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Legislation Relating to Municipal Redevelopment

Dear Representative Menard:

I was consulted by the Legislative Affairs Agency

regarding the drafting of the

In particular,

tion of the terms of this

requirements

these restrictions can,

legislation referred to above.
I was asked for advice regarding the coordina—
legislation with tax-exempt financing

included in the Federal Tax Reform Act of 1986.
The 1986 federal tax legislation imposed many
restrictions on tax-exempt redevelopment financing. Most of
and should, be addressed in local
planning for a redevelopment project and in the implementing
However, Section 144(c)(2), provides

municipal

tax-exempt)
things, is

areas."

letter,
29.35.035(a).

Please contact me
information or assistance regarding this

TEK/mlo

ordinances.
that a bond shall
redevelopment bond unless the bond,
issued pursuant to
issuance of such bonds for redevelopment purposes
Obviously,
this requirement.

this purpose

not be treated as a qualified (i.e

among other

law which authorizes the
in blighted
state legislation is necessary to fulfill
In the bill that is the subject of this

is served by proposed Section

"a state

if | can provide further

legislation.
Yours truly,
S i

Thomas F. Klinkner

A180628
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Bill Review
HB 434 “An Act relating to municipal development and
redevelopment.” [Menard, Larson and Zawacki]

Reference Lines 9-28.

COMMENTS: It is evident that municipalities can go the Revenue Bond or
General Bond route to do the things associated with development and
redevelopment of blighted areas or for other reasons, i.e., parking
garage or docks to issue bonds to do things for public purposes.

The need for this particular piece of legislation relates to
tax increment bonds as another way to find creative ways to finance
bonds for public purposes.

Federal Tax Reform Act of 1986, Section 144(c)(2), provides that a bond
shall not be treated as a qualified (i.e., tax-exenpt) redevelopment
bond unless the bond, among other things, is issued pursuant to "a state
law which authorizes the issuance of such bonds for redevelopment
purposes in blighted areas.”

It seems that pecple who deal in issues of bonds are hesitant to provide
bond services in the absence of state law authorizing tax increment
bonds.

Please see attached Internal Revenue Code page 303, &144 Qualified

small issue bond; ...qualified redevelopment bond. Page 307

268 144 (¢) Qualified redevelopment bond
means any bond issued as part of an issue 95 percent or more
of the net proceeds of wliich are to be used for 1 or more
redevelopment purposes in any designated blighted area.

(@) Additional requirements... on redevelopment bond given
under this section. Please refer to page 307 (¢) (2) 268 144.

Attachm ents
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TO: Representative Hjnry Springer, Chair

Members of the House Community and Regional Affairs Committee

FROM: Scott A." Burgess, Executive Director
DATE: February 29, 1988
SUBJECT: HB 434 - Municipal development and redevelopment
The Alaska Municipal League supports HB 434 allowing tax-increment
financing to encourage municipal, development and strongly urges the
Legislature to pass the legislation as a tool for economic development.
The AML also proposes two minor suggestions for improving and clarifying
the proposed legislation.
The 1988 AML Policy Statement on Page 28 under "Economic Development"”
states:
The League urges that legislation be enacted to encourage
municipalities to adopt and implement incentives for economic
development, such as joint public/private sector economic development

corporations and tax increment financing authorities.

HB 434 would allow municipalities to undertake development or
redevelopment projects by setting up public corporations to sell bonds for
improvements which would be paid for by the increment increase in property
taxes on the improved property. W hile such a program may not be
appropriate in all development situations or in all municipalities, it
would provide another option or tool for municipalities where it is

appropriate to encourage economic development.

Two suggestions for amendments to the bill, as introduced:
1. On Page 1 of the original bill, line 12, adding a new Lection 2 and
renumber as appropriate. The new Section 2 would read:

* Section 2. AS 29.35.210(b) is amended to read:

(6) provide for economic development in accordance with AS
29.35.035.

The new Section 2 would clarify that second class boroughs may by
ordinance provide for economir development powers on an areawide basis

specifically for the purposes - f proposed Section 29.35.035. Currently,

MEMBER OF THE NATIONAL LEAGUE OF CITIES AND THE NATIONAL ASSOCIATION OF COUNTIES



House C&RA Committee RE HB 434
Februarv 29, 1988

Page 2

second class boroughs can only exercise economic development powers on a

non-areawide basis. This causes potential problems if the development or
redevelopment project using tax increment financing is within a city
within a second <class borough. Under existing statute, the second <class

borough can only exercise economic development powers outside the city .

The project may have borough-wide benefits but what portion of '-he borough
taxes could be- used on the project? The amendment would (o] rify such
optional uses of tax increment financing for the Ketchikan Gateway,
Matanuska-Susitna, Kenai Peninsula and the Fairbanks North Star, Kodiak

Island and Aleutians East Boroughs.

2. On Page 1, line 16, delete "in blighted areas". The word "blighted" is
inappropriate, unnecessary and undefined. It conjures up visions of the
old Model Cities and Urban Renewal programs of the past w hich is

inappropriate for today in Alaska.

Again, the AML supports HB 434 with the suggested changes.

cc: Representative Curt Menard
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376-5855 Home
465-2679 Juneau

All Committee Members
House Community and Regional Affairs

FROM: Curt Menard Qv) /"
Representative

DATE: March 2, 1988

HB434, An Act relating to municipal development and
redevelopment.

HB434 would give local government across Alaska the ability to
use tax increment financing (TIF) to develop their communities.

Tax increment financing allows local governments to create public
corporations that in turn could offer bonds to finance
redevelopment. The bonds would be repaid by some portion of the
incremental difference on taxes owed.

TIF has been endorsed by the city of Palmer, the Mat-Su Joint
Chambers of Commerce, the City of Seward, the Alaska Municipal
League, the City of Homer, the City of Kenai, arid by Ron Garzini,
the Municipal Manager of the City of Anchorage.

IT for no other reason, HB434 is necessary to allow
municipalities to take advantage of tax-exempt bonds for
redevelopment in blighted areas.

The 1986 federal tax legislation, in Section 144 (¢©) (2),
provides that a bond shall not be treated as a qualified (i.e.,
tax-exempt) redevelopment bond unless the bond, among other
things, is issued pursuant to "a state law which authorizes the
issuance of such bonds for redevelopment purposes in blighted
areas."

HB434 includes the language mandated by federal law for tax-
exempt redevelopment bonds.

HB434 is designed to enhance local governmentsl ability to
support and maintain innovative financial alternatives necessary
to meet their individual needs.
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TO: Committee Members
House Community and Regional Affairs

FROM: Curt Menard £ ft fA
Representative N

Date: March 2, 1988

RE: CSHB434, Municipal Development and Redevelopment

Amendment #1: Page 2, line 4, after "means the", through line 9:
Delete all material
Insert "difference between the tax due in the
calendar year when the taxes are levied and the
tax due in the calendar year before the project was
authorized.”

Amendment #2: Page 1, line 16, after "blitted areas" add:
"or in other areas"
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MEMORANDUM

TO: Committee Members
Community and Regional Affairs

FROM: Curt Menard NVTIVX
Representative < 7

DATE: March 2, 1988

RE: Description of the Changes in CSHB434

Amendment #1: Ihe language of the amendment would alter the way
in which the incremental portion of the tax would
be calculatedc

In the original bill, the taxes due were based
on the incremental change in the assessed value of
the property:

MIL ASSESSED TAXES

RATE PROPERTY DUE
VALUE

1 mil on $100.00 = $0.10

3 mils on $500.00 = $1.50

Incremental change in assessed value:
$500.00 - $100.00 = $400.00

Taxes due based on incremental change:
3 mils on $400.00 = $1.20
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465-2679 Juneau

With this amendment, the taxes due are

figured on the incremental change between the
taxes due before the project was authorized and
the taxes due at any time afterward:

MEL ASSESSED TAXES

RATE PROPERTY DUE
VALUE

1 mil on $100.00 = $0.10

3 mils on $500.00 = $1.50

Incremental change in taxes due:

$1.50 - $0.10 = $1.40
Taxes due based on incremental change ~ $1.40

****Advantage to the amendment is that, if the mil
rate changes, it enables larger sums to be
dedicated toward, the tax increment financing
project; which in turn allows more to be put
towards paying off the tax increment bonds and
improves the attractiveness of the bonds.
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MEMORANDUM March i, 1988
SUBJECT: Municipal powers and HB 434
TO: Representative Curt Menard
FROM: Theresa L. Bannister”?

Legislative Counsel

You have asked whether municipalities already have the pow-
ers that would be authorized for them by HB 434, In gener-
al, these powers include undertaking development and rede-
velopment projects, creating public cori orations to under-
take the projects, and repaying project indebtedness by a

tax increment arrangement.

1. CITIES. The specific HB 434 powers are not specifically
given or prohibited to cities. Since, in addition to its
specified powers, a city may exercise any power not prohib-
ited by law, cities already can exercise the powers delin-
eated in HB 434. AS 29.35.250 - 29.35.260. The only excep-
tion is that a city in a borough may not exercise a power
that is being exercised in the city by the borough.

AS 29.35.250. HB 434 would not eliminate this restriction.
Therefore, except to the extent that a city is located in a
borough that is exercising the power in the city, under cur-
rent law a city may exercise the powers authorized by

HB 434.

2. HOVE RULE BOROUGHS. The specific powers in HB 434 have
not been given or prohibited to home rule boroughs. Since a
home rule borough can exercise any power unless the power is
specifically prohibited to them by AS 29.10.200, under cur-
rent law r. home rule borough can exercise the powers that
would be provided by HB 434.

3. FIRST CLASS BOROUGHS. The HB 434 powers are not specif-
ically given or prohibited to first class boroughs. If the
borough wants to exercise an HB 434 power nonareawide (in



Representative Curt Menard
Page 2
March 1, 1988

the areas of the borough not within a city), it may do so
since such powers are not prohibited to it by law.

AS 29.25.200(a).- However, to exercise the power on an
areawide basis (throughout the borough, 1including the areas
within cities), the borough must first acquire the power.

AS 29.35.200(c). A borough can acquire the power by trans—
fer from a city or by holding an areawide election on the
question. HB 434 would eliminate the need for the borough
to acquire a power given by the bill before exercising it on
ar. areawide basis.

4. SECOND CLASS BOROUGHS. A second class borough 1is spe—
cifically allowed to provide for economic development on a
nonareawide basis, but not on an areawide basis, unless the
borough formally acquires the power. AS 29.35.210. None of
the other HB 434 powers have been specifically prohibited to
a second class borough, so a second class borough could ex—
ercise them if it acquires them pursuant to statute.

AS 29.35.210(c)-(d). HB 434 would eliminate the need for
the borough to acquire the powers allowed under the bill.

5. THIRD CLASS BOROUGHS. HB 434 powers are not specifical —
ly given to third class boroughs, and the borough would be
obliged to acquire these powers. In addition, the acquired
powers would be restricted to service areas. (AS 29.35.220(d)
HB 434 would enable third class boroughs to exercise HB 434
powers without being obliged to establish a service area,

and to exercise them throughout a borough, rather than only

in a service area.

6. CLARIFICATION OF BOROUGH POWERS. For the powers in the
bill to apply without the limitations that | have discussed
on borough powers, I would suggest adding a sentence to

sec. 29.35.035(d) of the bill to clarify this intent. This
sentence should read as follows: "Limitations on the
exercise of borough powers under AS 29.55.200 - 29.55.220 do
not apply to the exercise of powers under this section.”

In general, however, it is true that municipalities can ex—

ercise the powers provided for under this bill. That is
also true of the section authorizing a municipality to pro—
vide emergency services communications centers. (AS 29.35,130)

It is also, largely, true of the sections dealing with
hazardous materials and wastes. (AS 29.35.500-.590)

ITf | may be of further assistance, please advise.

TLB:gc
WKG2:14
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are those unpaid thirty days after their due date; liens are delinquent assessments
for which liens have been filed against the property; and deferred assessments
are those assessment installments that are due to be paid in the future beyond
one year. Note that bonds payable appear in the liabilities section of the special

assessment fund.

The Future of Special Assessments

If California's application of special assessments is as portentous as the en-
actment of Proposition 13. the uture is likely to see the increasingly aggressive
application of special assessments, not only for streets, sidewalks, sewers, and
parking garage*, but for fire stations, schools, and pubiic transit systems as well.
The San Francisco City Council, for example, recently considered the estab-
lishmentofadowntown assessment district to partially finance the Muni railway
system, and three California governments, including the City of San Diego, have

already enacted ordinances allowing assessments for fire protection.15

Tax Increment Financing

Tax increment financing (TIF) uses increases in property values attributed to
a capital project to recover the project’s costs. Under this approach, a special
tax increment district is created by the adoption of a plan for development or
redevelopment of a particular geographical area. Although the use of tax incre-
ment financing in rural areas is not uncommon, this method is usually used to
finance redevelopment in deteriorated urban areas characterized by declining
property values. An "original assessment base"” for properties within the district
is established by the most recent assessment valuation prior to redevelopment,
and capital projects or improvements are (hen financed by a special tax on the
incremental increase in the assessed value of benefiting properties.

