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Taxpayer TIF Education:  Part 2

The Ehlers February 2015 Public Finance Seminar included five sessions on a variety of Tax Incremental Financing (TIF) topics.  In my last column I shared information on Wisconsin communities with struggling TIF districts and suggestions made by the conference presenters to mitigate taxpayer risk in development projects utilizing TIF.

There are many interrelated components in the Wisconsin TIF law, but a basic understanding of TIF is very important and necessary for Wisconsin taxpayers.  I have heard a number of misconceptions in local discussions about TIF.  Below is a summary of the TIF 101 session that I attended.

Wisconsin’s TIF law was enacted in 1976.  It is the most powerful economic development tool available to local governments.  Since 1976 there have been 1,870 TIF districts, called TIDs, created in Wisconsin.  Currently, there are 1,143 active TIDs; the remainder have been closed/dissolved. 413 cities and villages out of 593 have used TIF.

The major types of districts are blight elimination and conservation/rehabilitation districts, with a maximum life of 27 years; industrial districts with a maximum life of 20 years; and mixed use districts, with a maximum life of 20 years.  These districts are generally eligible to receive a three-year extension if necessary to recover project costs.

TIDs may remain open until the earliest of:  the maximum life of the district with any allowable extension; when total tax increments collected are sufficient to pay all of the district’s project costs; or when the city or village passes a resolution to close the district. 

Evansville has created eight TIF districts, with four of them remaining active.  TID #5 was established in 2004 as a conservation/rehabilitation district.  TID #6 was established in 2006 as a mixed use district.  TID #7 was established in 2006 as an industrial district.  TID #8 was established in 2007 as a conservation/rehabilitation district.   

TIF is not available for all local economic development.  A specific project must meet the “but for” test to be eligible for TIF.  A determination is made that “but for” the use of TIF, the proposed development would not occur: as proposed; within the same time period; with the same property value, job growth, or amenities.  Often, “gap” financing is discussed when considering proposed projects requesting TIF assistance.  The “gap” is the identified “but for” needed to make the project happen.

So, how does TIF work? At the time the TID is formed, a district boundary is set and a base value of the property in the district is determined.  During the life of the district the various taxing entities (city, county, school district, technical school district) continue to receive their share of the tax levy for the base value.  Increased value in the district above the base value is called increment, and property tax generated by the increment value goes to the TID to pay for project costs rather than to the city, county, school district and technical school district.  The taxing entities forego taxes on the improvements until the district closes, which can be more than twenty years.  

All increment (property value increases) within a TID is not added to the equalized property value of the community until the TID is closed.  TIF projects do not impact the equalized property in the near term, only when the district closes, which can be in twenty-plus years.

With current levy limits for local governments, municipal levies can be increased annually by the percentage of net new construction to equalized value in the year, with a cap.  But this excludes construction in TIDs.  The total increment throughout the life of a TID is added at the time of closing of the TID.  In addition, current TIF law allows the levy increase at only one-half of the percentage of the increment to equalized value.

Former City Administrator Dan Wietecha was fond of saying that TIF always involves debt.  There is not a pot of TIF money.  Financing for a TIF project must either be obtained by the city or by the developer.  City financing of a TIF project will have impacts on municipal debt capacity and risk.  Developer financing, known as pay-go financing, is the preferred avenue for TIF projects.

Because of the many impacts of TIF, there is a defined process for TID formation that includes public hearing and approvals by the city, Joint Review Board, and state.  Likewise, much information must be considered in deciding TIF incentives for specific projects.  The city relies on expert analyses by our financial advisors and others in decision-making related to TIF.

I have heard arguments that TIF is good for the school district.  This may be true long-term, but TIF is not a mechanism for aiding school finances.  In the near term, community equalized value is not raised.  Taxes generated by increment do not go to the school district until the TID is closed, often years into the future.  Community borrowing to finance TIF projects can result in reducing taxpayer capacity to finance school district needs.

While Tax Incremental Financing can successfully spur economic development for a community, the very best economic development for a city and school district, as well as the county and tech school district, occurs when there is business property development outside of a TID.  The equalized value of the community is increased as soon as the development occurs.  Taxes are received by the taxing entities right away. And the property value increases allow levy limit increases right away, and are not discounted by half.  

Community Announcements

The Lions Club is holding their annual Pancake Breakfast in support of Boy Scout Troop 514 on Sunday, March 15, from 7:30 a.m. to noon at Creekside Place, 102 Maple Street.

The Evansville 4-H Club is holding a Box Social Fundraiser on Sunday, March 15, at 1:00 p.m. at the Red Barn, 7530 North County Road M.

The Evansville Jays, Evansville’s Home Talent Baseball Team, will hold their 10th Annual 9-Pin Tap Bowling Tournament Fundraiser on Friday, March 20, at 7:00 p.m. and Saturday, March 21, at 5:00 and 8:00 p.m.  For more information go to www.evansville.hometalent.org/bowling. 

Community Congratulations/Thanks

Evansville thanks Das Hund Haus for sponsoring the 2 Million Dogs event and fundraiser.

Our community thanks all of the participants, donors, volunteers, and attendees for the successful fifteenth Evansville Community Partnership Chili Cook-Off.

 
