget Overview designated a TIF surplus of $271.6 million. In 2020, it
was more than $300 million. The mayor's office is statutorily allowed to reallocate surplus
TIF dollars to non-TIF related projects with no public input or oversight. It's this opacity

opponents find problematic, saying it allows the mayor to pad favorite developers'
pockets.

Another problem? Porting. State statute allows local governments to transfer money
between TIF districts that share a border. While porting ostensibly facilitates “regional
projects,” Tresser calls it "a skim inside of a skim.” CivicLab's research determined that
porting favors majority-white districts at the expense of majority-Black districts. For
example, in 2021, majority-Black wards contributed nearly half of the money Chicago had

in its TIF accounts, while majority-white wards contributed less than one-third, according
to CivicLab research. But the city's 18 majority-Black wards received less TIF money than
the 14 majority-white wards.

The TIF lllumination Project participants believe tax increment financing as a public
funding mechanism is too open to corruption in its current iterations, and its results are
too racist for the program to be salvageable. The CivicLab is currently working with local
activists from about 15 counties and cities across the nation to uncover what local TIF
districts and associated projects look like in their areas. Eventually, the group would like
TIF eliminated nationwide.

From the Windy City to the Motor City

The Detroit People's Platform—a grassroots, Black-centered economic justice nonprofit

organization—learned about the CivicLab's TIF lllumination Project while investigating how
Detroit commercial developers were fulfilling the terms of their community benefit

agreements (a city ordinance requiring developers to proactively engage with a 25
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hired the CiviclLab to help create a "road map.”

Want to Learn About TIF in Your Area?

The CivicLab can show you how to
investigate your own local government.
CivicLab is seeking activists who want help
tracking TIF districts and expenditures in
their city, county, or state.

Interested? Email info@civiclab.us. Check
out the TIF lllumination Project's website for
more information about their methods
gathering TIF data and more.

"We began to excavate,” Pride says. "We began to look at entities; a lot of them we were
already familiar with. It was just about getting into those more clandestine spaces where
TIFs dwell to pull out the information we needed.”

Pride says the CivicLab's coaching helped Detroit People's Platform figure out how TIF

works, including that the program is set up differently in Detroit. Because TIF in Detroit is
distributed differently than in Chicago, the CivicLab and Detroit People's Platform had to

adapt the TIF lllumination Project's research techniques and investigative procedures to
find the information the organization was looking for. They learned that rather than
creating designated districts in which taxes are segregated and held for specific projects,
Detroit developers apply for TIF reimbursement on a property-by-property or project-by-

project basis.

Two city offices are responsible for managing and distributing nearly all the money being
captured by tax increment financing in Detroit: the Downtown Development Authority
(DDA) and the Detroit Brownfield Redevelopment Authority (DBRA, pronounced like
Deborah). Both the DDA and DBRA are administered by the Detroit Economic Growth
Corporation (DEGC). The DDA provides loans, sponsorships, and grants to private
businesses and investors, while DBRA manages redevelopment of sites the city has
designated as brownfields.
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developers for cleaning up and improving brownfields seems like a good plan—Detroit's
industrial and manufacturing industries left dozens of contaminated parcels in and around
the city center. But in practice, the city's definition of brownfield is so broad and vague
that, says Pride, "developers essentially can come in and get a brownfield [TIF
reimbursement] for anything.”

(According to the Environmental Protection Agency, a brownfield is a property “which may
be complicated by the presence or potential presence of a hazardous substance,
pollutant, or contaminant.” Emphasis added.)

“It's not being used to reactivate old industrial land into a useful development,” Pride says.
“It's just being used so developers can make more money and the development will be
more profitable.”

The result is that the city is funneling taxpayer money away from schools and
neighborhood services to subsidize multimillion-dollar projects usually proposed by white
developers, says Pride. In Detroit, that developer is often Dan Gilbert, the billionaire co-
founder of Rocket Mortgage, who owns and is redeveloping substantial real estate in
downtown Detroit. Gilbert's real estate firm, Bedrock, in 2018 secured $618 million from
DBRA to offset costs on the Hudson's project, a 12-story office and event space and a 49-
story high-rise with a hotel and luxury residences. The 1.5 million-square-foot project—
which is still under construction and is expected to cost $1.45 billion by the time it's
complete—recently received an additional $60 million in tax credits from the city.
Opponents call the most recent tax abatement a "handout to one of the world's richest

"

men.

Detroit People's Platform was one of many vocal opponents to the Hudson's development,

and though they couldn't stop the city from approving the most recent tax abatement,
Pride says the “"community came out in droves” to oppose giving Gilbert the additional
$60 million infusion. Their oppositional presence at city council meetings delayed the vote
several times and forced Gilbert to negotiate additional affordable housing and other
community benefits, Pride says.

"It got approved eventually, but not without a fight, and we see that as an example of the
discourse changing and the politics changing around this." Pride says the DEGC rarely
does any type of community outreach but thanks to a groundswell of opposition “"decided
to go on a city tour to educate people about TIFs and tax incentive development.”
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and how it stimulates development in Detroit, Pride says. But Detroit People's Platform

organizers had already presented what they learned from their work with the CivicLab to
the Detroit public via several community meetings. Pride says that outreach “created
some momentum” for the pushback campaign against Gilbert's $60 million ask.

"We showed up with all our TIF stuff we got from the CiviclLab,” he says. "We showed them
the data and the research, and we pushed back against their narratives.”

ABOUT THE AUTHOR

SHELBY R. KING

Shelby R. King is Shelterforce's investigative reporter. She began her
reporting career in 2010 covering cops/public safety and has been

writing about housing and community development since 2014.
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3 THOUGHTS ON “TAX INCREMENT FINANCING (TIF): REVITALIZATION TOOL, DEVELOPER HANDOUT ... OR BOTH?"

TOM TRESSER  JUNE 1, 2023 AT 8:41 PM & REPLY
The meeting mentioned in the article was hosted by EI Pueblo Manda (www.tinyurl.com/EPM-
Facebook). It was the CivicLab's 187th public meeting. They are organizing to stop the relentless
gentification threatening their community. You can learn more about this at
https://tifreports.com/pilsen-organizing. Our awesome collaborators at Detroit People's Platform

has published a number of community engagement materials to explain TIFs — see
https://www.detroitpeoplesplatform.org/tax-incentive-ed. Reach us at info@civiclab.us.
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Typically TIF is used as a bipartisan tool to facilitate the upward redistribution of wealth....

TOM TRESSER JUNE 6, 2023 AT 12:09 PM ® REPLY
Andy - You got that right. Where are you located? Have you engaged in some work or

campaign around TIFs, economic justice, community organizing, etc? You can email me
directly if you like, at tom@civiclab.us.

Leave a Reply
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This site uses Akismet to reduce spam. Learn how your comment data is processed.
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This Part of Spain Has Won Rent Regulations U.S. Tenant Activists Can Only
Dream Of

BY OLIVIA HABER GREENWOOD
JUNE 26, 2024

In Spain, a new law makes rent control possible—and one region has implemented it. In Catalunya, a rent freeze
and rental price index promise to help struggling tenants.
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Colorado Wants to Give Tenants Money for Paying Rent

BY ROSHAN ABRAHAM
JUNE 20, 2024

A new statewide program aims to help renters benefit from the value they add to the buildings they live in.
Here's how the program could work, and when it could begin.

Ownership Matters: Institutional Investors and Corporate Ownership

BY ALEX SCHAFRAN
MAY 23, 2024

Who owns our homes is an absolutely essential part of housing policy, and an even greater part of housing
politics.
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The policy focus report series is published by the
Lincoln Institute of Land Policy to address timely public
policy issues relating to land use, land markets, and
property taxation. Each report is designed to bridge

the gap between theory and practice by combining
research findings, case studies, and contributions from
scholars in a variety of academic disciplines, and from
professional practitioners, local officials, and citizens in
diverse communities.

Front Cover: Founded in 2002, the Cortex Innovation District
in St. Louis is the Midwest’s innovation hub of development,
bioscience and technology research, and commercialization

for start-up programs and established companies in the area.

Top: An intersection in the Cortex District after the first stage of

development. Photo: Cortex Innovation Community.

Bottom: This view of the same St. Louis intersection in 2016 shows
the completed Commons during The Murmuration Festival, a three-
day event hosted by Cortex so the public could enjoy the site and
explore the intersection of local art, music, science, and technology.

Photo: Cortex Innovation Community. Photograph by Louis Kwok.

Back Cover: The Pritzker Pavilion, designed by renowned architect
Frank Gehry, features large in Chicago’s Millennium Park, which was
partially funded by TIF. Photo: Serge Melki/Flickr CC BY 2.0.
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Executive Summary

Promoting economic activity is a key function of local
government and requires cooperation between the govern-

Crowds in Chicago celebrate the
opening of the Bloomingdale Trail

ment and the private sector. Tax increment financing (TIF) is and Park, which was partially funded
one tool that cities can use to support economic development tFT_r°:ggg;';h;t°:Char‘es Carper/
in a designated area by earmarking property tax revenues from - -

anticipated increases in assessed property values resulting

from investment in that district. TIF expenditures are often debt

financed in anticipation of these future tax revenues.
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Although a number of states have used TIF for more
than half a century, TIF is poorly understood and its
effectiveness is disputed. This report presents basic
data about TIF usage, explains how it is intended to
work, notes its conceptual strengths and limitations,
reviews academic evaluations of its use, and suggests
methods for improving its design.

Today, TIF is legal and employed widely in every state
except Arizona, with heavy use in the Midwest. Yet,
many states do little to track or evaluate the use of
TIF. Academic research suggests that local govern-
ments enact TIF in part to capture growth that was
already occurring and in part to stimulate further eco-
nomic development. Studies also indicate that TIF’s
impact on economic activity is mixed: Many recent
findings show that TIF does little to deliver economic
growth and sometimes simply relocates economic
activity that would have occurred elsewhere without
TIF. Empirical studies of other TIF-related effects,
including its impact on school finance, land uses, and
budgeting, suggest that communities should use it
cautiously to avoid unintended consequences, such
as diverting increased property tax revenues from
counties, school districts, and other overlying govern-
ments; obscuring government financial records; and
facilitating unproductive fiscal competition between
neighboring jurisdictions.

This report lays out the following recommendations
to address these concerns and help state and local
governments improve TIF’s usefulness.

States should track and monitor TIF use.

Basic monitoring helps states evaluate the use of
TIF and helps state legislators better understand
whether TIF regulations are achieving their goals.

4 | POLICY FOCUS REPORT | LINCOLN INSTITUTE OF LAND POLICY

States should revise statutes to allow coun-
ties, school districts, and other overlying
local governments to opt out of contributing
resources to TIF districts. This measure would
diminish or eliminate the incentive for local
governments to use TIF as a device to capture
revenues that otherwise would have gone to
overlying governments.

State legislators should review their “but for”
TIF requirements to determine whether they
are effective. Prior to the creation of a TIF
district, some states require proof that the
planned development would not occur “but
for” the tax increment financing. An effective
“but for” clause can prevent communities
from using TIF when other tools might be more
helpful and transparent.

Local governments should provide extensive,
easily accessible information about TIF use,
revenues, and expenditures. This information
would enable local elected officials to monitor
and regulate the application of TIF, shortening
the duration of TIF arrangements, for example,
or making other adjustments to the terms of
use as needed.

Researchers should study, document, and
explain the different outcomes resulting from
TIF use in various geographic areas. To date,
academic studies of TIF document mixed out-
comes but do not clearly identify the factors
that explain this variation.

The basic design of TIF has significant virtues, but
decades of experience and research from around
the United States show that often TIF is flawed in
practice. This report argues that, if used properly,
TIF can be an important tool to nurture economic
development in the public interest.
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CHAPTER 1
Introduction

A community’s economic growth and the well-being of its
residents are inextricably linked. Indeed, an area’s prosperity
and its citizens’ quality of life of depend in no small part on
the creation and maintenance of jobs that are both materi-
ally and emotionally rewarding. A community’s success also
requires regularly revitalized commercial activity; the main-
tenance and renewal of infrastructure; and the provision

of public goods, buildings, and services like police, schools,
hospitals, and public recreation areas.
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Minnesota’s state legislature specifies
the requirements for establishing a
TIF district. Photo: Minnesota
Historical Society.
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In the United States, a community’s economic growth

is an important government function that requires
coordination with the private sector. Motivated primarily
by economic profit, the private sector is well positioned
to act rapidly and efficiently when customers clearly
desire goods or services. Sometimes, private-sector
investments that may otherwise be viable can face sig-
nificant impediments. These obstacles might be simple
physical incompatibilities, like viaducts that are too
low to allow modern truck traffic or complicated social
problems, such as a workforce plagued by inadequate
training and high crime rates. When such impediments
arise, they can often be remediated by a combination of
private-sector and governmental activity.

How can these sectors work together? While the private
sector pursues profit, government aims to provide its
target population with vital goods and services that are
balanced against the costs imposed on that populace,
generally as taxes and fees. Sometimes for-profit and
government organizations receive assistance from
private nonprofits dedicated to delivering particular
goods and services, such as healthcare or affordable
housing, to the target population. In addition, the
government can use certain powers, including laws,

regulations, and taxes, to compel private-sector actions.

But the system operates best when government and
private-sector actors work in harmony to achieve
compatible goals by using their own tools—and TIF
can provide a framework for that cooperation.

What Is Tax Increment
Financing (TIF)?

Tax increment financing is an economic development
method designed to coordinate the actions of govern-
ment and the for-profit sector. TIF funds economic
development activities in a designated area by earmark-
ing the anticipated property tax revenue increases—
often called the “increment”—that will result if the TIF

POLICY FOCUS REPORT | LINCOLN INSTITUTE OF LAND POLICY
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investment stimulates new development and real
estate appreciation. Core elements of TIF include:

a designated district with narrowly defined
geographic boundaries;

a defined and limited operation period;
expenditures that encourage economic
development; and

real estate appreciation that generates new
property tax revenues.

As implemented in most states, TIF allows city govern-
ments to divert revenues of overlying governments—such
as counties, school districts, or other special districts
that share responsibility for providing public services—
to fund economic development activities. The rationale
is that diverted revenues are produced by the same
economic development that they fund—so these reve-
nues would not exist “but for” the TIF that enabled that
development. Therefore, in theory, there is no loss to the
overlying governments. Also, since revenues accrue only
with appreciation, developers receive no subsidy unless
they create economic development.

What Are TIF Districts and
How Do They Work?

The basic principles of TIF operation are consistent and
widespread: State legislation sets the conditions under
which TIF districts may be established and, subject to
state oversight, grants cities the right to operate TIFs.
These city governments typically pass an ordinance that
creates the TIF district and specifies the district’s goals,
allowed expenditures, and terms of operation.

The TIF district’s revenues are then derived from property
taxes on the appreciation, development, and redevel-
opment of real estate within its borders. In general, that
revenue comes from property taxes that would otherwise
accrue for both the creating government and overlying
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governments that levy property taxes on parcels within
the TIF district. Tax increment financing allows those
revenues to accrue for the benefit of the district itself.

Figure 1 illustrates this process. The curve for assessed
value without TIF shows the hypothetical value of par-
cels in the TIF district in the absence of the TIF district.

The basic principles of TIF operation
are consistent and widespread: State
legislation sets the conditions under
which TIF districts may be established
and, subject to state oversight, grants
cities the right to operate TIFs.

As depicted, the value of the parcels would have grown
from about $100 to almost $200 million between 2000
and 2020, even if a TIF district had not been estab-
lished. The curve for assessed value with TIF depicts
the hypothetical value of the parcels if the TIF district

Figure 1
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was created beginning in 2006. In this scenario, real
estate values grow more rapidly and, by the end of the
period, are valued at more than $400 million rather
than nearly $200 million. The base value of the TIF dis-
trict is the value of the real estate in the district at the
time the TIF district was established (approximately
$130 million, in this example).

The TIF district’s tax base (increment) is the difference
between the assessed value with TIF and the base
value when the TIF district was created. The tax rate
on the TIF tax base (not shown in the figure) is the sum
of the tax rates of all overlying governments, such as
counties, school districts, and other special districts.
A given tax rate generates less revenue for overlying
governments with a TIF in place than it would in the
absence of the TIF—unless the value of real estate
parcels in the TIF district would not have grown at all
without the TIF district designation. In figure 1, the
distance between the assessed value without TIF
curve and the base value represents the tax base lost
to overlying governments through the formation of the
TIF district.
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The precise way in which TIF districts are formed and
operate varies from state to state and from case to
case. There is no simple typology to classify TIF dis-
tricts, but for the purposes of this report, they can be
divided based on the statutory conditions necessary for
their formation and the sources and uses of financing.

State-enabling legislation sometimes allows for sepa-
rate qualifying conditions for several different types of
TIF districts. For example, Minnesota’s legislation allows
for six district types: economic development, housing,
redevelopment, renewal and renovation, soil condition,
and hazardous waste substance subdivisions (Minne-
sota House of Representatives 2017). Illinois allows the
use of TIF to remediate blight, to conserve areas with
many structures older than 35 years, and to promote
industrial parks in areas of high unemployment (Illinois
Tax Increment Redevelopment Act 2014).

Once a TIF district is formed, its finances can proceed
along a number of different paths as real estate in the
area appreciates and it begins to receive property tax
revenues. Sometimes, new private investments result
from the simple announcement that a TIF district has
been formed with the promise of future economic
development revenue. Thus, property values may grow
even prior to any substantial public investment. In this
case, the TIF district may be funded on a pay-as-you-go
basis: As appreciation creates TIF property tax reve-
nues, local governments can use the funds to improve
infrastructure or to compensate private developers for
allowable costs, such as building and site rehabilitation
or repair, or professional services, such as architectural
or engineering consultation.

In other cases, the mere announcement of a TIF district
is insufficient to stir private investment, meaning that
public spending may have to occur first. In this case,

a TIF development plan, together with the assurance

of a dedicated revenue source from real estate appre-
ciation, can be sufficient to attract financing for the
TIF. Typically, state legislation will explicitly allow local
governments to pledge proceeds from TIF districts as

POLICY FOCUS REPORT | LINCOLN INSTITUTE OF LAND POLICY

a source of bond finance. If the TIF district development
plan is compelling, the municipality may even be able
to create a bond-financed TIF by selling bonds with the
promise that revenues from incremental property taxes
will service them.

Often, TIF financing involves other sources
of revenue, including state or federal
matching funds or, in some cases, other
tax revenues.

In other instances, developer-financed TIFs use
conventional loans to developers for infrastructural
improvements. Once TIF revenues become available,
the developers are reimbursed. In some cases, the

TIF district’s primary purpose is to lower private
investors’ costs; TIF funds are then used to create a
development-subsidy TIF in which payments to private
developers exceed developers’ private expenditures
on public investments.

Often, TIF financing involves other sources of revenue,
including state or federal matching funds or, in some
cases, other tax revenues. Unfortunately, there is little
data on the relative use of these different financing
mechanisms, but anecdotal information suggests
that both TIF bonds and pay-as-you-go financing are
used extensively. Weber (2010) describes the some-
times-complex TIF funding mechanisms used

in Chicago.

TIF statutes commonly require a finding of “blight”
as a condition to establish some or all types of TIF
districts. For example, Maine’s statute requires that
“[at] least 25%, by area, of the real property within a
development district ... must be blighted” or meet
one of two other possible criteria (Maine Legislature
Revised Statutes 2017). The Tax Increment Financing
Act in Texas does not require an explicit finding of
“blight,” but it does require that an area contains “a

Agenda #5.
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substantial number of substandard, slum, deteriorated,
or deteriorating structures” or that the area meets
various other conditions.

Individual states sometimes require proof prior to the
creation of a TIF district that the planned development
would not occur “but for” the establishment of a TIF dis-
trict. For example, the Wisconsin legislation (in section
66.1105(4m)(c)1.a) requires that the decision to approve
or deny a proposed TIF depends in part on “whether the
development expected in the tax incremental district
would occur without the use of tax incremental financ-
ing” (Wisconsin State Legislature 2018). In Indiana,
allocation of TIF revenues requires “a specific finding

of fact, supported by evidence, that the adoption of the
allocation provision will result in new property taxes in
the area that would not have been generated but for the
adoption of the allocation provision” (General Assembly
of the State of Indiana 2014).

Once a TIF district is operating, revenue can be spent in
a variety of ways. For example, the City of Chicago 2016
Annual Financial Analysis reports that, between 2009
and 2015, about 60 percent of TIF expenditures went to
economic development or infrastructure. Most of the

rest was directed to city facilities for sister agencies,
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such as the parks and the school district, and
about 10 percent was spent in direct support of
residential development.

How Does a TIF District Work
in Practice?

The operation of a TIF district might be more fully
understood through the example of an actual TIF
district. In June 2005, the city council of Dallas,
Texas, passed an ordinance creating the Deep Ellum
TIF District. This particular district covers a mixed
residential, commercial, and industrial area of
about 157 acres near downtown Dallas;in 2008, the
city amended the boundaries to include about ten
additional acres. At the time of its creation, the total
appraised value of taxable real property in the TIF
district was approximately $108 million.

