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Keeping up with the neighbors

Tax Increment Financing in Southeastern Wisconsin
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EXECUTIVE SUMMARY

The original intent of Tax Increment Financing (TTF) legislation was to provide
assistance to redevelop blighted urban areas that could not be developed under
normal market conditions. But since the time that Wisconsin’s first TIF district was
approved n 1976, the number, scope, and reach of TIF has grown substantially. In
just the past four years, the property value in TIF districts has grown 50% o $9.6
billion. ~ $3.7 billion of which is in the seven counties tha: make up southeastern
Wisconsin, What is most impressive, however, is the degree to which this linancing
tool has become the norm in almost every corner of the state -~ rural or urban.
Indeed, 348 villages and cities in 70 of Wisconsin’s 72 counties now have active TIF
districts. The tool has become so pervasive that most would agree that cities and
villages cannot think of investment into large-scale infrastructure without TiE

such widespread use both statewide and regionally warrants a closer look ar
how TIF actually works, who uses it, who stands to benefit from its use, and what the
implications are of such use.
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MAIOR FINDINGS
« The city and county of Milwaukee use TIF to a much

lesser degree than Chicage and Minneapols.

Implication: Although cause and effect cannot be
known, the findings raise a crucial question: Does

the slow economic growth in the city and county of
Milwaukee at least partially result from a low rate of
TIF utilization? [ so, the city and county may have
to be more aggressive with TiE
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« TIF usage within the seven-county region is
decentralized. The core «cities of Milwaukee,
Kenosha and Racine have TIF utilization rates lower
than their suburban neighbors.

Implication: 1f the region believes that strong central
cities are crucial ingredients to a strong regional
economy, then it may be thar the region needs
1o encourage higher rates of TIF utilization in its
core cities.

TIF UTILIZATION BY REGION OF STATE, 2004

*» TIF usage in Wisconsin is decentralized. The seven-
county region’s TIF utilization rate is lower than the
rest of the state.

Implication: With the seven-county region losing
29,050 jobs from 1999 1o 2003 and the rest of the
state gaining 19,816 jobs over the same period,
grealer TIF udlization throughout the region may
be needed to better compete with the rest of
Wisconsin and neighboring states for quality
development and icbs.
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* TIF usage in the regiont core cities (Milwaukee,
Racine, and Kenosha) has increased faster than TIF
usage m the rest of the region, 2000 o 2004.

Implication: Using public subsidies to build on easily
developed agricultural lands cails into question the
wisdom of authorizing public subsidies for develop-

T o _ ment that may have occurred anyway.
Implication: The core cities increasingly are

becoming more aggressive in their use of TIE
Though still trailing their more rural neighbors in
TIF usage, the regions core cities have made up
sorre ground over the last four years.

* Research shows that TIF is one of the most
important factors in location decisions with area
developers.

Implication: With developers motivated by TIE
municipalities bid ever higher for new develop-
ment, and the regions taxpayers run an increased
risk of over-subsidizing development that may have
occurred anyway,

* Wisconsins legislature sent mixed messages in its
2003 TIF law reforms. The law eased restrictions on
urban redevelopment TIF districis, but also passed
measures 1o ease the use of TIF for the development
of agricultural lands.

The 1able on the following page shows each
Implication: TIF usage should remain both decen-  municipality in Southeasiern Wisconsin that currently uses
TIE Cities and Villages are listed in alphabetical order and
ranked in three different categories: TIF Value increase, TIF
Utilization, and Increment Created per Capita.

tralized and counter to the original interit of the law.

* TiF is used most widely in southeastern Wisconsin
in fast-growing municipalities that are small, rural,
have available agricultural lands, or have relatively
small tax bases.

COUNTY TiF UTILIZATION RATES, 2004 TOP 10 MUNICIPAL TIF UTILIZATION RATES, 2004

Walworth County 8.87% Genoa City 37.24%
Racine County 8.26% Sturtevant 31.08%
Washington County 7.07% slinger 22.687%
Kenasha County 431% Burlington 18.73%
Waukesha County 4.25% Jackson 17.74%
Milwaukee County 3.29% Cudahy 17.41%
Ozaukee County 2.27% Whitewater 15.33%
SE Total 4.23% Elkhorn 15.11%

Darien 12.93%

Sussex 11.30%

SE Average 4.23%




2004 SOUTHEASTERN WISCONSIN TAX INCREMENT FINANCING

o TIF'd  Number Base Total TIF Total TIE increment
Municipality popt- TIF ; Increment TIF value Rank municipal utitiz- Rank c¢reated Rank
lation  districts valug value increase EAV ation per capita

BELGIUM 1887 i R 4 5123 392 500 i3 22
BROWN DEER 11,845 1 527003600 40 358 B85 50 43 42
BURLINGTON 2 $263 681,300 A7 L80% 847 200 4 5
BUTLER R 1 $28,945 000 41 $232 502, 2{30 7 15
CUDAHY [ ] 3 3 32 ; 5] g
BARIEN 1,585 1 19 o 15
DEEAFELD 6,720 H 1l ,)9; it 33 \-9'”8 9{78 760 2.30% 38 27
DELAVAN 8,158 H £22.897 800 51 $501,659,000 OA47% 49 50
EAST TROY 3,850 2 S810,000 5] 5264875 400 d80% 28 28
ELKHORN 8,191 2 550,349,800 BTG 427 600 38 5309,888 600 15.11% 8 g
FONTANA 1842 1 529 638,300 $8,54% 000 4G §752.391 300 3 46 24
FRANKLIN 31,804 M §2,229 400 $E15.397 800 3 528815945 500 28 $3.635 26
FREDONIA 2111 H $1.285, 500 $10,328,300 12 §129,156.600 14 §4,853 23
GENQA CITY 2,466 i 4 056 D00 $34,534 400 g $146,459.200 37.24% i $22.115 i
GERMANTOWN 19,001 3 {3 $107 ,‘5%) 35¢ G30% i4 51306099 8B0C S.66% 24 $3670 19
GLENDALE 13,024 3 5 LITE 175% 37 51056487000 &.7T% 20 s8el4 11
GRAFTON 11,100 2 $21,526,900 $43 088,900 100% 46 $916,618.600 2. 37 %1829 38
HALES CORNERS 7,682 530,088,300 $53,302 400 i29% 39 S5E3 474 300 31 25 §3.617 25
HARTFORD 12,088 2 565,005 400 565 603 000 10878 2 $823,168.600 7.80% 15 45387 21
HARTLAND 8,267 2 533,079 800 5564 749 8OO 1446% 8 $011 044 500 383% 23 sp421 17
JACKSON 5878 3 $4,631 900 $73.673,800 $78,303, 706 1591% 3 $415,297.300 17.74% 3 512,973 %
KENOSHA 42,808 7 $36,013 400 $IVIB2L G0 $207,837,30C F77% 15 5149078 800 3 34% A3 51,851 40
LAKE GENEVA 73TS 2 $23,086,000 k 120,100 $104 706,100 354% 20 894,886,800 9.12% 11 $11,218 &
MENOMONEE FALLS 33850 4 E37,958.700 17 459,100 5305 417 800 2% 16 N.J\DSC},DSQ,BE}G 6.50% I8 87352 13
MEQUON 213,416 1 $5,911.66C S ‘,? ?,iGi} $12,649,300 F14% 44 §3.758,631200  Q18% 31 4288 51
MILWAUKEE 393,920 38 $330, 585 200 6,000 $1.040271.200  200% 33 $23401 773700 3.02% 34 $1.195 43
MUKWONAGOD 0,428 i $2.388 500 .‘5«{136,5&0\) $7,020,400 19949 36 5521 519 000 D.HG% 47 8720 47
BMUSKEGO 22,203 2 527 440 500 56,548 900 522989 400 24% 500 $2.0368 B79 300 350 8295 49
NORTH PRAIRIE IHLE 1 $3 210,600 $3.845 700 3 20% 12 $191,176,100 40 33
CAK CREEK 31,028 3 $14,508,100 $40,281 500 554,780 600 278% 7 F2,409,572 300 42 41
DCONOMOWGL 13,194 2 $45, 745,100 $93 464 300 $139 200,600 ; 34 $1 389 635 700 21 14
PEWAUKEE 8,564 i $5323.150 520,083 550 $26,406,700 22 $T783.515 800 30 2 34
PLEASANT PRAIRIE 18,122 1 $54 304 700 $136,210.400 30 $1.990.6586400  6.84% 9 57318 i2
PORT WASHINGTON 10,683 H 06,589,200 23 5,26 18
RACINE 80,806 g 18 AT 37
SAUKVILLE 2 26 L2 44
SHARON pi 44,240 560 i3 i 30
SHOREWQOOD 2 $44.202.600 5 i9
SLINGER 2 7 3
SOUTH MILWAUKEE 2 13 A5
STURTEVANT 1 10 A0 2
SUSSEX 2 il 5893 564 200 7
THIENSVILLE H 17 $283,828.200 i6
UNION GROVE i 48 256673700 48
WATERFORD 1 1 2314803 700 51
WAUKESHA & 25 3
WAUWATOSA 3 4 15
WEST ALLIS 5 31 5
WEST BEND 7 23 32
WEST MILWAUKEE 2z 28 23
WHITEWATER 3 3 ; . 3 00 JGT% 25 $498 043,000 15 53% 7 5, 328 2t
SE WISCONSIN TOTAL 1,425,118 155  $1.424,336,650  $3,695,469,350 45,119, 806,600 2539% $87,305,830,760 4.23% $2,593
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INTRODUCTION

