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MADR IIXAS IN OUR REPOFtI' 

Public assistame for private real estate development in  Minnesota needs to be 
reformed, not rejected. City governments s h d d  be ammerded for their active 
roles in  fighting deterioration and i n  promotiq quality real estate 
develcqpnents. 

But today's system af providiq assistame has sbrtccmings: 

* much emmsis i s  given to real estate assistame as an econanic 
development tool. Its influeme i s  felt  mainly m the location of jobs 
ard tax base, not their creation. 

* Instead of beiq targeted to areas of real need, financial assistance 
is available almost anywhere, far any type of real estate project. 

* Taxpyers often have no knowledge of how mu& plblic money i s  being 
spent m a real estate project, where it i s  c d q  £ran and w h o  i s  
receiving the benefit. 

* W a r s  of real estate assistance don't show up in  the regular 
operatinghdgets af city ccxlmils. Qnsequently, city oouncils donft  
have to weigh the importance of real estate subsidies against competing 
needs for dollars. 

* mre hew probably i s  given than is  necessaq to make a real estate 
project go because city officials haw l i t t le  imentive to be tough 
negotiatars. 

TO oorrect these ard other problems we recommerd a system af real estate 
assistame that emmsizes dimct, not irdimct, sources of r e w e ;  
appropriations, not ent itlements ; on-budget decisiom , not af f -budget, a d  
assistaxe that i s  targeted, not general. Spt3cifically the Legislature should: 

* Give each city government mess to a new redevelapment furd that 
w o u l d  be finamed from direct state ad local reMue sources. 

* Allow experditures from the furd only for renewal of properties, 
consi stent w i  th a previ<llsly-adcpted plan. 

* Instruct the Metropolitan -mil and other regional planning bodies 
i n  the state to develop guidelines to prevent unnecessary sperdiq in 
inter-city competition. 

* Give cities imentives to be tcxlgh negotiatars with developers, 
includiq ixentiws: (a) to negotiate far recovery af financial 
assistame provided to developers, (b) t o  establish before negotiations 
begin a point beyord which no further city assistame w i l l  be offered, 
ad (c) to use only experiemed negotiatars. 

* Phase out tax-increnent f inamiq as the n=develcpnent furrd i s  
established. In the meantime, ticjhten up tax-increment financing by: 
(a) repealing its use whem no d e v e l p n t  i s  occurring, (b) requiring 
a city government to reimburse the state prtially for i t s  loss of 
remue, (c) disallowiq aacumulation of surpluses i n  tax-increment 
districts, beyord allowiq the placement of up to three years f surplus 



i n  the proposed redevelopment fund, (d) discontinuing the practice of 
pooling tax-increrrrent funds, ( f )  recpiring that the actual tax burden of 
each tax-increment d i s t r ic t  be made known, (g) requiring that c i ty  
administrative expenses be f inaxed £ran sources other than 
tax-increment financing, and (h) repealing a provision that allows a 
decline in  market values t o  be ignored i n  tax-increment dis t r ic ts .  

THE FRAMEWORK 

m i l d i n g  is a continuas, pennanent phenmn-The Win Cities metropolitan 
urban area a d  other urban areas i n  Mimesota have been going through a 
continmus process of growth-mturitydecline-rebuilding since the s ta te  w a s  
settled in  & mid-1800s. The pmcess is not uniform, of course. Sane 
locations renew themselves easily; others may decl iw without evidence of 
renewal. 

The downtowns of Minneapolis and Saint Paul have been buil t  three times. 
Initial settlement was i n  the mid-1800s. The next began i n  & 1880s and 
oont inued through the 1920s. The third began af ter WDrld Mr I1 and still is 
going on. In & future the downtowns undmbtedly w i l l  be rebuilt again and 
again. This process isn ! t uniqu3 t o  the downtawns , of course. They are just 
& most visible parts of the urban area. The pmcess is going m everywhere. 
Some post-World Wr I1 s m i n g  areas in  suburb, for exarrrple, now are being 
rebuilt. 

Some of the current rebuilding in  Mimesotafs urban areas is related t o  a 
restructuring of the nationls econany.-The current rebuilding process involves 
more than just tearing down old buildings and replacing them w i t h  new 
buildings. What is g o i q  on inside the buildings is h n g i n g ,  too, a s  
information and services becane mare important. The relative importance of 
manufacturing is dec l in iq  ar  owners are moviq t o  large tracts of land that 
accommodate one- or twestmy buildings and employee prking,  while offices 
grow ever taller downtown. 