In a typical case, a redevelopment agency or other governmental authority
may solicit commitments from developers for construction of a new downtown
shopping mall contingent on the government’s financing of certain infrastructure
improvements, such as water, drainage, and sewer facilities. The last assessment
of the shopping mall site prior to the development plan becomes the original
assessment base for the TIF. As the site is prepared and construction proceeds,
the property isperiodical'y reassessed and the costo finfrastructure improvements
is recovered by a tax levy for a specified number of years on the difference

between the original assessment base and the property’s new assessment.

An Example of Tax Increment Financing

Exhibit 5-3 illustrates the way such a tax increment financing plan might work
under the following assumptions: (1) that a tax increment bond issue can be
marketed at an effective interest rate of 10 percent per annum with debt service

matched to tax increment revenues, and (2) that infrastructure improvements
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Amount Borrowed:

Annual Interest Rale:

Term (Years):
Annual Increase in Property Values:

Year

15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30

Base
Value

3000000
3000000
3000000
3000000
3000000
3000000
3000000
3000000
3000000
3000000
3000000
3000000
3000000
3000000
3000000
3000000

Actual
Value

6782712
7189675
7621055
8078318
8563017
9076799
9621406
1019869
10810612
11459249
12146804
12875612
13648149
14467038
15335060
16255164

EXHIBIT 53 (cont’d)

Example of Tax Increment Financing

Value
Increment

3782712
4189675
4621055
5078318
**563017
0076799
6621406
718691
7810612
8459249
9146804
9875612
10648149
11467038
12335060
13255164

City

T.w

.0n~
2647."
29328
32347
35548
38941
42538
46350
50391
54674
59215
64028
69129
74537
80269
86345
92786

826234
0.10
30

.06

County

Tax
.003

11348
12569
13863
15235
16689
18230
19864
21596
23432
25378
27440
29627
31944
34401
37005
39765

School
Tax
.025

94568
104742
115526
126958
139075
151920
165535
179967
195265
211481
228670
246890
286204
286676
308377
331379

Sewer
Tax
.0025

9457
10474
11553
12696
13908
15192
16554
17997
19527
21148
22867
24689
26620
28668
30836
33138

Annual
Increment

141852
157113
173290
190437
208613
227880
244803
269951
292898
31722
343005
370335
399306
4300,14
462565
497069

PV
Annual
Increment

33958
34192
34284
34252
34110
33873
33553
33162
32710
32206
31658
31073
30458
29819
29160
28486
826234

S3SIYdEILINT Orand OSNIONWNIH QW  ONILV3HO






Amount Borrowed:

Annual

Interest Rate:

Term (Years):

Annual

Year

15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30

Increase in Property Values:

Base

Value

3000000
3000000
3000000
3000000
3000000
3000000
3000000
300-000
3000000
3000000
3000000
3000000
3000000
3000000
3000000
3000000

Actual

Value

6782712
7189675
7621055
8078318
8563017
9076799
9621406
1019869
10810612
11459249
12146804
12875612
13648149
14467038
15335060
16255164

EXHIBIT 53 (cont'd)

Example of Tax Increment Financing

Value

Increment

3782712
4189675
4621055
5078318
5563017
6076799
6621406
718691
7810612
8459249
9146804
9875612
10648149
11467038
12335060
13255164

City
Tax

.007

26479
29328
32347
35548
38941

42538
46350
50391

54674
59215
64028
69129
74537
80269
86345
92786

826234
0.10
30

.06

County
Tax

.003

11348
12569
13863
15235
16689
18230
19864
21596
23432
25378
27440
29627
31944
34401
37005
39765

School
Tax

.025

94568
104742
115526
126958
139075
151920
165535
179967
195265
211481
228670
246890
286204
286676
308377
331379

Scwecr
Tax

.0025

9457
10474
11553
12696
13908
15192
16554
17997
19527
21148
22867
24689
26620
28668
30836
33138

Annual

Increment

141852
157113
173290
190437
208613
227880
244803
269951
292898
31722
343005
370335
399306
430014
462565
497069

PV
Annual

Increment

33958
34192
34284
34252
34110
33873
33553
33162
32710
32206
31658
31073
30458
29819
29160
28486
826234

S3SIYdYILINT Ordnd ONIONWNId AW ONILVY3HO
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costing S826.234 and subsequent commercial devek ~ient increase the actual
value of real property, originally assessed at S3 million, by 6 percent per annum.
Under this plan, tax increments from four taxing entities— a city, county, school
district, and sewer enterprise— would be used to service the TIF bond issue for
30 years. At the end of the 30 year term, the original S3 million assessment
base would be "‘unfrozen,” and the four taxing entities would realize subsequent
increases in tax revenues.

Plans

Many governments require the preparation of a development plan and/or a tax
increment Financing plan before creating a special tax increment district. The
plans typically include the following:

+ the government’s legal authority to establish a special tax increment dis-
trict or redevelopment district;

« the social and economic objectives which provide the basis for the gov-
ernment’s intervention in the development process;

* a legal and geographical description of the special district, including
present and projected land use;

* acomplete description of the facilities or improvements planned, including
estimated project cos's and completion dates;

+ the department, agency, or authority responsible for development admin-
istration;

+ the original assessment base and estimated assessed values on completion
of the project;

+ the estimated fiscal impact of the project and tax increment financing on
other taxing entities; and

+ where required by enabling legislation, statements stipulating that the
special district qualifies as a "blighted” 16area and that the development
plan could not be realized without lax increment financing.

Tax Increment Bonds

Tax increment bonds can be issued either as revenue bonds or general obli-
gation bonds. Tax increment revenue bonds, like other revenue bonds, are nearly
always exempt from voter approval and debt ceiling limitations. However, unless
investors perceive estimated assessment benefits to be relatively certain, tax
increment bonds pledged solely against tax increment revenues may not he
marketable. To enhance their marketability, tax increment bond provisions often
stipulate a minimum assessed value for properties on completion of the project.

Most tax increment bonds are issued as tax increment GO bonds backed by
the full faith and credit of the issuing government. Although they are essentially
GO bonds, some states, notably Minnesota and California, also exempt tax
increment GO bonds from voter approval and debt ceiling limitations on the
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grounds that they are repayable from revenue sources other than general tax
revenues of the government.

Accounting for Tax Increment Financing

TIF projects are typically administered by an independent redevelopment com-
mission or a redevelopment agency of the general government. In the former
case, TIF activities are subject to the reporting requirements discussed in the
last section of Chapter Four, “ Accounting for Independent Public Enterprises.”
In the latter case, TIF activities may be reported in three governmental funds
and two account giaups. Bond proceeds or revenues to be used for construction
of capital facilities or improvements are accounted for in the Capital Projects
Fund, and construction in progress is reflected in a General Fi*" " Asset account.
TIF revenues pledged as security for a TIF bond are accounteu for in a special
revenue fund; unrestricted revenues are accounted for in the Ge icral Fund, liic
liability for a TIF bond appears in a General Long-Term De2t account, and
money accumulated for bond repayment is accounted for in the Debt Reserve
Fund.

Like most government operations, TIF activities administered by ?n agency
of the general government are accounted for on the modified accrual basis
described earlier in this chapter. The most significant difference between the
modified accrual basis used for TIF activities and the accrual basis used for
public enterprises relates to the treatment of long-term debt. Under the accrual
basis, a portion of the interest due on a bond maturing in twenty years, would
be recognized each year as annual interest expense. Under the modified accrual
basis, however, no interest expense is recognized until interest is actually due
in the twentieth year. The obvious effect of this treatment is that interest expense
is understated for the first nineteen years and overstated in the twentieth year;
but the effect is somewhat mitigated by the fact that TIF bonds are generally
issued in serial form, with different series bonds maturing in different years.

The Future of Tax Increment Financing

Tax increment financing was first used in Minnesota in 1947 and again in
California in 1952, By 1984, at least 38 states had enacted legislation permitting
tax increment financing, most within the last decade.17 Initially, tax increment
financing was used to provide the local matching share for federally funded urban
renewal and redevelopment projects. Local taxing agencies within a tax increment
district accepted a temporarily frozen tax base under the assumption that they
would ultimately benefit from a higher tax base when TIF bonds were repaid
and the original assessment hase was unfrozen.

In recent years, however, with the curtailment of many categorical federal
programs, tax increment financing has become the principal means of financing
redevelopment. In addition, the advent of Proposition 13 and its successors has
led to the increasingly aggressive use of tax increment financing, not only for
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redevelopment, but, insofar as legally permissible, for general purpose govern-
ment operations as well. Thus, the future is likely to see TIF projects of longer,
even indefinite, duration, levying taxes on geographically larger and more de-
veloped tax increment districts. Offsetting this trend, however, will be the efforts
of cash-strapped taxing entities to gain early access to some or all of the incre-
mental increase.

Other User Pay Approaches

Finance directors and other government officials and admir.ijtrators are un-
derstandably reluctant to charge old residents for the construction, operation,
and maintenance of facilities designed to serve new development. Consequently,
a number of user-pay approaches have been devised to recover the costs of
extended service to new developments.

Connection Fees

When the levenues anticipated from an extension of water and sewer service
are not sufficient to recover the government's investment, many local ordinances
require that new users be assessed a connection or tap fee. Because local ordi-
nances typically limit the connection fee to an amount necessary to recover only
the capital costs of extended service, the costs of annual depreciation of the new
facility must be borne by all users. This is reflected in the accounting treatment
for connection fe”rs, which requires that the new extension be accounted for with
other assets on the left side of the Enterprise Fund Balance Sheet and that the
connection fee be accounted for as a contribution of capital in the * equity”
section on the right side of the Enterprise Fund Balance Sheet. If charges are
not raised to cover the annual depreciation of the asset, the shortfall manifests
itself as a growing deficit in the retained earnings account. This increase in the
charge to prior residents may be justified, in the case of sewer and water facilities,
for example, because the new facility benefits the entire community to the extent
that it improves general health and sanitation and enlarges the revenue base for
major common facilities and replacement programs. The determination of eg-
uitable connection charges is particularly difficult in the case of water service,
where the extension of water main capacity benefits the entire community in
terms of increased fire protection.

Exactions

The practice of requiring developers to provide certain physical facilities is
one of the most important and well established means of financing infrastructure.
In California subdivision exactions are worth over five times as much as all
development-related fees and assessments and, in the wake of Proposition 13,
now account for nearly half of the annual public capital formation in that state.18
Developers usually provide streets, curbs, sidewalks, street lights, sewer and
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JUNEAU. ALASKA 99811-2100

PHONE: (907) 465-4700
OFFICE OF THE COMMISSIONER /
O 949 E. 36TH AVENUE. SUITE 400

March 2. 1988 ANCHORAGE, ALASKA 99508-4302
’ PHONE: (907) 563-1073

POSITION PAPER
RE: House Bill 434
SPONSOR: Menard, Larson & awacki
Program Effects of the Bill

House Bill 434 allows municipal bonds to qualify for tax exempt
status under federal Ulaw. The bill also provides guidelines for
municipalities to follow if they wish to practice tap increment
financing as a method of satisfying bonded indebtedness.

Comments

The Department has no general objection to the granting of
municipal property tax options. When granted, however, we
believe those options should be consistent with existing
statutes, should serve a positive public purpose, and should
provide adequate guidance and direction to municipalities. It
is our position that Section 2 of House Bill 434 falls
considerably short of fulfilling those criteria.

Legislative counsel and the Department of Law have 1informed us
that municipalities already have the jurisdiction to persue at
least all the activities contained in the bill. That being so,
it appears the sole reason for the adoption of any statute
dealing with this matter 1is to insure the availability of tax
free municipal bonds under federal guidelines. It appears to us
that by deleting the Jlanguage 1in Section 2 under AS 29.35.035
(a) through (c), the federal requirements are met without
limiting municipalities to the guidelines provided under that
section.

Section 2 of HB 434 provides the following guidelines to local
governments:

1. The section gives municipalities the jurisdiction
to create a public authority with the plenary
power to issue vrevenue bonds, G.O. bonds and

double-barrel bonds (pledged by the taxpayers),
without any requirement of public input.

2. It provides guidance for municipalities to
construct and convey title to a building at no
cost to the applicant and paid for by other
taxpayers.

21-P1LH
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3. It also provides guidelines which 1if followed,
would <create a tremendous <competitive business
advantage for the applicant.