Since being authorized by state statute in 1975, Tax
increment Financing {(TIF; has become the primary tool for
local economic development in Wisconsin. Largely
supplanting once popular federal redevelopment dollars,
this local source of funding for development projects is
commonly seen as more flexible and responsive, let alone
more available, than that of federal and state aid. With TTFs
increased popularity, scrutiny has feliowed. While some see
triple-digit gains in land values, others see million dollar
developer handouts. While some see tax relief, others see
tax dollars misspent. Stiil more common are those that find
TIF difficult to evaluate because of the complexities unique
to this financial tool.

This report aims to demystify TIF by giving
policymakers and citizens a basic working knowledge of
how TIF functions and a snapshot view of how TIF is
currently used in the seven-county region.

Often, the focus is on the financial feasibility of TIE
The central question is;

“Does the TIF district benefit from TIFY

This report shifis the spotlight from feasibility to
efficiency. The two central questions are:

“Does the region benefit from TIFY

“Does the taxpayer benefit from TIF?”

The focus of the report will be on TIFs effect on
regional cooperation and economic development in
southeastern Wisconsins seven-county region and its effect
on individual taxpayers in the region. From this
discussion, implications of the lindings will be explored.

History and conters

The original intent of TIF legislation was to provide
assistance 1o vedeveiop blighted urban areas that could not
be developed under normal market conditions. The tool
emerged out of the need to better leverage public and
private {unding into jobs and urban development in the
walke of a national recession (1674-75) that was particularly

hard on the countrys clder urban industries. Anothey
important reason cited lor its passage in Wisconsin and
other states during the 1970% was decreased federal
funding for urban redevelopment through the efimination
of direct project grants. These grants were replaced with
community development block grants, passing grant-
making powers to lower levels of government and
essentially spreading monies out to more municipalities
based on a set formula.

Since the time that Wisconsin’ first TIF was approved
in 1976, the number, magnitude, and reach of TIF districts
have grown substantially Tn just the past four years the
number of active TIF districts has risen 23%, to a total of
810 statewide in 2004. Over the same time period the
property vaiue in TIF districts has grown 50% to $9.6
billion. What is most impressive, however, is the degree to
which this financing tool has become the norm in alimost
every corner of the state — rural or whan. Indeed, 348
villages and cities in 70 of Wisconsins 72 counties now
have active TIF districts. The two counties not supporting
TIF districss ave the oaly two counties i the state that are
entirely made up ol townships (Menominee and Florence)
and are thus not allowed by state statute to apply lor TIE
The 1ol has become so pervasive that many municipal
officials contend that they cannot even think of investment
in large scale infrastructure without TIF

Data and methodology

The major source of data for this report was the
Wisconsin Department of Revenue’s (DOR) TiF assessment
data, which contains individual TIF level data including
year of origin, name of municipality, increment value, total
TIF value, and total equalized assessed value of the
municipality. This data ~ which is released annually — is in
the public domaim and can be found on the DOR wehsite
The DOR also provided access to data pertaining to the
acreage and type of land constituting TIF districts.

Four major data analyses with the DOR data were
performed:
* A cross-sectional look at 2004 Wisconsin TIF usage

by region, county, and municipality

Y
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» A 2000-2004 longitudinal analysis of Wisconsin TIF
growth rates by region, county, and municipality

¢ An  examining of the relationships between
utilization rates and various characteristics of area

municipalities,

Irn addition, comparative analyses with neighboring
states and regions were performed with the aid of data from
the Hinois Tax Incremen: Association," the Citizens League
in Minneapolis,” and the State of lllinois Department
of Revenue.”

Some caution should be taken when interpreting
results from this study as the lowest level of analysis was
municipality, not district. By not analyzing the economic
merits of individual districts it is difficult o definitively say
that any district is efficient or inefficient absent certain
specilics, such as job creation, income creation, and
spillover development. The purpose of the report, however,
was not to examine the effectiveness and efficiency of
individual districts but to give the reader a macro view of
the how TIF is used in the seven-county region,

TIF POLICY ANALYSIS

In simple terms, TIF diverts tax proceeds from the
general tax rolls 1o specific geographic districts as a way to

fund public infrastructure and developer incentives to spur
private econonic development. Districts can range in size
from a single parcel ol land to several hundreds of acres,
from agricultural land to blighted brownfields, from rural to
urhan. The increase in tax proceeds from new development
within the TIF district is used exclusively to pay down debt
incurred by the TIF district. TIF is then terminated so that
the higher ax proceeds can flow back into the general tax
coliection rolls of all taxing entities.

Tax proceeds that pay down the TiF debt come from
the “increment.” The increment is the assessed value of the
newly-improved property within the TIF district, minus
what the pre-development land was worth. The property
value prior to development is frozen at the time the TIF
district is created (year Q) and is called the “base value” {red
line Figure 1}, Unless the TIF agreement is amended 1o
include more territory, the base value remains constant
throughout the lile of the TIFE resulting in a flat stream ol
ravenue to all taxing districts. Meanwhile, the TIF increases
as the assessed value increases (not always in a linear
fashion as in Figure 1) on annual assessments collected by
the DOR. In this hypothetical case, the TIF debt is fully
retired by vear 20 at which point the TIF is closed and tax
oroceeds flow back (o the origmal four taxing districts but
ar a significantly higher level (right side of graph) if the TIF
is successful,

Figure 1 ALLOCATION OF ASSESSED VALUE (AV) OF A TAX INCREMENT FINANCE DISTRICT TO TAXING

AUTHORITIES GVER TIME"
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What does TiF ook Hie in practice?