The n i n  C i t i e s  metropolitan area has adjusted t o  w e  i n  the econcarty better 
than many other urban areas.-Bemse this area has not been dcaninated by a f e w  
large manufacturing firms, a s  has been the ose in  sane other urban areas, it 
has pmspered a s  h n g e  has occurred i n  * nationfs econany. Sane urban areas 
not as diversified as this area have e x a n t e r e d  severe problems of building 
abardonment a s  * econcnuy has h q e d .  E k m  in  the Win Cities area, hmever , 
decline has been very severe i n  certain locations. 

Phintaining & streqth of urban areas is an important part of national 
interest in  economic arowth.-'Ihe nation as a whole and individual states have - - -  - - - - - - - - - - - - - -- - ~ 

similar interests in  keepiq their urban areas strong. W i t h  the amhg of the 
informationservices econcany, urban areas have become key generators of 
w e a l t h .  The strength of a state:  s econany an3 the nation: s economy are 
deperdent upan stmrq urban areas.  ban-areas provide & infrastructure and 
services necessary t o  maintain econanic health. 

- 

Of particular importam t o  the deliberations of this committee is the overall 
strength of the Minneapolis-Saint Paul metropolitan area-because of its 
favorable business, cziltural and scientific envimnment--in fostering the 
growth of new enterprise. 



T k  metropolitan areals technology-intensive i d u s t r y  was a forerunner af the 
emerging informat ion-based econany. MI& of this i d u s t r y  is '.?aomeqrown'.'. 
Its anteedents  are the areals ent repmeurs  of expnsionary vision who 
prospered from the fortunate, i f  not for tu i tms,  juxtaposition of high finance, 
high educatim and high perf ormame of wcgk f orce--all sharpenirg the cutt i rg 
edge of private ar-d plblic enterprise. 

It is this past that now can help shape this area's future i n  a yet emerging 
infonmtim society. It is not yet  clear hcjw the plblic sector should di rec t  
its resmrces. For example, w h a t  is the relat ive importame of providing 
dollars  for  education, fcg s t ree t  maintename, or  for real estate developnent? 
Far-sighted am3 prudent deployment of always scarce plblic rescurces is an 
over-ridirg concern i n  establishirg the role of cities as active participants 
i n  building the urban-industrial environment. 

a2mmcc aF OUR SIUDY 

City governments are significant agents for maintaining the strength ~f the 
nationfs urban areas. But  how - they carry out this task is immensely 
controversial today, particularly as ci ty  governments i n  the last 10 years have 
begun t o  play more aggressive roles than ever before i n  bemnirg financially 
involved w i t h  real estate development within their barders . The nation& and 
state governments are the centers of the debate, because they have been the 
main smrces of finaming available t o  cities. 

In Minnesota, the legislature has begun to ask furdarnental cpestians as the 
dollar investment has r isen rapidly: (a) What is the prpose  of this 
assistance? (b) l b w  mu& is being provided? (c) Ebw prudently are the dollars  
being spent? (d) Are the results worth the effort? (e) What negative results,  
i f  any, are evident? ( f )  Ib cities n e d  moE money? (g) W b  is acmuntable 
for the way the money is being spent? (h) What is the 'fapportunity cost t' of 
real estate assistame? ?hat is, w h a t  plblic or private service investment is 
not provided m supported because of the real estate expenditure? (i ) If  
cities were not to spend the rmney, how wculd it be spent i n  the private 
sector? ( j )  What is the social cost t o  taxpayers i n  sustaining the existing 
role of cities i n  real estate development? What is the social cost to 
taxpayers i n  M d n g  that role? This report is interded t o  help plblic 
a f f i c ia l s  think through these questions. 