The project was designed to facilitate 18 new real
estate projects and about $400 million in new tax-
able private investment, as well as increased transit
use and improved environmental outcomes. Planned
TIF district expenditures of more than $27 million
will be financed by tax revenues on “incremental”

The Case apartment building, an infill
development in Dallas, has attracted
more residents to the Deep Ellum District.
Photo: City of Dallas, Office of Economic
Development.
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real estate value in the district. The TIF district is
scheduled to terminate after 22 years in 2027—or
sooner, if revenue sufficient to fund the proposed TIF
projects accrues faster. Figure 2 shows a map of this
TIF district.

The inset map shows the location of the district within
the city of Dallas and the larger map shows detail
within the district.

The TIF project plan calls for mixed-use development
including offices, residences, stores, and hotels based
on the expectation this will generate increases in
assessed value that will then generate increases in
property tax revenue.

Table 1 is from the official project plan for the Deep El-
lum TIF District and shows projected taxable assessed
property values, increments of assessed value (called

“anticipated captured value”), and sources of property

tax revenue for each year of the TIF district’s projected
life. Column 2 of that table shows that actual taxable
property values were about $108 million when the
district was created in 2005. As shown in column 3,
property value grew by about $6 million in 2006 (to
about $114 million) and by an additional $10 million
dollars in 2007 (to about $124 million). Property value
is then projected to grow each year after that for the
life of the project. Columns 4 and 5 show the amount
of property tax revenue derived from the increments
of assessed value and designated for use in the TIF
district. Beginning in 2008, revenue that would oth-
erwise have gone to either the City of Dallas or Dallas
County instead went to the TIF district. That year, the
increment in assessed values of $42.9 million would
have generated about $273,000 for the TIF district,
rather than the City of Dallas (an effective tax rate of
0.6 percent). An additional $54,000 (an effective tax
rate of 0.1 percent) that would have gone to Dallas
County also became TIF district revenue.

Agenda #5.
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Table 1

Annual Real Property Appraisals and City/County Tax to the TIF Fund (Deep Ellum TIF District)

Assumptions:

Agenda #5.

The city of Dallas is expected to participate in the Deep Ellum TIF District for a period of 19 years beginning in 2008 at a rate of 85%. Dallas County
is expected to participate in the Deep Ellum TIF District for a period of 19 years beginning in 2008 at a rate of 55%. The tax rate is assumed constant
at 2005 rate. The actual rate will vary annually. Tax appraisals are for January 1 of the year. Levies occur by September 30 of the year. Tax receipts
generally occur 12-13 months after appraisal. Property value estimates assume 1.5% annual property appreciation and 3% annual inflation.

Tax Property Anticipated TIF Contribution TIF Contribution Total TIF Total TIF 2006

Year Value Total Captured Value City of Dallas Dallas County  Contribution NPV @ 4.00%
2005 $107,990,540
2006 $114,140,302 $6,149,762 $0 $0 $0 $0
2007 $124,590,053 $16,599,513 $0 $0 $0 $0
2008 $150,935,989 $42,945,449 $273,011 $53,877 $326,888 $290,602
2009 $168,506,948 $60,516,408 $384,712 $75,921 $460,633 $684,353
2010 $402,025,968 $294,035,428 $1,869,227 $368,882 $2,238,109 $2,523,916
2011 $425,967,142 $317,976,602 $2,021,425 $398,918 $2,420,343*% $4,436,748
2012 $509,592,727 $401,602,187 $2,553,945 $503,830 $3,057,775* $6,759,722
2013 $531,297,766 $423,307,226 $2,691,028 $531,060 $3,222,088 $9,114,070
2014 $539,267,233 $431,276,693 $2,741,691 $541,058 $3,282,749 $11,420,485
2015 $568,993,295 $461,002,755 $2,930,664 $578,351 $3,509,015 $13,791,050
2016 $577,528,194 $469,537,654 $2,984,921 $589,058 $3,573,979* $16,112,639
2017 $586,191,117* $478,200,577 $3,039,993 $599,927 $3,639,920* $18,386,122
2018 $594,983,984 $4:86,993,444 $3,095,890 $610,958 $3,706,848 $20,612,359
2019 $615,253,167 $507,262,627 $3,224,745 $636,386 $3,861,131 $22,842,066
2020 $624,481,964 $516,491,424 $3,283,413 $647,964 $3,931,377* $25,025,020
2021 $633,849,194 $525,858,654 $3,342,962 $659,716 $4,002,678 $27,162,083
2022 $643,356,932 $535,366,392 $0 $0 $0 $27,162,083
2023 $653,007,286 $545,016,746 $0 $0 $0 $27,162,083
2024 $662,802,395 $554,811,855 $0 $0 $0 $27,162,083
2025 $672,744,431 $564,753,891 $0 $0 $0 $27,162,083
2026 $682,835,597 $574,845,057 $0 $0 $0 $27,162,083
2027 $693,078,131 $585,087,591 $0 $0 $0 $27,162,083
2028 $703,474,303 $595,483,763 $0 $0 $0 $27,162,083
2029 $714,026,418 $606,035,878 $0 $0 $0 $27,162,083
2030 $724,736,814 $616,746,274 $0 $0 $0 $27,162,083
2031 $735,607,866 $627,617,326 $0 $0 $0 $27,162,083
2032 $746,641,984 $638,651,444 $0 $0 $0 $27,162,083
2033 $757,841,614 $649,851,074 $0 $0 $0 $27,162,083
2034 $769,209,238 $661,218,698 $0 $0 $0 $27,162,083
2035 $780,747,377 $672,756,837 $0 $0 $0 $27,162,083
TOTAL
During $34,437,627* $6,795,906 $41,233,533*% $27,162,083
TIF

Source: City of Dallas, Office of Economic Development (2011, 2014).
* Figures corrected by the Lincoln Institute of Land Policy.
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The TIF project plan assumes that the effective
property tax rates charged by Dallas City and
County remain constant (at 0.6 percent and 0.1
percent, respectively) for the life of the project and
generate each year’s revenues based on expected
increases in incremental assessed values. In these
projections, the TIF district will continue to receive
revenue until 2021, at which time sufficient reve-
nues will have been raised, according to projections,
to support expenditures planned for the TIF district.
Should the TIF district generate sufficient revenues
earlier, the increment would revert back to the tax
base of the overlying governments of Dallas City and
County. If effective tax rates or rates of real estate
value growth differ from those assumed in the
project plan, revenue raised by the TIF district will
also differ.

Note that the formation of the TIF district has no
impact on the property tax liabilities of real estate
owners in the TIF district. That is, TIF is neither a
property tax break nor an increase. Rather, TIF is a
method for financing public expenditures that may
then promote economic development. Of course,
to the extent that TIF districts divert property tax
revenue that otherwise would have been available
to other areas or uses, TIF may result in higher taxes
or lower services elsewhere, depending on how
overlying governments, such as school and special
districts, respond.

POLICY FOCUS REPORT | LINCOLN INSTITUTE OF LAND POLICY
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TIF IS NOT ADDITIONAL
LAND VALUE CAPTURE

Land value capture is a policy approach that
enables communities to recover and reinvest
land value increases that result from public
investment and other government actions.
Since well-functioning property tax systems
base obligations on the market value of real
estate, the property tax can be an important
form of land value capture (http:/www.
lincolninst.edu/key-issues/value-capture-
property-tax).

Because TIF diverts revenue from real estate
appreciation that may in part be due to public
investment, some observers may erroneously
believe that TIF is a land value capture tool
separate from the property tax.

The property tax liability of property owners
in TIF projects is the same as in projects
using other funding mechanisms. Because of
that, the general public “captures” no more
of the value created by public investments

in a TIF district than it would without the

TIF district. In fact, if some TIF revenues are
used to subsidize private activity, as is the
usual case, TIF is more properly a device that
“transfers” value to, rather than “captures”
value from, the private sector.
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CHAPTER 2

Potential Benefits and Pitfalls
J

Some of the most important tools used by local governments
Local businesses like the Murray Street

to shape land use and encourage economic development Coffee Shop increase activity in the

are not always recognized for their direct effect on economic  Deep Ellum TIF District in Dallas, Texas.
Photo: City of Dallas, Office of Economic

growth. These tools include public expenditures to promote Development.
physical infrastructure, such as streets, bridges, and lighting,

and social infrastructure, such as schools, job training,

police, and fire services. State and local governments often

also have access to property tax-related tools, including

incentives and special assessment districts (Kenyon, Langley,

and Paquin 2012). In every state except Arizona, TIF is yet

another economic development tool available to local policy

makers who must weigh the benefits and problems of TIF in

deciding how to design and apply it.
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State legislators and local officials alike should first
ask how TIF would best promote public well-being and
what potential pitfalls its use might create. Careful
consideration and a review of the evidence shows that
TIF has the potential to be a constructive and positive
force—but is also vulnerable to abuse, as this report
will consider.

What Are the Potential
Benefits of TIF?

TIF can promote credible commitment between
government and private parties that might not
otherwise be possible.

TIF is not a property tax break, but it represents a
deviation from the usual budgetary process. Most
noncapital government expenditures on economic
development go through an annual appropriation
cycle and must compete with other spending priorities
for the support of a city council or similar govern-

ing body. Such revenues are explicitly appropriated,
whereas TIF district revenues are tax expenditures
(i.e., tax revenues diverted before they reach overly-
ing governments) requiring no explicit appropriation
once government officials initiate the TIF district. The
justification for this dedicated treatment of TIF funds
is that TIF is both a self-financing and an incentive-
compatible mechanism for funding economic devel-
opment. At least in principle, the most important and
distinctive feature of TIF is that the revenues used to
fund economic development are generated by that

same economic development.

Imagine a real estate developer negotiating with a
city government about a potential development. The
developer would like the government to make some
infrastructure investments that would increase the
value of her property and help ensure that her private
investment will be economically rewarding. The gov-
ernment would like the developer to make a private
investment first, to increase the property tax base,
enhance the quality of life in the community, and help
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ensure that the developer will not renege on or reduce
her commitment after public investments are made.

TIF provides a potential way around this dilemma: The
government can promise the developer that property
tax revenue generated by any increase in real estate
value resulting from her private investment will be
dedicated for the sole use of public investment to
enhance the project. With this promise, lenders can be
persuaded to buy bonds backed by future TIF district
tax revenues, and those bonds can be used to pay for
public investments even before private investments
are made. The key is the credible and legal commit-
ment by the government to direct all future revenues
to economic development projects within the TIF
district. If the developer fails to make the promised
private investments, property values will not appre-
ciate enough to service the bonds backing the public
investment, resulting in default or the slowing (or
halting) of public investment. Either outcome could
severely reduce the value of the private investment.
The developer’s incentive to maximize the value of
the private investment is compatible with the govern-
ment’s incentive to increase the property tax base and
improve the quality of life.

TIF ensures mutual commitment and mutual benefit.
Without it, the government officials could make a ver-
bal commitment to the developer, promising to devote
revenue from incremental taxable property to eco-
nomic development projects within a given area. But
government officials change over time, and potential
lenders and developers might worry that the govern-
ment’s commitment will not prove totally credible or
sustainable in the longer term. This might make them
reluctant to invest in the project.

TIF may facilitate widespread political support for
public investments with localized benefits.

Imagine a public investment that will benefit only a
small fraction of a municipality, like infrastructure for
a small shopping mall. Under ordinary circumstances,
citywide taxpayers may oppose this investment, even

Agenda #5.
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when the benefit to the immediately surrounding
neighborhood is greater than the public cost, because
the increase in taxes to pay for the investment will be
greater than the benefit received for residents outside
the affected neighborhood. TIF presents a potential
mechanism to circumvent this problem because it
allows the government making the investment to cap-
ture some revenues that otherwise would have gone
to overlying governments while not unduly burdening
unaffected taxpayers. In this way, Brueckner (2001)
argues, TIF may improve the allocation of resources.
That said, local governments may accomplish similar
goals with alternative tools such as special assess-
ments—where tax rates rise only in a specific area to
accomplish a specific goal.

The key is the credible and legal
commitment by the government to
direct all future revenues to economic
development projects within the

TIF district.

What Are the Potential
Pitfalls of TIF?

TIF may capture revenues that would otherwise go to
overlying governments.

Most states allow cities to establish TIF districts with-
out consent from overlying governments, such as coun-
ties and school districts, that may depend on the same
tax base. Unfortunately, these rules set up potentially
perverse incentives by allowing cities to claim property
tax revenue that they might not have received in the
absence of TIF. Establishing a TIF district allows city
governments to capture property tax revenue generat-
ed by non-TIF increases in taxable assessed values—
revenue that otherwise would have gone to special
districts and other overlying governments. In this case,
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even though the TIF district fails to stimulate economic
development, it still benefits the city government that
established it.

To avert these perverse incentives, many states include
a “but for” clause in their TIF-enabling legislation. As a
Minnesota source explains,

[The] Tax Increment Financing Act requires that
before a city establishes a TIF district, the govern-
ing body must find that, “the proposed devel-
opment or redevelopment, in the opinion of the
municipality, would not reasonably be expected to
occur solely through private investment within the
reasonably foreseeable future.” This requirement,
known as the “but for” test, is intended to restrict
the use of TIF. (Minnesota Office of the Legislative
Auditor, Program Evaluation Division 1996, 71)

If it were true that no real estate appreciation would
have occurred in the TIF district “but for” the TIF activ-
ities, overlying governments, such as school districts
and other special districts, would get the same amount
of property tax revenue that they would have received
without the TIF district. In this case, the TIF designation
harms no one and potentially benefits both the private
developer and the city government creating the TIF dis-
trict. Eventually, the overlying governments also benefit
when the TIF district is retired and taxable appraised
values revert to their tax bases.

In practice, however, the “but for” requirement has
been interpreted in a variety of ways. At most, it has
produced only a very loose constraint on the funding of
development activities. Minnesota’s legislative auditor
found that Minnesota cities “interpret the ‘but for’
requirement in a variety of ways.” Reasons for providing
TIF-based assistance to development included:

unusual circumstances made the project too
expensive to develop otherwise;

even though the development would likely occur
without TIF assistance, it would not occur at a
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location consistent with the city’s development
goals absent the assistance;

the development would occur sooner with

TIF assistance;

the development would be bigger or better with
TIF assistance;

a company threatened to go elsewhere if it did
not get TIF assistance; and

TIF allowed the city to make public
improvements that would not otherwise

have happened.

The auditor concluded that “given the variety of
interpretations available, it is difficult to imagine a
development that would not meet the ‘but for’ test
in some sense” (Minnesota Office of the Legislative
Auditor, Program Evaluation Division 1996, 73).

TIF can make governments’ financial situations and
transactions less transparent and allow evasion

of political constraints on using public funds for
private purposes.

Because TIF revenues can be used only for limited
purposes, they are usually sequestered in special
funds, which contain a mixture of money that oth-
erwise would have gone to the city that established
the TIF and overlying governments. TIF revenues are
also temporary, as the TIF district expires at some
point. TIF districts use a variety of mechanisms to
document and account for the receipt of these funds.
In the most transparent cases, TIF authorities make
publicly available the TIF plan and a record of annual
TIF district receipts and expenditures, sometimes
with a great deal of detail, perhaps even including
account balances and fund transfers. Many TIF
districts fall far short of these ideals, however, or
provide materials late.

Indeed, even in the best cases, the existence of a
separate set of funds—outside cities’ operating
accounts and generally not reflected in their annual
financial reports—may obscure, delay, or prohibit a
comprehensive picture of a city’s financial condition.
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If TIF district expenditures are not documented in de-
tail, observers may also suspect misuse of funds, such
as money funneled to political allies in particularly
egregious cases. TIF district budget transparency has
been a particularly controversial issue in cities such as
Chicago, which has many TIF districts and thus large,
sometimes temporary, reserves of TIF funds. This is
discussed more in chapter 5.
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TIF is yet another economic development
tool available to local policy makers who
must weigh the benefits and problems
of TIF in deciding how to design and

apply it.

TIF can facilitate unproductive fiscal competition
between neighboring jurisdictions.

Business tax incentives in general—and TIF in
particular—are vulnerable to overuse if potential
beneficiaries can stimulate a virtual or actual bid-
ding war among competing governments. A busi-
ness that is considering expansion or relocation
may use the existence of tax incentive programs to
obtain benefits or threaten to leave to obtain more,
even when a location would be the business’s most
profitable option even without the benefits. As TIF
policies usually allow many cities to offer TIF, busi-
nesses may find several negotiating partners.

Economic theory suggests that under some con-
ditions such negotiations can reduce economic
efficiency. Recent empirical research shows that
business tax incentives in general are not well
targeted and often do little to stimulate economic
activity (Bartik 2017; Florida 2017; Kenyon, Langley,
and Paquin 2012). Evidence on the specific impact
of TIF districts is discussed in chapter 7 and shows
mixed results, with some studies showing a net
stimulus but others showing little or no effects.
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CHAPTER 3
Case Studies
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This chapter presents three case studies demonstrating
Cortex Innovation District in St. Louis is

TIF use in a variety of areas: a large southern city (Atlanta, the Midwest’s premier hub of bioscience

Georgia), a rural western area (Jefferson County, Montana),  andtechnology, serving start-up programs
and established companies. The master

and an older Midwestern city (St. Louis, Missouri). While

plan provides for mixed-use development
three cases cannot fully illustrate the vast number of ways for research, office, clinical, residential,
and situations in which TIF has been used, these examples hospitality, and retail spaces. Photo:
Cortex Innovation Community.

provide some sense of the tool's diversity and illuminate
many of its strengths and weakness.
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Case Study 1: Atlanta BeltLine
Tax Allocation District, Georgia

This case illustrates how TIF can be used to support
a community vision that requires a prolonged period
of gestation and demands substantial public and
private investment. It also shows how plans can

evolve over time.

In 1999, Ryan Gravel, a graduate student at Georgia
Tech, proposed a new transit system linking multiple
Atlanta neighborhoods along old rail corridors
surrounding the city. The idea gradually gained
grassroots support, and a steering committee study
found that a tax allocation district (TAD)—Georgia’s
name for a TIF—could cover 60 percent of project
costs without requiring a tax increase. In 2004, the
Atlanta BeltLine TAD was approved by the city council
with the support of the mayor. In 20086, Invest Atlanta,
formerly the Atlanta Development Authority, formed
the Atlanta BeltLine Inc., and a $60 million capital
campaign was launched to support the project. By
2008, the capital campaign was 50 percent complete,
and more than $60 million dollars of bonds were sold
to investors with backing of TIF revenues. Over the
next several years, the BeltLine project increasingly
emphasized environmental responsibility, equitable
development, and affordable housing. Construction
proceeded on several transportation, recreation, and
housing projects.

Though many of the Atlanta BeltLine TAD’s goals are
comparable to those of other TIF projects throughout
the country, the BeltLine is unusual for its shape and
scope: This particular district encircles the city of
Atlanta and includes a 22-mile transit system, many
miles of trails, and numerous new and affordable
housing units (figure 3).
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The original 2005 Atlanta BeltLine Redevelopment
Plan, created by Atlanta Development, aimed to
change the pattern of spotty regional growth by
attracting and organizing future growth through
creating parks, transit, and trails. The plan focused

on acquiring land, creating trails and green spaces,
building a new transit system and improving exist-

ing transportation, developing affordable workforce
housing, and contributing to Atlanta Public Schools. In
2013, Atlanta BeltLine Inc.’s board of directors unani-
mously approved the 2030 Strategic Implementation
Plan (SIP). The project was supposed to be executed
in stages. The SIP prioritized certain projects and laid
out the funding mechanisms. The majority of fund-

ing was directed toward transit improvements even
though these projects are set to begin later in the pro-
cess. Atlanta Beltline Inc. will develop trails and parks
first, using bond money, to create the tax increment
necessary to pay for the transit projects.

Figure 3
Map of Atlanta Tax Allocation District (TAD)
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D Atlanta BeltLine Tax
Allocation District (TAD)

. Atlanta BeltLine Corridor

Source: Atlanta BeltLine, Inc. (2018).
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The SIP projected that the plan could be completed by
2030 and would cost $4.4 billion in total. Throughout
the duration of the project, the TAD funds are expected
to be the most substantial source of funding, account-
ing for about 33 percent of the total cost. Apprecia-
tion should generate approximately $1.5 billion in tax
increment revenue—a conservative estimate with
prices pegged to inflation. The next largest source of
revenue is expected to come from the federal govern-
ment—especially U.S. Department of Transportation
funding—that will be used specifically for BeltLine
transit projects. The remaining funding will come from
a combination of local sources, such as a new parking
tax and private donations. According to a project web-
site, the BeltLine has already received over $40 million
from private donations and $25 million from federal
sources. During the first five years of Atlanta BeltLine
Inc. (2006-2011), $337 million was expended, about
35 percent of which came from the tax increment.
Another 44 percent came from city funds, with the
remainder from federal funds, philanthropies, or other
sources (Atlanta BeltLine 2013).