When adopting statutory legislation 1into local law, munici—
palities wusually duplicate the enabling Ilanguage as closely as
possible. The Department 1is concerned that municipalities would

focus almost entirely on the guidelines provided 1in section 2,
thereby creating the problems noted above.

In summary, the Department opposes the public policy message
created by Section 2 of the bill, and recommend the Committee
delete AS 29.35.035 (a) through (c) from that section. If that
language were to become law, we believe it would provide
substantial temptation and opportunity for the abuse of local
powers and the misuse of municipal property taxes.
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Representative Curt Menard
Pouch V

Juneau, Alaska 99811

Ret House Bill 434

Dear Repressntative Menard:

I have been asked by Dave Soulak, Palmer City
Manager, to comment on the purpoae of subsections (b) and (c)
of AS 29.35.035 in HouBe Bill 434. According to Mr. Soulak,
it hae been argued that municipalities' implied powers under
existing law authorize the matters provided for in these
subsections, making these subsections superfluous.

The purpoae of subsection (b) is to expressly
authori ze munirHpalitioo to oatabli*h public eorporabiono to
exercise powers related to development and redevelopment
projects. Article X, Section 11 of the Alaska constitution
authorizes home rule municipalities to exercise all
legislative powers not prohibited by law or by charter. This
grant suffices to authorize a home rule municipality to form a

public corporation. However, this broad grant of power does
not extend to general law municipalities. To form a public
corporation, a general law municipality presently must rely

upon AS 29.35.410, which provides that "unless otherwise

limited by law, a municipality has and may exercise all powers
and functions necessarily or fairly implied in or incident to
the purpose of all powers and functions conferred by this
title.” The formation of corporations traditionally iB a

state, not a local, function, and Alaska has a comprehensive

statutory scheme for the formation of corporations under the
authority of the state government. One cannot be asuured that
a general law municipality hae the implied power to form a
public corporation to carry out municipal functions. Express
statutory authorization provides the assurance necessary to
bond counsel approval and market acceptance of bonds issued by
such a public corporation.
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Subsection (c) authorizes the use of a tax increment
as a source of repayment for development and redevelopment
bonds. This provision assures that bonds to finance

redevelopment projects may be structured to meet federal tax
lav standards for tax exemption of bonds as "qualified

redevelopment bonds."™ Section 144(c) of the Internal Revenue
Code of 1986 sets forth the standards that must be met for a
bond to be a "qualified redevelopment bond.”™ Amona these is

the requirement in Section 144(c)(2)(B) that the bonds be

secured either by general tax revenues, or by a tax increment.
Subsection (c) of AS 29.35.035 expressly authorizes the use of
a tax increment to repay development and redevelopment bonds
in language consistent with that used in the Internal Revenue
Code. It assures that there is adequate authority in state
law for a financing that meets the Internal Revenue Code

criteria. This assurance is important to market acceptance of
Alaskan tax increment financings.

Please let me know if | may be of further assistance
in this matter.

YoUrB truly,

Thomas F. Klinkner

TFEK/mlo
cc: David L. Soulak

A180844



MEMORANDUM “S'vate of Alaska

Department of Law

© Mike Worley, State Assessor DAE March 2, 1988
Department of Community &
Regional Affairs ALEND

TN 4650690
stbject Position paper on HB 434

Marjorie L. Odland
Assistant Attorney General.
Governmental Affairs-Juneau

You have asked us whether municipalities currently mav
exercise the powers that would be granted to home rule and gener-
al law municipal!tiis in HB 434 (a bill relating to municipal
development and redevelopment). We have reviewed the position
paper of counsel for Legislative Affaigs, Theresa Bannister, as
was provided to me by a staff member Of Representative Hurt
Menard's office, and generally agree with her analysis. A copy
of Ms. Bannister's March 1, 1988 memo is attached.

As stated in the attached memo, the municipal powers
being authorized by this bill are: (1) power to issue bonds for
development and redevelopment projects} (2) power to create a
public corporation to exercise the power to issue bonds for this
purpose; and (3) the power to repay the bonded indebtedness by
tax increment financing. We concur with Ms. Bannister's analysis
of the existing powers granted by statute to each classification
of municipality as set out in her memo.

As to the specific powers authorized under HB 434, this
office agrees that municipalities currently have the power, or
mav acquire the power by statutory procedure, to issue bonds for
development and redevelopment projects and that municipalities
currently have the power to create public corporations. These
two powers essentially exist because they have not been prohib-
ited by law. However, we are doubtful that any classification of
municipality currently has the oower to provide for payment of
the debt service on the bonds, notes, or other indebtedness by

means of "tax increment financing” as provided in this bill. We
have been advised by staff at Representative Menard's office that
the bonds intended to be issued under authority of this bill are
truly "hybrids” in the arena of municipal bonding law. The short
of it is, by including in the bill that municipalities may pro-

vide for payment of the debt service on these bonds through tax

increment financing, will lay to rest the issue of whether or not

municipalities have this power.

Please do not hesitate to contact us if further assist-
ance is needed on this Mil.

MLO/pjg
Enc.
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TESTIMONY ON HB 434 BEFORE THE HOUSE COMMITTEE ON COMMUNITY AND
REGIONAL AFFAIRS MARCH 2, 1988.

Mr. Chairman and Members of the Committee:

My name 1s Darryl Schaefermeyer, and 1 speak today on behalf of the
city of Seward 1n my capacity as Interim city manager.

The city of Seward would like to go on record 1n support of HB 434,
which would permit local goverments to create public corporations with
the ability to wuse tax increment financing for development and

redevelopment projects. Seward has long recognized the need for
Alaskan cities to have the flexibility to use innovative financing
tools to attract new economic development. Several years ago Seward

amended its charter and code to permit the city to issue economic
development bonds and port revenue bonds, more commonly referred to as
private activity bonds. This has enabled Seward to help finance the
Suneel Alaska coal transfer facility, the SeaWay Express barges and
barge ramp and, more recently, the $48 million Spring Creek
Correctional Center. All of these projects have improved Seward®s
economic future.

Additional developmental tools are needed now more than ever. The
recent federal tax code changes have placed additional restrictions on
private activity bonds. We all recognize that it is no longer possible
to count on the money from Juneau to meet our needs. Yet, we all are
experiencing a crumbling or insufficient public physical infrastructure,
poor or 1inadequate housing, and a loss of a strong tax base due to
disappearing property values and unprecedented business failures. The
state 1is not financially well enough off to attack these problems with
cash, and the present political climate appears unreceptive to incurring
additional state general obligation indebtedness to deal with the needs.
The tax increment financing option, therefore, would add to Alaskan
cities the additional ability to tackle the problems without dependence
on other financial aid. While tax increment financing is not the only
solution, it would help by providing a device that can be used to
attract new business or encourage existing business to expand and
modify.

It is our understanding that most tax 1increment financing enabling
legislation says that tax increment financing must be used in "slum™ or
"blighted" areas, or in a "redevelopment"™ or "enterprise" district.
Section 2 of HB 434 provides that "a municipality may undertake



CITY OF SEWARD, ALASKA
TESTIMONY ON HB 434 3/2/88
Page 2

development or redevelopment projects 1n the municipality and assure
bonds for development or redevelopment 1n blighted areas.” We would
like to suggest that, Instead of the use of the term "blighted areas,"”
consideration be given to substituting the term "enterprise district."”
We believe this would attach a more positive stigma, particularly since
the bill, as it now reads, would grant the ability to a city to use tax
increment financing for a very broad range of development and redevelop—
ment projects that would not be limited to such things as alleviation
of deteriorated, dangerous or unhealthy conditions. In this reiard we
applaud the sponsors of this bill 1in rejecting language which would
restrict tax increment Tfinancing to only commercial redevelopment
projects to the exclusion of Industrial renewal, and vice versa. In
short, we urge that tax Increment financing designation not be limited
to blighted areas and that, instead, we broaden the definition to
"enterprise districts."

I have, iIn my possession, several publications dealing with tax

increment financing. One 1is Bulletin 84-2 of the Advisory Commission
on Intergovernmental Relations, dated May, 1984. Another 1is a January,
1983 memo from the American Planning Association. I am happy to share

these publications with the committee. Thank you for this opportunity
to comment. This concludes my remarks.

INTERIM CITY MANAGER

Enclosures: 5/84 bulletin from ACIR
1/83 memo from American Planning Association

cy: Heinrich Springer
Bette Cato
Jay Kerttula
Mike Szyrr.anski
David Hoffman
Scott Burgess
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Tax Increment Financing

VAN H
By Sam Casella C//

There isa striking similarity between the questions cities
are asking about tax increment financing (TIF) and the
questions that syndicated advice columnist Ann Landers
regularly receives about adolescent sex. To wit: Should |
do it? Where do I do it? How do I'do it? And. what are the
consequences if 1do it7 _ _

Before answering these questions, as they pertain to TIF,
let's first review with a three-part definition of TIF. It is:

« A method of capturing the tax revenue that results
from private redevelopment projects;

« A trust fund that collects those increased revenues and

allocates them to such public purposes as land ac-

quisition and parking facilities; and

« A spur to private investment to start the cycle and
keep it going.

Diagrammatically, a simplified flow of TIF cash can be
found in Figure 1.
In effect, TIF is a bootstrap method of using private

Sam Casella, AICP, is the executive director of the
Clearwater Downtown DeveIoE]ment Board, Clearwater,
Florida. A similar version of this article appeared in the
January 1983 issue of Center City Report, which is pub-
lished monthly by the International Downtown Executives
Association.
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Figure 1. The TIF Cycle

redevelopment to support public redevelopment, thereby
making more private investment possible. The beamy, to
the taxpayer, Is that there are no increased property taxes.
This particularly appeals to homeowners and suburbanites
who often don't care to have their taxes flowing into
downtown redevelopment projects.

Should I Do It?

A chicken and a pi? were strolling by a diner one mor-
ning. The chicken smiled and said, "Doesn't that make you
feel proud that we are responsible for enabling those
humans to enjoy their breakfast?" The pig replied, 'That's
easy for you to say. Foryou it'smerely a contribution, for
me it's a total commitment."

Cities that expect to use tax increment financing suc-
cessfully will have to be like the pig and make a total com-
mitment. Itwould be a mistake to think that TIF isa new
panacea that relieves everyone of responsibility while it
produces cash windfalls.

Underscoring the need for a local commitment is the fact
that, typically, TIF yields very meager returns in the ear-
ly years. A public redevelopment agency will need to in-

iXxv gjrmigirg:
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American Planning Association, 1313 E. 60th St., Chicago, IL 60637; 312-955-9100



Different States, Different Strokes

Like nearly all redevelopment or planning programs,
tax increment financing is a creature of state enabling
legislation. At last count, 28 states permitted TIF in their
local communities. Some laws, such as California's, re-
quired a state constitutional amendment. Other states
either amended their urban renewal laws or enacted
original TIF statutes.

There are several key differences among states in
regard to TIF procedures, financing, and planning
limitations. Following are a few of those approaches.

California. Blight alone is an insufficient reason to
justify TIF designation in California. According to state
legislation, the "blight" in a proposed district must
create a burden on the community that could not and
would not be remedied by the private sector.

llinois. Unlike many state TIF laws, the lllinois
statutes require a city to {Jrepare aplan for the area that
is being redeveloped. Alsp, the TIF designation is not
limited to blighted areas. "Conservation areas"— those
which may become blighted in the future—also quality.

Kansas. TIF designation in Kansas only can be used
for commercial redevelopment projects, and not for in-
dustrial renewal.

Maine. The state's TIF law requires an advisory
board for each separate development district, and re-

plan will probably be the most detailed, site-
specific plan ever made for your district. It should
be prepared by competent professionals and be
laced with a heavy dose of realistic project
proposals.

@ Establishment of a "tax-base year." Revenues
resulting from any future increases ahove this base
will flow into the redevelopment trust fund.
Careful attention to statutory deadlines can
sometimes advance your base year by one year,
which can be an important running start.

1. Solicitation of developers, and a conclusion to all
disposition and development agreements. A
disposition and development agreement obligates
the developer to construct specified improvements
in a %iven time period. In return, the agency
assembles and prepares the site, conveying it to the
developer for a set price, The agency also may
agree to other improvements, such as nearby park-
ing facilities. If the owner of the property is to make
the improvements in return for agencr-sponsored
improvements in the area, then itwould be known
as an owner-participation agreement.

8. Issuance of bonds by the redevelopment agency, in
order to fund assembly of the site or specified

public improvements. TIF bonds, which are tax ex-

empt, are secured by the future proceeds of the
trust fund. However, they generally do not involve
afull faith and credit obligation by the city, nor do

they constitute an indebtedness within the mean-

ing of statutory debt limitations. There is some

quires that at least half of the board members be
residents or property owners from either the district or
an adjacent neighborhood.