FINDINGS 

Federal urban renewal proqrams for slum clearaxe helped inaugurate a new role 
for city governments i n  real estate development. -'Ihe first major use of plblic 
dollars for private real estate development occurred i n  the national program to 
get rid of dilapidated buildings i n  the years follawi~lg World War 11. Saint 
Paul ard Minneapolis were amorg the main beneficiaries of this program i n  
Minnesota; ma- square blocks of residential a d  business property were 
cleared, particularly i n  ard near the dawrrtawrs. Federal aid paid two-thirds, 
local dollars the balame. Tbn the lard was sold on the private market for 
redevelopment . 
Urban renewal klped charge city gwernmerrts: awareness of their potential role 
i n  real estate.-Before urban renewal, city governments had recognized that 
they played a significant role i n  regulation of real estate, through 
camprehens iw planni rg , zoni rg odinarce sf  buildi rg oode sf  h i l d i n g  permits, 
ard the like. City governments also played an informal role i n  pranaoting real 
estate sites, but t h y  largely left initiatiw m location, type, design, 
financing a d  timing of development to the private sector. With urban renewal 
a new plblic policy was barn: City governments c d d  assenble l a d ,  tear dawn 
the old buildings, ard resell the property to private developers for less than 
the cost of aapisition, consistent with a previaslyaqted plan. In doing 
this city governments became f imcia l  contributms to development of new 
structures i n  previcxlsly blighted areas. 

Federal urban renewal furds were not available everywhere; they could only be 
spent in  blighted areas. But the precedent had been establiskd. Wen those 
city governments technically ineligible to participate were being prepared 
psydmlcgically for a new role i n  real estate. City ccxlmils were transforming 
themselves from passive regulators of real estate to active banker/developers. 

Pbst city governments, not just *se strugglinrg with blight, have became 
particimnts in  real estate assistame programs whi* haw followed urban 
renewal.-The federal uovernn-ent dro& i t s  oriuinal urban renewal prosrams i n  
the late 1960~~ bringi;bg to an em3 % era of direct grants & federal 
aid. A complex sy%em-of irdirect federal a d  state assistame plus a few 
limited programs of direct aid have been employed s ixe  then. The total public 
dollar inwstment through the new programs vastly exceeds that of urban 
renewal. Eligibility has been broadened, too. In the Win Cities 
metropolitan area today, city govemm=nts i n  a l l  growth stages an3 incane 
levels actively prwide assistme for private real estate develqnent. An 
important dimension of their particiption i s  that they are designing unique 
agreements one-on-one with developers of specific garcels. 

Miry city officials are enthusiastic aba~t  their inmlvement .--City officials 
who participte are prad of their inmlvemnt a d  a= convinced that the 
werall quality of real estate development is  enhamed considerably. They 
usually state that w i t h a u t  their klg the same projects wcxlld not have been 
dertaken. They welcane the chance to klg new development, even though their 
in i t i a l  motivation may haw been to remove bligM or to keep new or expanding 
businesses from locating elsewhere. They are extremely protective of the tools 
that federal a d  state govermnts haw giwn them. 

However, a few city governments say they use the tools just because they are 
amilable, irrespective of w k  ther need can be demonstrated. 



City governments seem t o  be much morrt concerned abmt their competitive 
itions today than we* previas1y.-City goverments always have tried 

r a t t r a c t  business w z n  their borders, t o  enhame tax  base, to  improve job 
opportunities, or t o  make their ccmmunities nnre attractive. Today, however, 
t h y  are more competitive than ever before, despite the existence of state laws 
that insulate them from extraordinary loss of reven= if new development 
locates outside their borders. These laws irclude state aid to sckrools, s tate 
aid to  cit ies,  a d  metropolitan tax-base sharing (also knum as fiscal  
disparities). 

They are motivated, too, by other objectives.-Some of the mtivation behind 
city government involvement relates t o  such ','soft'.'mncepts as aesthetics and 
quality of l i f e ,  not just their i n t e ~ s t  in attracting lxsinesses. W l i t y  of 
l i f e  i tself  is often said t o  be a factoa: i n  attracting business. City 
goverrnnents see themselves as key particigants in  the overall beauty and 
1 iveabi l i ty  of their areas. 

Leadership in  influencinq real estate development, clearly resides a t  the level 
of city government today. Beyond the incentives and rewards provided ty the 
U.S. Tax Code, city gwernments have becane the prime mwers in public 
financial assistar&-to real estate development .- They rely k a 6 l y  on federal 

s ta te  statutes for money t o  stimulate such development. But city 
goverrnnents an? l e f t  largely on their own in decidirq eligibility. Ekcept for 
a few national ad state  programs that target assistame for distressed areas, 
national a d  state m e s  make it pss ib le  for c i t ies  almost everywhere to  
provide help. A s  a wlmle, city off icials seem sat is£ ied with such policies 
because they avoid sett irg one city against another in a p l i t i c a l  context and 
cost them l i t t l e  oa: nothing directly. The political rewards are enormous. 
Ibwever, implementation of such policies requires morrt dollars thm a targeting 
approach, because dollars must be provided t o  the ci t ies  whose need is of lawer 
priority to assure that dollars also are provided to t h x e  in  need. 