The Atlanta BeltLine 2015 and 2016 annual reports
featured a “performance dashboard” that showed
mixed results. By 2015, the project had raised $449
million out of a total target investment of $2.8 to $4.8
billion by 2030. The project’s control of trail and transit
real estate was on time, but completed transit proj-
ects, streetscape construction, and affordable housing
were all behind schedule. In November 2016, Atlanta
voters approved two new taxes designed to speed
progress on the project: an extra one-half of a cent
sales tax to provide revenues for public transportation
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and an additional four-tenths of a cent local option
sales tax to provide additional revenue to purchase
easements for the Atlanta BeltLine loop.

Though much of the Atlanta BeltLine project has

met with support, some local opposition has arisen
throughout its lifetime. In the early planning stages, a
resident sued the city on constitutional grounds, claim-
ing that the use of school taxes for security on bonds
violated the educational purpose clause of Georgia’s
constitution. The Georgia Supreme Court agreed and
declared the TAD’s use of public school taxes unconsti-
tutional, dealing an early blow to the project. Following
this ruling, however, the Georgia General Assembly
amended the state constitution to strengthen the
Redevelopment Powers Law, effectively bolstering the
legitimacy of TAD funding. Now officially constitutional,
the project was able to continue with its original main
funding source.

In 2008, the Fulton County Taxpayers Foundation filed

a lawsuit against the City of Atlanta and its public
school system, seeking an injunction to again prevent
the use of school property tax revenues for the TAD.
Despite the recent amendment, the Foundation argued,
the Educational Purpose Clause remained intact. In

a unanimous vote, the Georgia Supreme Court ruled
that the use of TAD financing for the BeltLine and other
TAD projects in the state is constitutional, technically
overturning the court’s prior decision in light of the new
constitutional amendment and allowing Georgia’s TIF
mechanism to continue funding a range of projects.
The BeltLine project, with the confluence of concerns
about gentrification, government spending, and issues
of race, illustrates how a TIF mechanism can become
so closely scrutinized.




Case Study 2: Jefferson
County, Montana

This case illustrates how a small county used TIF to
cushion community transition when one source of
economic activity slowed, requiring new sources of

jobs and income.

Located in southwestern Montana, Jefferson County is
home to 11,406 people who enjoy a median household
income of $60,863—well above the state median of
$46,230. The county includes Boulder, Jefferson City,
Clancy, Montana City, and Whitehall, as well as several
smaller towns. The county’s economy depends largely
on its natural resources, including agriculture, forestry,
and mining.

The Golden Sunlight Mine, a long-standing presence
in the local economy employing about 200 people from
the county, was expected to exhaust its resources and
close sometime in 2015. In 2009, anticipating this loss
of employment, Jefferson County and the Jefferson
Local Development Corporation (JLDC), in partner-
ship with mine operator Barrick Gold, proposed the
implementation of a TIFID (Tax Increment Financing
Industrial District). The mine did not close in 2015 and
is expected to continue operation into the next decade.
Economic development efforts have continued on the
land surrounding the mine.

Until 1989, Montana allowed TIF only for rehabilitation
within designated urban renewal areas. In that year, the
state legislature amended the Montana Urban Renewal
Law to allow TIFIDs to be used to develop and retain
“value-added” companies—that is, companies that
convert raw materials into more valuable products that
can be traded. With this in mind, the Jefferson

Local Development Corporation formulated and
submitted a new plan for the Sunlight District.
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The 2009 Jefferson County TIFID Plan, which proposed
the Sunlight Business Park, outlined the types of indus-
trial developments being sought and analyzed related
infrastructure needs. First, the plan identified five key
potential industries particularly suited for the economy
and the needs of both Jefferson County and Montana
as a whole. These industries included metal ore mining,
general manufacturing, food manufacturing, engineer-
ing services, and electrical power generation (except
hydroelectric, fossil fuel, and nuclear).

The plan also identified a significant deficiency in
usable infrastructure. The only roads identified in the
district were described in the plan as “primitive” and
“unpaved.” The district had an electrical transmission
line and an electrical substation line but no gas or
electrical supply lines outside of the mining properties.
Additionally, there were no water supply or treatment
lines outside of the Golden Sunlight Mine. TIFID funds
would be needed to build and extend the infrastructure
for development to occur within the TIFID.

The proposed development projects would be funded
through annual tax increment appropriation and con-
ventional financing through Jefferson County but man-
aged by the JLDC. The plan emphasized partnership
development including existing partnerships among
Jefferson County, the JLDC, and Barrick Gold. However,
the JLDC planned to seek additional partners, includ-
ing state and federal government funding programs, to
speed up and ease the development process.

The JLDC used the dedicated local portion of revenues

from a tax on metal mining (in this case, gold) to secure
a $655,000 loan from the county to fund infrastructure

in the TIFID. The Great Recession discouraged new
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In 2015, Jefferson County, Montana implemented a Tax Increment
Financing Industrial District (TIFID) to compensate for the
expected closing of the Golden Sunlight Mine. Photo: Mark Briggs,
Barrick Gold of North America, Inc.

business activity in the region, however, and during the
first few years of operation there was little new econom-
ic activity in the Sunlight TIFID. In 2013, Jefferson Coun-
ty amended the Sunlight TIFID Plan yet again to include
a Tax Increment Financing Revolving Loan Program. The
new program was funded with incremental property tax
revenues. The JLDC intended to entice new business
development to the area. The revolving loan fund is
perpetual and can continue even after the TIFID expires.
Actual construction in the TIFID area did not commence
until May 2014, when the county broke ground on a new
business park.

In the five-year period between the original Sunlight
TIFID proposal and the 2014 groundbreaking, Jefferson
County and the JLDC recognized the increasing impor-
tance of rapid Internet access for business development
and decided to use the TIFID to reinvent and invigorate
the local economy. This caused a shift away from the
original proposal, which focused on resource-oriented
development, to a plan to attract more high-tech com-
panies and jobs, which in turn altered the original plans
of the Sunlight Business Park. By early 2017, three units,
including office and warehouse space, had been built

in the business park and were occupied by businesses
focused on the Internet, wind energy, and medicine. One
company was a business already established within the
county, that moved to the park and expanded employ-
ment to take advantage of faster Internet service. The
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wind-energy firm, LGT Advanced Technology Limited from
the United Kingdom, also moved in. By early 2017, the
companies had added only a small number of jobs, but
the JLDC remains hopeful that future growth will create
more well-paying, permanent jobs in the next few years.

CHALLENGES

Since its conception, the Sunlight TIFID was unique-

ly poised for success. Jefferson County had a built-in
organization to manage and help plan the TIFID with the
JLDC as well as the commitment and support of one of
the largest corporate entities in the area—Barrick Gold,
which operates the Sunlight Gold Mine. The company has
demonstrated its commitment to ensuring the county’s
economic stability. For example, the company leases the
land for the Sunlight Business Park to Jefferson County—
a total of 48 acres—for just $10 annually.

Loans from the county, supported by dedicated revenues
from the metals tax, were used to create the infrastruc-
ture needed to make the business park operable, as

well as to finance construction of the office building and
warehouse. Through early 2017, development in the TIFID
was slow—perhaps because of a lack of advertising and
recruiting due to the limited resources available to the
JLDC.This illustrates the “chicken and egg” problems that
can arise with “pay-as-you-go” TIF, which must generate
revenues through new tax increments provided to the
district. The lack of advertising contributed to the slow
real estate development, and subsequent tax increments
provided insufficient funds to support advertisement and
recruitment. This, along with poor economic conditions
during the time the TIFID was started, resulted in slow
initial development in the area (Harrington 2017).

Despite this, there has been some development in the
TIFID, which has benefited the community beyond its geo-
graphic boundaries by making possible the expansion of
fiber lines to support rapid Internet service in surrounding
communities. Proponents hope that this will enhance
business opportunities in the region in the long run.
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Case Study 3:
St. Louis, Missouri

This case study illustrates the use of TIF in a big

city facing severe fiscal, economic, and competitive
challenges. Missouri’s TIF law, though similar to other
states’ in some respects, uses unusual mechanisms
and language.

In Missouri, a TIF district technically freezes property
taxes within the district but requires that property own-
ers make Payments in Lieu of Taxes (PILOTS) to a special
fund—at a rate of 100 percent. These PILOTS should not
be confused with payments of the same name some-
times made by universities and charitable organizations
that are exempt from property taxes in other states
(Langley, Kenyon, and Ballin 2012). Missouri also allows
for up to 50 percent of local income and sales tax reve-
nue generated by new economic activity to be captured
and diverted into the special-allocation fund, which is
then used to reimburse the developer or to retire debt
from bonds used to finance development.

By early 2016, there were well over 100 TIF projects in
the city of St. Louis alone, making it among the most
active TIF users in the United States. A local research
and advocacy group, Better Together St. Louis, found
that $2 billion of public tax dollars had been diverted to
developers in the region through TIF. The same group’s
2011 survey of TIFs in the St. Louis metropolitan area
found that about 80 percent of TIF projects in the region
were retail-oriented development projects; residential
development was another common use of TIF in the area
(Coleman and Murphy 2014).

With so many TIF districts in St. Louis, however, mixed
results are not surprising.
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Approved in 2012, the Cortex Redevelopment Plan, also
known as the Innovation District Redevelopment Area,
was one of the largest TIF-supported undertakings in
the St. Louis area. The plan included developing offices,
research facilities, stores, a healthcare facility, a recre-
ational open space, and a new public-transit station—
all on largely vacant land that had resulted in part from
the loss of jobs and population in the area. The plan is
estimated to be completed in 2024 and projected to cost
upward of $2 billion, including $158.2 million funded

by TIF.

Despite its relatively new status, Cortex is considered
one of the most successful TIF undertakings in St. Louis.
During Phase | of the project, the Cortex Innovation
District used around $10 million in TIF funds to inject
$155 million of investment and to create 955 technology
and management jobs in the area. Phase Il is expected
to spur $186 million of investment within the district, as
well as 1,400 more well-paying, permanent jobs. Over
the course of the 25-year project, the Cortex Innovation
District is expected to produce an estimated 2,400 jobs.
By late 2016, the Cortex District reportedly had 4,100
people working for 260 companies and was adding
additional economic activity including new hotels,
apartments, and retailers (Barker and Bryant 2016).

Unlike many TIF projects in the city, the Cortex Innova-
tion District has managed to procure outside funding
and partners. Cortex has paired with two major universi-
ties in the area—Washington University in St. Louis and
University of Missouri—as well as private, nonprofit,
and government organizations. Though TIF remains inte-
gral to the district’s further development, these outside
partnerships have helped the Innovation District to
thrive. The use of TIF in St. Louis reflects the urgency felt
by public, private, and nonprofit leaders to find a path to
regeneration after devastating losses of population and
jobs that left wide swaths of vacant and underutilized
urban land.
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STORIES OF FAILURE:
GRAND AND SHENANDOAH

Not all of the TIF districts in St. Louis have been as
successful as the Cortex TIF district. A 2018 summary
of St. Louis TIF districts on the city’s website lists
approximately 180 TIF districts (St. Louis Development
Corporation 2018). Most of these are still active in 2018,
so it is difficult to render a final judgment on their
success. Roughly 20 of the TIF districts were terminat-
ed before completion, and approximately 16 ultimately
failed to get approval after potential developers filed
applications with the redevelopment agency.

The Grand and Shenandoah District, approved in
February 2007, was terminated before completion.

The city ordinance creating the TIF district described

a plan to use $2.5 million in TIF borrowing in addition
to other revenues to finance more than $7 million of
redevelopment on two blighted parcels at the corner
of Grand and Shenandoah Avenues. The plan called

for the demolition of a building that formerly housed

a YMCA and the construction of a new, mixed-use
commercial building with 14,000 square feet of retail
space and 16,000 square feet of office space. The plan
also involved rehabilitating a 1895 historic building
once used as a high-end restaurant, before it fell into
disrepair. The city’s 2007 annual report on the project
filed with the Missouri state auditor estimated that 125
jobs would be created (Missouri Office of State Auditor
2018). The developer, however, could not secure the
needed preconstruction leasing commitments and,
therefore, was unable to get financing for the project.
The TIF district was dissolved in 2016 without creating
any new jobs and with only approximately $6,000 in tax
revenues since its inception. After this TIF failed, the
city was later able to attract new developers by using
tax abatements and, by early 2018, renovation on the
historic restaurant was underway and additional con-
struction was planned at the site of the former YMCA.

Studies have found that jobs created in TIF districts
can displace jobs in competing businesses that do not
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thrive or survive in surrounding neighborhoods. Thus,
one neighborhood may benefit while the surrounding
areas suffer, resulting in minimal net benefit to the city
as a whole (Coleman and Murphy 2014). Another study
noted the sharp decline of small retail stores employing
10 or fewer people, suggesting that large businesses
gained sales and employees at the expense of smaller
local businesses (East-West Gateway Council of Govern-
ment 2011). Coleman and Murphy (2014) argue that this
trend indicates there is less room for local entrepre-
neurs in the market and indicates an increased likeli-
hood of reduced profits for the City of St. Louis.

Literature suggests that these unsuccessful projects
failed because over 80 percent of TIFs are for retail
projects that serve a local market. Unlike Cortex, these
retail jobs are not being created by TIF; they are merely
being displaced. Other projects may be less successful
due to a strong dependence on TIF financing rather than
community partnerships that would help ensure long-
term success.

Washington University in St. Louis and the University of Missouri

among others partnered with Cortex to help launch the Innovation
District. Photo: bluepoint951/Flickr CC BY-NC-SA 2.0.
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CHAPTER 4
Use and Implementation

TIF is a local government program facilitated by state-
In Maine, TIF was used to fund the Bath

Iron Works modernization project, which
created a dry dock launching facility. states, such as Maine, simply verify that proposals for
Photo: Ted Kerwin/Flickr CC BY 2.0.

enabling legislation with varying state involvement. Some

local TIF districts meet statutory requirements but do

not track or monitor TIF districts once they are created.
Others, such as Illinois, require annual reports on each
TIF district and provide state-level data about TIF use.
Nationwide, TIF has certain common elements (described
in chapter 1), but each state has its own enabling legisla-
tion and regulations for the use of TIF. States set the rules
for establishing and modifying TIF districts, the length of
time they may be in effect, the acceptable uses of funds,
the reporting requirements, and other guidelines.
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Early studies documenting state TIF legislation include
Johnson and Kritz (2001), Johnson (2002), and Council
of Development Finance Authorities (2008). As of early
2018, there are two web-based resources that provide
information about TIF rules across the United States.

The Council of Development Finance Agencies
(CDFA) has an online Tax Increment Finance
Resource Center (2017) that provides a wealth of
information, though some items are available only
to paying members. The site provides an open-
access state-by-state map that allows users

to click on a U.S. state and obtain a link to that
state’s TIF statute and summary information about
requirements for district creation, eligible public
costs, financing options, maximum length of dis-
trict, and several other items. (This data excludes
Arizona, which does not allow TIF)

Significant Features of the Property Tax Database
(2018), updated annually and produced through a
partnership of the Lincoln Institute of Land Policy
and the George Washington Institute of Public
Policy, provides a range of information on the
property tax and TIF laws in each state, including
relevant statutes, program names, geographic
requirements, descriptions of incentives, and
more. The website includes information about
TIF programs in each state. The appendix table

in this report (p. 59) is drawn from that website
and contains the most current available informa-
tion about the name of the TIF program in each
state, the allowable duration of TIF districts, the
legal requirements to create a TIF district, the
agencies that must approve TIF districts, and the
requirements for public hearings.
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Where Has TIF Been Used?

Both resources focus on the legal authority for TIF, but
neither source provides data on the tool’s actual use.
National data on TIF use is extremely difficult to com-
pile because many states do not monitor TIF use once
adistrict is authorized. The International City/County
Management Association (ICMA) has sponsored several
surveys asking local government officials about their
economic development activities. Their 2014 survey
reports that about 42 percent of the 1,148 responding
local governments are using TIF as a source of funding.
Warner and Zheng (2013), Felix and Hines (2013), and
Greenbaum and Landers (2014) all provide analyses of
earlier ICMA surveys and find similar percentages of
respondents offering TIF-type economic development
incentives. However, as Greenbaum and Landers point
out, the response rate to ICMA surveys is generally
relatively low—around 25 percent—and thus may not
be representative of all local governments. Greenbaum
and Landers also find significant regional variation

in the use of TIF by respondents to the ICMA’s 2009 sur-
vey, with 74 percent of respondents in the north-central
region reporting use of TIF, compared to only 24 percent
of respondents in the Northeast.

Table 2 (p. 26) provides information about the legal
uses of TIF revenues and estimates of the number of
TIF districts in each state. In some cases, the esti-
mates have been compiled by state authorities and
are quite precise. In other cases, where the state does
not track or report the number of TIF districts, the best
available estimates are reported. Figure 4 maps the
data in column 3 of table 2 (p. 30).
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Table 2
Number of TIF Districts and Additional Authorized Uses of TIF Revenues by State

Program Name

Estimated Number of TIF
Districts in State

Agenda #5.

Sell or Rent Land Below
Fair Market Value

ALABAMA Tax Increment Districts 10 v
ALASKA Improvement Area Projects 1

ARIZONA N/A N/A N/A
ARKANSAS Redevelopment Districts 9 v
CALIFORNIA Enhanced Infrastructure Financing Districts 743

COLORADO Tax Increment Financing Districts 140

CONNECTICUT Tax Increment Financing Districts 4

DELAWARE Municipal Tax Increment Financing Districts 0

FLORIDA Community Development 222

GEORGIA Tax Allocation Districts 64

HAWAII Tax Increment Financing Districts 0

IDAHO Revenue Allocation Areas 78

ILLINOIS Tax Increment Allocation Redevelopment Areas 1238 v
INDIANA Tax Increment Financing Districts 700-800

IOWA Urban Renewal Areas 3340

KANSAS Tax Increment Financing Districts 1

KENTUCKY Tax Increment Financing Districts 23

LOUISIANA Tax Increment Development 9

MAINE Tax Increment Financing Districts 483

MARYLAND Tax Increment Financing Districts 28

MASSACHUSETTS District Improvement Financing 2

MICHIGAN Tax Increment Financing 634 v
MINNESOTA Tax Increment Financing 1719

MISSISSIPPI Tax Increment Financing 25

MISSOURI Real Property Tax Increment Allocation 468

MONTANA Tax Increment Financing 50

NEBRASKA Tax Increment Financing for Redevelopment Projects 828
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Permitted Development Subsidies Other Public Uses Outside of TIF District

Direct Financial

Construct Buildings TaxSubsidies Subs.idies insladine Public Expenditure to
and Facilities (freezes and relrnbursement Benefit TIF District Shared Revenue*
abatements) for project costs, loans,
and funds for training)
v v v
N/A N/A N/A N/A N/A
v v
v v
v a v
v v v
v v v
v
v v v
v
v v
v v
v v
v v
v v
v
v v v
v
v
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Table 2, cont’'d
Number of TIF Districts and Additional Authorized Uses of TIF Revenues by State

Sell or Rent Land

Program Name Estimated Number of TIF Below

Districts in State Fair Market Value

NEVADA TIF and Redevelopment Areas 22
NEW HAMPSHIRE Tax Increment Financing in Development Districts 32
NEW JERSEY Revenue Allocation District Financing 49
NEW MEXICO Tax Increment Development Districts 16
NEW YORK Tax Increment Financing 2
NORTH CAROLINA Project Development Financing (TIF) 3
NORTH DAKOTA Tax Increment Financing 48
OHIO Tax Increment Financing Districts 1278
OKLAHOMA Tax Increment Financing Districts 48
OREGON Urban Renewal Plans 244
PENNSYLVANIA Tax Incremental Financing Districts 100
RHODE ISLAND Tax Increment Financing Areas 5
SOUTH CAROLINA Tax Increment Financing for Redevelopment Projects 17
SOUTH DAKOTA Tax Incremental Districts 172
TENNESSEE Tax Increment Financing 29
TEXAS Tax Increment Reinvestment Zones 1378
UTAH Tax Increment Financing Districts 84
VERMONT Tax Increment Financing Districts 9
VIRGINIA Tax Increment Financing Districts 9
WASHINGTON Tax Increment Financing 38
WEST VIRGINIA Tax Increment Financing 31
WISCONSIN Tax Incremental Districts 1241
WYOMING Tax Increment Financing 10

Table focuses on the most broadly applicable TIFs.
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Permitted Development Subsidies Other Public Uses Outside of TIF District

Direct Financial

Tax Subsidies Subsidies (including
(freezes and reimbursement

Construct Buildings
and Facilities

Public Expenditure to

*
Benefit TIF District UEITEE | HERIE

abatements) for project costs, loans,
and funds for training)
v v v v
v
v v v

v v v
v
v v v
v
v v
v v v
v v
v v v

v v v
v v
v v
v
v v v
v v v v
v
v
v v

v

Sources: Lincoln Institute of Land Policy and the George Washington Institute of Public Policy (2018); Column 3: Merriman, Qiao, and Zhao (2018).