Minnesota. Extensive guidelines are required for a
TIF plan, including: a needs statement; relevant real
estate data; procedures for clearing, improving, and
marketing a site; and a disclosure of the project costs.
Planning commission review is also mandated, prior to
the plan’s submission to the city council.

South Dakota. The state's enabling legislation ex-
empts school districts from the tax increment process
by requiring that all calculated tax increments be
returned to the school districts.

Texas. One-quarter of each TIF district in Texas must
meet a special definition for blight, and the TIF fund must
expire no later than 15 years after its inception.

Wisconsin. Because the state of Wisconsin compen-
sates the school districts affected by TIF designation, it
is heavily involved in the TIF process. The state's
department of revenue, rather than local government,
calculates the tax incremental base. The purpose of the
state's calculation is to remove any temptation from the
local authorities to adjust TIF districts and properties
inorder to increase project revenues.

Greg Longhini

variation among states; for instance, in Florida, TIF
bonds do not require a referendum.

9. Implementation of all improvements agreed to in
the disposition and development agreement. By
carefully selecting both the developers and the
leadership of the agency in the first place, this step
can be carried out in a timely fashion.

10. An increase in the assessed value of property will
result from the various site improvements which
are made, thus producing tax revenue for the trust
fund. Because all the increases after the base year
are allocated to the trust fund, the fund will also
capture the increased revenues which are at-
tributable to any general improvements or infla-
tion. This windfall may permit an accelerated
retirement of the debt or, In some cases, may be
returned to the local government's general
treasury.

L1, Trust fund revenues are used to retire bonds. Once
all the outstanding debt iseliminated, the trust fund
also may be retired— usually about 20 years after
the program begins. Local government then
becomes the sole beneficiary of the annual tax
increment.

What Are the Consequences If [ Do It?

One of the biggest misconceptions about Lux increment
financing is that it really means tax abatement, and that
certain businesses and individuals will have their taxes
reduced. It's too bad we can'tjust turn back the clock and
call tax increment financing something else—perhaps

3
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Economic development !s yc.rn.aps +he top domestic S L °£ sevvabd
poi icy issue of the early 198's. Ther« is orcrtr " Manages
interest In decreasing ene weloyment, 'n incheas'no
private sector productivity, and in en:-.anc:ng state
and local abilities to deal witn falter'ng economies
and Their accompanying prob'ems. Sound economic
development ccn make a oos? sve contribution *n all
"nese areas.

IN 9RIEF

A crumbling or insufficienr pubilc physical
infrastructure, poor or inadequate noustng, and the
loss of a strong tax base because of bus'ness failure
or wasteful land management all exacerbate urban and
rural blight and increase costs 4o "-e public purse,
in the face of such problems, public entities are
increasingly seeking out private "par+ners.”

Genuine local control Is crucial to alleviating
local problems. Local officials need and want to have
greater control over their community's destiny, yet
many lack the authority to act effectivel/. Only
through powers granted by the states can commun’ties
make decisions and take actions best suited to their
special needs. Constitutionally, a state may choose,
through enabling or permissive legislation, to grant a
wide array of local self-governing powers, including
the ability to plan, develop, and carry out local
approaches to economic revitalization.
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There isa striking similarity between the questions cities,.
are asking about tax increment financing (TIF) and the'"
questions that syndicated advice columnist Ann Landers
reqularly receives about adolescent sex. To wit: Should 1
do it? Where do 1do it? How do I do it? And, what are the
consequences if | do it?
Before answering these questions, as they pertain to TIF,
let's first review with a three-part definition of TIF. It is:

« A method of capturing the tax revenue that results
from private redevelopment projects;

* A trust fund that collects those increased revenues and
allocates them to such public purposes as land ac-
quisition and parking facilities; and

* A spur to private investment to start the cycle and
keep it going.

Diagrammatically, a simplified flow of TIF cash can be
found in Figure 1,
In effect, TIF is a bootstrap method of using private

Sam Casella, AICP, is the executive director of the
Clearwater Downtown DeveIoEment Board, Clearwater,
Florida. A similar version of this article appeared in the
January 1983 issue of Center City Report, which is pub-
lished monthly by the International Downtown Executives
Association.
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Figure 1. The TIF Cycle

redevelopment to support public redevelopment, thereby
making more private investment possible. The beauty, to
the taxpayer, is that there are no increased property taxes.
This particularly appeals to homeowners and suburbanites
who often don't care to have their taxes flowing into
downtown redevelopment projects.

Should IDo It?

A chicken and a pig were strolling by a diner one mor-
ning. The chicken smiled and said, "Doesn't that make you
feel proud that we are responsible for enabling those
humans to enjoy their breakfast?" The pig replied, 'That's
easy for you to say. Foryou it's merely a contribution, for
me it's a total commitment."

Cities that expect to use tax increment financing suc-
cessfully will have to be like the pig and make a total com-
mitment. [twould be a mistake to think that TIF isa new
panacea that relieves everyone of responsibility while it
produces cash windfalls.

Underscoring the need for a local commitment .s the fact
that, typically, TIF yields very meager returns ir. the ear-
ly years. A public redevelopment agency will need to in-

Harare

American Planning Association, 1313 E. 60th St., Chicago, IL 60637; 312-955-9100



vest large amounts of money for such things as: up-front
cash to start the project, a realistic plan, contracts with
reputable developers, the sale of municipal bonds, and a
dedicated follow through—all before any real results are
seen.

It isalso a mistake to assume that TIF is the only source
of subsidies that your city will need. As interest rates have
shot into double digits, the capitalized value of TIF
revenues has fallen. For instance, when interest rates were
about seven percent, a projected 5200,000 in annual
revenues for the trust fund could be capitalized by a bond
sale of about 52.5 million. With interest rates now at 14
percent, a bond sale may yield only Si.3 million. If a city
was hoping to use that S2.5 million to finance a 400-car
parking garage, it will now need to find Si.2 million from
some other source.

What to do7 Start looking at such federal programs as
UDAG, Community Development Block Grants, or in-
dustrial development bhonds: state programs if you have
them; and more money from users or developers. Be
prepared for the long haul, or your infatuation with tax
Increment financing will turn out to be just puppy love.

Where Do | Do It?

Those states that permit tax increment financing do so
through enabling legislation. If your state does not have
enabling legislation for TIF, by all means get some in-
troduced and enacted.

Enabling legislation will establish the ground rules for
the location ofTIFs. Most state legislation says that a TIF
must be ina "slum" or "blighted" area, or in a "redevelop-
ment" or "enterprise” district. The need to correct the con-
ditions in these areas supplies the public purpose for tax
increment financing. However, ifyou have anything to do
with drafting this legislation, make sure that terms like
redevelopment or enterprise district are used instead of
slum or blighted area. Why give a redevelopment Froject
an additional stigma by officially calling it a "blighted
area," when it's possible to get the legislature to call it an
"enterprise district"?

Most state legislation will require that the districts where
TIF is used are marked by deteriorated, dangerous, or
unhealthy conditions. Besides the more obvious physical
or social manifestations of these conditions, the enabling
legislation may find it necessary to provide for the allevia-
- tion of: defective street layouts; faulty lot layouts (in rela-
tion to size, adequacy, accessibility, or usefulness); tax
delinquency; and a diversity of ownership (or any defec-
tive or unusual title conditions that prohibit an easy
assemblage of land).

It will be up to individual cities to make a finding of
these conditions, based on sound evidence. Although such
a finding is legislative in nature, it must be reasonable and
not arbitrary. Evidence must be carefully marshalled and
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entered into the official record. This careful and profes-
sional approach begins during the determination of where
to locate the TIF district. A well-supported and well-
reasoned finding will determine the tone and direction for
everything that follows.

The boundaries for the district do not have to be drawn
like a piece of swiss cheese, with a parcel excluded here and
there because it doesn't happen to be deteriorated. A sound
building or parcel may be included within a TIF area, and
perhaps even condemned, if it is necessary to the overall
redevelopment of the area. On the other hand, a TIF
district may not arbitrarily reach out to include sound
areas just to enlarge the tax base.

An implicit condition of TIF—one that is sometimes
overlooked—is the market potential of the district. If there
isn'ta market for development, then there won't be enough
potential private investment to get the TIF cycle started.
Therefore, it'sa good idea to have some market analysis
made early in the process. Parcels that have market poten-
tial must be included in the district. Otherwise, your city
will find itself giving a party to which nobody comes.

How Do | Do It?

Let's start with the assumption that your state already
has TIF enabling legislation. With some variation among
states, the following steps should be taken:

L. Creation or appointment of a redevelopment
agency. The city council, in some cases, actually
may be the redevelopment agency. The question of
whether to create a new agency or appoint the city
council isone that should be weighed carefully and
dispassionately, and should reflect the individual
conditions of each city.

2. An official finding of the need for redevelopment,
and a delineation of the project area. As we in-
dicated in the section "Where to Do It", these
findings must be well supported, including both the
conditions that require redevelopment and a
reasonable potential to actually do so.

3. Start-up and staffing of the redevelopment agency.
The first question iswhether to use existing staff or
to hire new staff. In order to make this decision, the
agency must first define its objectives so that it can
find the staff most competent to achieve those
objectives.

4. Creation of the redevelopment trust fund that will
receive all future tax increments. In order to avoid
possible litigation, this step needs to be coordinated
and approved by all the taxing authorities that will
contribute to the trust fund.

5. Adoption of an official redevelopment plan. This
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Different States, Different Strokes

Like nearly all redevelopment or planning programs,
tax increment financing is a creature of state enabling
legislation. At last count, 28 states permitted TIF in their
local communities. Some laws, such as California's, re-
quired a state constitutional amendment. Other states
either amended their urban renewal laws or enacted
original TIF statutes.

There are several key differences among states in
regard to TIF procedures, financing, and planning
limitations. Following are a few of those approaches.

California. Blight alone is an insufficient reason to
justify TIF designation in California. According to state
legislation, the "blight" in a proposed district must
create a burden on the community that could not and
would not be remedied by the private sector.

lllinois. Unlike many state TIF laws, the lllinois
statutes require a city to prepare a plan for the area that
is being redeveloped. Alsp, the TIF designation is not
limited to blighted areas. "Conservation areas” — those
which may become blighted in the future—also qualify.

Kansas. TIF designation in Kansas only can be used
for commercial redevelopment projects, and not for in-
dustrial renewal.

Maine. The state's TIF law requires an advisory
board for each separate development district, and re-

plan will probably be the most detailed, site-
specific plan ever made for your district. It should
be prepared by competent professionals and be
laced with a heavy dose of realistic project
proposals.

@ Establishment of a "tax-base year." Revenues
resulting from any future increases above this base
will flow into the redevelopment trust fund.
Careful attention to statutory deadlines can
sometimes advance your base year by one year,
which can be an important running start.

7. Solicitation of developers, and a conclusion to all
disposition and development agreements. A
disposition and development agreement obligates
the developer to construct specified improvements
in a given time period. In return, the agency
assembles and prepares the site, conveying it to the
developer for a set price. The agency also may
agree to other improvements, such as nearby park-
ing facilities. If the owner of the property is to make
the improvements in return for agency-sponsored
improvements in the area, then itwould be known
as an owner-participation agreement,

8 Issuance of bonds by the redevelopment agency, in
order to fund assembly of the site or specified

public improvements. TIF bonds, which are tax ex-

empt, are secured by the future proceeds of the
trust fund. However, they generally do not involve
a full faith and credit obligation by the city, nor do

they constitute an indebtedness within the mean-

ing of statutory debt limitations. There is some

quires that at least half of the board members be
residents or property owners from either the district or
an adjacent neighborhood.

Minnesota. Extensive guidelines are required for a
TIF plan, including: a needs statement; relevant real
estate data; procedures for clearing, improving, and
marketing a site; and a disclosure of the project costs.
Planning commission review is also mandated, prior to
the plan’s submission to the city council.

South Dakota. The state's enabling legislation ex-
empts school districts from the tax increment process
by requiring that all calculated tax increments be
returned to the school districts.

Texas. One-quarter of each TIF district in Texas must
meet a special definition for blight, and the TIF fund must
expire no later than 15 years after its inception.

Wisconsin. Because the state of Wisconsin compen-
sates the school districts affected by TIF designation, it
is heavily involved in the TIF process. The state's
department of revenue, rather than local government,
calculates the tax incremental base. The purpose of the
state's calculation is to remove any temptation from the
local authorities to adjust TIF districts and properties
in order to increase project revenues.

Greg Longhini

variation among states; for instance, in Florida, TIF
bonds do not require a referendum.

9. Implementation of all improvements agreed to in
the disposition and development agreement. By
carefully selecting both the developers and the
leadership of the agency in the first place, this step
can be carried out in a timely fashion.