Leadership covering an entire urban area is limited-?he Win Cities 
metropolitan area has one of the most respected aganizations in  the nation for 
attacking urban pmblems: the b t r o p l i t a n  -mil. The Oouncil is empowered 
by s ta te  l a w  t o  assure that c i t ies  design their comprehensive plans t o  be 
consistent with their assicped capacity in regional infrastructure systems. 
But no policy of the Council speaks t o  wkther federal ad state real estate 
assistam shculd be consistent w i t h  regiorlal plans. Neither the muncil nor 
any other regional or s ta te  agemy in  Mimesota today is advising city 
officials an w k t h e r  p t e n t i a l  assistame f oa: a gi- real estate develcpnent 
represents a way: (a) t o  klp renew a geographic area or (b) t o  encourage 
develcpnent in one location rather than another within the same state or urban 
area, w i t h  no special renewal effect. 

Dollars invested have risen very fast.-?he investment of public dollars for 
real estate assistame by ci t ies  in Mimesota has increased lChfold wer  the 
past nine years. T b  illustrate, industrial r emue  bonds approved during a 
12-mnth period by local gwernments increased from $165 million in 1974 t o  
$1.3 billion in 1983. Durirq that sarne time, the amcunt of property taxes 
captured amually for development plrposes wder tax-increment finaming 
increased f ram $437, 000 t o  $46 million. Enactment of a federal cap on 
industrial revenue bods is producirq a cutback in the amounts available for 
Minnesota c i t i e s  foa: 1985 a d  comirq years. In fact, i f  existing federal law 
is not changed, industrial reven= bods w i l l  be discontinued by the end of 
1988. 



Redl estate de~lcpment  naw is one of tk most sicpificant activities of c i t y  
govenrment i n  the Win Cities metropolitan area.--- mayors, c i t y  muncil 
meIIibers, a d  tcp c i t y  staff  spend 50 percent or  more of their t i m e  on c i t y  
development . The psi t ion of c i ty  d&ebpment off icer-formerly associated 
mainly w i t h  blight clearaxe a r d  law irvrolme hmsiq-+as becane a key position 
i n  c i t y  government. City off ic ia ls  eqage  i n  numerous negotiating sessions 
w i t h  cormnercial-idustrial f inns a d  developers. Developers usually 
concentrate on designing projects uniquely suited for certain locations. 
Sanetimes certain firms contact several c i t y  govermnts,  shopping around, so  
t o  speak, for the best deal. 

It is obvious that city governments need t o  look beyod the day-to-day 
provision of plblic services, t o  the lorg term health of their camunities. 
Y e t  growing ntndsers of p e r s m ,  particularly i n  the U.S. OaMgress a r d  i n  state 
legislatures worry w k t h e r  c i t y  governments might e d  up speding too much time 
on real estate development, therely draining energies from their other 
responsibilities: providirg essential pblic services su& as street 
maintename, garbage collection, police ad f i r e  protection, ard planning for 
the future. 

Minnesota c i ty  governments are amorq the most active i n  the nation i n  providinq 
real estate assistame.-Althmgh cities i n  all the 50 states are involved, 
evidence indimtes a particularly neavy act ivi ty i n  Minnesota. For example, i n  
1983, Minnesota ranked third i n  tk nation in  absolute dollars of 
subsidized-interest box& issued for private lxlsiness ard industry, according 
to the Advisory Qrmaission on Irrteqovemmental b l a t i o n s  (ACIR) . Minnesota 
a l so  is a l e a d i q  state i n  dedimtirq growth i n  local property taxes t o  
financirg de~lopment ,  accordirg t o  the ACiX. 