The process can either be initated by a municipality,
consultant, or developer. Whatever the case, each are secks
the same thing: high return on investment. Developers
wanl to maximize incentives to shiflt risk onto the
municipality, thereby increasing the potential for profi. A
municipality is willing to take on a degree of risk if it
believes a developers plan will substantially increase its
local tax base, I other words, the value of the developers
investment must be at least equal to, but preferably greater
than, the amount of the subsidy offered by the municipality
to the developer,

Financial feasibility and developer incentives

Each municipality has its own political process and
employs its own criteria to determine the worthiness of
each TIE How does it fit with the neighborhood plan?
Would the development happen without subsidy? Is it
bighted? Does it pay for itself? Of those questions, “Does it
pay for itself,” receives special attention. Planning and
financial consuliants are often brought in to calculate the
feasibility of differing development and funding schemes at
this stage. This is essentially a “numbers game,” entailing
several rounds of negotiations, different cost estirnates and
revenue projections, and line wuning of the final numbers,

I

What follows s a typical foursiep process in how the
financial feasibility of a TIF district is calculated:™

1. Come to agreement on a capital budget plan ~ The total

cost of infrastructure and incentives provided by the

municipality {see inset below for descriptions of

incentives).

2. Draw TIF district boundaries — Sometimes creatively
drawn so as to capture adjacent parcels that are
growing at comparatively fast rates.

3. Project the increment — Use historical growth razes
and estimate value of planned future development.

4. Run the cash flow — Accounting for inflation, make
sure TIF revenues are able to cover the debt. 1f so,
the TIF is financially feasible.

Within this process there is a discussion between
developer and municipality over incentives. The following
inset gives an idea of the types of incentives available to
developers in Wisconsin.

This public/private partnership is often solidified in
some sort of “development agreement” which states that if
the city puts in X infrastructure and hands out Y financial
incentives, then the developer must put in Z taxable
development. A development agreement is typically seen to
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be in the publics interest because it protects the
municipality from a developer defaulting on its end of the
bargain. As per Wisconsin law, however, a contract does
not have to be signed unless a cash grant is involved.

Joint review board and the “but for” clause

Wisconsins TIF law calls for the initial approval of the
proposed TIF district by a joint review board. Each
individual TIF district m the state has its own board or each
municipality can choose to have a standing joint review
board to review all TIF districts within its jurisdiction.
Each board is made up of representatives from the affected
tax districts (municipality, county, public school, or tech
school) as well as an at-large member of the public. A key
function of the board is to assure thar the proposed TIF
satisfies the “but for” clause: “But for the TIF the
development would not occur.” By asserting that the
development would not otherwise oceur, the board plays a
key role in determining whether or not the TIF is ultimately
elficient for taxpayers, meaning the taxpayer eventually
receives the benefit of the initial government subsidy. The
“but for” clause is exceedingly subjective and difficult to
evaluate. Who is to say that a given project would happen
without public dollars? Maybe the same development
would happen, but at a much slower pace. Is that good or
bad? The DOR can be called on by a joint review board o
aid in determining if the development would not occur
without a TIF by reviewing objective facts regarding a
proposed TIF district.*

Final approval

A formal application is sent to the DOR to make a final
judgment on the appropriateness of the proposed TIF
district. If approved by the DOR, the current assessed value
of the tand will be frozen for the duration of the TIE bonds
will olten be floated by the sponsoring municipality to fund
the initial bundle of incentives, and redevelopment would
start immediately to avoid any “lag time” between
investment going into the TIF and the revenue coming out
of the TIE The idea is to get the developer to break ground
an kigh-quality taxable development as soon as possible 1o
keep the TIF “cash flow positive,” and produce encugh tax
revenue so that the TIF can be retired as soon as possibie.
The sooner the TIF district is retired, the sooner the
increased tax increment can start flowing back to all taxing
authorities.

Arguments for and against TIE

The following is a summary of commonly stated
arguments for and against TIE The list was compiled from
newspaper stories, academic articles, and government
publications.* Some arguments address the basic principles
underlying TIF, others concern how TIF is implemented,
and still others have to do with effects stemming from its
implementation,

Arguments for TIF
L. Because TIF development and increasing tax
proceeds beyond what would have normally vccurred
are encouraged, the temporary public subsidy of a
development is justified. The increase in property
values eventually is shifted to the benefit all taxing
authorities.

2. The cost of providing infrastructure for a district is
not incurred solely by the municipality, but is
shared among all taxing jurisdictions. Therefore, all
taxing jurisdictions pay for project costs and
ultimately benefit from the (presumably) increased
tax base.

3. Projects are financed that otherwise might not be
economically feasible.

4. The city loses no tax revenue.

5. Property owners in the district pay the same
amount of property taxes as those living outside the
district.

6. TIF bonds are not included in a city’s general debt
obligation.

- Development is financed by the development itself,
not from sources outside the district.

8. The entire city will benefit from the newly
revitatized district as costly services no longer need
to pour into the typically “high-service” blighted
area,

9. TIF districts have the potential to be catalysts for the
redevelopment of properties outside district
boundaries. Successful TIF districts can have a

pillover” effect on adjacent parcels.

positive s
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Arguments against TiIF

I.

[

~

TIF not only does not benefit the maxpayer unless
the “but for” clause is met, but it actually hurts the
taxpayer by shifting development costs onto them.

- The original intent of the program is compromised

due 1o many existing TIF districts capturing taxes
on development that would have occurred without
TIE

f the increment does not grow as planned, the

municipality must borrow revenue from other areas
to avoid defaulting on debt.

. T1F is welfare for developers. They use incentives as

a way to increase profit margins and avoid risk on
projects that would have been undertaken anyway.

- Little voter accountability:

. Developers play municipalities off one another in an

attempt to get the best TIF package, thereby
increasing tegional infighting ar the expense of the
taxpayer.

- TIF is less risky for wealthier municipalities because

these areas typically have higher growth rates in
assessed value to support faster growth in
increment. Conversely, TIF is more risky in blighted
urban areas because of higher costs and risks
associated with brownfield redevelopment. Thus, a
tool that was originally designed to help level the
playing feld between tax-rich and tax-poor
municipalities, now exacerbates regional inequities
because success with TIF is easier 1o achieve in
wealthier municipalities,

- Although appearing to be self-financing, TIF
is actually a burden to taxpayers outside of

redevelopment areas because it increases iaxes as
the new development spurs the need for more
services (schools, police, fire).

. TIF encourages sprawl. Increasingly TIF districts

are being established 1o develop agricu
and rather  brownfield

open {
blighted, and/or contaminated land) redevelop-

space,

ment, which was the original intert of the 1975
legislation.

TiF grows up in Wisconsin controversy and reform
In 1999, in respeonse 1o growing concerns over the
misuse ol TIF from various interest groups, then-Governor
Tommy Thempson appointed a Working Group on TIF to
recommend changes to state law. Legislation incorporating
the group’s recommendations was introduced but failed (o
pass in tne 2000-2001 session. Later that same vear, the
reform movement gained a catalyst in the controversial
approval of the Pabst Farm TIF district. Approved in
September 2001, it was one of the more controversial TIF
districts to pass in Wisconsin, and ultimately helped push
through new legislation reforming the 1975 TIF law.

An analysis of commentary on the Pabst Farms TIF
highlights three potendal flaws in Wisconsins TIF law.

1. Members of any joint review board are essentially
[ree to change the definition of the “but-for” criteria.
In the case of Pabst Farms, instead of the original
intent which read “but for the TIE the development
would not occur,” they reasoned, “but for the TIF the
tand would not develop as quickly or in the same
manner, and the economic benefits of the development
outweigh the cost of the tax subsidies.”™

2. The Pabst TIF exploited a loophele in the
legislation. The faw states that TIF can be used if
50% or more of the proposed districts area is
“blighted,” in need ol rehabilitation or conservation
work, or suitable for industrial sites or mixed-use
development. Therefore, although controversial, the
Pabst TIF was statutorily sound in that it gqualified
for TIF because of “the inappropriate use of the land
given the prime location. ™"

3. Voter accountability was an issue. Responding 1o
the claim that the Pabst TIF wouid not pass a
citywide referendum, Oconomowoe City Attorney
G. William Chapman responded with the suspicion
that “most every TIF district in the state would fail
i oput to a referendum,” thus bringing up
representation issues with this and other TIF
districts




Kay 2003 revisions to Wisconsin TIF law:
Strengthening of joint review board and DOR oversight » Reduces the life of an industrial TIF from 23 1o 20
y

i i . . rears. One three-year extension can be granted.
« Provides guidelines to increase the level of

sophistication and professionalism of the joint
review board.