10. An increase in the assessed value of property will
result from the various site improvements which
are made, thus producing tax revenue for the trust
fund. Because all the increases after the base year
are allocated to the trust fund, the fund will also

caBture the increased revenues which are at-
tributable to any general improvements or infla-
tion. This windfall may permit an accelerated
retirement of the debt or, In some cases, may be
returned to the local government's general
treasury.

11. Trust fund revenues are used to retire bonds. Once
all the outstanding debt iseliminated, the trust fund
also may be retired—usually about 20 years after
the program begins. Local government then
becomes the sole beneficiary of the annual tax
increment.

What Are the Consequences If | Do It?

One of the biggest misconceptions about tax increment
financing is that it really means tax abatement, and that
certain businesses and individuals will have their taxes
reduced. It's too bad we can't just turn back the clock and
call tax increment financing something else—perhaps

3



Request for Information

APA is interested in learning about the software for
planners that has been written for microcomputers (e.g.,
Apple 1 or Ill, IBM Personal Computer, Norlhstar,
TRS-80 Model IIl, or any others). Specifically, we would
like to know:

« What the programs do;

+ What types of systems they require (memory, disk
drive requirements, printers, manufacturers, etc.);

» Whether the programs are available to others; and
+ Cost.

We also are interested in hearing from planners who
have been using commercially available programs (e.g.,
spreadsheets, database, graphics, etc.) in their work.
Which programs are you using, and what are you using
these programs for? Are you satisfied or dissatisfied with
their performance?

Please send any information to Duncan Erley, APA,
1313 E. 60th St., Chicago, 1L 60637, or phone
312-955-9100, ext. 203.

revenue increment financing. Eliminating this confusion
with tax abatement would help make TIF believers out of
many doubting elected officials and the public.

Another frequent concern expressed about TIF is that
it will adversely affect the ability of local government to
provide services. This concern stems from the fact that all
tax increases from the higher assessed value of properties
in the TIF district are allocated to the trust fund, rather
than to general municipal services. Actually, the ex-
perience of most cities in California, according to a 1976
report by Ralph Andersen and Associates of Sacramento,
is that "tax increment financing has not created serious
fiscal problems for local tax agencies, and has not con-
tributed in any significant way to property tax rate in-
creases." Moreover, the cost of servicing a deteriorating
area isfrequently more than that for servicing a redevelop-
ing area.

An additional tax consequence of TIF is that tax incre-
ment legislation sometimes exempts school district millage
from making contributions to the trust fund. And, as
redevelopment occurs, all of the increased tax revenues
ow°d the school district will continue to flow into school
budgets in those states.

The bond consequences of TIF generally do not extend
to affecting the city's statutory debt limit. However, you
can expect the scrutiny of area bankers to be especially
thorough when TIF is not considered a general obligation
of the city. Although bond ratings for TIF bonds are
typically class "A" or less, the bonds still can be insured
by municipal bond insurance services.

Start-up costs for the redevelopment agency frequent-

ly can be recaptured, once the increment begins flowing.
However, legislation may limit the allowable planning and
administrative costs to those directly attributable to the

4

redevelopment project. And it should be remembered that
recapture will be risky until revenue actually enters the
trust fund.

Experience ir. states having an extensive history with
TIF, such as California (where some $700 million worth
of redevelopment bonds has been issued), suggests that TIF
can be a powerful tool. In these times of budgetary cut-
backs and tight money, TIF can be a dealmaker.

Getting the most out of TIF, however, will involve com-
bining it with other available tools in order to produce the
maximum in private investments and public im-
provements. TIF should be only one element in an overall
package of development incentives. Used in that way, it
can become an almost indispensable part of your
redevelopment investment strategy.

How to Estimate the Usable Proceeds

A frequent question that arises after a tax increment
financing system isunderway concerns how much money
will be available for public improvements as a conse-
quence of a given development project. The fastest way
to make this preliminary estimate is by using a program-
mable calculator or computer. The author has pro-
grammed a Hewlett-Packard HP-12C calculator to take
Into account such factors as current tax rate, current in-
terest rates, bond years to maturity, bond coverage ratio,
bond issuance costs, and bond reserve requirements. This
program estimates the net proceeds of a TIF bond issue for
any given increase to the tax hase.

However, if you do not have a programmable
calculator, you can achieve somewhat slower and more
laborious results by following these steps:

L. Estimate the cost of the project and the increased tax
base that would result. Your local tax appraiser can
help figure out the prospective increases.

2 Estimate the annual tax yield by applying the cur-
rent tax rate to the additional tax base.

3. Estimate the annual debt service by dividing the an-
nual yield by the bond coverage ratio. Your
city's financial advisors can help you determine a
reasonable coverage ratio.

4. Using current interest rates and the number of years
it takes long-term revenue bonds to mature, estimate
the principal amount of the bonds. Either a finan-
cial calculator or a standard table of loan constants
will help you complete this step.

5. Subtract an estimated factor for bond issuance costs.
Your city's financial advisor may be able to suggest
areasonable percentage of the principal amount, say
four percent.

6 Subtract an estimated reserve fund amount. Again,
financial advisors may be of help, or use the amount
of one year's debt service as an estimate.

7. After performing steps 1 through 6, you have a
preliminary estimate of the net proceeds of the tax
Increment bond issue, This amount iswhat you can
reasonably expect your redevelopment agency to
have available for public purpose improvements.
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policy issue of the early :980s. Th"ore is elfca?
interest in decreasing ene -lovmenr, !n inc’eas'no
private sector productivity, ond in enhancing state
and local abilities to deal witn falter’'ng economies
and Their accompanying prob'ems. Sound economic
development can make a pcsite contribution >n all
‘nese areas.

A crumbling or insufficient public physical
infrastructure, poor or inadequate housing, and the
loss of a strong tax hase because of bus'ness failure
or wasteful Jland management all exacerbate urban and
rural blight and increase cos+s 4o “e oublic purse.
In the face of such problems, public er+;tles are
increasingly seeking out private "car+ners."”

Genuine local control is crucial to alleviating
local problems. Local officials need and want to have
greater control over their community's destiny, yet
many lack the authority to act effectivel/. Only
through powers granted by the states can commun’ties
make decisions and take actions best suited to their
special needs. Constitutionally, a state may choose,
through enabling or permissive legislation, to grant a
wide array of local self-governing oowers, including
the ability to plan, develop, and carry out local
approaches to economic revitalization.
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One tool, tax increment financing, has engendered
strong interest In many communities oondering economic
redevelopment. Tax increment financing 'T*-*> allows a
local government to finance redevelopment by "freez'ng"
a+t the predevelopment level 'he general purpose faxes
levied in a designated area, us'ng any increment in
property tax value rhat occurs because of oroposed or
actual redevelopment to generate +he revenues needed
to xinance the redevelopment activ!~v.

The tax increment revenues may be used +0 leverage
more funds through bonds or on a pay-as-you-go ban's.
Twenty-nine states current!-, author'ze fhelr ‘ocal
governments +o use tax incremend finaneir,, and it
was actively considered mm -:ve additional sfa~e
legislatures during their 1983 sessions.

This paper is part of a chapter of a larger ACIR
study, The States and Distressed Communities, due for
publication later In the year. Because TIF generated
so much interest during the interviews dene as part
of that larger study, this portion is presented early
so that the information can be shared more quickly.
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Tax 1increment finapc*ng T *» a . \o go v’’— «n.;
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ment, or anticipated -Jevelot--eo*.. 7o-*« Into *» : vV.-S "a »c -
io re-J.re any debt “iicm %l < "ie _l0ry —*»Tve Tmeex me
limit is out on the debt-, repayment?, a"i / vh: q*" tax due is
ecid t 1 jur:s-li'iti n.: "M*n.Mf - .ring LV T --"elope are.

fi joe.e states the TT”” renel M " 3, used “br re-ave".opment on a nav-as-
you-ge basis rather than to *.»e* « *g

In either case, it is ..ss-t.-ie-. -h - . <yr' area is redeveloped,
it will be more valuable and, therefore, chat nroperf' raxes wl1l*
increase. Tax increment fine icing Is viewed as a “s-'f-"' 'IV>[ 1 fcr
localities because it relies on l.oai nrooerry t».< fr'-e-s uni Is
administered and monitored -ilmosr entirely bv local g*n— "lent nfflulels
Figure 1 represents grapr:.”’*v.Il’ > how i.« inr-reine*- c .-aneiog

Line ab demonstrates how the assessed valuation of a s.m or v Vghted

area deteriorates over time. Such deterioration is . comvou . i'.«».t—ous
problem in many older downtown areas,.and often is exac*batet U] owners
who simply abandon the-*r p-ooectyv WI.'.|' taxes tee” M v neutr?. 1?.m
any profits they might make. Under tax increment fi-‘arr.". -y, a r->develop
ment plan for a designated slum or blighted area is ad. 'y '.| at, soy,
time x. The assessed valuation of the p-ojset area |Is devermined by

the most recent assessment made prior to the effective cate of the

ordinance adopting the plan. From that point on. that assessed value
(represented on the graph as line c¢cd) serves a= a v?rerente point :iom
which to determine the tax Increment. A- r~"develcomenl p-oc p»e*s, the
actual assessed valuation within the project area vi.l- <c.-yin to iise as
indicated by line ce. The ad valorem taxes generate-’ by "his increase

in assessed valuation over the reference valuation (that |Is, the dif-

ference at- any given time between line ce and cd) are known as the tax
increments. These tax increments are set aside in a special redevelop-
ment trust fund that is used either to repay bond holders or on a

pay-as-you-go basis as the project develops.

The dip in line ce before it begins to rise reflects the initial
decrease in tax revenues that occurs between designating a TIF district

and actually starting development. Once an area is designated as



Figure 1. Tax Increment Financing
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Source: ACIR staff composite adapted from Florida Department of Veteran
and Community Affairs, and Richard G. Mitchell. 1/
a TIF district, it is often cleared of any ouildings (or tenants) in
preparation for redevelopment — thus, tax revenue decreases. The land
often sits idle for up to several years until enough capital is accumu-
lated to float bonds. ThiB wasteful or "dead" period (also known as

land banking) should be kept as short as possible.

1

Florida Department of Veteran and Community Affairs, Division of Local
Resource Management, Using Tax Increment Financing for Community
Revitalization, Community Program Development Management Series, No.

22, February 1982, pp. 4-5.

Richard G. Mitchell, “"Tax Increment Financing for Redevelopment: is
it as bad as its critics say? is it as good as its proponents claim?,"

Journal of Housing vol. 5, no. 77 (May 1977), pp- 226-229.
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PROS AND CONS

Information gathered through interviews and from the literature
indicates mixed attitude s toward tax increment financing, with the
scales tipped toward acceptance. Most state and local officials believe
the need for economic revitalization out*«ighs the controversies that
surround TIP. Rather than avoid this methcd of financing, states have
developed or revised statutes that address and control the concerns.

States recently active in encouraging the wuse of TIF have complied
tome of the moat convincing arguments for using it, such as:

° Under TIF, the bond proceeds are totally controlled

by the locality;

0 TIF is more efficient than tax abatements, requiring

the developer to pay full taxation; and

0 TIF represents no commitment of state dollars. 2/

Further, no cases of loan default under TIF were reported in the course
of this research. To the best of our knowledge there have been none.
This redevelopment financing tool has not been without contro-
versy, however. Three major criticisms have been directed toward it:

0 TIF is geared toward large-scale development and

is of little use to small firms in distressed
communities;
° it is a loan of public credit to aid private
entitie s ; and
Massachusetts Executive O ffice of Communities and Development, Division
of Community Services, "Executive Summary of Tax Increment Financing,"
Massachusetts House B ills 3392 and 5649, April 1983 (Boston, MA).



0 it is used for areas that would have been develop'-'!

with private funds anyway.

Other criticisms include:

0 TIF has been abused by funding projects which are

only indirectly related to promoting development;

0 there has not always been a definite time-frame
co: payoff, the debc being financed indefinitely;
and

0 tax increment financing may allow the redevelopment
area to capture property tax revenues, but it steals
them from other taxing jurisdl :tions within the muni-
cipality for as long as the deot is incurred (school
districts, for example).

It appears that most of these <cricicisras have been met and over-

come. Small and medium-sized <cities have shown an interest in wusing
TIF to upgrade blighted areas; it is no longer seen as only a "big
city ™" program. In Wisconsin, villages as small as 300 In population
have wused it in Montana, cicy-county consortia are formed to increase

redevelopment areas.

States’ controls over TIF practices hnve become fairly well developed
and, in some <cases, are stringent, Including controls over what kind of
area can qualify, how the money can be used, and how long the debt can

be carried.

The tax “"stealing" issue can be overcome and an understanding
can usually be reached if two conditions are met. First, proper care
should be taken to inform fully the various entities affected by a
proposed tax increment district to show them how they will ultimately
benefit from the increased tax base that would probably not have been
there without redevelopment. Second, compromises can often be reached
so that certain taxing districts do gain some of the increment even

during development.