Investment i n  Minneapolis a r d  Saint Paul has been particularly him--Urban 
Development Action G r a n t s  awarded since the program began in  1977 total led $54 
million i n  Mimapolis and $50 million i n  Saint Paul through 1984. Taxes 
captured for tax-increment purposes i n  that year total led $22 million i n  
Minneapolis and $6.8 million i n  Slint  Paul. Inlustr ial  revenue bonds 
authorized i n  Minneapolis i n  1984 total led $165 million a r d  i n  Saint Paul, $185 
million, accordirq to a report from the resear& staff of the Minnesota Wse 
of Representatives. bsults are clearly visible. Both cities have major 
d e ~ l c p n e n t s  downtown a d  elsewhere that inmlved plblic financing of sane 
kind, inc ludiq  City Center, Riverplace a r d  CdLhoun Square i n  Minneapolis ad 
W n  Square, Galtier Plaza ard Bardana Square i n  Saint Paul. These cities are 
extremely proud of these investments. 

-while, other cities ha= not been idle.--mta shm extensive use of 
f inancirq tools i n  m i n  Cities area suburbs a d ,  to a lesser extent, in  other 
parts  of Minnesota. Suburban use is particularly large ad growing. Activity 
occurs i n t e n s i ~ l y  i n  t h  most affluent suburbs as w e l l  as tk less-fortunate 
comrmni ties. In 1984 the to ta l  value of i d u s t r i a l  revenue bords authorized by 
suburbs, $425 million, exceeded the ammnt authorized ly central  cities, $350 
million. The conbined central citysuburban to ta l  represented 87 percent of 
all such bonds authorized thrmcjhat tk state. Suburban use of tax-increment 
finarcing is growing, ta. In 1984, of a to ta l  of $516 million of tax base 
then captured statewide for  tax-increment purposes, about 51 percent was i n  
the central cities of Minneapolis and Saint Paul cabin&; 32 percent i n  the 
rest of tk seven-amty ~ t r a p o l i t a n  area, ard 16 percent i n  cities elsewhere 
i n  Minnesota. Ironically, mst public assistame is being provided i n  the 
metropolitan =ar where t b  economy is the healthiest, ard the least is being 



provided i n  the rest af Mimesota, where the e c o q  is in seriaus trouble or 
declining. This raises the question af what comection exists beween the 
level of economic activity in  a -ion ad tkrz use of pblic financial 
assistame for real estate development. 

Areas that might be regarded amorg the most desirable development sites i n  the 
entire metroplitan area now are receivirg pblic assistance, including Hwy. 12 
a d  Eby. 100 i n  Golden Valley; 50th St. a d  k a m e  Ave. i n  Edina; I 4 9 4  and 
Cedar Ave. i n  Bloomirgton, and I 4 9 4  and Hwys. 212/5 i n  Men Prairie. 

It is hard t o  identify a quidirq political phil0sqI-y behind c i ty  qoverment 
assistame t o  real estate development.-The controversies wer w h e t h e r  and how 
pblic dollars should be used t o  provide assistame t o  private real estate 
developments do not l i m  up alorg conventional lines of poli t ical  philosoply. 
Strong supporters of aggressive inwlvement are as likely t o  be l iberal  
Democrats a s  conservative Replblicans; conversely, opponents, too, are likely 
t o  £all i n  both camps. These programs seem not t o  be founded on any 
traditional philosoply af government or of econcanic organization. 

Involvement i n  real estate has meant that city officials have developed new, 
complex, relationships w i t h  many interest groups.-Mayors, c i ty  m i l  
m e m b e r s ,  professional ci ty staff ,  plus a host of financial advisers, 
consultants, b o d  urderwriters, bond attarneys and other private firms are 
working closely together a s  cities play active roles in stimulating 
f inamially-rewaing real estate activity . 
Lines between the regulation and promotion af real estate development are 
disappearinq .--Today city governments are regulating the use af real estate 
within their barders and providirg infrastructure as w e l l  as promoting and 
f inamirg dewlopment of selected parcels. Cbnseqyently, c i t y  govements may 
encounter conflicts as  they impose regulations that apply t o  all properties and 
provide plblic dollars t o  p m t e  the d e w l p n t  of a few properties. 