* Shared revenue indicates either initial allocation among jurisdictions and TIF districts or that jurisdiction allows other jurisdictions to opt out. In general,
when TIF districts have sufficient funds for development and debt service, excess funds are returned to the taxing jurisdictions.
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Figure 4
Estimated Number of TIF Districts by State

560-3,340
58-559
25-57
10-24

i §

0-9

Data source: This report, table 2, column 3.
Categories for MT, NH, SC, and TN are best
available estimates.

Figure 4 illustrates how the use of TIF varies dramati-
cally from state to state. Consistent with Greenbaum
and Landers’s (2014) analysis of ICMA data, nearly all
of the Midwestern states make extensive use of TIF. By
contrast, none of the New England states except Maine
use TIF to a large extent. In fact, outside of the Mid-
west, Colorado, Florida, Maine, Oregon, Pennsylvania,
and Texas have 100 or more TIF districts, and Califor-
nia greatly restricts the creation of new TIF districts.
Twelve states (not including Arizona, which prohibits
TIF) have nine or fewer TIF districts. To date, there has
been no published academic work explaining why local
governments in some states use TIF more extensively
than others.

The remainder of table 2 provides information about
acceptable use of TIF revenue. All state TIF statutes
allow TIF revenues to be used to service bonds that are
sold to fund development activities in the TIF district.
TIF funds can be used for other development subsi-
dies in some states including the below-fair-market
sale or rental of real estate to private parties in order
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to promote economic development or construction of
facilities within the TIF district, etc. Roughly two-thirds
of the states allow some use of TIF funds for limited

activities outside of physical TIF boundaries.

In some cases, TIF authorities sell bonds and use funds
from property tax revenues on the TIF increment to
service the bond debt. As discussed previously, use of
TIF district-financed debt may allow the TIF authority to
jump-start economic development in the district. Table
3 shows, in general, that states with many TIF districts
also had a large amount of TIF debt. For example, Cali-
fornia, with more than 700 TIF districts, had about $25
billion of TIF bond issues. However, the amount varies
greatly across states: Ohio has even more TIF districts
than California, but TIF districts in Ohio issued only
about $500 million of TIF debt. In fact, California issued
far more TIF debt than any other state, and the only
other states with more than $1 billion of TIF debt issued
are Illinois and Minnesota. A few states (including lowa,
Maine, and Nebraska) have a substantial number of TIF
districts but a modest amount of TIF debt issuance.

Agenda #5.
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Table 3

TIF Borrowing by State, 2000—2014 (millions of nominal dollars)

B

N

§ [
Alabama 28 30 2 60
Alaska 0 0 0 0
Arizona does not allow TIF
Arkansas 0 0 0 0
California 10,198 | 11,609 | 3,233 | 25,040
Colorado 447 704 434 1,585
Connecticut 0 0 129 129
Delaware 0 0 0 0
Florida 110 235 68 413
Georgia 109 554 21 684
Hawaii 0 0 12 12
Idaho 15 8 33 56
Illinois 657 448 169 1,274
Indiana 137 337 246 720
lowa 120 186 9 315
Kansas 15 325 14 354
Kentucky 0 1 0 1
Louisiana 16 5 10 31
Maine 1 0 30 31
Maryland 14 0 40 54
Massachusetts 0 0 0 0
Michigan 186 148 100 434
Minnesota 698 500 202 1,400
Mississippi 50 61 23 134
Missouri 519 658 248 1,425
Montana 22 48 20 90

Source: Luby and Moldogazie (2014); personal communications.
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N N N

R =

o o S B

I
Nebraska 19 19 5 43
Nevada 70 140 22 232
New Hampshire 0 0 0 0
New Jersey 0 0 0 0
New Mexico 0 0 0 0
New York 0 0 0 0
North Carolina 16 0 0 16
North Dakota 2 3 3 8
Ohio 130 269 117 516
Oklahoma 0 26 140 166
Oregon 77 18 0 95
Pennsylvania 177 70 29 276
Rhode Island 8 29 0 37
South Carolina 157 105 14 276
South Dakota 6 7 2 15
Tennessee 0 33 0 33
Texas 339 455 351 1,145
Utah 29 58 77 164
Vermont 0 0 0 0
Virginia 32 14 0 46
Washington 0 0 0 0
West Virginia 0 56 1 67
Wisconsin 51 8 30 89
Wyoming 0 0 0 0
TOTAL 14,455 17167 5,844 37,466




How Has TIF Been Used”

Over the past quarter-century, scholars have con-
ducted numerous studies to better understand when
TIF is used. Table 4 provides some basic information
about nine empirical studies of the determinants of
TIF adoption. Each study predicts the probability of
TIF use as a function of an area’s characteristics. The
six older studies use data from a particular state or
region, five of which are located in the Midwest and
one in Maine. The more recent studies use national
data from surveys of municipal officials. Eight of the
nine studies focus on TIF adoption at the municipal
or county level. Only Gibson (2003) predicts use at the
neighborhood level.

These empirical analyses focus on two fundamen-

tal questions. First, do municipal officials adopt TIF
because growth is slow and they wish to stimulate
growth or because growth is rapid and they wish to
capture growth in a tax base that would otherwise go
to overlying governments, such as counties, school
districts, or other special districts? Second, do com-
munities use TIF to gain a competitive advantage over
neighboring areas?

On the first question, the evidence is mixed. Ander-
son’s evidence “strongly suggests that prior growth

is responsible for TIF adoption,” while Man “finds no
empirical evidence to support the contention that
growing cities are more likely to adopt TIF” (Anderson
1990, 160; Man 1999a, 1151). Gibson (2003) finds that
moderately economically distressed neighborhoods,
which experience moderate growth, are most likely to
be included in TIF districts. There is little point in using
TIF in an area that is not growing at all, but municipal-
ities may also be reluctant to use TIF in an area that is
growing rapidly already.
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Table 4
Determinants of TIF Adoption

Anderson, John E. (1990)
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Man, Joyce Y. (1999)

LaPlante, Josephine M. (2001)

Gibson, Diane (2003)

Byrne, Paul F. (2005)

Mason, Susan, and Kenneth P. Thomas (2010)

Warner, Mildred E., and Lingwen Zheng (2013)

Felix, R. Alison, and James R. Hines (2013)

Greenbaum, Robert T.,and Jim Landers (2014)
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Time
Period

Dependent
Variable(s)

Reasons for Increases

in the Probability of TIF
Adoption
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TIF adoption and

1985— Probability of TIF property value
Michigan 255 cities City growth
8 1986 adoption ye growth estimated
simultaneously
Fiscal stress, lower share TIF adoption and
. 150 cities with a population 1985- Probability of TIF ’ . property value
Indiana : of property taxes, and if .
above 2,500 1991 adoption . . growth estimated
neighboring areas adopt TIF .
simultaneously
Predictive discriminant
L Probability of TIF Nonmunicipal tax burden, edictive disc . @
. 86 larger municipalities 1989- . . . analyses used without
Maine K adoption at the time business share of property tax, .
(42 of which adopted TIF) 1998 correction for
analyses were done and percentage elderly . ]
simultaneity
) . Neighborhood distress and the Study finds that mod-
Time until census .
. 1990- presence of an Empowerment erately disadvantaged
Chicago 866 census tracts tract became part of L . B
2000 - Zone, but probability falls with neighborhoods are most
aTIF district .
the tenure of alderman likely to get TIF
Neighboring ar t TIF,
Chicago Metropolitan S Probability of TIF ghboring areas adopt TIF,
255 municipalities 2000 : percent of overlap with school None
Area adoption . N
district, and municipal tax rate
. Use other economic develop-
. . " Spring Approval of a TIF and . . > No correction
Missouri 171 cities . ment tools, and neighboring X .
2008 approval of a retail TIF for simultaneity
areas adopt TIF
Use of business Accountability, competition, and
. .. . . Two other non-TIF
. 800 chief municipal 2004 and development incen- unemployment, but falls with
United States L . ) . . " types of development
administrative officers 2009 tives that reduce citizen opposition and low per . . .
. R incentives also studied
costs to business capita property taxes
Use of TIF alone or . .
. . . L . Share of low-income residents, »
. 1,022 chief municipal in combination with .. Poorest communities
United States . 1999 . proximity to state borders, and .
development officers other business devel- - . less likely to use TIF
. . political corruption
opment incentives
Government size
. 844 municipal and . S Study finds significant
United States P 2009 Use of TIF low-income residents, y g

county governments

and suburban location

regional differences
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If nonmunicipal governments, such as school districts,
are responsible for the majority of the property tax
burden in an area, a municipality-initiated TIF district
can capture tax revenue for economic development at
arelatively low cost to the municipality. For example,
suppose that 10 cents of each dollar paid in property
taxes goes to the municipality, 65 cents goes to the
school district, and 25 cents goes to the county or
other local governments, such as park and transpor-
tation districts. Municipalities might be more likely to
use TIF since they bear only a small share of the cost
for redirected property tax dollars. Anderson (1990,
161) studied this but found “the proportion of the tax
rate attributed to the city government has no impact”
on TIF adoption, suggesting that towns do not act stra-
tegically to capture TIF revenue. LaPlante (2001, 91)
finds that “a town with a heavy municipal tax burden
is likely to embrace TIF,” but her results are difficult to
compare with Anderson’s (1990), as she did not control
simultaneously for the tax share of overlying govern-
ments. Both Byrne (2005) and Mason and Thomas
(2010) found that towns are more likely to adopt TIF
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when their neighboring towns use it. This suggests
strategic, or at least competitive, behavior.

Studies that use survey data have the virtue of
covering a much broader geographic area, but survey
respondents’ answers may be subjective, and thus the
analyses may be less revealing compared to studies
using administrative data collected to implement or
monitor government programs. Warner and Zheng
(2013), Felix and Hines (2013), and Greenbaum and
Landers (2014) all find evidence that economic dis-
tress promotes the use of TIF. Warner and Zheng find
more use of TIF-type incentives when there is more
accountability for results, while Felix and Hines find
evidence that TIF is used to compete with neighboring
jurisdictions and is possibly associated with political
corruption. Greenbaum and Landers emphasize that
the determinants of TIF use in the north-central region
are somewhat different from factors in the rest of the
country. In particular, higher property taxes are associ-
ated with more TIF use in the north-central region, but
not in other regions.
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CHAPTER 5
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Transparency: Intensive TIF Use in Chicago
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Some have called for more transparent use of TIF revenues.

Once a municipality establishes a TIF district and begins to
receive revenues and make expenditures, it can account for
them separately—and sometimes obscurely—compared to

Morgan Station in Chicago, funded almost
fully through TIF, accelerated the redevel-
opment of the area. Photo: Steven Vance/
Flickr CC BY-NC-SA 2.0.

other governmental funds. Some argue that municipalities

could achieve transparency by including TIF-funded activi-

ties as part of a city’s regular operating budget. Cities could

also document property tax dollars from TIF districts in

capital plans and in regular city financial reports.
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Background

Chicago has used TIF since the late 1980s, and

the lack of TIF transparency has been a particu-
larly salient issue there (Reingold 2001). By 1997,
Chicago had 41 TIF districts, and TIF use was rapidly
expanding (Youngman 2016). By the mid-2000s, TIF
use in Chicago was extremely controversial (Quigley
2007), and that controversy continues to the pres-
ent (Youngman 2016).

Chicago is worthy of special focus because of its
extensive and controversial use of TIF. By 2014—
after years of municipal fiscal distress—Chicago
used TIF more than any big city in the United States.
As shown in table 5, Chicago had as many TIF
districts (149) as the other nine largest U.S. cities
combined. In 2015 alone, Chicago TIFs collected
about $461 million in property tax revenues (Office
of the Cook County Clerk 2016).

GASB 77 ANDTIF

In August 2015, the Governmental Accounting Standards
Board (GASB) issued Statement No. 77 (GASB 77). The new
policy requires governments to disclose the amount of

tax revenues forgone through tax abatements, including
at least some of those made through TIF (Knezevic 2017),
for reporting periods that begin after December 15, 2015.
GASB establishes accounting and financial reporting
standards for U.S. governments that follow Generally
Accepted Accounting Principles (GAAP). GASB periodically
issues statements about how particular accounting issues
should be dealt with in government financial reports.

GASB 77’s potential to increase TIF transparency is
unclear. Because TIF, as generally implemented, does
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More than $4.5 million in TIF funds were used to rebuild Cermak
Station in Chicago adjacent to the McCormick Place Convention
Center. Photo: Steven Vance/Flickr CC BY-NC-SA 2.0.

not reduce tax payments but rather redirects the
expenditure of public funds, its status as a tax
abatement is sometimes unclear and disputed
(LeRoy 2017). Also, GASB 77 allows individual
governments discretion to disclose abatements
either individually or in aggregate, and aggregated
disclosure is less likely to provide information about
individual TIF districts within a government.

Careful analysis of GASB 77’s impact on financial
reporting probably won't be available until at least
late 2018. For many governments, the first required
disclosure involved a fiscal year that began in the
calendar year 2016 and ended in the calendar year
2017, and financial reports generally do not appear
until several months after the fiscal year ends.
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Table 5
Population and TIF Use in Largest U.S. Cities

Population,
2016
(in millions)

Districts, 2017

(except where noted)

New York, NY 8.54 0
Phoenix, AZ 1.62 0
Philadelphia, PA 1.57 13 (2013)
14
San Diego, CA 1.40 (in flux due to changes in

California law)

Dallas, TX 1.32 18
San Antonio, TX 1.49 19
21
San Jose, CA 1.02 (in flux due to changes in

California law)

24
Los Angeles, CA 3.98 (in flux due to changes in
California law)
Houston, TX 2.30 27
Chicago, IL 2.70 149
Total TIF Districts 285

Source: U.S. Census Bureau; city websites.
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Many aspects of TIF use in Chicago have been contro-
versial, but the central theme of these controversies
has revolved around the questions of who gets to decide
about the use of property tax dollars and how Chicago’s
city government tracks and reports the collection and
dispersal of TIF tax dollars.

Spending TIF district dollars is fundamentally different
from other government spending. TIF dollars are raised
by a general property tax but must be spent to benefit
economic development in designated areas. In most
cases, TIF revenues derive from taxes levied by all over-
lying governments, such as counties, school districts, or
other special districts. Spending of TIF funds, unlike other
earmarked revenues, is not authorized, appropriated,
accounted for, or voted on during the normal budget cycle
of any elected government. Once a TIF district is created,
funds generated by the district do not compete with
non-TIF district priorities. Furthermore, TIF projects often
combine resources of private, and sometimes for-profit,
institutions with public money. Thus, TIF districts often
persist for decades without being subject to ordinary
democratic controls.

These sets of circumstances suggest that TIF districts
should be created only after careful study, deliberation,
and debate. Once created, TIF district activities should be
documented carefully and monitored by local government
officials to assure that they fulfill their stated missions.
The appendix table (p. 59) lists some of the conditions
mandated by state laws in order to create a TIF district.
Most states require a detailed application and public
hearings to solicit citizen input. State review of the appli-
cation is common, and usually the governing body of the
city must take a formal vote to approve the project.

While many states mandate well-articulated procedures
for creating TIF districts, state laws often require little
reporting or monitoring of TIF districts once they are
established. Without reporting, there can be little over-
sight, increasing the potential for misallocation—or even
abuse—of TIF spending. Because of this, demands for
TIF transparency have been loud and sometimes strident.




One particularly persistent reporter, Ben Joravsky,
published dozens of mostly critical articles in the
Chicago Reader, a local newspaper, documenting the
lack of transparency in TIF and the frequency of polit-
ically influenced decision making in Chicago. Joravsky
alleged that then-Mayor Richard Daley used TIF dollars
as a “shadow budget,” which could be allocated with
minimal oversight from the elected city council or the
general public.

Reform Efforts

Joravsky’s reporting and some academic studies stim-
ulated additional interest in TIF, and in 2007, then-Cook
County Commissioner (and later U.S. Representative)
Mike Quigley published a report that found

[tlhe near-total lack of public information readily
available on Chicago’s TIFs is, in a word, inexcus-
able. Reams of documentation are produced—with
taxpayer dollars—every time a TIF is proposed

or created. Redevelopment agreements . .. [and]
compliance reports are submitted to the Comptrol-
ler annually. All. .. are produced electronically. Not
a single one is available from the City’s website.
(Quigley 2007, 41)

As pressure for reform grew, Mayor Rahm Emanuel
responded in 2011, just three days after his inaugura-
tion, by announcing the TIF Reform Task Force, charged
with recommending concrete steps for increasing TIF
transparency. Three months later, the task force issued
areport that proclaimed:

Information about TIF districts . .. has been limit-
ed since TIF was first used in 1983. However, more
comprehensive information ... has been available
... since City Council passed the TIF Sunshine Ordi-
nance in 2009.The ... website includes:
“Redevelopment plans and approval ordinan-
ces ... [blasic annual financial reports for each
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TIF district ... web pages for every TIF district
aggregating relevant information ... [rledevel-
opment agreements (RDAs) for private projects
... [tIhree-year district-level projections about
collections.”
Although there has been a significant increase in
the amount of publicly available TIF information in
recent years, there is significant room to improve.
(City of Chicago, TIF Reform Panel 2011, 32)

To increase transparency, the task force recommended
that Chicago develop a multiyear capital budget incor-
porating TIF district spending and submit this capital
budget to the city council for consideration. The task
force further stated that TIF resources should undergo
the same scrutiny as other resources, and it recom-
mended a number of transparency measures, including
public disclosure of all intergovernmental agreements
related to TIF and publication on the city’s website of
the newly created capital budget as well as TIF district
and project data to track performance.

As of March 2018, the City of Chicago has an open data
portal with extensive information about TIF districts
and the projects they house (City of Chicago 2018).

The website contains a map of each TIF district with

its boundaries overlaid on a map of city streets. The
map indicates each project within the TIF district and
specifies redevelopment agreements and total TIF and
non-TIF planned investments. Figure 5 shows, for ex-
ample, the Greater Southwest Industrial Corridor (East)
TIF district on Chicago’s southwest side. This district
encompasses portions of several communities, includ-
ing the predominantly low-income, African American
communities of Ashburn and Auburn-Gresham. The
website says that the TIF district is intended to encour-
age land uses that strengthen the appeal of the area
for industrial, commercial, institutional, and residential
uses. A few specific targeted projects include the
redevelopment of an abandoned theater and aban-
doned railroad right-of-way.

72




Figure 5
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Greater Southwest Industrial Corridor (East) TIF District
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Source: City of Chicago, Department of Planning and Development (2018).

According to Chicago’s 2014 annual report, the TIF
district housed a single redevelopment project, which
was designed to facilitate cleanup and remediation
of a 62-acre industrial site. The project also includ-
ed construction of a 660,000-square-foot industrial
space for StyleMaster and other tenants. A direct link
from Chicago’s mapping portal allows users to access
the associated 111-page redevelopment agreement,
amendments to that agreement, a Department of
Planning and Development staff report on the project,
and several other related documents. These reports
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detail the legal basis for the project, projected costs,
and time lines. As of early 2017, total projected costs
were about $28 million, split about evenly between
public and private investments.

Chicago’s TIF portal also provides separate access

to data about beginning and ending balances, reve-
nues, and expenditures in the TIF district. The Greater
Southwest Industrial Corridor (East) began in 2001
with balances of about $320,000 and ended in 2014
with balances of $2.5 million. In 2014, revenues for




this TIF district included about $9,000 of interest and
about $500,000 of property tax revenues; expenditures
that year totaled $1.2 million, and the vast majority was
spent on site assembly and preparation ($370,000) and
public improvements ($733,000).

Because property taxes in Illinois are assessed, billed,
and collected at the county level, counties are intri-
cately involved in the administration of TIF districts.
The Cook County Clerk has a separate county-level
website with additional information about each TIF
district, including maps and lists of the total and frozen
assessed value and revenue distribution for each dis-
trict. Additionally, information about property tax rev-
enue that goes to TIF districts has been added to Cook
County tax bills sent to owners of real estate parcels.

Even though information about TIF districts in Chicago
and Cook County is significantly more available than it
was in 2011 when Mayor Emanuel’s task force issued
its report, there continues to be significant vocal and
organized opposition to Cook County’s use of TIF, such
as from the TIF Illumination Project.

More data about TIF is unquestionably available in
Chicago today, but some of the specific recommenda-
tions of Mayor Emanuel’s 2011 task force have not been
fully implemented and monitored. Recommendations
included, for example, formally establishing the city’s
TIF goals and metrics to monitor the performance of TIF
districts. The City of Chicago Department of Planning
and Development, however, failed to produce documen-
tation of formal implementation or monitoring based on
these recommendations after repeated inquiries.