I'n recent Florida litigation, TIF was alleged to be an uncon-
stitutional pledge of ad valorem taxes because its use does not require
voter approval of the bonds. Arizona, Kentucky and Texas were also

involved in court cases over constitutionality. The Florida Supreme



Court upheld the constitutionality or ‘rax increment flnan--'ig, 3/ md

the Texas issue of unconstitutiona Litv was re®.ilv*»]J -he "etecs
approved a constitutional amendment. ft]
The moat recent problems <or cront!“? tax inc.’*'-men f €<naor < jf, n,jf

Involve any of these <contr-" versles. r,:s Vgeest Feeteomn<* y *<»n r»
owing down of Inflation nationwide, jod t~e adof * wu i *mnv -*t*stes of
;sr-opert*- “ax l.'ds. Projects funned through tax incr me'-*-
n>elpf;d if Inf la-. lon Increases property va Lugs by l«eme > de>m-Vs V-»tween
project inception and cnrm’ellon because that <'Iva"3 ‘v.-'ue rs

be financing. Cel'~rgs or- i,Tor"jrtv tax rats® ii'"!’- a or. '"'ecr'« ex"acted
revon ? -“erieiati: q rapacity.

CONDITIONS AN'H ACTION'S IMPORTANT TO Tf.v'9 VI IESN

#Education of Voters and Elected Offtclals

The Concept

Taxpayer opposition can hinder implementing TIF even in states
where it has become law. Dealing with misunderstanding® among local
officials and taxpayers is crucial to -,u:cessfully leg: s1-:rlog arid
imp leraencing tax increment financing. Many of the fears over tax

losses or concerns over the purposes of a TIF district can be allayed

if TIF, its uses, its advantages and disadvantages, and ch.- ultimate
gain for the community are clearly outlined I'n the hegj.rir.ing. Nebraska
i.id Missouri have prepared publications on the wuses and benefits of

TIF, and other states express interest in helping communities implement
it. Publications, along with the availability of state technical
assistance, may enable local governments to help themselves more quickly

and more knowledgeably.

3

The constitutionality of the statute itself could be challenged, but
where the Ilegislature has declared a program to be a valid public
purpose, the Court will not disturb that determination wunless <clearly
unwarranted. Grubstein v. Urban Renewal Agency of the City of Tampa,
115 So. 2d 745 (Fla., 1959). From: Florida Department of Veteran
and Community Affairs, Using Tax Increment Financing for Community
Revitalization, p. 39.

4

Approved November 1981. Texas Revised Civil Statutes Annotated,

Article 1066e.



The Bonding Mechanism

Part of the taxpayers' aversion to TTr stem9 from ini-S'Odr-rsfa-vd.L.:g

‘he bonding oro.ess. Tax increment financing tyolcally e-ifall- Jc«s.i-i«jg
revenue bonds to raise sufficient fund* for the redevein OF-.-t e
Atfvenue bonds are often wused for 'ong-term governmental pro‘eov?. -in.-'
slet necessarily connected with a tax increment distr-.-t. ’ L= Tesss v - e
obligation bonds, revenue bonds do not pledge the full fa'fh «.V =
Of » government and they rarelyv re-- :ire voter aoprovat. ... ‘eon*!-.
whether used for tax Increment districts or for other p.r- -so
evenues 'eneraced "‘-f project to pay the bondsl orincl **«' a"14 ‘'ee-re
they incl-iue an element Of -*>elf - Keio

In most case?, tax increment funds ire used to leve-.ge Ve
resources Into r -treer pool of ion.;/. The borf mar'*-?:: exc - :aln
.,alLFornia, for insrance, has been that each $1 Of tax inc'-emen - ) .
supoort ?com 5/ to ;10 :n bon.’3. I"..us, a JIONMN.000 :."c >i>. 1
average from 5700,000 $» million in bonds. W Moat onmmuu.lL I-s wuse

in cotlunation -41h other .lonev, usually f.omraunity Oevelopme>t

.:k Gra. f (i'OBG) and Urban Develno-nent Action Grant f."PAG) fund-*, so

 the tot..’, -mount oc money made available for commun::v (mpr -omf-it

s a cons!durable num. 6/

Mitc hell (see footnote 1 above).

A

The Ohio law is an exception in its requirement that the land, to be
improved under its legislation must be acquired by a municipality

with its own funds and held in fee title by the municipal!ly. It Is
also wunique in requiring public ownership of the land even after re-
development, but the arrangement seems co work quite well there. TVie
benefit to the developer la that no land need be purchased or prepared;
the eventual benefit to the municipality, besides the rede velop.r.ec'.
itsellf, is the rental of air space and increase in property tax base.
An Ohio municipality interested in encouraging urban redevelopment

can lease its land to developers for any pur._se. The land is then
exempt from real property taxation for up to a)years. This is not
tax abatement, however, as owners of redevelopment structures located
on the land must make annual service payments equal to the tax that
would be charged if the improvements were not exempt. These monies
are then redistributed back to the municipality in which the Improve-
ments were made. Xenia, for instance, wused later in the paper as an
example of rebuilding after a disaster, recouped the entire costs of
improvements to the property in the Towne Square area through Increased

real property taxe9 those improvements generated.



Most states lim it the length of bond indebtedness from 10 to 20

years, although a few allow as long as 30 years. A New Hampshire
official warned against such a long commitment, saying, “"Politically
there has to be a fast pay-off in order to handle other taxing districts'’
pressure.” 7J A Tennessee official, recommending no more than a ten-
year debt, but preferring a three- to five-year one, said, “1f you float
long-term debt, you I|limit the ability of taxing districts to feel the
full benefit of redevelopment.” 8/

Other Options

Some states also allow TIF to be used on a pay-as-you-go basis,

spending only the amount of money that is in the fund at a given time.
New Mexico allows only this method; communities in that stateare wunable
r.o bond because all taxing jurisdictions have to approve expenditures

annually.

Planning and Tracking

In considering using TIF, it is crucial to know the market potential
of the proposed district. The January 1983 Center City Report emphasized
the importance of a market analysisearly in considering TIF:

If you don't have a market fordevelopment, then you

won't have sufficient potential private investment to

get the TIF cycle started. In practical terms, the

whole TIF experience is predicated on market potential.

When market conditions are so poor that investors won't

invest and developers won't develop, then there simply

woill be no tax increment. 9/

Equally important is knowing the costs and assets as a district
7
Staff interview, New Hampshire O ffice of State Planning, July 1983.
Staff interview, O ffice of Intergovernmental Affairs, Mayor's O ffice,

Nashville, July 1983.

International Downtown Executives Association, Center City Report,

January 1983, p. 5.



develops. Butte-Silver Bow, Montana, has set up a mechanism for tax
Increment management. Once the tax records of that Locality are placed
on the local government's computer system, the tax increment program will
be incorporated. This will eliminate revenue unknowns — an important

factor tor taxing districts.

Peat, Marwick, Mitchell & Co., in evaluating the Albuquerque Cencer,
noted that economic analyses of tax increment financing are hard to I<-e,
The report went on to say, however,

If one believes that redevelopment of any area of the City

is in the long range best interest of all governme-tal units,

then che Tax Increment Program is a vehicle through which all

governmental units can participate. 10/

Intergovernmental Cooperation: A Mutual "Buying In* to the Concept

Agreement among all aff .cted taxing jurisdictions is crucial
for the success of TIF, not only financially, but in terms of taxpayer
support and understanding. I f it is absolutely impossible for all
taxing districts to give wup their full increment, some states have
written into their legislation that a one-time payment, or a percentage
of each year's increment, be paid each taxing authority affected by the
TIF district. I'n this way, cooperation has been more easily gained.

In addition to the obvious increases in assessed property valua-
tions, redevelopment projects should also increase revenues from sales
taxes, business licenses, and other revenue sources that reflect restored
economic vitality in an area. 11/ Although in some states these addi-
tional sources of revenue also revert to the TIF pool, in most they do
not. They are wusually considered immediate gains for the local government
jurisdictions within whose boundaries the TIF districts lie

Feat, Marwick, Mitchell & Co., report to Albuquerque Center, Inc .,
December In30.
Huddleston, Jack R ., "A Comparison of State Tax Increment Financing

Laws," State Government, vol. 55, no. 1, 1982.



Aside from gains in revenue, a community stands to benefit from
Ncreasing the crime and health risks commonly associated with blighted

areas.

Richard Mitchell, in the Journal of Housing, states,

Another...way to look at the use of tax increment and
the possible inference that it represents a form of
subsidy is to recognize that if government does not
utilize the powers and skills it has at its disposal

to arrest and reverse the spread of blight and
deterioration, it is, by lack of act, adding onto
every tax bill a charge for this neglect, which s

the product of decreased valuation and demand for

increased governmental fire, police, health, and

welfare services. 12/
Evaluation

Unfortunately, thorough evaluations of TIF programs h&’™> been rare.

A North Dakota official said that TIF s “"very permissive legislation
and perhaps, therefore, very permlssively administered without evaluation
or definition of impact."” 13/ The evaluation process is one where the
states can be helpful to local governments, either directly through
technical assistance, or as a resource guide through publications or by
sponsoring third-party evaluations. Impact is measured through cost-
benefit analysis in Ohio if a community goes to the state for technical
assistance. The Arkansas legislature requires that the Arkansas Public

Service Commission present an impact report at the beginning of each
biennium. Private third-party evaluations have been completed in

California, Colorado, low a, New Mexico, and Montana.

The State Role

In addition to granting authority to use tax increment financing
states can play some other basic support roles in promoting success-

ful tax increment financing by local governments.

12

Mitchell, p. 126

13

Staff interview, North Dakota Department of Business and Economic

Development, June 1983.



Some states loan or grant up-front monev to Initiate financing

and redevelopment and to avoid the loss from Jland banking, or

the "dead period,"” discussed earlier. Communities repay thestate

as part of their overall plan. For instance, the State of Utah may
loan a Redevelopment Agency funds wuntil the increment begins to come
in. Utah also may participate in a tax increment district through
legislative appropriations if the state wants a building in the
redevelopment area. According to an interviewee, this state partici-
pation has been crucial in one or two cases.

Colorado allows severence tax money to be added to the increment
reserve fund (set by law at 15‘%') of the annual total of reserves) to enable
eligible cities to get better bond ratings. Colorado also will capitalize
the fund at the start through grants to its cities. Unlike loans, the
state does not require repayment of the grants aslong as any balance of
funds from the reserve is wused for other economic development projects
after the tax increment districtdevelopment s complete.

In some states, evaluations are done by state personnel or are
state financed. Finally, some states, lik e I1linois, compile and share
comparative information about programs.

1983 DATA

Analysis of 1983 tax increment data reveals a continuing interest
in this redevelopment financing tool. Twenty-nine states currently
authorize its use and was actively considered in several state legisla -
tures during their 1983 sessions. Much legislative activity involved
amending current TIF legislation to deal with problems experienced in
implementation (Texas, Florida, Indiana, Maryland, Nevada, and Utah).
Two states tried again to pass TIF legislation, but failed (Massachusetts
and Washington), and first-time legislation was defeated in Georgia and

North Carolina.

As Table 1 illustrates, the most active states are found in the
Plains and Great Lakes regions, all authorizing the wuse of TIF. The
Far West follows with four out of six states using TIF, and legislative
activity during a fifth, Only Hawaii, a state that allows little
local discretionary authority, administering and financing most programs
itself, had no TIF activity in the Far West in 1983.

In the Rocky Mountain region, three out of five states authorize
TIF. The Southwest and New England have a 50 percent authorization
rate . The Southeast lags with only four out of twelve states authoriz-

ing TIF. Attempts to pass legislation were made in two additional
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TABLE 1

ENHANCING LOCAL SELF-HELP CAPABILITIES
AUTHORITY TO USE TAX INCREMENT FINANCING

Authorizing States Nuaber of States
State (by year) authoriring
and out of
Region 1980 1981 1982 1983 Total in ReRion

New England 416
Connecticut
Maine
Maaaachuaetts
New Hampshire
Rhode Island
Vermont - - - -

Mldeaa t 1/5
Delaware
Maryland X X X XS
New Jersey
New York
Pennsylvania - - - -

Great Lakes 5/5
Illinois
Indiana
Michigan
Ohio
Wisconsin

Plains 717
lowa
Kansas
Minnesota
Missouri
Nebraska
North Dakota
South Dakota

Southeast 4/12
Alabama
Arkansas -
Florida
Georgia - -
Kentucky - - - -
Louisiana -
Mississippi -
North Carolina -
South Carolina -
Tennessee X
Virginia - -

Wase Virginia - - - -

Southwest 2/4
Arizona
New Mexico X
Oklahoma - - -
Texas -

Rocky Mountain
Colorado
Idaho
Montana
Utah
Wyoming

Far West 4/6
California
Nevada
Oregon
Waahlngton

- - Alaska
Hawaii

' XX
'X X
X X

' X
' X
LX

x

'
+

XX X X
X X X X X
X X X X X
XX X ¥ X

X X X
"X XX

XX X
XXX 'X X X
X X X

%X XX X X X

X X
XX

XX
tX X
X

X
X
"X

3/5

|
' X
"X X
X X

"X X
'X X
fX X
X X

X X X
X X X
X X X
X X X

tX
'X
"X
=

N
w
+
+

'

Total 2i 28 28



Table 1 Legend

* Legislation introduced, 1983

** Legislation reintroduced, 1983

§ Has not been implemented.