Ingenious financing mechanisms are employed. -City governments have been able 
t o  offer assistance without usirg dollars from their own general revenue 
M g e t s .  Federal and state laws haw made it possible for c i ty  govements t o  
provide assistame without havirg t o  make t r a d a f f s  w i t h  such competing 
programs a s  pblic safety, parks, sewers, streets ar libraries. This obviously 
has meant that they have not had t o  make politically diff icult  choices on 
allocation of fuds. For example, w i  th industrial revenue bonds, cities do not 
use any of their own money. Instead they issue tax-exempt bards on behalf of 
hsinesses makirg capital improvemnts. Witn tax-exempt bonds the interest 
earned by the investors who purchase the bonds is exempt from taxation by the 
state or federal governments. Theref ore, a tax-exempt bond carries a lower 
interest ra te  than a taxable bod,  thereby reducing the cost t o  the affected 
hsinesses. Wever ,  such bands reduce revenue to the state ad federal 
governments. C i t i e s  are allowed t o  decide whi ch businesses receive the help. 
Through another program, tax-incremnt finamirg, c i ty  govermnents can dedicate 
i n  advance all growth i n  property tax revenues from selected new developments 
for up t o  25 years t o  piy for developrent expense. Develapment expense is paid 
off before any of these £uds ever is deposited i n  the general revenue budgets 
of the cities themselves or the s&al d is t r ic t s  and a n t i e s  in which they are 
located. 



Sanetimes tk term "reatiw f inamirgy is used to refer to a variety of 
mechanisms that are used to provide assistame to real estate projects. Among 
these "creative'.' wmaclres are m s e  that make t a ~  mney available outside the 
conventional budget process, there& avoidirq the politically difficult 2rocess 
of makirq cbices amorq comptirq services, su& as police, parks and 
libraries. 

Existinq financial mechanisms are enarmasly productive as revenue sources, 
which gives cities considerable flexibility.-Cities often can make ammitments 
of assistame without having to pi& ard chmse amrq applicants. The result 
is that city governments are able to sped dollars & real estate assistance 
with greater f reedan than with almost any other furction. This f reedm enables 
them to respod to specific req-sts or to take initiatiw on developnents w i t h  
much greater ease a d  flexibility than i f  they were l i m i t e d  to specific 
appropriations. Cbnsequently, they are able to respod to developers: rwes t s  
at any time during a c a l d a r  ye r ,  even though they already may have provided 
packages of asssistame to others. 

Several problems are present with the mechanisms: 

Heavy use, lack of selectivity . -Because the benefits can be granted by 
every city-rural or urban, imer city, first-ring s ~ h r b ,  or any other 
suburb--for any real estate dewlqmek pwpose, sane city govements 
may be wer-using the me&anisms & not limiting them to clearly 
identified p-lems that s h d d  be corrected for tihe best interests of 
the public. If city gwermurts provided real estate assistance to all 
applicants, t b n  tk only result of that assistance w a l d  be the 
idiscriminate subsidy of private real estate development. 

Imentives for toucjh negotiations are 1ackiry.--Because the direct 
f inamial burden m local taxpayers either is nonexistent or so diffuse 
as to defy identification, cities may be providing mre assistance than 
is needed. 

City governments can coPnmit reven- from other taxing 
jurisdictions .-City gwernments are able to divert taxes from other 
taxing jurisdictions, such as schools ard counties, to help pay for real 
estate ass is ta~e .  

City governments have their own revenues diverted in  the same process, 
although donlt really forego rewnue i n  t h  same fashim as sckol 
districts and canties. Their own city staffs are reimbursed from 
develqxnent dollars for the expense that tk city incurs. Moreover, a 
city government i n  a l l  cases receives less than one-half of a l l  property 
tax rewnue a d  in  som cases the share is less than 15 percent. These 
other units  of government do receive the benefit, of course, from any 
additional tax base that c a s  to that specific ~a~nunity as the result 
of city assistame. 

Property taxes can be hi- than needed. -'Ibo generous use may produce 
Property taxes that are higher than they need to be. Defeders of the 
existing system conterd that the tax rate is not higher than it would be 
without the financial assistame, because '.'but for: the assistance the 
growth w m l d  not otherwise have occurzed at that looation. Ultimately, 
the defders  argue, the tax rate w i l l  decline because of the new 
growth. Cri t ics  say the '.'but for: claim i s  too exaggerated and that 



sane, i f  not all, of the growth mid have occurred anyway, very l ikely 
elsewhere i n  th same urban area alld possibly i n  th same aounty, sckpol 
d i s t r i c t  or city. Defellders u s m l y  donft  disagree that develcpent 
wmld have occurred somewhere. m y  point out that assistance still can 
be justified i f  , for e x a w e ,  the beneficiary is a milt-up c i ty  needing 
to ulldergo redevelopment. 