Concern about transparency in the use of TIF extends
beyond Chicago. In an analysis looking at national
patterns of TIF use, Kirth and Baxandall (2011, 2) argue
that “TIF often lacks transparency.” They note that
some states do not publish TIF budgets for public
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Concern about transparency in the use of
TIF extends beyond Chicago.

review at all. The authors further express concern
that in some states TIF money can be used as a
“slush fund” for entrenched local officials and that
recipients of aid through TIF are not always held
accountable for results.

Despite continued controversy over the use of
“conventional” TIF districts, Illinois state legislators
authorized Chicago to establish a new kind of TIF dis-
trict in June 2016. These “transit TIFs” were designed
to help the city designate a source of matching funds
to secure $800 million in federal funding to improve
its commuter-rail system. The legislation allows the
city to create long, narrow TIF districts within a half-
mile radius of a rail station, irrespective of the usual
blight requirement. Unlike conventional TIF districts,
which generally capture all incremental property tax
revenue on real estate, the transit TIF does not cap-
ture revenue accruing to the City of Chicago School
District. Other overlying governments, such as the
county or park district, will give up only 20 percent

of the revenue they otherwise would have received
from the increment. Also, transit TIF districts can last
35 years, rather than the 23-year duration of most
conventional TIF districts (Vance 2016).

Chicago’s experience demonstrates both the allure
of TIF and the potential for governmental misuse and
public mistrust of it. Although the city and county
government reforms have increased accountability
and transparency, TIF remains a very controversial
tool, especially as its uses continue to evolve. This
suggests that transparency and monitoring efforts
should continue and should themselves be evaluated
on a regular basis.
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CHAPTER 6
TIF Reversal: California’s Story

California was the first state to make extensive use of tax
. . . . The Hammer Theatre, a venue for perfor-
increment financing—and recently became the first state

mances and cultural activities, is owned

to reverse course and drastically reduce its use of TIF. by the city and operated by San Jose
. . . . . State Uni ity. It funded in |

California may thus provide an instructive case study for S SR [ e e e

part by the San Jose Redevelopment

other states wishing to avoid some of the pitfalls of TIF. Agency. Photo: Allie_Caulfield/Flickr CC
BY 2.0.
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History

California began using TIF in the early 1950s and was
one of the heaviest users outside of the Midwest re-
gion in the last several decades. California TIF districts
are housed in redevelopment areas (RDAs) and, by
2008, California had over 400 RDAs with more than
$10 billion in annual revenue, $28 billion in debt, and
more than $674 billion in aggregate assessed values
(Swenson 2015).

California’s legal structure for TIF had been in place for
decades prior to the passage of Proposition 13 in 1978,
which fundamentally changed the California property
tax system by both limiting the property tax rate to 1
percent of market value and by dramatically limiting
the rate at which real estate assessments could rise,
except in the event of ownership transfers. According
to Lefcoe and Swenson,

Proposition 13 cut local government property tax
revenues in half and diminished school funding by
60 percent....Redevelopment in California would
never have become so widespread but for Proposi-
tion 13. Desperate for replacement revenues, cities
(and a few counties) saw an opportunity to fill their
depleted property tax coffers by culling property
taxes from other taxing entities. (2014, 723)

TIF allowed California general purpose governments—
mostly cities, but also some counties—to garner
property tax revenues that otherwise would have gone
to school districts and other overlying governments.
The number of redevelopment agencies—and cor-
responding TIF districts—exploded in the 1970s and
1980s as local governments used every conceivable
tool to overcome the revenue shortfalls resulting from
Proposition 13. The state government was constitu-
tionally obligated to make up at least some of school
districts’ lost property tax revenues, so this prolifera-
tion of TIF districts also imposed a fiscal burden at the
state level.
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Limitations

In the years after the passage of Proposition 13, the
California legislature enacted rules to restrain and
restrict the use of TIF, including a strict definition of
blight required for the establishment of a TIF district.
The rules required that 20 percent of overlying govern-
ments’ contributions to TIF revenue be passed back

to those governments. Despite these requirements,

TIF continued to drain a large share of revenues from
school districts and other overlying governments. A
legal battle ensued, and the California state govern-
ment attempted to redirect funds from RDAs. This was
finally settled in 2010, when a ballot initiative called
Proposition 22 passed, preventing the state government
from raiding RDA funds and putting increased financial
pressure on the state. According to Lefcoe and Swenson
(2014,732), the passage of Proposition 22 “left the per-
manent dissolution of redevelopment as the state’s only
remaining option for re-directing property taxes away
from RDAs to more urgent public needs.”

Like most states, California faced intense fiscal pres-
sure during and after the Great Recession, which began
in 2008. In this environment, the dissolution of RDAs
presented the state with an attractive potential fiscal
windfall. During the legislative debate, Governor Jerry
Brown said the state would get $1.7 billion immediately
and $400 million in each following fiscal year if RDAs
were abolished (Herr, Clark, and Levin 2012).

Despite its heavy investment in TIF, the California
legislature ultimately passed legislation in 2010,
known locally as AB-26, which dissolved the RDAs that
housed TIF districts under California law (Lefoce and
Swenson 2014). Passage of AB-26, companion legisla-
tion AB-27, and subsequent court rulings would allow
local governments to keep RDAs and TIF districts in
existence—for a price. California’s local governments,
however, have not pursued this or other options to con-
tinue the use of TIF. Given that California’s current
requirements for the use of TIF include affordable
housing mandates and prohibit capturing revenues
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from overlying governments, such as schools or special
districts, TIF has been rendered unattractive to local gov-
ernments compared to other economic development tools.

AB-26 set up an extensive and careful protocol to wind
down existing RDAs and make payments to “enforce
obligations” previously made by RDAs. Revenue in
excess of the amount needed to cover these obligations
was overseen by the State Department of Finance Tax
and returned to overlying governments (Herr, Clark, and
Levin 2012).

Results

Swenson (2015) asks whether California’s defunct TIF
program was successful. This study provides an excellent
follow-up to Dardia’s (1998) very early study of a similar
question. Dardia found that, although Californian TIF
districts grew faster than his comparison group, the
benefits ultimately did not justify the costs because
public revenues diverted to economic development

were less than the revenues eventually generated by
increased property values.

Swenson (2015) developed a unique data set that allowed
precise geographic comparisons. Using this information,
Swenson compared economic activity in California RDAs
to adjacent areas without RDAs. He showed that, during
the 1980s, census tracts adjacent to RDAs had econom-
ic growth rates very similar to those that would later be
within the RDA. Using appropriate statistical methods
and controls, Swenson studied whether the formation of
the RDA had caused a relative improvement in economic
growth in the tracts housed within RDAs. He concluded,

The results show that in the 1990s there was little
measurable impact of RDAs on RDA area employment,
poverty rates, family incomes, rental vacancy rates,
and average residential rental rates. There was also
little measurable business growth in such areas during
the 2000—-2009 decade in terms of job creation or busi-
ness revenues. (2015, 211)

MERRIMAN | IMPROVING TAX INCREMENT FINANCING FOR ECONOMIC DEVELOPMENT| 77

Agenda #5.

Swenson concludes that California’s decision to end
TIF may have been wise because evidence showed

that TIF did not stimulate economic development and
significantly diverted resources from both the state and
overlying local governments. The use of California TIF
also did not conform to the “but for” requirement.

In October 2015, the California legislature approved
and Governor Brown signed AB-2 (California Legislative
Information 2015), which once again gave local gov-
ernments the authority to create TIF districts in some
circumstances. Compared to previous California TIF
legislation, AB-2 imposed many limits on TIF-creating
governments. Most importantly:

TIF districts are restricted to low-income or
high-crime areas;

school entities are prohibited from participating;
other overlying governments (nonschool) must
consent to use their tax revenues for the TIF;
extensive reporting and transparency provisions
are required;

extensive public input is required, including
provisions under which a popular vote could
prevent further action on the plan;

twenty-five percent of property tax increment
revenues must be used to increase, improve, and
preserve affordable housing; and

issuance of bonds by TIF districts now requires
55 percent voter approval. (League of California
Cities 2016)

The above conditions appear to restrict the use of TIF
in California to a narrow set of circumstances and thus
prevent future overuse or abuse. It should be noted,
however, that there is a tendency for TIF legislation to
be modified gradually to allow for more expansive uses.
In fact, AB-2 was soon modified by legislation that

took effect January 1,2017 (Torres 2016). While these
changes seem to be innocuous, vigilance will be
required to assure that TIF legislation serves its

stated purpose.




CHAPTER 7

Efficacy in Economic Development
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One study found that TIF designation had
no impact on employment, establishment
counts, or building permits in Chicago.
Photo: Dan Perry/Flickr CC BY 2.0.

As previously discussed, TIF should promote economic
development. In particular, TIF is designed to promote real
estate investments that raise the market and assessed
values of real estate parcels in a given area. So, does TIF
work? Does the establishment of a TIF district result in
higher real estate value beyond increases that would have
occurred without the TIF designation?

In one sense, the answer should almost certainly be yes,

if all stakeholders strictly adhered to the legal dictates of
TIF. Generally, the relevant legislation requires that TIF can
be used only if the planned development would not have
occurred “but for” the TIF district. Yet, TIF often fails in both
obvious and subtle ways. Flaws in TIF result more often
from poor execution than from conceptual design.
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Assessing TIF's Successes
and Failures

Compared to other methods of public funding to pro-
mote economic development, TIF has several virtues.
First, TIF funding is designed so that, if used as in-
tended, economic development funds will not displace
other public spending because the revenue generated
by TIF would not have been available “but for” that TIF.
In contrast, some government programs designed to
stimulate economic development, such as advertising
campaigns, require up-front expenditures despite
uncertain returns. Unlike such appropriated economic
development expenditures, TIF design allows expen-
ditures of public funds only out of revenues that are
themselves the product of increases in the tax base.

Second, TIF provides benefits to private developers
only when the tax base appreciates, so private devel-
opers only receive revenue derived from appreciation
that otherwise would not have occurred in the absence
of their investment. This makes it difficult for private
developers to get something for nothing, as long as the
TIF is appropriately designed.

Despite TIF’s conceptual strengths, it remains vulner-
able to abuse and often falls short in execution. First,
TIF can fail simply if planned developments do not
materialize. Generally, TIF districts are established
based on a plan that may specify both public and
private investments. The public investment sometimes
precedes the private investment and may be funded
with public debt to be serviced by a revenue stream
from taxes on the increment. If the public investment
occurs but the planned private investment does not
follow, or if it follows too slowly, revenue to service
the bonds may be insufficient, and the government
could either default on the TIF debt or have to service
it through other revenues. We know that complete
failures of this type are relatively rare, as defaults on
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TIF debt are quite rare (Lemov 2010; Moody’s Inves-
tor Service 2012). However, it is not uncommon for
public or private investment to lag, even years after
aTIF district is initiated, or drastically underperform
relative to the amount specified in the TIF plan.

A second potential hazard in the use of TIF is

caused by a design flaw in many states’ TIF stat-

utes discussed in chapter 2. In a number of states,
TIF statutes direct to the TIF district all incremental
property tax revenues generated by appreciation
above the frozen base value. This overestimates the
fiscal benefit of TIF, as some appreciation of land and
structures occurs in most areas, even in the absence
of investment. Appreciation could result either from
inflation or because regional growth raises demand
for all fixed assets. Crediting TIF districts with reve-
nue they did not earn may be especially problematic
because part of the unearned TIF revenue would oth-
erwise have been directed to overlying governments,
like school districts, in the absence of TIF. These
governments typically have little say in the establish-
ment of TIF districts. Municipalities that establish
TIF may regard these unearned funds as a windfall
and tend to use TIF even when the total costs are less
than the benefits.

Athird potential pitfall for TIF is that, even though
development may occur within the district, the devel-
opment may not be worth the costs that it imposes
on the community. For example, a TIF district might
generate a new commercial business—for instance, a
theater—that would not have been built “but for” the
TIF district. The theater may even generate suffi-
cient tax revenues to pay for the public investments
that were necessary to attract private investments.
Despite this fiscal success, the TIF district may fail if
the new development imposes negative externalities
like traffic, crime, or noise pollution that lowers the
value of nearby houses or businesses.




A fourth, subtler, and more common problem is when
aTIF district fails to adhere strictly to the “but for”
requirement. Adherence requires a prediction about
what would happen in the absence of TIF. Thus, strictly
speaking, we can never know with certainty whether a
TIF district adhered to the “but for” requirement.

Although state statutes and regulations generally
require specific criteria that must be documented prior
to the establishment of a TIF district, these criteria

are vague enough that almost any project with strong
political support can satisfy the “but for” requirement.

In particular, TIF projects may be approved even
though the development that occurs in the TIF district
is offset by a loss of similar development in a nearby
location, would likely have occurred at the location

of the TIF district at a later time, or is offset by the
loss of a different but similarly valued development
that would have occurred even if the TIF project had
not been approved. Wisconsin’s TIF manual has a
section devoted to the “but for” clause. It advises
local officials that the “but for” clause requires that
“the proposed development would not happen unless
financial support is available from TIF” (Wisconsin

Department of Revenue 2017a, chapter 5.1).

Research suggests that TIF often displaces economic activity that would have happened anyway in economically vibrant areas.

In Kansas City, Missouri, eight times as many TIF deals were approved in low-poverty areas such as Country Club Plaza (left) than

in areas like East Kansas City (right), with poverty rates above 30 percent despite the fact that high poverty often impedes economic

activity. Photo: Eric Bowers.
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This interpretation of “but for” might allow TIF use even
when it would displace other potential development;
however, the Wisconsin law also requires that:

the economic benefits of the TIF district compen-
sate for the cost of improvements; and

the anticipated tax increments outweigh the costs
to overlapping taxing districts.

These criteria are laudable. If interpreted strictly, crite-
rion 1 would require any development displaced by the
TIF district to count as a cost of the TIF project. Criterion
2 would require that future gains offset costs to over-
lapping taxing districts. The challenge for Wisconsin

and other states is to adhere strictly to these criteria
during implementation.

Effects of TIF Adoption on
Economic Activity

As discussed, TIF has both conceptual strengths and
potential weaknesses. Numerous empirical studies have
attempted to sort this out and determine whether, on
average, TIF delivers what it promises. Like any empir-
ical study of a policy regime, evaluation requires the
analyst to separate the data into “treated” and “control”
areas. Treated areas receive TIF districts, while control
areas do not. As TIF treatments cannot be assigned
randomly, the main empirical challenge is to find control
areas that are similar to areas that receive TIF, so that
data from control areas might predict what would have
occurred in the treated areas in TIF’s absence. In es-
sence, this measure is designed to answer the question
of whether the “but for” criterion has been met. Studies
must also wrestle with the question of whether the ob-
served development in the TIF district might have come
at the expense of development that otherwise would
have occurred in nearby venues.
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Table 6 (p.48) provides some basic information
about 31 empirical studies, listed in chronological
order by publication date, that have attempted to
answer these questions in a methodical way. All the
studies use some measure of economic activity as
the variable to be explained—often a dependent
variable in a regression equation—and all include an
independent variable that measures TIF use or TIF
intensity. Perhaps unsurprisingly, the studies draw
primarily from data in Midwestern (or north-central)
states where TIF is most widely used. Twenty-two of
the studies use data from Illinois, Indiana, Michigan,
Minnesota, or Wisconsin. California and Texas have
two studies each; lowa, Florida, Georgia, Maryland,
and Missouri each have one.

The dependent (or outcome) variables include
employment, retail sales, assessed values, growth
in median house value, median household income,
and value of building permits, among others.
Many studies report results about more than

one dependent variable.

Although state statutes and regulations
generally require specific criteria that must
be documented prior to the establishment
of a TIF district, these criteria are vague
enough that almost any project with

strong political support can satisfy the
“but for” requirement.




Agenda #5.

Table 6
Empirical Studies of Effect of TIF on Economic Activity

48

Article

City, State, or Region

Dependent Variable(s)

John E. Anderson (2001)

Wassmer, Robert W. (1994) Detroit Metropolitan Area 25 cities 1947-1987 Employment or retail sales
47,000 parcels in 38
Dardia, Michael (1998) California redevelopment projects and 1978-1996 Assessed values
matched-pair areas
Man, Joyce Y., and Mark S. Rosentraub Indiana 151 cities 1990 Real growth in value of
(1998) median valued house
. 53 cities with populations
M Y.(1 | 1 -1992 E
an,Joyce Y. (1999b) ndiana greater than 10,000 985-199 mployment
Dye, Richard F., and David F. Merri Growth i icipal t
(2‘;:;0)“’ EllEp Elie ] B LU Ty Chicago Metropolitan Area 235 municipalities 19801995 row Va'l'L ;"‘;g';;’i? 9’;?”” y
Wassmer, Robert W., and Detroit Metropolitan Area 112 municipalities 1977-1992 Commercial property value

Kriz, Kenneth A. (2001)

Minneapolis, MN

Simulated data based on
observed values

Parameters based
on data available
around 2000

Net present value (NPV)
of TIF project

Dye, Richard F., and David F. Merriman

Growth in non-TIF municipal

David Merriman (2007)

that sold more than once

(2003) Illinois 1,242 municipalities 1980-1998 property value, 1995-1998
Weber, Rachel, Saurav Dev Bhatta, and X 154 sales of vacant industrial .
David Merriman (2003) Chicago, IL P 1999-2002 Natural log of parcel price
Population, unemployment-
Rogers, Cynthia L., and Jill L. Tao (2004) Florida 31 small cities 1980-1990 to-population ratio, median
property value, and median
household income
. . Share of newly TIF-generated
Ingraham, All'fm T.,Hal J. Singer,and Dallas, TX Case study of a. prt?posed retail 1990-2003 retail sales that cannibalize
Thomas G. Thibodeau (2005) TIF district K
sales of neighbors
Carroll, Deborah A., and Robert J. Eger Milwaukee, Wi 17 aldermanic districts 1993-2000 Rea.l a.ssessed proper'Fy v.alue
(2006) within aldermanic district
TIF distri i A i
Byrne, Paul F. (2006) Chicago Metropolitan Area 89TIF districts in 1990-1993 nnualized property value
67 municipalities growth
n 5 " : . Natural log of sale price
Smith, Brent C. (2006) Chicago, IL 36,158 multifamily units 1992-2000
per square foot
Weber, Rachel, Saurav Dev Bhatta, and 5,852 single-family homes Sale price of single-family
’ ’ ’ Chicago, IL ’ g y 1993-1999 homes sold more than once

during the time period
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Finding(s)
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Summary

Finding

TIF increased retail employment, but had no significant effect

. . . Controls for a number of other economic development incentives Positive
on retail sales or service receipts.
TIF did.not generate enough extra tax revenue Fo compen'sate e e e N
overlying governments for loss of revenue during TIF period.
TIF increased median owner-occupied housing value by 11.4 %. TIF adoption treated as endogenous Positive
Cities with TIF have about 4.5% more jobs than cities without TIF. TIF adoption treated as exogenous Positive
Cities that adopt TIF grow between 0.78% and e . . .
218% slower than those that do not. Revenue shifting not a determinant of TIF adoption Negative
TIF increased commercial property value by 12%. TIF adoption treated as endogenous Positive
Th t t value of a typical TIF district will b . . . . . .
ene p'resen valeora yplf:a 'S nc. wittbe Simulation results limited to the financial effects of TIF Negative
negative under most plausible assumptions.
Simil. ti lts with le of Chi Met litan A
Non-TIF municipal property values grow slower in cities with TIF. imilar nega IV? .resu swi s'amp e.o |cago cHopoitan arca Negative
communities; TIF adoption estimated simultaneously
Value of parcels in industrial TIF districts TIF adoption estimated simultaneously;
fall by 40% to 66%. similar results obtained with much larger sample of Mixed
Value of parcels in mixed-use TIF rise by 15% to 115%. industrial parcels with structures
Considers both TIF and ent i ;
TIF had no significant effect on any of the dependent variables. . or.13| ers bo anden erprls.e — Neutral
quasi-experimental methods and regression analyses used
Less than 34% of growth in TIF cannibalizes Argues that Dallas benefits whenever cannibalization "
. Positive
non-TIF development. rate is less than 93%
Each dollar of TIF fl.nancmg generates a $3.50 increase TIF adoption not estimated simultaneously Positive
in property value.
Industrial, blighted, and centrally located TIF districts grow Lagged demographic independent variables used to Positive
faster than the municipalities that house them. reduce endogeneity concerns
Price of units within a TIF (.“Stmt g.rew. slightly faster TIF adoption not estimated simultaneously Positive
than those outside TIF districts.
Houses near mixed-use TIF districts appreciated faster than those
farther away, but units near industrial or commercial TIF districts Three sets of data used; results do not support hypothesis Mixed

appreciated slower.