Maryland: difficulties in conjunction with a triennial assessment law.
Indiana: unmarketable because of poor economic conditions in the state

and confusion remains over specifics of the program.

S.Dakota: first use was to have been a downtown mall, but a competing
firm developed a mall outside the district before the down-
town project could get started; downtown plans were dropped.

Arkansas: awaiting court test of constitutionality.

S.Carolina: awaiting court test of constitutionality.

88 Unable to confirm.

+ Voters approved a statev'ide referendum in November 1983 to allow

TIP in New York State.

++ Plus active consideration of first-time legislation in four states,

and re-submitted legislation in one.

Source: ACIR staff compilation



Southeastern atates in 1983, and this region nay experience greater
activity aa economic growth continues in that part O': ‘“he country.
According to authorities in both Georgia and North Carolina,

stands a good chance of passing in the future. Georgia'* b i’ rw< J -c;n
due to a technical error in the .language, and North Caro,l1 s over vote
inability to understand how '"IF works -- probata’ ;s due to wor ding

-he referendum that went before the voters.

The five Miueast states continue to resist the tav

ldea more than aov cthe* i-ogion, with only Maryland tuthn'-'.**‘ g its
se. Even there im’..eitentatioo I-2 a problem because m<e tr.iennf.a’
;.aXx asressm.1'*. law, making it aifficuit to estimate «.-d ut3d3 *h<- ?r:v*al

lcrements. The tax increment orocess cannot afford a three-year Jag.

ike a one-tire ‘'dead"™ period chat ends once <cleaning - ’ ens‘-netlon
begins, assessing only once every ¢three year9 impede- *’ .ring end dees
cut allow F:r ti.vely collection and use o= *‘?:c revenues. vaw | 's e /
's the only other state ir. the region in whir' TIP legislation has
"'eer e ''ipted by the -state legislature, but was w .:emed. by the Governor
*>nJ is now considered a "dead issue."”

Recause interest is high, both in states now using it and in

others contemplating it, ACIR has developed draft lugislatlesc that

(tiemnts to compile the strongest oolnts from various state statutes.

® breakdown of 9tate TI.F enabling statutes can be found let the Appendix.

Tc those states that use TIF, aupport runs fairly high from mo-t
sectors, and examples abound of benefits gained from its use. -ses
ary, including downtown redevelopment (either for local commercial
benefit, to promote tourism, or in some cases, after a disaster),
industrial, development, r.ad housing. Some examples from 1913 interviews
follow:

DOWNTOWN COMMERCIAL DEVELOPMENT - - FOR RESIDENTS OR TOURISTS

SPARKS, NEVADA revitalized its downtown for residents, as

well as promoted tourism, by emphasizing its RAILROAD HERITAGE
as an added enticement to visit the casinos there. THE TOWN
CENTER PROJECT includes the Lillard Train Depot Park, the old
depot, railroad equipment, and a railroad museum. The develop-
! ment also included constructing many moderate income multl-
i unit housing structures, hoping to achieve "an attractive
! living area for downtown employees who can walk to work if thf*y
| desire."” 14/

14
Nevada State Journal, 20 November 1977.



(Continuation)

NASHVILLE, TENNESSEE'S 6.5 acre RIVERFRONT PARK, ‘.ocaced on the
Cumberland River site of the original Fort Nashborough, isa
com}-ination ot commercial and aesthetic redevelopment of Vv
warehousing area, as well as historic preservation of an era.
Twenty-three private businesses participated in rV,e Vas'n.vr ’le
redevelopment plan. nne resident said, at * gray opening in
July 1983, "This Is whete the city of N'esl /M 'e 'wv-n, and
we've sort of come full circle back to the Vnks : the

» rivet." 15/

CONCORD, NEW HAMPSHIRE'S EAGLE SQUARE s a four-Mock >rea

| that was developed primarily with federal and private mon°°v,

i with the city wusing TIP to fill I'n the gaos. The city contri-
butions Included 3treets, sidewalks, severs. nnd r-n-klng
facilities .

s AKRON, OHIO makes wuse of TIF's long-term benefits mder ~h'.o
law thtough greatly increased tax income as a result of

* CENTRE PLAZA, a six-acre downtown "supgerblock."

PORTLAND, OREGON, through the traditional urban renewal
activities of land acquisition, relocation, and clearance,
rebuilt its downtcwn into a major commercial cent**-. ro-tland
was able to retire the bonds early because the project was

so veil planned.

—r —

SALT LAKE CITY, UTAH rebuilt its north-central business core

with almost all new structures, hotels, and some housing.

A local administrator said that TIF was the "driving force
behind Sait Lake City's downtown beautification drive." Tn
addition, Salt Lake's "Gateway Project," a successful effort
to beautify the major entrance to the city, was financed

through TIF.

15
The Tennessean (Nashville), 11 July 1983, p. 12.
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DISTRESS FROM A NATURAL DISASTER

XENIA, OHIO was able co rebuild a major oortion of its downr.?wn
area after one of the country's worst tornado disaste™u. "FritA
TOWNE SQUARE, a q9,000 square-foot shopping center situated
the heart of the downtown area, will accommodate 5 retail an<r:
service stores, and local officials hope it wil! reestablish

downtown Xenia as the commercial center for the surrounding marK.eC

area. The plan called for the <city to clear, assemble, and orepare-
the area for redevelopment, stimulating private sector invescmeor.
The Office of Local Government Services In the Ohio Department of

Economic and Community Development received an award for the stace

assistance which helped make the project a reality. 16/

CANTON, ILLINOIS, the first tax increment project in that state,

also started because a tornado had devastated much of the downtown

area. A public/private effort between Fulton Square Development
Corporation and the City of Canton, the downtown redevelopment
project includes two large commercial buildings, several small
retail stores, street improvements, and public parking.

Ohio Developer (Winter 1980), p. 46.



INDUSTRIAL DEVELOPMENT

COKATO, MINNESOTA wused TIF as part its cf industrial dev,e!opwnt

plans. The objectives of the plan included what most areas desire:
a major source of employment; an expanded tax base, providing
adequately serviced industrial and commercial sites to accommodate
desirable new firms; and creating a positive visuai amenity that will
project a favorable image for the city .17/

GAHANNA, OHIO wused TIF to pay for improvements to an «R-acre snr-,
including lane acquisition and installation of water, sewers, and road-
ways to service the plants. A newspaper story on the development
oointed to the ways residents w ill benefit from che plan, including
through Jlocal income t3xes paid by construction workers who build the
plants and later by plant employees. Money generated through new
industry aiso has a "multiplier effect"” on the economy of the city:
“For every dollar in payroll, an additional S3.50 should be generated
for local business." 18/ The industrial push was also touted as "a
boost for local lending institutions as Ohio law permits a group of
banks and savings and loans to join together to reduce the Ilending risk

in industrial redevelopment areas." 19/

PONTIAC, MICHIGAN wused TIF to finance urban land assembly loan, using
UDAG and other public money to set up industrial development within
the city. GRAND RAPIDS, MICHIGAN wused TIF to cover the public costs

of redeveloping existing industrial properties.

w
17
City of Cokato, Mn., "Development District Program/Tax Increment

Finance Plan," June 1981.

18

W aiter Trimble, Gahanna Dispatch (Ohio), April 1978.

19
Ibid.
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HOUSING

DODGE O'NTI.P, MINNESOTA offLcials found that "he "community's
growth and industrial expansion has directLy affected the availanillr-
and adequacy of dwelLiing units within the city. lov anti moderate
income families have been especially affected...." idmiristrators,

; therefore, undertook an expansion of low and moderate i;u ome rental

i housing and slid that the project, "because of its unique nature
and mpecial teueral regulations, would not be feasible without
sub----mr 'ai local financial assistance.” Tax incre » ‘'inaneinr
allowed such financial assistance. 20/

ffIN'""." -TON

Tax increment financing is not <. answer to distress by itself,
tut it ran he a valuable part of a la: _er package. With proper precau-
tions, it can enhance the ability of a local government to control its
mn redeveLopment needs. TIF has proved to he a useful, and sometimes
crucial, tool for local governments in those states where it is authorized.

("This Bulletin was prepared by Susan Szaniszlo, ACIR Fellow)

20

Oodge Center, Mn., " Dodge Center Housing Development and Tax Increment
Finance Flan,” 1979.



APPENDIX

STATES AUTHORIZING THE USE OF
TAX INCREMENT FINANCING

STATE ENABLING STATUTE YhA.t
Arkansas Arkansas Community Redevelopment Financing Act .
17: 6.1 - 6.7
.\!1f0rn|a Cornmunity Redevelopment Law i95
HealLth and Safety Code, SeCt 31100
Div., 24, parts 1, 1.5, 1.7
fV.nceccl cut Chapter 132 Of the Connecticut General Statutes 1967

Sections 8-134a; 8-192a

Colorado Urban Renewal Law; 31-25-107 1977
31-25-809, Downtown Revitalization 1981
'-<a Community Redevelopment Act of 1969 1969
Florida Statutes 163.330 - .450
'* yois Real Property Tax Increment Allocation Act 197h
Chap. 24, Part 11: 74 .4-1 — 4.11
Indiana Tax Increment Financing 197S
36 - 7.1439
low a Urban Renewal Law i95/

St. Code 403.19

Tax Increment Financing 1°69
Kansas Redevelopment of Central Business District Areas 197”
12-1770
Maryland Tax Increment Financing Act of 1980 1980

Art. 41, Sec. 266JJ

Maine Municipal Development Districts 1977

Title 30, Sec. 4861

Michigan Tax Increment Finance Authorization Act 1980

450 of Michigan Public Acts of 1980

Minnesota Minnesota Tax Increment Finance Act 1960

MS 273.71 - 78



Missouri

Montana

Nebraska

New Hampshire

New Mexico

Nevada

Ohio

Oregon

South Carolina

South Dakota

Tennessee

Texas

Utah

Wisconsin

Real Property Tax Increment Allocation
Redevelopment Act

Chap. 99.800 - .865

Tax Increment (or Blighted Area) Financing

7-15-4201

Community Improvement Financing
(Community Development Law)

Sec. 182171 - 2153

Municipal Economic Development and
Revitalization Districts

RC 162-K

Urban Development Law - Metropolitan
Redevelopment Code

3-60A: 1-48

Community Redevelopment Law

NRS 279.382

Urban Redevelopment Tax Increment Financing

ORC 5709.41-43
Tax Increment Financing of Urban Redevelopment
Indebtedness

ORS 457.420-.460

Tax Increment Financing for Redevelopment Projects

31-8-10
Tax Incremental Districts
Chapter 11:9,1 - 47

Redevelopment Plan Containing Tax Increment
Financing Provisions (amendment to Authorization
of Housing Redevelopment Authority, 1945)

TCA 13-20-205

Tax Increment Financing Act of 1981

Texas Revised Civil Statutes Ann., Art. 1066e

Neighborhood Development Act (Utah Development Law)

Utah Code Annot. 1983; 11-19-1

Tax Incremental Financing Law

Wisconsin Statute 66.46

1982

1977

1979

1979

19/9

1959

1976

1961

1981

1978

1978

1981

1969



ALASKA STATE LEGISLATURE D ™

Curt Menard

351 W. Swanson Ave.
Wasilla, Alaska 99687
Or
P.0. Box V
Juneau, Alaska 99811

373-CURT
376-5315 Work
376-5855 Home
465-2679 Juneau

All Committee Members
House Community and Regional Affairs

FROM:  Curt Menard -
Representative

DATE: March 11, 1988
RE: HB434

HB434 would give local government across Alaska the ability to
use tax increment financing (TIF) to develop their communities.

Tax increment financing allows local governments to create public
corporations that in turn could offer bonds to finance
redevelopment. The bonds would be repaid by some portion of the
incremental difference on taxes owed.

If for no other reason, HB434 is necessary to allow
municipalities to take advantage of federal tax-exempt bonds for
redevelopment in blighted areas.

