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Taxpayer TIF Education:  Part 1

A valuable source of education for Wisconsin municipalities is the annual two-day public finance seminar sponsored by Ehlers, Evansville’s long-time financial advisor.  The seminars typically include municipal finance basics and management, current federal and state issues, and up-to-date information on the market and lending environment.  Attendance is usually between 150 and 200 people.  I have attended several of these seminars over the years.

City Administrator Ian Rigg and I attended this year’s conference two weeks ago.  Ian focused on municipal financial forecasting and the similarities and differences in financial laws, procedures, and reporting requirements between Iowa, where he recently worked, and Wisconsin.  There were several sessions on tax incremental financing (TIF), including a report of the Wisconsin TIF law revisions being proposed by the TIF Legislative Workgroup chaired by Senator Rick Gudex of Fond du Lac.  TIF is the main economic development tool available to Wisconsin municipalities.

A session of particular interest outlined the challenges of a number of Wisconsin municipalities that have struggling TIF districts.  TIF districts are known as TIDs.  Three municipalities with severely distressed TIDs were discussed:  Ripon, Warrens, and Kewaskum.

The City of Ripon, with a population of 7,700, was presented with a proposal for a downtown redevelopment project by a Milwaukee developer.  The project included purchase and restoration of some historic commercial properties, as well as demolition of some deteriorated downtown properties, with construction of an upscale hotel and spa as the main TID feature.  The project was intended to take additional advantage of the Green Lake area tourism industry.

The proposed Ripon project was to provide added property value of $22.5 million to the City.  The developer “worked” city elected officials.  The developer and promoters waged a successful public campaign to label City experts that voiced reservations and urged caution, including the City Attorney, City Administrator, and City Financial Advisor, as economic development obstructionists.  The negotiations were long and drawn out and a developer’s agreement was signed in 2009.  The City of Ripon borrowed $8 million for upfront tax incentives to the developer and to fund public improvements such as relocation of utilities, additional public parking, and street upgrades.  

The project commenced and downtown commercial properties were purchased; some of the businesses closed.  Other properties were demolished, lowering the City property value.  Travel and tourism were negatively impacted by the recession and the hotel/spa construction financing fell through.  Several properties went into foreclosure.  The TID project actually provided an increase in community property value of $4,247,500. 

City of Ripon taxpayers have $8 million in debt and an uncompleted downtown project.  The City recovered a minor amount from a loose letter of credit provided by the developer.  They tried to renegotiate the developer’s agreement.  They sought a new developer for the hotel/spa.  They are taking legal action against the developer seeking damages.  The City is using revenue sharing from successful TIDs to cover the distressed TID for several years, negatively impacting City taxpayers.

The Village of Warrens, population 363, is known for Cranfest.  The community has a large trailer/RV park for seasonal residents.  The Three Bears Resort project was proposed as TID #1 to develop a Dells-like destination that included a hotel, waterpark, convention complex, and condominium villas.  The project was to provide $64 million in new development.  

The Village borrowed $16 million, putting in a municipal well and water line extensions.  Warrens constructed a sewage treatment plant and a lift station.  The project did reach the $64 million property value goal for a year.  The recession caused a drop in project equalized value of $39 million in one year, with additional drops in subsequent years.  The developer went into bankruptcy.  Mortgage foreclosures on the villas hit $30 million.  The Village defaulted on a Clean Water Fund Loan, with consequences governed by Wisconsin Statutes, including interception of any state aids to the municipality and addition of special charges to all county taxpayers.  The Village Auditor’s Opinion included this statement:  “…the Village of Warrens…has experienced significant declines in the equalized value of TID No. 1 that raise substantial doubt about its ability to continue as a going concern.” The Auditor was suggesting that the Village of Warrens may have to dissolve.  Attorneys and financial advisors continue to work with banks, bondholders, the county, and legislators to find interim solutions to what seems an impossible situation.

The Village of Kewaskum is located in Washington County.  The 2010 Census reports population at 4,004.  In 2004, a project plan for development of raw land was presented to promote industrial, commercial, and residential development.  The project was expected to provide $41 million in new development.  Village infrastructure to service the green field development included street construction, utility extensions and storm water management facilities.  The infrastructure costs of $7.7 million for the project were borrowed by the village with general obligation debt, with $4.6 million to be paid by the village and $3.l million to be paid by developer contributions, special assessments, impact fees, and user charges.  The developer went into foreclosure.  The Village is subsidizing the TID through the general fund; in 2015 the tax levy for the TID subsidy is $230,000 and by 2019 the levy subsidy will increase to $450,000.

While the session detailed three severely distressed TID projects, because of the number of other distressed Tax Incremental Districts the TIF Legislative Workgroup is proposing a change to current law to extend the time to declare that a District is distressed/severely distressed, which kicks in special restrictions and extends the life of the TID for up to a total of forty years to recover project costs.   

There were a number of suggestions by the session presenters to minimize the risks of TIF for municipalities.  PAYGO financing, which means that the developer obtains the upfront financing, should be strongly considered as it shifts the risk away from the municipality.  Currently, 75% of TID projects use PAYGO incentives.  Security provisions in letters of credit and personal guarantees must be strong.  A market analysis for the project should be required and closely scrutinized.  There should be careful documentation of all financing commitments.  Understand the financial capacity of the municipality.  Study the worst case scenario for the project and determine municipal impacts.  Listen to professional advice.  Have the ability and willingness to say no to protect the municipality.

The City of Evansville takes seriously and has been conservative in its fiduciary responsibilities to taxpayers.  We have solid financial policies in place that guide officials in good and bad economic times.  We have trusted City experts that assist with analysis of development projects and their impacts on our community and taxpayers.  Not all economic development projects are beneficial to a community.  Knowledge, patience, and sometimes fortitude are required to obtain the best long-term economic outcome for a community.

City Announcements

The Evansville FFA 24th Annual South Central Wisconsin Farm Toy Show will be held on Sunday, March 1, 2015 at the Evansville Field House, 401 South Third Street, from 9:00 a.m. to 2:00 p.m.  

The 15th Annual Evansville Community Partnership Chili Cook-Off will take place on Saturday, March 7, 2015 at Creekside Place, 102 Maple Street, from 6:30 to 9:00 p.m.

City Thanks

Our community thanks the many supporters of the recent Evansville Fund Chocolate Extravaganza.  The wonderful bakers, the many businesses and individuals that provided silent auction items, the volunteers that organized and served during the event, and the attendees ignored the challenging weather to further the civic work of the Evansville Fund.  We are fortunate for their commitment to the betterment of our community.
  