MERRIMAN | IMPROVING TAX INCREMENT FINANCING FOR ECONOMIC DEVELOPMENT 83




50

Table 6, cont’d

Empirical Studies of Effect of TIF on Economic Activity

Article

City, State, or Region

Agenda #5.

Dependent Variable(s)

Rachid (2017)

Kansas City, MO

TIF matched to block groups
without TIF

Carroll, Deborah A. (2008) Milwaukee, WI 12,169 business parcels 1980-1999 Real assessed value
4,022 i
Smith, Brent C. (2009) Chicago, IL 0P GO 1992 and 2000 Commercial property values
property sales
25,999 house sales near the .
Immergluck, Dan (2009) Atlanta, GA BeltLine TIF district 2003-2005 Log of sale price
Byrne, Paul F. (2010) Illinois 1,449 observe.xt[ons.l.n apanel 1980-1999 Employment
of municipalities
(Szlgfli(r)r)lore, Mark, and Russ Kashian Wisconsin 537 municipalities 1990-2003 Property tax rates
Merriman, David F., Mark L. Skidmore, . . T B Real per capita value of
and Russ D. Kashian (2011) Wisconsin All municipalities 1990-2003 e
Bossard, Jennifer A. (2011) Minnesota Panel of 334-421 school 1992-2007 Non-TIF district property value
districts growth for school districts
Giradi, Anthony G. (2013) lowa All counties 2002-2012 Standardized employment
growth and wage growth
1,026 block groups treated by Log of employment by industry
Lester, T. William (2014) Chicago, IL TIF and 14,013 block groups 1990-2008 and number and value of
not treated by TIF building permits
Overton, Michael, and Robert L. Bland L Annual amount of private
(2014) Dallas, TX 17 TIF districts 1992-2011 investment in a TIF district
Changes in measures of
economic well-being, includ-
Swenson, Charles W. (2015) California 5,689 census tracts 1980-2000 ing poverty, unemployment,
income, vacancy rate,
employment, and others
. . Effective property tax rate,
Hicks, Mich ., D Faulk
- _'? C BRI LGN Indiana 91 counties 2003-2012 total assessed values,
Pam Quirin (2015)
and employment
Hicks, Michael J., Dagney Faulk, and Local-option income and sales
o o gney ’ Indiana 91 counties 2003-2012 taxes and non-TIF
Srikant Devaraj (2016)
assessed value
Stewart, N. M. (2016) Baltimore, MD 710 block groups 2002-2013 Employment, building permits,
and home sales
Yadavalli, A., and J. Lander (2017) Indiana 123,000 parcels in 579 TIF 2004-2013 Assessed values, employment,
areas and wages
141 Kansas City census block
L . . groups with TIF and 92
Lester, . W., and El-Khattabi, St. Louis and i L Bl R ph 1990-2012 Employment, sales, and

establishments
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but did stimulate home sales.

assure treated areas and control areas were comparable

Summary
Finding
Business parcels located in TIF districts grow faster. TIF adoption treated as endogenous Positive
Commercial property values appreciate faster in TIF districts. TIF adoption treated as endogenous Positive
Announcement of the TIF district caused prices to increase . . . . .
. L Effects varied with geography; negative effects in some areas Positive
substantially near some parts of the TIF district.
n aver TIF has no effect on employment, but industrial TIF
On average, a8 No 81ect on employme > butindustria Some controls for endogeneity Neutral
increases employment.
With TIF in place, the property tax rate of nonmunicipal governments . . .
. o Sy - palg Lagged control variables reduce concerns about endogeneity Mixed
rises, but the property tax rate of municipal governments falls.
TIF does not increase in total, residential, or manufacturing propert: .
. . SRl Panel data reduce concerns about endogeneity Neutral
values, but may increase commercial property values.
TIF intensi low to maximize non-TIF school distri
Increases in TIF intensity result in more rapid growth. ensity too low to ma eno school district Positive
property value growth
Actual employment and wages compared to predicted level;
TIF had no impact on wage or employment growth. pioy . . g . P .p- Neutral
controlling for industrial composition
TIF designation had no impact on employment, establishment counts, . L . . .
g > - [P . Propensity score weighting to deal with potential endogeneity Neutral
or building permits.
A$1incr in li nditur ithin a TIF result
i c‘easel F_)Ub ¢ exr.Je d_l Y es. within a esults Result holds only during recessions Positive
in a 20¢ increase in private investment.
TIF districts resulted in minimal positive impacts. TIF adoption treated as endogenous Neutral
TIF i i ith in in nd effecti
use is associated with i crease§ i ass.esse.d value and effective iz ecaten e oafimisd s ianeraly Neutral
property tax rates, but also with declines in employment.
TIF use has no impact on retail sales tax or local-option
,.) P TIF adoption not estimated simultaneously Neutral
income tax revenue.
TIF had no impact on employment or building permits, Difference-in-difference and propensity score matching used to Neutral

(slightly positive)

TIF increased growth in assessed values by .2%,
but had no impact on employment or wages.

Propensity score weighting to deal with potential endogeneity

Neutral
(slightly positive)

TIF had no impact on economic development in either city.

Propensity score weighting to deal with potential endogeneity

Negative
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What is the most appropriate dependent variable? One
might argue that TIF is designed as a tool to stimulate
growth in real estate variables, and therefore it is most
appropriate to focus on property values. However,

the purpose of stimulating growth in property values

is to ultimately improve citizens’ quality of life, so
employment or median household income would also
be appropriate. Increases in retail sales or building
permits, by contrast, are relatively weak proxies for the
key underlying variables of interest.

Methodology is also important. All but two studies use
some form of regression analyses (Dardia 1998; Kriz
2001). The various data used in the studies are from
city, TIF, and parcel-level observations. Many of the
studies account for potential reverse causality
between TIF use and economic outcomes. This is
important because without reverse causality one
might attribute economic gains to TIF use when, in
fact, the expectation of economic growth was the stim-
ulus for TIF formation in the first place. The differences
in study areas, time periods, outcome variables, and
methodologies make it difficult to generalize about
the findings, however.

Despite this, the last column of table 6 reports a very
concise qualitative summary of each study’s finding—
classifying the empirical results as positive (i.e., TIF
promotes economic development), negative (i.e., TIF
reduces growth), and neutral or mixed (both positive
and negative results). In many cases, the concise sum-
mary required a judgment call about which results
were most important and salient. A simple count shows
42 percent of the studies—13 total—have positive
results. Of the remaining 18 studies, 5 have negative re-
sults, 8 have neutral results, and 5 have mixed results.
The neutral results suggest that TIF did little or nothing
to stimulate economic development, so these studies
might be viewed as an argument against the use of

TIF. The mixed results often show very weak positive
effects (Stewart 2016; Yadavalli and Landers 2017) or
strong negative effects (Skidmore and Kashian 2010;
Weber, Bhatta, and Merriman 2003). Also, the most re-
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cent studies, which tend to have the strongest data
and best methodologies, are much less positive than
earlier studies. Taken together, this review of the
rigorous evaluation literature suggests that in most
cases, TIF has not accomplished the goal of
promoting economic development.

Taken together, this review of the rigorous
evaluation literature suggests that in most
cases, TIF has not accomplished the goal of
promoting economic development.

Still, there is some evidence that TIF does work in
certain cases. One possible explanation is that TIF
simply works in some locations but not in others. The
empirical research does not support that view, how-
ever: Of the nine studies using Illinois data, three are
positive, two are negative, two are neutral, and two are
mixed. Two of the four studies using Wisconsin data
are positive, but one is neutral and one is mixed.

Two of the five studies from Indiana are positive, but
the three most recent studies show a mostly neutral
effect. Thus, the empirical evidence shows that use of
TIF is no guarantee of success, which suggests using
caution in employing TIF.

Empirical work provides other guidance, too. Several
studies provide evidence that TIF has its strongest
positive effects when used for commercial or mixed
uses (Ingraham, Singer, and Thibodeau 2005; Merri-
man, Skidmore, and Kashian 2011; Smith 2009; Wass-
mer and Anderson 2001; Weber, Bhatta, and Merriman
2003; 2007). However, Dye and Merriman (2000; 2003)
suggest that at least some of the growth in commer-
cial TIF districts is offset by reduced growth in other
nearby areas.
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Effects of TIF Adoption on
School Finance

One area of considerable controversy about TIF is its
impact on school finance. Cities are responsible for
establishing and overseeing TIF districts. If some of
the real estate appreciation in a TIF district would
have occurred even in the absence of the TIF district,
overlying school districts may face a diminished tax
base during the life of the TIF district. A school dis-
trict’s fiscal difficulties due to loss of its tax base may
also be exacerbated if the TIF district facilitates new
housing and increased demand for school services.

Some of the revenue lost to the school district in

the short run may be eventually recovered if the TIF
district stimulates additional real estate appreciation.
Even the short-run impact of the TIF district may be
mitigated because many school aid formulas that
depend on property tax base per pupil compensate
school districts, at least to some degree, for the loss
of tax base due to TIF. For example, Illinois’s state-aid
formula subtracts TIF increments from available tax
base per pupil to calculate state aid. Also, TIF revenues
may in some cases be used to finance public spending
that can substitute for school district funding, such as
renovations of parks instead of school playgrounds.
Hence, the net effect of TIF on school finance is
unclear and may be illuminated by further empirical
research. In an environment of scarce resources and
ongoing pressure on the property tax despite its im-
portance as a source of local revenue, it is no wonder
that the impact on school funding continues to be a

major issue.

Table 7 (p. 54) provides basic information about three
empirical studies on TIF’s effect on school finance.
Weber (2003) finds that TIF has no observable impact
on school district tax revenue in the Chicago metropol-
itan area but does raise state aid to school districts.
Similarly, Weber, Hendrick, and Thompson (2008) find
little impact on tax revenues in the Chicago area, but

Agenda #5.

they do find evidence of lower revenues and higher
tax rates in school districts with TIF in other parts of
Illinois. Nguyen-Hoang (2014) studies the impact of
TIF on school spending in lowa; in contrast to Weber
(2003), he finds that greater use of TIF is associated
with reduced education expenditures. He finds that
this effect is greater for lower-wealth districts. Taken
together, these findings suggest additional reasons to
be cautious about using TIF.

Other Effects of TIF Adoption

Table 8 (p. 55) gives some basic information about em-
pirical studies that examine other potential effects of
TIF and that cover various related ad hoc topics. Skid-
more, Merriman, and Kashian (2009) provide evidence
that, at least in Wisconsin, TIF encourages municipal
annexation, as TIF districts can be used to improve
municipalities’ fiscal conditions. Merriman (2010)
provides a simulation analysis that illustrates how the
cycle of TIF adoption and dissolution can make munic-
ipal budgets significantly more difficult to manage, as
TIF gradually supplements available municipal funds
and then those funds suddenly disappear when TIF

is dissolved. In the context of random fluctuations in
assessed value, this can make financial management
significantly more difficult.

Kashian and Skidmore (2011) study factors that
determine the time until a TIF district is dissolved.
They find that TIF districts have longer life spans when
the municipalities that house them—and thus can
decide when they are dissolved—pay smaller shares
of the cost, as measured by the municipal tax rate as
a share of the total. TIF districts were also kept alive
longer following the slow-growth period of the 1991
recession. This finding seems consistent with Dye,
Merriman, and Goulde (2014), who find that TIF dis-
tricts in both Illinois and Nebraska grew significantly
slower during and immediately after the 2008-2009
recession. They find some evidence of a recovery in
TIF growth in Nebraska but little in Illinois.
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Table 7
Empirical Studies of Effect of TIF on School Finance

. Region or Time Dependent . Summa
Article g . p Finding . Y
State Period Variable(s) Finding
i TIF intensity had no
ffect on the t - . .
Weber, Rachel Cook County, 151 school 1989- revenue, state ee:::e Z:: thjsiﬁgi\l’ TIF intensity treat- No impact
(2003) Illinois districts 1999 aid, and effective . o ed as endogenous P
P— district, but did raise
state aid.
TIF intensity was
I . not a determinant of
Weber, Rachel, perty change in property
percentage (2001)
Rebecca 777 school and change tax revenues in the Endogeneity not
Hendrick, Illinois districts 2001 in oro erf Chicago metropol- an issue (munici- No impact
and Jeremy taxpre\fenu); itan area, but reve- palities choose TIF)
Thompson (2008) (1990-2000) nues were lowered
in other areas of
Illinois.
TIF is associated
ith A that TIF L
Nguyen-Hoang, 347 school 2001- Log of education W . reduced . reues . & . ow?,\rs
Phuong (2014) lowa districts 2011 expenditure education expendi- endogeneity is education
g P tures, especially in not an issue spending
low wealth districts.

Hall and Bartels (2014) ask why some Dallas—Ft. Worth
TIF districts are more successful than others and find
that TIF districts using certain formal management
methods, especially performance measurement, have
better outcomes than those that do not. For example,
TIF districts that listed, quantified, and tracked public
versus private initiatives, cost responsibilities, and
success indicators had higher property value growth
than those that did not. On the other hand, risk-
management techniques, such as very detailed and
explicit economic projections, did not significantly
improve the performance of TIF districts.

Kane and Weber (2015) study the relationship between
the type of expenditures in Chicago TIF districts and
the growth rate of property values in those districts.
Disturbingly, they find a clear positive effect resulting
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from commercial subsidies but a negative impact from
infrastructure spending. This could suggest that TIF is
ineffective in areas that lack the preconditions (namely,
infrastructure) to support growth. As other studies have
suggested that commercial development in TIF districts
often displaces commercial development elsewhere,
the scope for successful use of TIF may be narrow.

Bland and Overton (2016) study the growth of TIF
districts in Dallas, Texas, and ask whether public or
private investments do more to stimulate real estate
appreciation. They find that public investments, by
themselves, do little to stimulate appreciation, but that
public investment can be a catalyst to stimulate private
investment and promote appreciation when combined

with operational and institutional knowledge.
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Table 8
Empirical Studies About Other TIF-Related Issues

Time Dependent
Article . . Finding(s
Period VELEIEE) g(s)
i:f:;n:r;,eh:rai:a,n 533 Log of municipal Adding a new TIF TIF adoption
i o Wisconsin T 1990-2003 g P district is associated treated as
and Russ Kashian municipalities land area with annexation endogenous
(2009) . g
Simulation of
Simulation, Simulation, Simulation, Volatility of The formation and municipal
Merriman, David F. parameters based on typical based on L y expiration of TIF districts governments'
L . . municipal property L .
(2010) mimic Wis- Wisconsin 2003 tax revenues can significantly increase revenue; overly-
consin municipality parameters revenue volatility. ing governments
not studied
Longer TIF lifespans are
. . ) Parameters
Kashian, Russ, and Lifespans of associated with smaller A—
Mark Skidmore Wisconsin 362 TIF districts 1988-2009 p . municipal share of the K .
TIF districts using duration
(2011) tax rate and several other .
. analysis
variables.
Difference between Actual results match
projected assessed performance results more .
Hall,J L., . . o TIF adopt
2 elzemy Dallas—-Ft. . value in the TIF closely in TIF districts that @ t.)p on
and Christopher E. 72 TIF projects 2007-2008 o . . not estimated
Worth, TX district and actual use preimplementation .
Bartels (2014) . . simultaneously
assessed value in risk and performance
the TIF district management.
There was a large decline
Dye, Richard F., 920 Illinois TIF in TIF EAV after the start di:t"r‘i’cnti T':)W
David F. Merriman, Nebraska districts and 297 20062013 Growth rate of EAV* of the Great Recession in faster thangmore
and Katherine and Illinois Nebraska TIF in TIF districts Illinois, but the recession mature districts
Goulde (2014) districts had less of an effect in .
in both states
Nebraska.
Commercial TIF subsidies Research sug-
Kane, Kevin, and . L Growth rate of EAV* result in faster property- gests important
h IL 160 TIF district: 2002-2012
Rachel Weber (2015) Chicago, BOTIF districts 002-20 in TIF districts value growth than other symbolic effect
types of expenditures. of TIF district
Private investments No corre.ct.pn
stimulate more growth for possibility
18 TIF districts, . that privat
Bland,R.L.,and M. e Not Growth rate of EAV* than public investments, . at private
Dallas, TX 212 observa- . . L. .. . investments
Overton (2016) Rk provided in TIF districts but there is interaction
tions are attracted to
between these two types rapidly srowin
of investments. pidly 8 g
areas

Note: *EAV: equalized assessed value.
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CHAPTER 8
Conclusion
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TIF was used to help fund the Millennium
Park in Chicago. Photo: Serge Melki/Flickr
CCBY 2.0.

Although TIF has been used across many states for
years, there is still much we do not know about how its
use affects economic development. Nonetheless, the
information summarized in this report provides a strong
factual basis for certain findings and recommendations
as we continue to monitor and research this tool.
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Findings

Tax increment financing is an important and
widely used tool to promote economic develop-
ment, especially in areas facing blight and other
significant economic challenges. TIF performs
best when the public and private sectors work
together to stimulate economic development. TIF
can be a useful tool to create commitments that
engender trust among the various parties involved
and lead to successful implementation of devel-
opment plans.

Unfortunately, the design of TIF in many states
makes it vulnerable to exploitation by cities,
which can obtain revenues that otherwise would
have gone to overlying governments, especially
school districts.

TIF has been used very unevenly across states,
with extensive use in Midwestern states, for ex-
ample, but little use in other regions of the coun-
try. The reasons for the uneven use of TIF have not
been rigorously studied, but it is reasonable to
speculate that states’ responses to their neigh-
bors’ use of TIF has contributed to this pattern of
unevenness.

Within individual states and cities, most often TIF
has been used in areas that were already moder-
ately successful, and it has done little to stimu-
late growth in the most depressed areas.
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Transparency in the use of TIF is a huge challenge,
and state monitoring of TIF use is very uneven. City
reporting about TIF is also mixed. Even in cities
like Chicago, where TIF is used extensively and
where much information has been made public,
the transparency of TIF remains inconsistent.

Many academic studies of TIF suggest that it often
fails to deliver economic growth beyond what oth-
erwise would have occurred and may often simply
result in the relocation of economic activity.

Academic studies suggest a variety of unintended
effects that may result from TIF use. These include
diminished or reallocated school revenues and
increased budget volatility, especially during
unstable economic cycles.

Recent research suggests that more attention to
the management of TIF and the type of spending
within TIF districts could lead to a better under-
standing of why some TIF districts succeed and
others do not.




Recommendations

States should track and monitor TIF use.

Basic monitoring helps states evaluate the use of
TIF and helps state legislators better understand
whether TIF regulations are achieving their goals.
Virtually all states are involved in monitoring the
property tax assessment processes of local gov-
ernments and could easily report on the number
of TIF districts and the base and incremental val-
ue in each district in each year. Some states, such
as Wisconsin and Illinois, require regular reporting
on TIF and can serve as models for other states.
Wisconsin provides a particularly strong example,
as it requires detailed delineation of expenditures
and information about the movement of TIF funds
from one TIF district to another, known as porting.
Wisconsin could improve its reports (Wisconsin
Department of Revenue 2017b) by requiring infor-
mation about TIF-related borrowing.

States should revise statutes to allow counties,
school districts, and other overlying local govern-
ments to opt out of contributing resources to TIF
districts. This measure would diminish or elimi-
nate the incentive for cities to use TIF as a device
to capture revenues that otherwise would have
gone to overlying governments. TIF districts can
be particularly problematic for overlying govern-
ments when combined with tax limitations, which
can prevent the districts from recouping revenue

requirement is not effective, that state should
consider revisions that place realistic limits on
local governments’ use of TIF. California’s recent
revisions of rules on TIF might provide useful guid-
ance in this area.

Local governments should provide extensive, eas-
ily accessible information about TIF use, revenues,
and expenditures. This information would enable
local elected officials to monitor and regulate the
application of this tool. Local legislative bodies
(e.g., city councils) should require regular reports
from executive officers that document progress
toward clearly articulated goals for the use of TIF.
Local legislators should consider policies that
require periodic reports on the administration of
TIF districts, and they should have the option of
directing staff to dissolve TIF districts that do

not meet the jurisdiction’s objectives. They could
also use the evidence-based approach to make
adjustments, such as limiting the duration of

TIF mechanisms.

Researchers should study, document, and ex-
plain the different outcomes of TIF use in various
geographic areas. To date, academic studies of TIF
document mixed outcomes but do not clearly iden-
tify factors that explain this variation. Such studies
should also expand knowledge about the types

of TIF expenditures that best promote economic
development.
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lost to TIF districts. Recent legislation allowing Evidence suggests that implementing these recommen-

transit TIFs in Chicago may provide a model for dations will improve tax increment financing and make
this kind of policy. it a useful tool for economic development that contrib-
utes to strong, fiscally sustainable communities.