The 1986 federal tax legislation, in Section 144 (¢) (2),
provides that a bond shall not be treated as a qualified (i.e.,
tax-exempt) redevelopment bond unless the bond, among other
things, 1is issued pursuant to "a state law which authorizes the
issuance of such bonds for redevelopment purposes in blighted
areas."

HB434 includes and defines language mandated by federal law for
tax-exempt redevelopment bonds.

HB434 is designed to enhance local governments® ability to
support and maintain innovative financial alternatives necessary
to meet their individual needs with maximum local control.

Twenty-nine states currently authorize the use of Tax Increment
Financing and several more have pending legislation.

HB434 includes the language mandated by federal law for tax-
exempt redevelopment bonds.

TIF has been endorsed by the city of Palmer, the Mat-Su Joint
Chambers of Commerce, the City of Seward, the Alaska Municipal
league, the City of Hamer, the City of Kenai, the Mat-Su Planning
Commission, the Alaska State Chamber of Commerce, and by Ron
Garzini, the Municipal Manager of the City of Anchorage.
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] o
HOUSE COMMITTEE REPORT
(5) V2?
Date referred: 2/8/88 FURTHER REFERRALS: Finance
DATE: 26 1988
Community and
The Regional Affairs Committee has considered HB 439

"An Act relating to entitlements for municipalities and unincorporated
communities; and providing for an effective date."

RECOMMENDS: _
[ ] replace with [ ] the samg title
[ ] attached amendment(s) [ ] a new title
tX do pass
do not pass
no recommendation
individual recommendations
additional referral to the Committee
ADOPTS: [ ] letter of intent
ATTACHES NEW FISCAL NOTE(s):
[ ] fiscal impact [ ] same as previous fiscal note
[ ] zero fiscal note published
E(] zero with analysis [ ] same as previous zero fiscal
note published
SIGNING DO PASS: SIGNING OTHER RECOMMENDATIONS.
Colli by * tf*
mongn m r M s
r

Chairman's siijnatuye

VN
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Increase Municipal and Community Entitlements
Description
Bill - HB 439
Bill Review - HCRA Staff, Harrison
Position Paper - DCRA
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Alaska Mate fogislature  *°°°

Pouch V
Statu Capitol
House ofRepresentatives Juneau, Alaska 99811
(907) *165-4833

Committee on
Community & Regional Affairs

To: Representative Henry Springer, Chairman
HCRA

From: HCRA Staff - DavidHarrison

Date: February 15, 1988

Subject: BILL REVIEW
HB 439 - "An Act relating to entitlements for municipalities
and unincorporated communities; and providing for an effective
date.” [Adams, Hoffman, Springer]

Ariidekackdck icfrirkacM{tddekic 1ekicM rkdccM tdcleicMekd(4clcMctek Jrki ckdekM cM rk A A

* Section 1. AS. 29.60.140(a) The department shall pay to each
unincorporated community an entitlement of $50,000 [$25,000] each
fiscal year to be used for a public purpose.

COMMENT: The only change in present statute in (a) of this section is
the amount of entitlement to unincorporated ccmmunities.

There are about 74 unincorporated communities receiving aid to
unincorporated communities under the revenue sharing program. The
various factors affecting entitlement determines the exact prorated
amount of funding each unincorporated corrrranity receives. If the
entitlement is increased to $50,000, each unincorporated community will
receive a greater increase than in FY "83. Please refer to the memo by
Mr. Jim Plasman, Deputy Director of DCRA, dated February 4, 1988.

* Section 2. AS 29.60.290(a)
A municipality qualifying for an entitlement under AS 29.60.010 -
29.60.080 or 29.60.100 - 29..60.180 shall receive a minimum of
payment of $50,000 [$25,000] plus an area cost-of-living
differential for each fiscal year if.._..

COMMENT: The amendment as proposed raises the minimum municipal
entitlement from $25,000 to $50,000. Various sections of the municipal
statutes are listed indicating municipal status and classifications.
Again, please refer to Mr. Jim Plasman®s memo of February 4, 1988,
(attached) related to tins amendment.

Total entitlements to municipalities are formulated from
miscellaneous entitlement, tax equalization entitlement as well as
minimum entitlement add on. Entitlements are based upon a number of
factors. Tax equalization accounts are prorated to municipalities
according to factors that determine actual minimum entitlements
received. Statutes mentioned in this bill are attached for your
information and quick review.

Attachments



'(m*MEMORANDUM ‘State of Alaska
V-flWwyfefc-"

Community and Regional Affairs

"Er e
¢ =T Marla Berg PATE February 4, 1988
Legislative Aide to FILE NO:
Representative Al Adams
s -eifecee: - m TELEPHONENO: .,
465-4750
THRU: SUBJECT
ki i L om o -t - - " - - Fiscal Impact of SRS il
Amendments Y-
r M
/ <o’ *my Mo ... oA
wecss Jin tliflsdn »=».me r-:I-":1" ’
. Deputy Director
48srv AMunicipal and Regional
Assistance Division
You have asked what the fiscal impacts of changing the
unincorporated entitlement and minimum municipal entitlement
from $25,000 to $50,000, While this would not have a fiscal
impact on the department*s operations, it would affect the
allocation of funds under the revenue sharing formula.

(: The impact on the Miscellaneous Services Account of such a
change would be a decline in the proration factor for the
Miscellaneous Services Account of about 3.8 percent. Assuming
FY 38 variables, this would reduce the Miscellaneous Services
proration factor from about 55.59 percent to 51.76 percent.

For unincorporated communities, their actual payment would rise

from a projected FY 88 payment of $13,917 (based upon a $25,000 1,
entitlement level) to $25,916 (based upon the proposed $50,000
level) . Other payments from this account for roads, health
.facilities, hospitals, and volunteer fire departments outside
- -of municipalities would be reduced by about 3,8 percent.
Assuming FY 88 variables, in order to "hold harmless™ other
recipients from this account, $52*"8=pb0 would have to be added

...... .. to the account. if » W D Y

The impact on the Tax Equalization Account would be two-fold.
While there would be the direct impact of raising the municipal
minimum entitlement, there would also be an indirect impact

from vraising the unincorporated community entitlement. With
the reduction in the amount municipalities receive for roads
and health facilities, some municipalities would need
incrementally more for the minimum entitlement add-on paid out
of the tax equalization account. The 1impact would be to reduce
payments from the Tax Equalization Account by about 10
percent. Assuming FY 88 variables, in order to "hold harmless™

other recipients under this account, the decrease would amount

02001A(R«. 885) « I & g
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to 9.69 percent and an additional $2,562,809 would need to be
added to this account.

If you have any further questions, please give me a call

cc: Bert Greist T ANH
Deputy Commissioner

bcc: Bob Evans M. v-1 : -1
Office of the Governor
Director of Legislative
Relations

*Vr

Bill Rolfzen
Project /assistant

s~\

e
»
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February 15, 1988

POSITION PAPER

RE: House Bill 439
SPONSORS: Representatives Adams, Hoffman, and Springer
EFFECTS OF BILL:

This bill would 1increase the State Revenue Sharing entitlement
for unincorporated communities from $25,000 to $50,000 and the
minimum municipal entitlement from $25,000 to $50,000. In FY
88, 74 unincorporated communities will receive State Aid to
Unincorporated Communities under the State Revenue Sharing
Program. Unincorporated community entitlements are paid out of
the Miscellaneous Services account, along with entitlements to
municipalities for roads, health facilities and hospitals, and
entitlements to volunteer fire departments 1in the wunorganized
borough. The revenue sharing entitlements from this account
will be prorated at about 55 percent in FY 88, SO0 that
unincorporated communities will receive about $13,880 rather

than $25,000. Assuming FY 88 funding variables, raising the
unincorporated community entitlement to $50,000 would
increasethe actual payment to unincorporated communities to
about $25,000 through a reallocation of funds within the
Miscellaneous Servicesaccount. Other payments from this

account would be reduced by about 6.9 percent.

In FY 88, we project that about 83 municipalities will receive
funds wunder the minimum municipal entitlement provision. The
amount of money wused to fund the existing minimum municipal
entitlement ($25,000 plus a geographic differential) will be

about $1.6 million, which comes from the tax equalization
account of the state revenue sharing program. Assuming FY 88
funding variables, this bill will include an additional 25

communities wunder the minimum municipal entitlement provision.
Actual payments will vary, based wupon differing COLA"s and the
impact of the prorationing of the tax equalization account.
The proration factor for other payments from the tax

equalization account would fall from about 94.6 percent to
about 86.1 percent.

21-P4LH



COMMENTS :

The department supports the concept of this bill, which is
designed to give a greater measure of financial support to
those smallest municipalities and communities in the state.
Recent events have shown that these small municipalities are
suffering tremendous hardship. Those municipalities which will
be affected by this provision will be those with relatively
small 1local revenue raising capacities because of the lack of a

local tax base. Consequently, the bill would focus assistance
on those areas with the greatest need and the least resources
to respond to the need. A continuing problem for these
municipalities is to attract and retain qualified municipal
personnel because of their inability to pay adequate, stable
wages. Raising the minimum entitlement will enhance the
ability to do this, leading to greater continuity of services

at the local level, and a better ability to maintain proper
fiscal controls over local finances.

Without additional funds, the reallocation of funds will result
in a decrease in entitlements to other revenue sharing
recipients. In light of the state®s revenue situation at this

point,the administration 1is unable to support a request for
additional funds to the program necessary to "hold harmless™
other recipients.
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FISCAL NOTE ATTACHMENT
HB 439

While this bill would not have a fiscal impact on the
department®s operations, it wouldaffect the allocation of
funds under the revenue sharing formula.

The impact on the Miscellaneous Services Account of such a
change would be a decline in the proration factor for the

Miscellaneous Services Account of about 3.8 percent. Assuming
FY 88 variables, this would reduce the Miscellaneous Services
proration factor from about 55.59percent to 51.76 percent.

For unincorporated communities, their actual payment would rise
from a projected FY 88 payment of $13,917 (based upon a ]25,000
entitlement level) to $25,916 (based upon the proposed $50,000

level). Other payments from this account for roads, health
facilities, hospitals, and volunteer fire departments outside
of municipalities would be reduced by about 6.9 percent.
Assuming FY 88 variables, in order to "hold harmless"” other

recipients from this account, $1,028,043 would have to be added
to the account.

The impact on the Tax Equalization Account would be two-fold.
While there would be the direct impact of raising the municipal
minimum entitlement, there would also be an indirect impact

from vraising the wunincorporated <community entitlement. With
the reduction 1in the amount municipalities receive for roads
and health facilities, some municipalities would need
incrementally more for the minimum entitlement add-on paid out
of the tax equalization account. The 1impact would be to reduce
payments to other recipients from the Tax Equalization Account
by about 10 percent. Assuming FY 88 variables, the decrease
would amount to 9.69 percent and, in order to "hold harmless"
other recipients wunder this account, an additional $2,562,809

would need to be added to this account.
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TELEPHONE

(907) 586-1325 105 MUNICIPAL WAY, SUITE 301

JUNEAU, ALASKA 99B01

MEMORANDUM
T0: Representative Henry Springer, Chair

Members of the House Community and Regional Affairs Committee
FROM: Scott A. Burgess, Executive Director

Alaska Municipal League
DATE: February 16, 1988

SUBJECT: HB 439 - Increasing Minimum Entitlements

On behalf of its 135 member municipalities, the Alaska Municipal League
supports the concept of HB 439 and increasing the minimum entitlements
unde, the State Revenue Sharing Program. However, without 1increasing the
level of funding for the program, the League cannot support the actual
legislation.

AML Policy Statement states in PART I1.B.I:

"b. In those cases in which legislation 1is approved 1in—
creasing the state revenue sharing entitlement for specific
recipients or for a specific purpose, the League advocates that
the total funding for state revenue sharing be increased
accordingly 1in order to preclude the dilution of funding to
other recipients.

c. The League supports an increase in the state revenue sharing
minimum entitlement."”

By increasing the minimum entitlement from $25,000 to $50,000 without in—
creasing the total appropriation for State Revenue Sharing will further
dilute or reduce funding amounts to existing communities. Funding levels
have already declined over 30% 1in the last two years. In fact, the low
levels of total funding of the Revenue Sharing Program, has resulted 1in
the specific programs under "State Aid for Miscellaneous Purposes, e.g.,

roads, 1ice roads, and health facilities, being prorated i.e. under funded.

The Department of Community and Regional Affairs estimates that the total

State Revenue Sharing amount would have to be increased approximately $3.8
million to hold communities harmless given current funding levels.

Again, the AML supports the concept in HB 439 of increasing the minimum
entitlements and would support the proposed legislation only if the level
of Revenue Sharing funding is increased and municipalities are held harm—
less.

MEMBER OF THE NATIONAL LEAGUE OF CITIES AND THE NATIONAL ASSOCIATION OF COUNTIES