+ Successial TIF districts can donate excess incremernt
revenue to struggling redevelopment, alfordable
housing, or environmental remediation TIF disiricts

Specifically instructs joint review boards to only <o as to fulfill the original intent of the legislation
- e oL g ki |8 §38 i i i 1

approve proposed developments thar weuld not ) . . ,
Pr Prol P and make it easier to redevelop brownfields.

oceur without TIE Allows joint review boards to get
assistance from DOR to produce lindings of fact that

L . , implications of 2003 revisions
could aid in this decision-making process. ’
1. The general liberalization m TIF law means that TIF

ENPTAL € =1 e ihitiE o 1 s . . s .
General expansion and added flexibility of the TIF tool wrilization rates across all municipalities should rise.

Small municipaiities in particular will benefit as
they more easily hit the previous TIF cap due to
having small property tax bases.

« Provides that the municipality can create a TIF
district if the equalized assessed value ol the
proposed districts plus the value increment of ail

existing districis in the municipatity does not exceed
12% of the total equalized assessed value of the
municipality. Thus, those that could not create any
additional TIF districts under the 5% critenia now

_Fach TIF districts joint review board continues to

be the only entity responsible to ensure that the “but
for” clause has been met. This remains a significant
loophole in the legislation.

have signilicantly more room increase TIF usage. _
3 1 the 2003 law was retroactive, the Pabst Farms TTF

would not meet the new criteria. The annexed land,
at the time, was too newly acquired from the Town
of Summit to qualify for TIF without the passage of
some tyvpe of boundary agreement or payment 1o
the towr.

« TIF funds can be spent on infrastructure and
incentives nearly throughout the duration of the
districts life rather than in just the first few years of
its existence.

Restrictions on incorporating newly annexed land into d

TIF district 4. The public subsidy of new residential subdivisions

through TIF is codified in the new law via the

creation of a “mixed-use” TIE Rather than
tightening the blight “loophole” described above,
the law creates additional ways to use TIE This
should result im an increase in TIF residential

« The municipality must wait three years, or have a
cooperative boundary agreement, or the annexing
municipality must pay [ive years of the town’s loss in
taxes, before annexed land is TIF eligible.

y rep L fny seidsmeial Apvuel oy f s . . 4 .
Can use TIF for new residential developments developments in areas with ampie agricultural land.

e Lifis ban on using TIF for newly platted residentia 5
land. Newly plated lands must not comprise more
than 35% of a “mixed use” TIF district.

_ Because of eased restrictions on “blight” elimmation
TIF%s there should be an increase in the number of
TIF brownlield redevelopment projects in the

N . L 4 PRI s i [T, i
Attempt at leveling the playing field between “blight” TIFS COmINg years

and non-blight TIFs & The idea ol increased voter input in the TIF

e e P2y 2T A =
« Exiends the life of a “blight elimmation” TTF from 23 approval process was not addressed.

10 27 years. One four-year extension can be granted.
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DATA ANALYSIS

Every county that can have a TIF district in Wisconsin
does have a TIF district. With 810 total TIF districts in
2004, Wisconsin municipalities are not shy about using the
tool. But where does southeastern Wisconsin [it into the
overall state TIF picture?

To analyze the intensity of TIF usage, a measure called
TIF Utilization” is used. The measure is simply the
municipality’s total increment in all existing districts
divided by the municipality’s total equalized assessed value.
For example, the City of Waukesha has a TIF wtilization
percentage of 2.62%, meaning that 2.62% of all tax
proceeds in the City of Waukesha are being used
exclusively by TIF districts. The higher the percentage, the
more fax proceeds that flow into a TIF district and not into
a municipality’s general fund.

The “TIF utilization” measure used here is the same
caleulation authorized by state statutes to check if a
municipality is over its legal limit for TIF This is the 12%
property value limit found in the state statutes - a city or
village may create a TIF district if the equalized value of the
propesed TIF district plus the tax increment of all existing
TIF districts does not exceed 12% of the 1otal equalized
assessed value (EAV). In the above example, the City of
Waukesha is comfortably under the 12% threshold.

TIF Utilization = Total tax increment for municipality /
Total EAV for municipality

Using this tool, Figure 2 tells a story that may be
somewhat surprising. Despite being the economic center of
the state, southeastern Wisconsin trails the rest of the siate
in TIF utilization — 4.23% for the region v. 5.22% for the
rest of the state. What may be even more surprising is the
extent to which the region’s “core cities” (City of Racine,
City of Milwaukee, and Ciry of Kenosha) detract from the
regions utilization figure. As a tool that was originally
crafied in 1975 1o aid economic development in blighted
central-city communities, TTF in Wisconsin in 2004 is not
utilized in its high unemployment centers to the same
extent that it is used in other areas of the state. Indeed,
utiiization rates are nearly two percentage points lower in
southeastern Wisconsins core cities than [or the rest of the
state outside the region {3.26% v. 5.22%). This, however, is
not as important a finding if other states and metropolitan
tegions use [1F in similar proportions. Thus, a comparison
between Wisconsin, Illinois and Minnesota follows.

FIGURE 2 TIF UTILIZATION BY REGION OF STATE, 2004
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TIF usage in Wisconsin, Hlinsis and Minnasota

According to the Ilinois Tax Increment Association,
Wisconsin ranks in the top seven nationally in the number
of active TIF districts. Wisconsin is joined by Minnesota
and lilinois in the top seven giving the Midwest a distinct
lead over the rest of the country in TIF usage {Delaware,
Nerth Carclina, and Arizona do not currently have TIF
legislation) ™ This section takes a closer look at these three
states by comparing them based on population, number of
TIF districts, and total TIF tax proceeds. Examining tax
proceeds gauges the degree to which each state and region
is using the TIF tool.

Tzble 1 compares Wisconsin to its Midwestern
counterparts. Mest intriguing is how different the city of
Milwaukee and Milwaukee county behave compared (o
the central cites and counties of neighboring states.
Controlling [or population differences, the TIF tax

TABLE 3 TIF USAGE IN WISCONSIN, ILLINOIS AND MINNESOTA

generated per capita in the city of Milwaukee significantly
trails that of Chicago and Minneapeolis. Higher TIF
utilization rates in these cities may be one explanation (FAV
data are not available for lliinois and Minnesota so this
figure could not be calculated), but the mechanics of
our neighboring cities may be another explanation.
Minneapelis and Chicago are the two major business and
finance centers of the Midwest, with downtown real estate
values that dwarf those of Milwaukee. Concevably then, it
would be easier to register large gains in tax increment in
these hot markets. The only way t¢ attempt to congrol for
this ‘hot market’ effect is to move the analysis boundary out
further 1o the county level. But again the wend holds.
Milwaukee Countys TIF tax collected per capita is
significantly lower than that of Henrepin (Minneapolis)
and Cook (Chicago) counties.