State legislators should review their states’ “but

for” TIF requirements to determine whether they

are effective. An effective “but for” requirement

can reduce reliance on TIF when other tools might

be more helpful and transparent. If a state’s
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State Tax Increment Finance Programs
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Appendix, cont’d

State Tax Increment Finance Programs
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Improving Tax Increment Financing (TIF)
for Economic Development

One of the main responsibilities of local government is to promote economic activity for the benefit of all stakeholders,
including residents and businesses. Tax increment financing (TIF) is one tool that cities can use to support economic
development in a designated area by earmarking property tax revenues from anticipated increases in assessed
property values resulting from investment in that district. Virtually every state allows some form of TIF, which requires
cooperation between government and the private sector.

Yet, the fundamental attributes of TIF are still poorly understood, and its effectiveness is disputed. Many states

do little to track or evaluate the use of TIF. Recent findings show that TIF does little to deliver economic growth and
sometimes simply relocates economic activity that would have occurred elsewhere without TIF. Empirical studies
suggest that communities should use TIF cautiously to avoid diverting increased property tax revenues from overlying
governments, obscuring government financial records, and facilitating unproductive fiscal competition between
neighboring jurisdictions.

Written by an expert and educator in public finance, business taxation, and urban economic development, this report
presents data about TIF usage, explains how it is intended to work, notes its conceptual strengths and limitations,

reviews academic evaluations of its use, and offers the following recommendations for improving its design.

®  States should track and monitor TIF use. ®  Local governments should provide extensive, easily

o States should revise statutes to allow counties, accessible information about TIF use, revenues, and
school districts, and other overlying local govern- expenditures.
ments to opt out of contributing resources to TIF ®  Researchers should study, document, and explain the
districts. different outcomes resulting from TIF use in various

¢  State legislators should review their “but for” geographic areas.

TIF requirements to determine whether they

are effective.
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Tax Increment Finance and Suggestions for Reform

By Byron Schlomach

Abstract

The ideological left and right agree
that Tax Increment Finance districts
(TIFs) often bypass traditional taxpayer
protection measures, show no evidence
that they result in greater economic
activity, and are often used as a tool for
cronyism, among other impacts.

TIFs are privileged areas within a
city, town, or county where part of sales
and property tax revenues are redirected
exclusively to the district, often used
to fund private investments. Among
several negative impacts in Oklahoma,
they often tap revenue sources
intended for schools and other levels of
government, burdening long-standing
enterprises not in the TIFs.

When it comes to TIFs, Oklahoma
desperately needs greater transparency,
stricter limits on how funding can be
spent, and more strictly limited lifetimes
and revenue sources, along other

reforms mentioned in this paper.

This paper, in its entirety, can be found at
www.188¢institute.org/cronyism.html

Nothing written here is to be construed as
necessarily reflecting the views of the 1889
Institute or as an attempt to aid or hinder
the passage of any bill before the Oklahoma
Legislature. © 2016 by 1889 Institute.

t is a rare thing to have the ideological left and right agree on anything.

Yet, this is largely the case with respect to Tax Increment Financing

districts (“T1Fs” or “T1F districts”). Left-leaning organizations such as
Good Jobs First and Public Interest Research Group question the legitimacy of
how TIF laws have been used.! Their recommendations for reform are often
the same as those of advocates for limited government. Such agreement should
be enough in itself for state lawmakers to begin asking questions and enact
significant reforms.

Ostensibly for the purpose of economic development and the elimination
of urban blight, T1Fs tap taxpayer resources, often using them to subsidize
private enterprises. TIF districts almost invariably favor big business from out-
of-town while long-standing residents and business owners bear the financial
brunt of meeting the continued financial needs of schools and other entities
that do not create TIFs, but help to fund them. The result is the redirection of
economic activity, creating the appearance of success in encouraging economic
growth when, in fact, T1Fs just redistribute economic activity within a state. In
other words, T1Fs are often used as a tool for cronyism, fooling taxpayers into
thinking entirely new economic development occurs from special tax deals
that appear costless to the general taxpaying public.

Accordingly, TIFs do more to benefit politicians than the economy. In
fact, there is evidence, noted below, that T1Fs hurt economic growth. Many
TIFs, especially those that tap property taxes, cost everyone in the state of
Oklahoma, though TIFs are locally constituted. They redistribute resources to
the wealthy and well-connected. They allow the bypass of taxpayer protection
measures. And, T1Fs often allow T1F-creating entities to steal away the
revenues of other taxing entities.

“According to the Oklahoma Tax Commission’s ad valorem division, local
governments across the state had more than $445 million in active TIF districts
in 2015.”2 In 2011, there were 47 TIF districts in Oklahoma, according to a study
conducted by the state’s commerce department.3 By now, there are likely many
more, even though some of the T1Fs from the commerce study have since
expired. TIF creation has been on a steady rise in the country for many years
and Oklahoma is no exception. Oklahoma City is about to create its tenth
TIF, for a single building. Single-business T1Fs appear to be quite common in

Byron Schlomach is the Director of the 1889 Institute.
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Oklahoma, but then, with little transparency surrounding
these deals, there is no way to quantify such a statistic or
to know how justified such deals might be.

TIFs should be reformed to be more transparent, only
fund infrastructure and rehabilitation of properties, use
only the creating entity’s tax resources, have a lifetime
limited to the completion of an explicit purpose, and
require final state approval for their creation. Better yet,
the state’s T1F statute should be repealed along with
the TIF provision in the state constitution since T1Fs
bypass taxpayer-protection provisions imposed on local
government. Nothing of true importance that T1Fs
accomplish cannot be accomplished through traditional
means.

What's a TIF?

A Tax Increment Financing district (T1F) is a defined
geographic area within a taxing jurisdiction, usually a city
or county, within which taxes paid to pre-existing taxing
entities such as cities, counties, school districts and fire
districts are frozen as of the date of a TIF’s creation.* Tax
revenues above the frozen level after the creation date
are used within the TIF. They can be used to fund new
infrastructure, for rehabilitation of old infrastructure, to
remodel and build private structures, for environmental
cleanup, and even to help fund new private investment.
TIFs expire after a certain number of years has passed.

In Oklahoma, the power to create a T1F is limited to
cities, towns, and counties and the lifespan of a TIF is
limited to 25 years. TIFs cannot overlap. However, funds
can be spent outside of the TIF district. TIF agreements
can freeze property tax revenues from a TIF district for
pre-existing property-taxing entities like school districts.
They can simultaneously freeze sales tax revenues as well.
Some TIFs may simply freeze one or the other type of

In Oklahoma, the power to create a TIF is limited
to cities, towns, and counties and the lifespan of

a TIF is limited to 25 years.

tax. Cities, towns and counties are not required to obtain
the approval of other taxing entities like school districts
as a condition for creating a TIF.5 TIF boards do have
representatives from other taxing entities, however.

Oklahoma’s T1F law, initially passed in 1992, states that
TIFs should be used “where investment, development
and economic growth is difficult, but is possible if the

2 | Tax Increment Finance and Suggestions for Reform

Agenda #5.

provisions of this act are available.”® That is, the law

is intended for the development or redevelopment of
blighted areas where significant private investment is
unlikely to occur. There are no standards of evidence
in the law that must be met to meet this requirement,
although part of the process to create a TIF involves
the appointment of a committee and public notice and
hearings. There is no direct state oversight.

There are no objective standards for determining
the conditions that justify a TIF, and again, there
is no state oversight to check if any standards in

law are met.

The law also states that a TIF is not to be created in
an area where economic growth would have occurred
anyway. That is, the law is intended for truly dilapidated
areas, to refurbish and reconstruct them. In other words,
TIF is intended for urban renewal that is adjudged
unlikely or impossible without some sort of nudge
by government. There are no objective standards for
determining the conditions that justify a TIF, and again,
there is no state oversight to check if any standards in law
are met.

At the same time, the law states that a TIF is to
“supplement and not supplant or replace normal public
functions and services.”” This appears to require that
TIF funds be used within the district for extraordinary
purposes, perhaps for environmental remediation or
to demolish old, privately-held structures where the
demolition cost alone makes redevelopment prohibitively
costly if left to the private sector alone. Again, however,
the only provision for oversight appears to be the press or
the general public who must protest or bring a lawsuit if
they consider the law is not being followed.

What TIFs Actually Do

TIF districts redistribute wealth by redistributing
tax burden. T1Fs are effectively business districts within
which businesses, and often residents, benefit from having
taxes that would have been paid to general government,
often including schools, used to beautify and improve
the district, making a TIF district especially attractive to
new businesses and patrons of those businesses. While
taxpayers in other areas see their sales and property taxes
on new and expanded businesses dissipated to cities,
counties, school districts, and other special districts, TIF
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district participants see their taxes on new business fund
only projects within the TIF. This further redistributes
wealth by making TIF district properties more valuable
and by redirecting business to the TIF. Meanwhile, the
burden for maintaining basic infrastructure and schools
in the surrounding community falls squarely on the
shoulders of those not in the TIF.

TIFs Benefit Politicians

When a TIF district is birthed, it is sometimes, but
not always, aimed at a depressed area. TIF benefits are
potentially so great that it is not all that hard to get private
companies interested in investing inside the district. First
of all, if an area covered by a T1F is blighted, even minimal
investment in making it nicer, even if the investment is
purely cosmetic, will result in higher property values.
If the TIF is structured to claim a share of property
taxes, this allows for the selling of bonds for improving
infrastructure and increasing the attractiveness of the
district, pushing up values even more. The increased
property values push up property tax revenues, but all of
the increase accrues to the TIF district rather than schools
or other entities, and the cycle continues. The amount of
money involved might even allow for spending on behalf
of private entities in special deals to draw businesses
like Cabela’s who refuse to invest in an area without
government making part of their investment for them.

When an area that was run down, old, and generally
sad looking almost magically transforms into something

The costs that the TIF engenders are not

apparent. All people readily see are the benefits.

unique, new, attractive, and dynamic after a TIF is formed,
politicians involved get to point to the TIF district as an
accomplishment. The costs that the TIF engenders are not
apparent. All people readily see are the benefits.

Politicians are not only benefited in their next election
by pointing to a success. They might also enjoy the
gratitude of those who directly benefited from the TIF,
namely developers, contractors, and business owners. It
is rare that a community’s leaders cannot be persuaded,
based on these benefits, to pass more than one TIF.

The Crony Role of TIFs

A recent commentary in the Wall Street Journal
described the history of a city block in Manhattan.
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Seemingly worthless land became farmland, which gave
way to brothels for a short time. These were demolished
at private expense in favor of garment factories. The
factories closed as manufacturers moved to new buildings
following the Triangle Shirtwaist Factory fire, which
brought new fire regulations. Central planners wanted
to raze the block, but were thwarted and a dynamic arts
community arose, which thrives to this day.8

This example from New York shows the way of free
enterprise. Nothing develops in a straight line. There

TIF districts often benefit businesses within the
district by decoupling a portion of general taxes

from supporting the wider, general community.

are starts, stops, detours, and unexpected turns. All

the while, the direction of a business and business in
general in a given area is determined by entrepreneurial
initiative seeing opportunity where others do not and
with entrepreneurs using their own money rather than
deflecting risk to taxpayers.

TIF districts often benefit businesses within the district
by decoupling a portion of general taxes from supporting
the wider, general community. These decoupled funds
are used within the TIF district to create an environment
and experience for patrons of retail businesses within
the district that cannot be afforded elsewhere. These
amenities cannot be afforded elsewhere partly because
businesses in other areas are bearing the full cost of
general community infrastructure and amenities in their
general taxes. With respect to industrial businesses,

TIFs often provide free land and/or infrastructure that
developers are normally required to fund from their
own pockets while still paying the same general taxes as
everyone else.

Businesses in T1Fs also often benefit from lower
transactions costs in negotiating the nature of common
infrastructure amenities that make the district attractive.
For example, costly custom streetlight fixtures can be
provided by the TIF without the businesses in the district
paying any extra taxes. The district, already constituted,
can make decisions about such amenities without
extensive discussion, and the cost to each business is
automatically settled. This does not mean consensus
about how to spend TIF funds is always easy to achieve,
but the nature of T1Fs makes reaching consensus easier.

Without T1Fs, some projects that are highly profitable
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for business participants would not be possible in the way
they are constituted using T1Fs. As one Oklahoma law
firm has put it, “Joint private-public financing is making it
possible to build shopping centers and industrial facilities.
Without that funding - TIF Districts — shopping centers
like the Tulsa Hills at East 71st St. and Highway 75, and the
River District project in Jenks would not be possible.”

Such sales pitches are designed to make TIF projects
sound wonderful, but consider what this really means. If
it is possible to make a profit selling products sold in the
Tulsa Hills shopping center, then those products will be
sold in Tulsa regardless of a store’s location. Perhaps they
would not be sold at Tulsa Hills, but they would have been
sold somewhere. The TIF merely redistributed business to
Tulsa Hills, and given the nature of T1Fs and their ability
to draw business to them with strategic investment in
amenities, any business that locates at Tulsa Hills is likely
to do well compared to how they would do otherwise,
likely drawing business from other retailers in the area
that do not enjoy TIF benefits. Keep in mind, too, that
such developments often involve a single landlord whose
commercial rents are enhanced by the TIF’s existence.

TIFs focus development within the districts and this
development can often have nearby positive spillover
effects, as has been demonstrated in Tulsa and other
communities in Oklahoma.1® The visibility of TIF
development, however, should not be mistaken for
having stimulated economic activity in general. Despite
the eloquence of the editorial board of Stillwater’s
paper of record when it endorsed a TIF that benefits an
Academy sporting goods store, among others,!! T1Fs likely
just redistribute business within the state and within
communities.

A rigorous economic study that looked at T1Fs in
Chicago concluded that there is evidence communities
that adopt TIFs actually grow more slowly than those
that do not adopt T1Fs.12 In a different paper, the same
authors conclude that T1Fs have no positive economic
effects in TIF-adopting communities as a whole.13
Another study looking at T1Fs in lowa concluded that
the benefits of T1Fs fail to outweigh the costs and, in
fact, are essentially entitlements to industry and housing
developers.1* Yet another study concludes that T1Fs
focused on industrial development do increase jobs in
a community, likely because the jobs are cherry-picked
from other communities. Retail-oriented T1Fs appear
to reduce employment due to the attraction of more
efficient retailers.® The efficient retailers are likely just
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large big-box retailers. Research also shows there is a
natural tendency of decision makers who implement
TIFs to favor large corporations, a risk noted even by TIF
proponents, likely because large stores like Academy are
noticeable, and because negotiating such agreements can
be personally aggrandizing for those who do the deals.1¢
Oklahoma City has shown a willingness to use TIF
to accomplish any number of redevelopment projects,
including the refurbishment of an historic bank building,
which will be its tenth TIF.7” Another TIF is proposed
for convention center parking.’® Currently, the city has 9
TIFs. Two of them consist of specific buildings and little
else, the Devon Energy tower (although Devon has used
the money on surrounding community projects and not
on the building itself), and the Skirvin Hotel.1?
While it is beyond the scope of this paper to list every
TIF in the state or any given jurisdiction and then discuss

Research also shows there is a natural tendency
of decision makers who implement TIFs to favor

large corporations...

the level of cronyism involved, it is worth noting that
many T1Fs created in Oklahoma have crony impacts. All
TIFs are aimed at specific areas and have as a goal the
increase in the value of the property within those areas. So
TIF funding often goes to street improvement and public
amenities, e.g. the Myriad Gardens. Of course any public
spending on infrastructure, whether financed by TIF or
regular bond issues, tends to increase the value of real
estate around the area where the infrastructure is built.
However, T1Fs can have an added problem. T1Fs
often expend funds on behalf of private investors on
private property. For example, the Devon Tower TIF
district appears to have spent $1.5 million on behalf of
the Oklahoma Publishing Company, publisher of The
Oklahoman newspaper, to help them move from one
location in Oklahoma City to another.2? Oklahoma City’s
TIF districts #1 and #7 are slated to spend $6.5 million
on “Bio-Pharmaceutical Manufacturing Facilities” and
$3.425 million on a parking lot for a new office building
for GE.2! Probably the most rapacious TIF proposal came
from Clayco, a Chicago-based real estate developer, who
wanted $69 million of tax dollars to finance new buildings
on a prime spot in downtown Oklahoma City, with
300,000 square feet rented to OGE Energy, the parent
corporation of Oklahoma Gas & Electric.22
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Another TIF district in Broken Arrow, hardly a blighted
community, is entitled “Broken Arrow FlightSafety and
Downtown Economic Development One.”23 FlightSafety
International builds flight simulators. In an article
published by the National League of Cities, the mayor of
Broken Arrow characterizes as “infrastructure” a 375,000
square foot facility made possible for FlightSafety by a
$6.4 million “job retention and creation package,” at least

Many TIF districts might well be constituted
entirely for legitimate public purposes, but too

often, they are tools for crony largesse.

part of which is funded through the TIF district.24 Private
facilities are rarely referred to as infrastructure by public
officials, and while the circumstances described by the
mayor note that FlightSafety was threatening to move,
there is nothing to indicate the TIF district was created in
a blighted area.

In Stillwater, TIF has been used to subsidize an Olive
Garden restaurant to the tune of $500,000. Almost a third
of the restaurant’s sales tax collections (1 cent of the city’s
3.5 cents in sales tax) will be returned to the restaurant’s
corporate owner for ten years. That city has also turned to
the sales-tax TIF subsidy method to aid the construction
of an Aldi discount grocery store. The Aldi chain is based
in Germany.?’

In every case where there is some readily retrieved
record of how TIF district monies are spent, much of
the money is spent on truly public infrastructure, even
when some of the money is clearly spent on what should
be private investment. Many TIF districts might well be
constituted entirely for legitimate public purposes, but too
often, they are tools for crony largesse.

A Single TIF Costs the Whole State

Any TIF, regardless of whether it is constituted by a
city, town, or county, can involve property taxes. Most
T1Fs in Oklahoma are established by cities and towns.
Although cities and towns only have access to sales taxes
for tax revenue, by state law, many TIFs in Oklahoma
redirect property taxes from entities like school districts
that do not establish TIFs. The property taxes redirected
into T1Fs come from school districts, counties, and special
districts. What’s more, while TIF districts’ boards include
representatives of property-taxing entities, there is no
requirement in Oklahoma law that towns, cities and
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counties receive permission from property-taxing entities
to tap those entities’ revenue streams for the TIF.

While there is no legal requirement for an authorized
local government to receive permission from other taxing
entities to establish a TIF, it is not uncommon to see
announcements in which school districts in Oklahoma
endorse a T1F that impacts them. If school districts are
losing money to TIFs, it seems irrational to politically
acquiesce to a T1F’s creation when it impacts a school
district’s revenue stream.

There are three reasons school districts and other
taxing entities so often do not object. First, T1Fs are
intentionally constituted so that they do not appear to
reduce property tax streams. When a T1F is created, a base
tax revenue calculation is made. Revenues from property
taxes and/or sales taxes (depending on the revenue source
or sources tapped) are calculated for the state of property
values and/or taxable sales that exist at the time the TIF
is created. As property values and/or sales rise after the
TIF is created, the increase is raked off for the TIF. Thus,
taxing entities that receive taxes from the TIF’s territory
do not see revenues from the TIF district decline.

In fact, because of inflation and the number of years
that TIFs can last, taxing entities’ revenues from TIFs
decline in inflation-adjusted terms. There is no provision
in law to increase the base tax revenues with inflation. In
addition, if the sales tax rate were increased by a taxing
entity, the TIF gets the added revenue on all sales above
the base. The same is true if a property tax rate were
increased, even if a school district with no previous debt
passed a new property tax rate to pay for bonds issued to
buy new buildings.

The second reason taxing entities like school districts
rarely object to TIFs is because they are all ultimately
run by politicians. A TIF is almost always created after a
deal has been struck with an established big corporation

The entire state helps to pay for a TIF that

accesses school property taxes.

to bring business into the TIF’s territory. It would be the
political kiss of death for politicians in charge of other
entities to object to the supposed creation of new jobs,
new shopping centers, rebuilt infrastructure, and the
benefits that flow from all these alleged benefits of a TIF.
The third reason other taxing entities do not object
to a TIF is almost entirely unique to school districts, and
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it has to do with how funding for common education

in Oklahoma is shared between the state and districts.
The entire state helps to pay for a TIF that accesses
school property taxes.2¢ A detailed understanding of how
Oklahoma’s school finance system works is not necessary
to understand this, but it is necessary to understand the
big picture of how school finance operates.

Think of Oklahoma’s common education money
sources as two liquids, water and oil (federal funding
is ignored). The volume of water available to common
schools statewide comes from property taxes. The volume
of oil comes from the state. The two volumes together
determine the amount of money available for schools to
spend. Now imagine a beaker big enough to hold all the
water and oil at the same time. Water is heavier than oil,
and oil and water do not mix, so if the water is dyed, we
can see the relative amounts of the water and oil - the
relative amounts of local and state money that fund all the
schools in the state.