Resistame to reducinq property taxes my result.--Some types of 
assistame appear t o  conflict w i t h  the state:s interest in  b l d i n g  down 
prcperty taxes. Pmnot ers of certain prqerty-tax-related assistance 
may resist state programs t o  reduce property taxes, not on the witsr 
but out cd fear  that su& reductions also wmld neduce th amunt of 
subsidy they can provide. Ullder the provisions of one popular 
mechanism, tax-increment f i n a m i q ,  th amaunt of real estate assistance 
varies direct ly w i t h  the s ize  of the tax rate. If property taxes rise, 
so do th dollars available fa r  real estate assistance. Apossibi l i ty 
exists  that c i ty  governments might be tempted t o  lobby against prcperty 
tax &yes out of fear  far  w h a t  such dmryes wmld do to their revenue 
stream for real estate ass istme, irrespective of w h e t h e r  broader 
plblic policy might call far  reduced property taxes. For example, 
lokbyists for  c i ty  governments already have urged that the Legislature 
protect dollars  far  real estate assistaxe in  any property tax reform. 

Serious problems cmld  result i f  prqperty values w e r e  t o  
Few are 

predicting such a m e ,  but few predicted i n  the 1970s that farm 
values w a d  drop, either. The nesult of a major decline in  values 
mid be devastating for tax-imrement financing, which depends on an 
increase i n  valuation t o  suaceed. If p r q e r t y  values declined, other 
property taxpayers i n  a camunity wmld be required t o  make q the 
shortfal l  i n  tax-inc-nt districts. 

It is possible that commercial-illdustrial aid rental residential values 
cmld f a l l  i n  1986-88, w h i &  is five t o  seven years following the 
passage of a federal l a w  i n  1981 whi& provided for accelerated 
depreciation of mildings. ?hat act increased th demalld for  investment 
opportunities in  these buildirgs. Properties usually provide maxim 
yield to an investor i f  sold i n  abcxlt f iw t o  seven years, 
Consequently, a greatly imreased supply of properties my be offered 
far  sale beginnirg in  1986, as inwstars  begin s e l l i r g  the properties 
they q i r e d  u d e r  the provisions of accelerated depreciation. A glut  
i n  th market w a d  force market values dawn. In addition to these 
factors a general 'fscdtenirgr of the overall residential market, 
including hclmestead, almady may be occurring. A significant drop i n  
market values wmld threaten the s tabi l i ty  of tax-increment d is t r ic ts ,  
whidh d e p d  upon p r q e r t y  values 1 1 ~ t  d e c l i n i q  t o  keep their revenue 
stream steady. 

A provision already i n  state l a w  anticipates that a drop i n  property 
values cmld occur. It allows a c i t y  govermnt  t o  keep valuation in  a 
tax-increment d i s t r i c t  at  an in i t ia l lyes tabl ished level, even i f  
prevailing property levels drop i n  tkvt city.  The provision enables a 
c i ty  t o  require that th devebper/owner during the contract period w i l l  
not challenge the valuation of property i n  tkvt area receiving 
ass istame, 



Surplus dollars may be made available. --Sane gublicly-assisted real 
estate projects produce more tax dollars  than needed t o  finance them. - - 
City governments-can then chamel the extra mney into other real estate 
projects instead of returnirg it t o  th taxpayers. (Sane c i t y  
governments see the generation of surplus dollars as an advantage. 'Ihey 
say that it makes improvemnts possible in areas where not enough 
assistame a l d  be m a d e  available i n  any other fashion.) 

Extensiw use pmbably produces higher interest rates.--A r isk exists  
that c i t y  governments may be wying higher interest rates for 
conventional barrowing because of excessive use of real estate 
assistance. This can omur i n  at least t w o  ways. 

Fi rs t ,  a city!s b o d  rating may be d q r a d e d n h i c h ,  i n  turn, means 
higher interest  rates-if it is committirq too much of the grawth i n  its 
property taxes t o  real estate assistame. ?his reduces the availability 
of praperty taxes for other purposes, su& as payirq for  principal a d  
interest  on bods.  Such a warning w a s  given t o  at least one c i t y  i n  the 
-in Cities netrapolitan area i n  1984 lg a New York bond rating firm. 