Number of Net TiF tax TIF tax TIF tax

Population TIF districts generated generated generated

per capita per district
City of Milwaukee 586,941 33 $14.940.144 $25.47 $393,399
City of Chicago 2,869,121 135 $129 283 586G $45.00 S957.6350
City of Minneapaolis 382295 103 $68,636,786 $179.54 $666,377
Milwaukee County 933,221 o6 330,574,236 $32.78 $463,248
Cock County 3,351,352 340 3297542616 $335.60 873,126
Hennepin County 1121835 255 3133537184 $116.12 $452.668
Wisconsin 5472209 £10 $35.66 $240,904
litinois 12,553 544 874 $33.98 491 971
Minnesota 3,058 375 1665 $33.32 $137 803

‘ 1392 T mic cmsd Adizeenmembr sigmn b FANTI TN v ed TN cnoan e teimias
Data from Wisconsin, IHinols, and Minnesota are from 2003, 2000 and 2004 respectively
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FIGURE 3 COMPARISON OF MIDWESTERN CITIES: POPULATION AND TIF TAX PROCEEDS

g
Cakie
Fockiz O

0% .

Wimmmdime

Percent of state
population

Percent of state TIF
tax proceeds

FGURE £ COMPARISON OF MIDWESTERN COUNTIES: POPULATION AND TiF TAX PROCEEDS

10
wus 85,0
B
A%
s | -

Percent of state
population

Percent of state TIF
tax proceeds

Hesvsin

Figures 3 and Figure 4 graphically show this
relationship. The percentage ol state population and
percentage of TIF tax collections are compared for each city
and then for each county. When the city numbers are run,
the Chicago and Minneapolis proportions of state TIF
collections exceed their percentage of state population -
Milwaukee’s relationship is the inverse. The trend holds at
the county level, with Cock and Hennepin counties
collecting a greater share of TIF tax compared to their share
of the staes populaton; Milwaukee county, collects a
smaller amount in comparison

In short, the regional dynamics of TIF usage in lilinois

and Minnesota are rather different from that of Wisconsin,

sed in the

ith neighboring states, TIF usage is more f

largest cities, even when conmrelling for population

differences. A possible explanation for this may be that
Chicago and Minneapolis are simply hot economies where
TIF is more financially feasible. Or, possibly these cities just
naturaily have economies that are more centralized than
dispersed. Regardless, TTF usage in the city and county of
Milwaukee packs less punch than its weight in population
when compared 1o its neighbors,

These differences between neighbors are not without
implications, TIF “under-usage” in Milwaukee could be
good for Milwaukee if the neighbor’s use of TIF proves o be

financially reckiess compared 1o Milwaukees. However,

Milwaukee also assumes the significant risk that fis TIF
“under-usage” is a symptom, O worse vet, & contributing
factor to Milwaukees declining economic fortunes in

comparison to Chicage and Minneapoils.
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TIF usage in southeastern Wisconsin - 2004

To better understand how TIF is used in southeastern
Wisconsin it is necessary to display where and 1o what
extent it s being used. The analysis of data is at the county
level. Table 2 shows the percent of eligible mamicipalities

that use TIF in each of the region’s seven counties. For the
region, 60% of cities and villages use TIF The highest rate
of usage m Ozaukee county (88%), and the lowest in
Kenosha county (40%).

TABLE 2 PREVALENCE OF TIF AMONGST SOUTHEASTERN WISCONSIN MUNICIPALITIES, 2004

Municipalities
with TIF districts

Municipalities
eligible to use TIF

Percent of municipalities
that use TiF

Ozaukee County 7 8 BE%
Walworth County o i 82%
Washington County 5 7 Ti%
Milwaukee County 12 19 63%
Racine County 3 10 50%
Waukesha County 11 25 44%
Kenosha County 2 3 0%
SE Total 51 85 60%

As previously explained, a good measure of TIF usage
is “ITF utilization.” Here the seven-county region’s 4.23%
figure is broken owt by county (Table 3). Walworth, Racine
and Washington all emerge as counties where significant
TIF activity is taking place while Milwaukee and Ozaukee
counties fag the regional average. Interestingly, three of the
top four counties in terms of TIF utilization are the three
counties closest 1o the Hlinois horder. llinois developers in
search of cheap land and labor may be one explanation for
the aggressive application of TIF in these counties. Another
possible explanation is that these migrants, presurnably
from Chicago, may have brought with them an ethos of
aggressive TIF practices. Either way, the regions counties
that are closest to the lilinois border seem 1o be particularly
aggressive with TIF

TABLE 3 COUNTY TIF UTILIZATION RATES, 2004

Walworth County 8.87%
Racine County 8.28%
Washington County 7.07%
Kenosha County 4.31%
Waukesha County 4.25%
Mitwaukee County 3.29%
Ozaukee County 2.27%
SE Total 4.23%
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The snapshot view of the region is fairly clear: TIF
utilization in the region is lower than that in the rest of
Wisconsin, with the regions core cities of Milwaukee,

Racine, and Kenosha accounting for much of this disparity,
combining for an underwhelming TIF utilization rate of
3.26%. Furthermore, Milwatkee city and county seem out
of step with the more aggressive approach 1o TIF usage in
Chicago and Minneapolis. Lastly. a look at counties inside
the region reveals that while TIF is being used throughout,
Milwaukee County is below the regions TIF average, and
those counties closest to linois have the largest percentage
of land value [unding TIF districts. In summary,
decentralization of TIF use in Wisconsin and the
Milwaukee area has been the constant theme.

Growth Trends 2000 ~ 2004

A 2004 snapshot view only gives us limited insight
into the regional dymamics of TIF usage. To uncover
emerging trends in TIF usage it is helpful to look at changes
from 2000 to 2004. In Table 4, the counties with the largest
gains in the number of active TIF districts are the three
counties with the regions three core cities (Milwaukee,
Racine, and Kenosha) This trend could he bhecause
municipalities have been more aggressive in securing TIF
for development projects, a recent uptick in real estate
markets in these areas, or even thar these counties could be
having a harder time retiring old TIF districts. Milwaukee
County accounts for nearly 75% of the increase in active
TIF districts.

TABLE 4 NUMBER OF TIF DISTRICTS BY COUNTY, 2000-2004

2000 2004 Change
Milwaukee County 52 66 14
Racine County 10 3 3
Kenosha County 3 & 3
Ozaukee County 7 9 2z
Waukesha County 24 25 1
Walworth County i 17 -
Washington County 1% 17 (23
SE Total 134 155 21

The trend of increased core city activity holds when
increment growth is examined. Increment growth can be ue
to both the increased number of active TIF districts and the
increased value of the land in those districts. In Figure 5,
the seven-county region’s core cities (City of Racine, City of
Milwaukee, and City of Kenesha) are measured against the
rest of the seven-county region and the rest of the state
outside of the seven counties. What emerges is a story of
core city awakening, with the total increment of TIF district
land increasing 88.7%. In the comparison regions,
increment growth was approximately half that amount
{(48.9% and 51.1%). Growth in FAV was used as a contro!
variabie and was not a contributing factor, with each region
having similar EAV growth rates from 2000-2004.