The size of the beaker is only important in that it hold
all the liquid. What is more important is what determines
the level of the two liquids in the beaker. For every-day
operations, school districts in Oklahoma have no control
over property tax rates or property values. Therefore, the
amount of water is outside their control. State money is
poured into the beaker, and combined with the amount
of water, the total amount available to school districts
statewide is determined. It really is that simple - until
TIFs are thrown into the mix.2”

Now suppose that a TIF that impacts property taxes
is created. The TIF can be analogized to drilling a tiny
hole in the bottom of the beaker, fitted with a spigot that
releases a fixed volume of water depending on the size
of the TIF. Each new TIF is a new hole and spigot, each
releasing some of the water. One or even several T1Fs
might have so little impact on the volume of water that
the lower level is hardly noticed. Regardless, the level of
water and oil is reduced. The level of water cannot be
increased because property tax rates and property values
available to districts are fixed. It is up to the state to decide
whether to increase the volume of oil in order to make up
for the lost funding. So, if a single TIF in Tulsa, Oklahoma
City, or Broken Arrow drains off a little water, every
taxpayer in the state makes up for it IF the legislature
decides to keep the level from falling. Otherwise, every
school district’s funding is slightly decreased to make up
for the reduction.

TIF proponents will object to the notion that T1Fs
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drain off property tax revenues. They will point to
property values around TIFs increasing and argue that in
fact, TIFs pour more water in the beaker. But keep in mind
that the beaker is an analogy to the whole state.

The Devon Tower TIF likely did help to enhance the
value of surrounding properties, but there is no evidence
at all that it enhanced the value of properties in Edmond
or Norman or Tulsa. In fact, by drawing tenants away
from buildings in these other cities, property values
throughout the state likely marginally fell because of
Devon Tower, at least compared to what they would have
been otherwise. The net effect, due to the TIF is, in fact, a
draining of local property tax revenue.

TIF proponents will still object that this analogy is too
static. They will likely argue that T1Fs result in economic
growth above what would have otherwise occurred in the
state. So, all the little TIFs draining off water are offset not
only with more water from all the properties outside of
TIFs (keep in mind that no new revenue results from TIF
for its duration), but from more oil pouring into the state
treasury from increased economic activity overall.

The only way TIFs can increase overall economic
activity is to bring business into the state (or perhaps
keep it if it was threatening to leave) that would not
otherwise be here. The evidence for this assertion is
scant to nonexistent. The best evidence is anecdotal,
and the anecdotes always come from businesses that
directly benefit from TIFs and the economic development
professionals who put these deals together. Economic
studies, as pointed out above, do not support the
contention that T1Fs enhance growth. At best, they
redistribute it. At worst, they actually hurt growth.

Economic studies, as pointed out above, do
not support the contention that TIFs enhance

growth.

Consider this example. Olive Garden received a TIF
deal in Stillwater with its location near an already-existing
Italian restaurant. That restaurant later closed, likely at
least in part as a result of losing business to Olive Garden.
The argument in favor of the Olive Garden subsidy was
in favor of the alleged net economic benefit of having
the restaurant locate in Stillwater. While it is possible
that Olive Garden draws customers from surrounding
areas who might have patronized other more-local
establishments, it is unlikely to have drawn customers
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from other states. There are many Olive Garden
restaurants in those states that are far more convenient
for those states’ residents than the restaurant in Stillwater.
The local subsidy to Olive Garden, at best, has only
marginal benefit to Stillwater, but given the closed pre-
existing restaurant, the net is likely negative.
Redistribution of economic net benefit is practically the
very definition of cronyism. Cronyism can be the death
of economic growth because it is the death of economic
freedom. Few are clever or lucky enough to fly through
crony regulatory loopholes like Uber and Lyft have done.
It is at least as tough for small business people with good
ideas to compete with crony subsidies like T1Fs as to deal
with crony regulation. The bottom line for now, though,
is that ALL Oklahomans bear the cost of a TIF, especially
those that impact property taxes, no matter where or how
big the TIF might be.

TIFs Redistribute to the Wealthy
and Politically Connected

Though this point was indirectly made in the
previous sections it deserves to be made explicitly.
Economic evidence and economic reasoning make it
clear that TIF districts, at best, can only redistribute the
blessings of economic activity. This is particularly true
of TIFs that make direct payments to businesses or real
estate developers. In all likelihood, it is rare that T1Fs
redistribute economic activity across state lines. Far
more likely, TIFs are much better tools for big businesses,
and politicians and bureaucrats who aid them, to
redistribute economic blessings to themselves than to
create new economic blessings. T1Fs, with all but one state
participating in the TIF game, allow private businesses
to play communities against each other, often to get the
best deal from decisions the businesses would have made

anyway.

Economic evidence and economic reasoning
make it clear that TIF districts, at best, can only

redistribute the blessings of economic activity.

If T1Fs were a powerful economic growth tool, then
California, by far the biggest creator of TIFs, would be
doing far better economically. And, given California’s
natural advantages, people should ask why California
needs so many T1Fs to compete with other states. The
answer is it doesn’t. T1Fs are for cronies, not growth.
While much, perhaps most, TIF money covers legitimate
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infrastructure expenses, as noted above, much is used to
explicitly lower costs for private investors.

Those who receive the benefits of T1Fs and other
economic incentives are not necessarily long-standing
residents and businesses of the state. In fact, one of the
more disturbing philosophies often expressed by supposed
economic development experts and elected officials is
that if they take care of, and attract, big businesses, then
the small businesses take care of themselves. In other
words, small businesses can act as suppliers and servicers
of big businesses and their employees - and pay the taxes
- while big businesses swallow up the bulk of business
and get paid by the little businesses to do s0.28 This
philosophy of economics has a name. It is consistent with
Mercantilism, and is often called Corporatism or Fascism
(which was an economic philosophy before World War 11).
These philosophies have been discredited, starting with
Adam Smith some 240 years ago.

TIFs Allow Avoidance of
Taxpayer-Protection Measures

Suppose there is a realization by a city council that
roads, drainage, pipelines, and parks in a particular area
of town are in bad shape, bad enough that businesses
disgusted with the resultant problems are leaving. Others
do not want to move in. All those years of government
spending on other projects have seen these basics
neglected for too long.

The normal course of city business would be to figure
out what really needs to be done to repair the neglected
infrastructure, preferably seeking to minimize the costs as
much as possible. Then, the issue of how to pay for it must
be addressed. Given the dire circumstances, redirecting
existing resources to gradually repair and reconstruct the
neglected area’s infrastructure could look like throwing
good money after bad since the time it would take would
see the area economically depressed for years even as
money is spent on it. Perhaps the better alternative would
be to issue bonds, get the work financed and completed
quickly, and then pay off the bonds gradually with
revenues from the accompanying tax increase.

Local bond debates are not fun. First, there would have
to be some admission of neglect. Second, there is the
debate over what is and is not needed, which can get quite
heated. Third, the area that needs the work might be small
but the tax to pay off the bonds will apply to everyone
within the jurisdiction. Finally, bond issues always carry a
new tax with them. Nobody likes taxes.

TIFs allow for the avoidance of all the unpleasantness
111
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just described. As a city councilman, you create the TIF.
The TIF issues the bonds without an election or debate.
There is no tax increase, at least none explicitly associated
with the neglect of infrastructure in a particular area. That
area is almost magically revitalized using tax revenues that
would otherwise flow into the state’s education system.
But nobody is the wiser. While it’s not economically

true, from a political point of view, it’s a win-win-win for
everybody.

TIFs Are a Way for Some Taxing Entities to
Steal Revenue from Others

This is another point that has been made already, but
deserves to be made explicitly. In lowa, a state that has
allowed TIFs since the mid-1980s, T1Fs now take more
than 6 percent of all property tax revenues, a rising trend
that shows no signs of abating.2 A TIF that only impacts
sales taxes affects the sales tax collections of the state

It is little wonder that TIF districts can afford to
make their areas so very nice when they are
able to focus the taxes paid by businesses and

residents in the district only on the district.

and other sales-taxing entities. A TIF that only impacts
property taxes affects the property tax collection of
schools, counties, and special districts. 1f a property taxing
entity increases its rate, part of the increased revenue just
from that rate increase goes to the TIF district. Yet, the
TIF district has no taxing authority of its very own.

It is little wonder that TIF districts can afford to make
their areas so very nice when they are able to focus the
taxes paid by businesses and residents in the district only
on the district. Not only do they concentrate the taxes
they would have paid to the local government that created
the TIF, they are able to focus the taxes that would have
been paid to every other taxing entity with jurisdiction
over the district.

The amount of property tax revenue that could have
gone to school districts but is redirected to TIFs in
Oklahoma is not known and cannot be easily determined.
In 2015, Oklahoma City TIF districts redirected a total
of about $23 million in property taxes, with the loss of
revenue split (unevenly) between Oklahoma County and
the Oklahoma City school district.3? In the same year in
Tulsa County, roughly $2.1 million in property taxes were
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redirected by T1Fs.3! These numbers come from a mere
handful of all the T1Fs in the state and are a small fraction
of all the property taxes redirected, despite the fact that
some TIFs only redirect sales taxes. A substantial amount
of school property tax funds are redirected to T1Fs in
Oklahoma, likely tens of millions of dollars per year.

Arguments for TIF

The first TIF law was written and passed in California
in 1952. Then, within 5 years of the 1974 repeal of Title 1 of
the Housing Act of 1949, which provided federal funding
for urban renewal and was greatly criticized for its role
in destroying neighborhoods with affordable housing, 15
states passed T1F laws.32 TIF quickly served as a substitute
for federal funding to carry out urban renewal projects.
Today, Arizona is the only state without a T1F statute.

It is easy to understand why TIF is attractive to
community leaders. They sell TIF as a way to accomplish
redevelopment seemingly without either tapping existing
public funding streams and without a tax increase.33
There are reasons to suspect the claim that existing
funding streams are undisturbed, as pointed out above.
Nevertheless, T1Fs do not generally draw much attention
from taxpayers even as TIFs tweak the interest of wealthy
developers. To all appearances, T1F districts seem not to
cost the wider community anything at all. Yet, developers
within a TIF district have more cash to direct for the
district’s purposes than they would have otherwise,
making the businesses within the area more economically
competitive than if the district did not exist.

Most TIF laws, Oklahoma’s included, aim the
policy at blighted areas, which are areas unlikely to see
economic development due to conditions that make
them undesirable for new investment. Blight is usually
equated with run-down neighborhoods with housing
long past its prime and in need of demolition, business
districts that are largely unoccupied and in bad repair, and
often decrepit, outmoded infrastructure. Environmental
hazards also play a part as people have become
increasingly concerned about various contaminants.

Redeveloping run-down areas of a city can be very
costly. Street, sewer, and other infrastructure upgrades
are often needed. In some cases, buildings must be
demolished. In others, environmental remediation might
be required. As a result, it is easy to understand why
businesses considering investing in or around a city would
prefer to develop on previously undeveloped or lightly
developed land.
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There are at least three issues with economic expansion
in previously undeveloped areas when that expansion,
at least in principle, could otherwise occur in blighted
areas. First, while an area might be blighted, this does
not remove the value of already-existing infrastructure
that was built for a once-thriving and growing area. Such
investments as streets and sewer cannot be easily thrown
off and costlessly ignored. Highways, often expensively
elevated, might pass through such areas with now almost
useless ramps, for example.

Disused highway ramps bring up the second issue
with investment on previously undeveloped land in
preference to blighted areas. It necessitates effectively
duplicating infrastructure that already exists. While
already constructed streets, highway ramps, sewers, parks,
and other public infrastructure are disused in blighted
areas, government is making these very investments in
newly developing areas. Again, in principle, it would seem
less costly to reuse old public infrastructure investments
rather than continuously build new.

TIF is often justified as a way to revitalize an area
rather than abandoning it to a slow slide toward

economic oblivion...

A third issue more related to blight itself than investing
in areas previously undeveloped is blight propagating
itself. Once an area becomes blighted, its borders often
expand as those on the blighted area’s boundaries see
blighted conditions encroaching on them. Their property
values fall. Many leave for better areas as maintenance
becomes neglected. Office buildings and other facilities
worth maintaining find themselves islands in a sea of
blight with tenants often on the lookout to find a more
desirable area to locate.

TIF is often justified as a way to revitalize an area
rather than abandoning it to a slow slide toward economic
oblivion, dragging down surrounding areas along with it
and negatively impacting a city’s reputation as a desirable
place to live and work. It is often argued that T1Fs have
positive economic impacts beyond their own borders as
development occurs nearby in order to exploit activity
inside T1Fs.

Recommendations for Reform
Increase Transparency
TIFs lack state-level oversight, a must, given the
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impact T1Fs can have on state-level finances through
school funding. T1Fs are organized by local governments,
which, in creating a TIF, essentially creates another sub-
government by a vote of elected officials who are elected
in low-turnout, non-November elections. These officials
then, in turn, appoint an unelected board. TIF boards

do not have taxing authority, but they do have spending
authority. In passing a TIF law, the legislature has created
a system that, if it has not been corrupted at some point,
has remained uncorrupt only by good fortune.

As noted above, there is no way to quantify the exact
amount of property tax money intended for schools that
is flowing into the coffers of all the T1Fs in the state. The
legislature has no idea how much the state’s budget and
revenue picture is being impacted by all the TIF districts
collectively. Where oversight of TIF creation at the state
level, which is justified by the fact that TIFS are made
possible by state law, is currently almost nonexistent,
more attention might be paid if the legislature knew
exactly to what degree T1Fs impact school finance.

Oklahoma City councilman Ed Shadid has pointed
out that transparency and public input are missing as
Oklahoma City has implemented nine TIFs and counting
and plans to create six more.3* However, it should be
noted that Oklahoma City is more transparent with its
TIFs than most. Maps are readily available, and although
the financials posted on the internet are rather cryptic,
it is possible to at least get some idea of the revenues
and expenditures of Oklahoma City’s T1Fs. Other TIFs
throughout the state are almost impossible to identify,
much less obtain financial information, at least not
without considerable time and resources spent in doing
freedom of information requests.

The legislature should enact a TIF transparency law
that requires: 1) every TIF to be catalogued and mapped
by the state with easy access to the data by the public,3s
2) every TIF to release a comprehensive annual financial
report that includes details on salaries and benefits
paid, contracts, debt, and revenues by source as well as
expenses, categorized intuitively, and 3) easy access to T1F
information on the websites of TIF-creating entities.

Limit What TIFs Can Fund

Oklahoma law explicitly allows T1Fs to fund privately
owned projects. It is one thing for school tax money to be
diverted to fund publicly-owned infrastructure like water,
sewer, streets, and public parks. It is quite another to hand
$500,000 over to a restaurant owner. TIFs should only
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be allowed to fund publicly-owned infrastructure and to
cure property defects that thwart private investment by
adding extraordinarily to development costs. The Olive
Garden deal in Stillwater is an example of an outright gift
to the restaurant’s parent corporation, and should not be
allowed in the future. Oklahoma City’s TIFs accomplish a
mixture of public and private investments, some of which
are justified under the criteria laid out below, and some of
which are not.

Among those expenditures that are unambiguously in
the public interest and that can be justified as aiding to
control, limit, or end blight, are: 1) cleaning up brownfields
- areas certified as so environmentally contaminated
that they pose a danger to public health, 2) demolishing
effectively abandoned structures, 3) refurbishing/
expanding traditionally publicly-owned infrastructure,
including roads, sewer, water pipelines, and, perhaps,
generally accessible, privately-owned historical structures.

Restrict TIFs' Ability to Access the Tax
Bases of Taxing Entities

A city only granted access to sales tax as a source
of revenue should not be allowed to create a TIF that
accesses property taxes with impunity. This seems like
obvious common sense. However, some might argue
that when a city creates an environment that is more
conducive to growth, other taxing entities too easily
“free-ride” on that effort; therefore, the city should receive
the tax benefits - all of them, at least for a time - from
those efforts. Such an argument ignores the lack of
evidence that overall economic growth and prosperity is
actually enhanced by a TIF. It also ignores the enhanced
incentive such extraordinary funding provides for cities
to needlessly create T1Fs and fund projects that are
unnecessary or even deleterious to the public interest, as
well as the open invitation to corruption.

Stillwater’s T1Fs appear to only access Stillwater’s
city sales tax. Oklahoma City, however, makes a regular
practice of accessing other taxing entities’ tax bases,
including school districts’ property taxes.

As noted above, school districts often acquiesce to TIF
raids on their property tax base. The impact, though, is
on more than the individual school districts. This is why
they agree to the TIFs. They bear only a small fraction of
the financial cost of their decision (see A Single TIF Costs
the Whole State discussion above). The legislature should
not allow local decisions to so directly impact others
and the state budget. Therefore, if T1Fs are allowed to
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continue to access school property taxes, and other taxing
entities’ tax bases in general, the TIF-proposing cities,
towns or counties should be required to get the explicit
permission of the other taxing entities to access their tax
bases. Furthermore, where a school district’s property tax
revenues have fallen due to an agreed TIF, state aid should
be calculated as if that property tax revenue were still
flowing to the school district.3¢

Limit the Lifetime of TIFs

As the state’s TIF law is currently written, a TIF’s
lifetime is limited to a maximum of 25 years. Given
their potentially rich source of funding, a 25-year life-
span seems excessive. On the other hand, given some
infrastructure needs it is conceivable that 25 years is
too short. If T1Fs were limited to accomplish only basic
functions, they could and should be limited to a life
span that is only necessary to accomplish specific, basic
functions such as reconstruction of specific roads. That
limited life span would vary from one TIF to another,
depending on the specific circumstances.

Require State-Level Approval for TIF Creation

Whether it is the Governor, Attorney General, State
Auditor, or Treasurer, a state office holder, preferably
one who is elected, should stand as a gatekeeper to grant
final approval for a TIF’s creation in order to make sure
the T1F’s purpose is legitimate and to make sure the T1F’s
existence is catalogued. Already, the Attorney General is
providing oversight for licensing agencies to make sure
the rules they pass do not violate national anti-trust legal
precedent. With additional restrictions placed on T1Fs for
what they can fund, and given the liberality with which
cities have constituted T1Fs and spent the funds, such
oversight will be sorely needed. This reform should only
occur in concert with transparency, given the incentives
toward corruption inherent in TIF laws.

Repeal Oklahoma's TIF Law

The best and ultimate reform regarding Tax Increment
Financing would be to simply repeal the law. Though
some reform-minded organizations that would support
the recommendations above, seem to believe TIF laws
serve a legitimate purpose, frankly, they are not needed.3”
It’s only function is to create a level of insulation between
elected officials and their constituents. This, in turn,
allows decisions to provide crony benefits to the wealthy
and well-connected with near impunity. Claimed TIF
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benefits are not substantiated, likely non-existent, and are
likely even negative.

Oklahoma provides for many economic incentives,
begging the question of why T1Fs are needed from a
purely “economic development” point of view.38 If T1F-
creating entities saw T1Fs limited to funding from only
the T1F-creating entities’ tax base, and limited only to
actual infrastructure, TIF creation would likely cease
or reduce greatly. 1t’s only advantage would possibly be
speed for developing and paying for infrastructure in
specific circumstances. The only other advantage to TIF
is that it creates a sub-government within cities, town,
and counties that have near autonomy in determining
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how a significant portion of general taxes are spent. City
councils and county supervisors already have the ability
to direct funding where it is truly needed, to borrow for
specific purposes, and to target spending to remediation
for public health and safety. Zoning within cities allows
for the creation of special districts to which funding can
be directed. Bricktown in Oklahoma City is one such
example.

For TIF to be fully repealed, it would require a
referendum since the Oklahoma Constitution was
originally amended to allow the legislature to pass a TIF
statute.??

Tax Increment Financing Districts are sold as a way to increase economic development in the state at public

expense without costing taxpayers anything whatsoever. The evidence that this is not true, however, is clear.

There is no solid evidence that TIFs, on net, increase economic activity. They do, however, allow for wealthy

businesses to access public funds to make private investments. They allow the diversion of tax funds that TIF-

creating entities would not normally be able to access. T1Fs contribute to the creation of a crony economy that

hurts, rather than enhances, economic growth. TIFs avoid the usual checks and balances that protect taxpayers

from being fleeced and their TIF finances, in the vast majority of circumstances, are opaque.

Oklahoma’s TIF laws should ideally be repealed. In the absence of repeal, other critical reforms should be

passed. T1Fs should be far more financially transparent. They should only have access to the tax base of the

entities that create them. They should be limited to spending on legitimate publicly-financed infrastructure and

to protect the public health and safety in cases of true blight. There should be greater state monitoring, with state-

level final approval of new TIFs. In these ways, the public can be protected from abuse by an institutional structure

that is not needed.
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Public Safety Advisory Committee
Discussion Questions
June 19, 2024

1. Do you feel that police, fire, legal and court provide adequate service levels to the
community?

2. If you don't feel that services are adequate to service the community - now and with future
growth - where are services specifically deficient?

3. If you were to prioritize those deficiencies, what does that look like and for what
departments?

4. What options remain for the commission to fund resources you have prioritized?
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