FIGURE 5 GROWTH IN INCREMENT VS. GROWTH IN EQUALIZED ASSESSED VALUE {EAV), 2000-2004
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Having a larger number of active TIF districts
unsurprisingly wanslates into higher county increment
growth rates for Milwaukee, Racine, and Kenosha {Figure
6). Kenosha, in particular, experienced strong TIF growth.
Kenosha Countys large increase is primarily due to the
strong growth of TIF District #4 in the City of Kenosha and
TIF District #2 in the Village of Pleasant Prairie. Kenosha

TIF #4 is the Harbor Park TIF District which redeveloped
land from a vacant AMC-Jeep factory into a new lakeiront
park, adjacent housing, and wansit service from a new
street car route. Pleasant Prairie TIF #2 is the Lake View and
Prairie Wood industrial and light-industrial parks on either
side of Interstate 94 at the IHnois-Wisconsin border™

FIGURE § GROWTH IN INCREMENT BY COUNTY, 2000-2004
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Table 5 shows each municipality in southeastern
Wisconsin currently using TIE Cities and villages are listed
in alphabetical order and ranked in three different
categories: TIF value increase, TIF utilization, and
increment created per capita. The largest TIF vaiue increase
was in the Village of Waterford in Racine County at a
whopping 27,994% increase over base value. This was due
to the success of the Waterford Center business park;
however, the percentage increase 1 so large because the

base value was very low ($42,200). The largest TIF
utilization percentage and increment per capita both
belonged to the Village of Genoa City in Walworth County.
The reason for its number one rankings is that the Village is
a small municipality with one very large TIF district. The
320-acre TIF district is for Corporate Ridge business park.
Formerly agriculture land, this development bills itsell as
the largest business park in southern Wisconsin between
-84 and [-90.
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FABLE 5 2004 SOUTHEASTERN WISCONSIN TAX INCREMENT FINANCING

o TFd  Number Base Totat TIF Totat TIF Increment )
Municipality poOpL- TIF Incremeant TIF value Rank municipal utiiiz- Rank created Rank

lation  districts value value increase EAY ation per capita

BELGIUM 1 BRY 1 59 GHS 300 510,301,400 ki 5123 342 500 1300 %5.292 27
EROWN DEER 1,845 1 ; 5,113,700 337,093 660 A0 3835 886 800 43 51376 2
BURLINGTON 10,183 2 $135.373,000 2 5265,681 200 17 $685 847 200 4 3
BUTLER 1,855 1 $12,843 300 28,949 000 41 8232502 200 17 10
CUDAHY 18315 3 529 v 32 31,013 954 800 & B
DARIEN 1993 1 1 51 29 : 4 g 13
DELAFIELD 6,720 H 511,391 400 $22, $33 941 800 35 38 27
DELAVAN 8,158 i $22,007 800 52,36;,3&:‘0 £35.305 300 51 $501.659,000 449 3{)
EAST TROY 3,850 2 10,600 §$12.880,300 513, & 5204873 400 26 28
ELKHORN 8191 2 $50,348 800 576,427,600 43 38 505 BER AG0 ] G
FONTANA 1,842 i 520,658 100 58,945,000 49 §752 361 300 35 14
FRANKLIN 33804 H $2,229 400 $11% 397 000 3 52,681,845 300 28 26
FREDONIA 2011 i $1,285 500 $10,328 300 12 5119 156,600 14 23
GENOA CITY 2,466 i $4.056 000 454,534 400 o 146459 200 1 1
GERMANTOWN 18,001 3 107 859 35C It %1 906,099 800 24 19
GLENDALE 13,024 3 $112 187 500 175% 37 81,556 487 000 20 il
GRAFTON 11,160 2 $21,526.900 543, L}BS SO0 100% 46 $915818,600 37 E 38
HALES CORNERS 7,682 1 $23.274 100 $3G,088 360 £53,362 400 129% 36 85382 479 200 25 ! 25
HARTFORD 12,068 2 $397,600 363,003,400 365,603,000 1087589 2 5823 168 600 1% $5. 387 21
HARTLAND 8,267 2 $3.670 000 $56, 749 800G La4e% 8 $911 044 300 23 86,42 17
JACKSON 3,678 3 $4.831 900 303 700 1591% 5 £415,207 300 5 513975 4
KENOSHA 92,808 7 536,013,200 171,823 9500 $207 BI7.300 477% 50 85140078 800 33 $i851 40
LAKE GENEVA 7,276 2 $23 086 000 83 020,100 $104,706,100 354% 20 5894 8856 800 13 511,218 &
MENOMONEE FALLS 33 560 4 $37.938 700 S247 450 100 5,417 800 ig 53 580 589 3010 18 &7 352 13
MEQUON 23,416 1 $3.611,600 6,737 700 $12,64% 300 i14% 44 §3.758,931 200 31 3288 3]
MILWAUKEE 393,920 35 $339,585 200 5700 686,000 S1045271 300 200% 3% $23491 773,700 Ir 81193 43
MUKWONAGC 4,438 H $2,389.500 $7.020 400 194% 36 $521 519 000 0.8%9% 47 8720 47
MUSKEGO 22,203 2 547,440,500 e ) 400 24% 30 SZO36879,300 032% 30 2265 44
NORTH PRAIRIE 1,815 1 $3. 210,500 53 840 700 $7.000,000 42 5191176100 2Ot% 400 §2.121 35
OAK CREEK 31,026 3 314,308,100 440,281 500 534 789 600 17 $2‘469.572.5UO 1.63% %2 %1208 41
CCONOMOWOC 13,194 2 545,745,100 63 54 S0 $138 200,600 34 51389635700 6.73% 2] 57,084 14
PEWAUKEE 8864 1 $6,323,150 $20,083 350 $26,406,700 22 5783515 800 2.56% 36 §2.166 34
PLEASANT PRAIRIE 18,122 1 $136,210.400 £100,715,100 30 & B4% i9 7516 12
PORT WASHINGTON 10, f\‘%t 1 321266100 £66,880 200 £88,155,300 23 9.07% 12 6261 18
RACINE 80,806 83 $30.062 350 2198391 100 18 4.80% 27 514972 37
SAUKVILLE 4,167 Z 26 144% 45 $1127 4
SHARON 154 2 S636,100 13 E87% 22 £2.745 A0
SHOREWQOD 13,533 2 30 368 3 S44 102,000 4% 3.48% EN 28
SLINGER 4,143 2 2305 813 000 2 3 3
SOUTH MILWAUKEE 21,360 2 1 44 Fh
STURTEVANT 3431 } 2 2
SUSSEX Q.57¢ 2 5863 560,200 10 7
THIENSVILLE 1 $283.826.200 it
UNION GROVE H 48 44
WATERFORD 1 9 3l
WAUKESHA 8 35 39
WALWATOSA 3 34 30
WEST ALLIS 5 41 4%
WEST BEND 7 32 22
WEST MILWAUKEE 2 3 §2.338 13
WHITEWATER ) : Ky G0 . 5 3% 7 33,526 0
SE WISCONSIN TOTAL 1,425,118 155 §1,424, 335 550 $3.695,469,350  $5,119,806,500 259% $87,305,830,700 4.23% $2,593
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TiF characteristics analvsis

The story thus far is mixed, The region’s core cities
have lower TIF utilization rates, but at the same time they
have been making up significant ground since 2000 1o close
the gap with their suburban counterparts. Still, its an
incomplete picture. The cities of Milwaukee, Racine and
Kenosha are certainly not the only localivies in the region
with downtown main streets that are in tough shape, or
have vacant and polluted industrial land that is ripe for
redevelopment. Therefore, it is necessary to group the
regions municipalities in additional ways 1o get a beter
idea of who is and who is not using TIF and to what extent.
TTF uatifization rawes were calculated for municipalities first
by growth in EAV, then by tax wealth, and lastly, by size.
These analyses have never before been conducted for
southeastern Wisconsin. The results are surprising.

Growth — growth in equalized assessed
value between 2000 and 2004

Every city and village in southeastern Wisconsin is
either classified as “high,” “moderate,” or “slow” growth.
One would expect to see higher TIF utilization in the
moderate growth or slow growth categories as higher
growth municipalities have less reason to use TIE Instead,
higher growth communities have, on average, a higher rate
of TIF utilization. The main question this raises is: do
higher rates of TIF utilization fead to higher rates of growth
or do high growth rates lead to higher TIF utilization rates?
We cannot know definitively from this analysis, but the
trend is counterintuitive.

FIGURE 7 TIF UTILIZATION, GROUPED BY MUNICIPALITY GROWTH RATE, 2000-2004
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in Figure 8 each municipality is classified as either
“tax-advantaged” or “tax-challenged.” One would expect to
see higher TIF utilization in the tax-challenged category as
these are rypically older industrial communities. Hermmed
in by jurisdictional borders, and having run out of
agricuitural land, they must rely on TIF o develop large
tracts of blighted lands. Indeed, this is the basic trend that
emerges. Tax-challenged coramunities have higher TIF
utilization rates than tax-advantaged communities,

Total Size — equalized assessed value in 2004

Each municipality is classified as “large,” “mid-sized,”
“small/mid-sized,” or “small.” One would expect o see
higher T1F utilization in larger municipalities because thats
where most brownfields are locaied. Moreover, TIF s a
complex financial tool reguiring a certain degree of
professionalization. Somewhat surprisingly, it is the smaller
mnicipalities that are better users of TIF i southeastern

[eet]

There are two possible explanations for this
finding. First, the TIF process is increasingly heing

outscurced to consuliants and developers and therefore not

Wisconsin.
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EIGURE 8 TIF UTILIZATION, GROUPED BY MUNICIPALITY TAX WEALTH, 2004
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having a professional planning stalf is not an impediment to
TIF creation. In fact, not having a large paid stalt may even
be an asset to developers and consultants because they have
less bureaucracy to navigate. The second possible
explanation for this finding is that it is easier for small
municipalities to have bigger utilization rates because they
have a relatively small EAV base initially However, this
analysis attempts to mitigate this effect of “scale” by
grouping cities to avoid having to compare Milwaukee
with, say, North Prairie.

SUMMARY OF FINDINGS

The city and county of Milwaukee are not using T1F to
the same extent as Chicago and Minneapolis. They also are
not using TIF to the extent of many of their imumediate
neighbors within the region. While it is true that increment
from the ity of Milwaukee accounts for almost 20% of the
otal increment for the region (Table 6), with utilization
rates in the low 3% range the guestion might be asked:
is Milwaukee being aggressive enough in trying to grow uis
tax base?

Some speculate that the city of Milwaukee may not be
getting the development it deserves because it is being
undermined by “high growth” municipalities in the region

that use TIF to finance development of lands that would
have been developed without the aid of TIE Analyses

included here partially support this assertion. Utilization
rates [or outlying areas are high in comparison to their core
city counterparts, and results thus far indicate that small
municipalities with high growth rates are particularty adept
at using TIE

Our analysis also shows that small tax-challenged
municipalities with ample room to grow can grow fast with
TIE and do. For example, Walworth county is the most
TIF-leveraged county in the region, and is not coin-
cidentally the most rural. An analysis examining DOR
records found that over hall the acreage contained within
existing TIF districts in Walworth County was lormerly
agriculture or open space land. Why would a developer
assume the inherent risks associated with browntieid
redevelopment in an urban area when plentiful agricuitural
jand can be easily developed with an equally good package
of incentives?

So what does this all mean? The resulis may help
explain why southeastern Wisconsin uses TIF the way it
does, particularly if there is evidence that develapers
gravitate toward communities with the best TIF incentive
package. Yet, il redevelopment of brownfields and saving
taxpayer money continue 1o be regional goals, then the
current method for approving, administering, and
financing TIF districts may need to be altered.
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How important s T In location desisions
it the metro area?

A 2004 dissertation written by UW-Milwaukees
Dehorah A Carroll, “From Tiebout to TIF: Does business
vote with its feet?” examines TIFs influence on the location
decision-making process of private developers™ The
researcher conducted interviews with consultanis and
developers in the metro Milwaukee region familiar with TIE
The following are key questions asked and summary
responses:

L. “What are the most influential factors on private
business developers’ decisions to invest in particular
development projects?”

After aggregating responses, two of the top three
influential incentives indicated by interviewees directly
related to TIE Number one influence was “municipal
infrastructure investment,” followed by “visibility,” then
“local tax incentives.” Note that the first and third most
important factors to developers in picking an investment
location are incentives provided nearly exclusively by TIF

2. "Does TIF act as an incentive fo private business
developers, thereby influencing thelr decision within g
multi-jurisdictional setéing to invest in particular
projects?”

Yes. Two reasons were indicated by developers and
consuitants for TIFs necessity in business attraction in the

TABLE & TOP 10 MUNICIPALITIES RANKED
BY TOTAL INCREMENT

Rank Municipality % of regions
total increment

1 MILWAUKEE 16.2%
2 MENOMONEE FALLS 6.7%
3 CUDAHY 4.8%
4 KENOSHA 4.6%
5 RACINE 4.3%
6 PLEASANT PRAIRIE 3.7%
7 BURLINGTON 3.5%
8 WAUKESHA 2.4%
9 FRANKLIN 3.1%
10 GLENDALE 3.0%

Rest of municipalities 43.5%

SE Wisconsin 100.0%

Milwaukee area. First, homogeneity, because municipalities
often display similar characteristics and amenities within a
regionial economy, it typically comes down to who can

provide the best incentive package. Second, cost; it is one
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of the only ways to make brownfield properties equivalent
to their greenfield counterpans by decreasing the cost of
business Investinent. Businesses are often averse o taking
on the risk of environmentai cleanup.

Evidence presented in the study conciuded that
businesses and developers in the Milwaukee area are
mobiie and that TIF plays a fazge, but not exclusive, role in
their investment decisions. Two developers in the study,
recailing their most recent TIF development, cited “that
neither project would have been possible without the
incentives offered through tax increment {financing” rating
TiF a “7" on a 0-7 scale (7 being the most important, O the
least) en the role it played in their latest decision te invest.

These lindings mesh with anecdotal evidence [rom
area economic development officials who say that TIF is
one of the most effective tools in location decision in such
a competitive market. This perceived necessity on behalf of
developers and municipalities can help explain TIFs
profusion in the region’s economy and why the region has
such high utilization rates lor areas that were not originally
targeted for this financing tool (ie. suburban counties,
small communities, and high-growth communities}.

TiFs effect on the individual taxpayer

The arguments made by TIF proponents to taxpayers
are familiar - “There will be no direct taxpayer support for
project X,” or, “Through the miracle of TIE this project will
be self financing.” This rationale viclates one of the first
rules of economics: there is no such thing as a free lunch.
Indeed, we all pay for TIF and we all benefit from TIF New
retail options, job creation, more housing choices, a higher
wx hase with the promise of lower rax rates, and the
removal of blighted properties all benelit an entire
community. But positive outcotes come at a cost to the
Laxpayer.

There are two primary ways for taxpayers to lose
money in TIF:

Ineffectiveness

First, and most obvious, if the district fzils to ariract

lequate development to increase the increment steep
encugh t¢ pay down initial debts, the municipality and, by
defaule, the taxpayer must pick up the tab for the failed
district. These failures are easy for the taxpayer to see as

there is hittle or no development occurring in the district.
The frst TIF in Wisconsin was ineffective. After investing
$15.4 million in demolition, clean-up, and land assembly
in Milwaukees Menomeonee Valley Industrial Area TIF the
district went on to see land values decline by $43 million
from the time of its creation in 1976 o the tme it was
retired in 2001, Interestingly, the valley has again emerged
as a TIF district and in 2005 became Milwaukee’s 53rd TIE
with nearly $20 million planned in improvemnents.

Mefficiency

Inefficiency places taxpayers at risk of losing money
when municipalities violate the “but for” clause. Violating
this clause means that incentives are used o entice
developrment that would have otherwise occurred. This gets
at the heart of the efficiency argument. In the most efficient
TIF disiricts, taxpayers will recoup these initial costs and
then some. In inefficient TIF districts, the taxpayers could
lose all or most of their initial investment. The reality is that
the elfliciency of most TIF districts presumably lays
somewhere between these two extremes, but it 2ll hinges on
the degree to which the “"but for” clause is satisfied.
Expressed as a formula, “TIF Efficiency” would be as follows:

TiF Efficiency = Value achieved with TIF - Value
that would have been achieved without TIF

What does research say about the elficiency of TIF
districts? A University of Minnesota study conducted on
TIF districts in Minneapolis emploved a probability model
to estimate the number of positive outcomes for taxpayers
from TIF investment. The model projected that the maost
likely outcome was a financial loss 1o municipalities. Not
surprisingly, the variable in the model with the most
positive effect on the outcome was if a location had a low
probability of development in the first place. The swudy
concludes that the best chance for a TIF to be benelicial to
taxpayers is when its use is limited o situations that meet
the “bui for” clause ™

In Milwaukee, a 2004 study set out to answer 1o what
degree developer incentives get capitalized into the
valuation of business properties in the city of Milwaukee
TIF incentives do get capitalized into increased land values

to a significant degree. However, the author cautioned that
TIF only accounis for less than 8% of the variaton in land

values in TiF districts in the model. So, if 92% of the
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growth in land values is due 1o variables outside the
miluence of TIF, than why should 100
tand value flow toward paying down TIF debt? The study
concludes that evidence exisis challenging the assertion
that TTF is completely responsible for the increase in
property values.

/

% of the growth in

Table 7 lists how much taxpayers are losing per
$100,000 of assessed value, assuming that none of the
regions TIF districts meet the “but for” clause. Taxpayers
currently do not see this money coming out of their tax hills
because TIF debts are paid off by increased development.
What this analysis asks is what if the development would
have happened without taxpayer subsidies? If development
would have occurred without TIF then the amournt listed in
Table 7 is how much money-per-taxpayer municipalities
are foregoing by subsidizing development.

Admittedly, we would be naive Lo think that every TIF
does not meet the “but for” clause, However, it is reasonable
to assume that many districts do not meet the “but for”
clause, and even when they do, research indicates that
several other factors not associated with tax increment
financing influence the valuation of business properties.
S0, lor a property owner toward the top of the rankings in
Table 7, if even a fraction of the increase in property value
would have occurred without the TIF this can end up being
costly for the taxpayer.

CONCLUSION

Trends identified in this report suggest that there may
be meflicient TIF districts in southeastern Wisconsin, based
upon evidence showing that the highest TIF utlization
rates correspond with fast-growing municipalities that are
largely small, rural, have available agriculrural lands, and
have relatively small tax bases. By using public subsidi
build on easy-to-develop agricultural lands, this cal
question the efficiency of development that may have
occurred “but for” the TIF subsidy.

S into

Those districts that are financially inefficient for the

taxpayer are also inefficient for the region. By subsidizing

I3

development in community X, neighborin

g community Yis

forced to do the same. With the developer shopping around

for the best deal, municipalities bid ever higher for

TABLE 7 TAXPAYER SUBSIDY IF "BUT FOR” CLAUSE NOT MET,

2003
TIF tax per
TIF tax rate $100k oprAV
Village of Genoa City $8.37 $830.89
Viltage of Sturtevant 56.35 $655.16
Village of Slinger $4.70 $469.52
City of Cudahy $4.52
Village of Darien $4.09
City of Burlington 382
Village of Jackson $3.64
City of Whitewater 3343
City of Elkhorn $3.16
City of Delavan $2.82
Village of Sussex $2.12
City of Lake Geneva $2.09
Village of Sharon $1.67
Village of Fredonia $1.87
City of Port Washington $1.83
Village of Thiensville $1.48
City of Hartford 5147 3146.92
Village of Belgium 5147 $146.54
Village of Butler $1.38 $:38.18
City of Glendale $1.23 $122.51
Viliage of Menomonee Falls $1.20 §120.03
Village of East Troy $1.16 411588
Village of Germantown $3.15 $11327
City of Racine $1 §i14.79
City of Franktin $1.i4 $113.71
Village of Hartland 51.11 $311.08
Village of Pleasant Prairie $1.04 $103 83
Village of Waterford 053 $92.52
Village of Shorewood $0.90 SE9.77
Village of Hales Corners $0.86 $46.06
City of Kenosha §0.76 $76. L5
City of West Bend $0.76 $75.70
City of Milwaukee $0.6% $64.86
City of Waukesha $0.55 $53.29
City of Wauwatosa $0.33 252 8]
Village of Grafton 50,93 $32.78
City of West Allis 351 $30.92
City of Oconomowot §0.51 $30.65
Village of Pewaukes 3045 $47.95
Vitlage of Fontana $0.46 $46. 11

City of Oak Creek

Village of North Prairie

Village of West Milwaukee

City of South Milwaukee

City of Delafield

Village of Union Grove

Village of Saukville

City of Muskego
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development and the regions taxpavers subsidize
development that may have occurred regardless of the
subsidy. Thus, due to the low cost at which agriculrural
land can be converted to other uses in land-rich areas, TIF
may actually exacerbate currently entrenched regional
Inequities.

These melliciencies may help explain why TIF usage
within southeastern Wisconsin is significantly more
decentralized than other regions. The city of Milwaukee in
particular has low TIF utilization rates compared to its
Wisconsin and Great Lakes neighbors. Though TIF rates
have increased in recent years, the city of Milwaukee is stil
fiscally conservative in comparison o its own suburbs, to
Chicage, and 1o Minneapolis. While these low rates may be
a result of TIF competition from the suburbs, this fiscal
conservatism would certainly not be out of character for a
city that has advocated for governmental efficiency and
private sector redevelopment strategies throughout much of
its recent history. Although cause and effect cannot be
known, the findings raise a crucial question: Does the slow
economic growth in the city and county of Milwaukee at
least partially result from a poor rate of TIF utilization?

Lastly, the seven-county region has a lower TIF
atilization rate than the rest of the stare (5.2% vs. 4.2%).
Does this disparity in TIF utilization rates help contribute
to southeastern Wisconsin losing 29,050 jobs over the last
four years while the rest of the state gained 19,816 jobs
over the same time period?* If true, the implications for the
regions economy could be the need to increase TIF
utilization throughout the region, but especially in core
cliles, to better compete with the rest of Wisconsin and our
Great Lakes neighbors for quality development and jobs.

In leu of legislative reforms that could clarify the
intent of Wisconsin TIF law, other measures could be taken
to increase TIF effectiveness and efficiency within current
law. Greater adiinistrative oversight and staffing by the
DOR could be provided to ensure that joint review boards
have enough information 10 make educated decisions on
TIF districts appropriateness, In addition, greater efforts at
public notification and public participation could be
implemented o ensure transparency in the TIF approv

DTG

ess. Lastly, greater consistency with municipalities
smart growth plans may help avert uwsing TIF for
developments outside the communities’ recommendations.
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REGIONAL

The Public Policy Forum is facilitating creation of o shared vision
action plan for regional cooperation in southeastern Wisconsin based
on research and analysis. During the next three years, the Forum will

encourage the region to think and act in ways that promole ils
long-term economic and social health, including . ..

« Developing a Southeastern Wisconsin Leadership Network;
« Establishing priorities for regional action;

» Making the case 1o citizens that regional
cooperation is vital to our future;

o Benchmarkine procress toward the shared vision.
& &

The Forum is seeking partners to support its effort.
Il you would like to participate, provide leadership,
or offer financial support, please contact:

Jeffrey C. Browne
President, Public Policy Forum
414-276-8240
shrowne@publicpolicylorum.org.

Acting regionaily on issues that are regional in nature
is in our economic and social long-term interest.
For more mformation about the Public Pelicy Forum and its work,
please go o our web site: www.publicpelicylorum.org.
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