Secod, cities may be payirq higher interest rates for  borrowing for 
sewers, s t ree ts  a d  other plblic infrastructure because they also  are 
issuing large am~unts of i d u s t r i a l  revenue bands. A New York state 
f inamial  off ic ia l  estimated that the volume of private pqmse ,  
tax-exempt debt issued i n  1982 raised uverall tax-exempt interest  rates 
by a premium of 1.2 percentage points. 

Others disagree that the addition of i d u s t r i a l  revenue bonds causes 
interest  rates t o  rise for regular c i t y  bod i rq  . kcording to the 
counter-argument , interest  rates paid by cities for general obligation 
bolads fluctuate direct ly w i t h  th in teres t  rate the federal govement 
pays when it borrows money. This relationship is much more powerful i n  
determinirq th interest rates paid 'qr cities than the impact of a flood 
of i d u s t r i a l  revenue bords, say persons who support the 
canter-argument. m y  also conted  that maw investors buy only 
general obligation b o d s  and, therefore, would not consider the option 
of an i d u s t r i a l  revenue bond. 

The anter-argument is faulty, say those persons who believe cities! 
interest  rates are higher, because even though c i t y  rates rise and f a l l  
w i t h  federal rates, they still are higher than they would be i n  the 
absence of i d u s t r i a l  revenue bods .  Also, they say, investors who 
st ick fai thful ly t o  general obligation bods do not set the marginal 
rate on tbse bods .  

Other sectors of the econany m i q h t  need m e  assistame than does real 
estate. -Same critics of national and state eaancmic development efforts  
conterd that tax policy i n  the U. S., w i t h  few exceptions, has irrplicitly 
favored su& sectors as office buildings and s h w i n g  centers, while 
disregarding the competitiveness of U.S. mandacturing operations in 
international a p e t i  tion. 

Fbreover, high vacamy rates seem k r e a s i n g l y  mre commn i n  off ice 
space i n  recent years, whi& nises the question of w h t h e r  the 
availability of real estate ass is tame is contributirq t o  werlmilding. 



Cities have a legitimate ard continuing role in  real estate developnent. All  
in  all, tk comerns displayed W Minnesota cities in  warkirg for quality 
development are ammerdable~ ~Lty cmmils an3 their profes&ml staffs  are 
not satisfied with beirg pissive observers of develcpnent. These officials 
want to intervene. They are comerned a h a t  the quality af the development, 
the design, tk lmtion, tk timirg. T h q  usually have a visian of a 
substantially improved conmnmity. These comerns need only be dmmeled i n  the 
right directions. m y  s h a d  not be thwarted. 

But too much emphasis is  being placed on interstate a d  intrastate rivalry 
today. In sane respects, a state has no m i c e  Mt to participate aggressively 
in  the interstate poker game of cans tition for business, because every other 
state i s  doirg same thirg. For example, Minnesota actively pursued the 
General Motors Saturn plant i n  1985 by try* to mtbid several other states. 
The Saturn plant, -everr is dlmost unique because of its size. It is not 
surprising to see competing states up the ante, to the delight, of oourse, of 
the plantls owners. Wlt  the plblic interest w i l l  not be served by a 
Saturn-type bidding war for every business thinking about a new location. 
States--particularly states i n  the sane economic region of the nation--would do 
well to consider 'farms control: agreements in  their competition for new 
lxlsiness . 
The state has the authority to determine the I f w w n s ' , '  that cities my use. 
-ever , it has done l i t t le  but set up a system in whi& every city has an 
incentive to offer the most lucrative financial package, out of a fear that if 
it fails to do so, neicjhborirg cities w i l l .  

Cities ought to be enccuraged to ccmpete with ea& other on the quality of 
their public services a d  in  other ways to make their environment attractive to 
develapers. But an uncontrolled financial bidding war krelps no one other than 
perhaps giving businesses that receive assistame a leg up on their 
competition. 

The Win Cities metropolitan area needs a much better strateqy for providing 
private real estate assistame. In the Thin Cities metropolitan area same 130 
city governments compete with ea& other for real estate development as if they 
were separate states or regions. A rational policy is lacking here. The 
Metropolitan -mil has establiskd a regional growth control plan, but it i s  
essentially a non-participnt i n  tk question of city assistance to private 
real estate develapment. The -mil has sponsored seminars for local 
goverrment officials on Mw, me&anically, to make use of such devices as 
tax-increment financing ard iriiustrial revence bonds, but the Quncil has not 
made policy reccme&iations on their use. Cities are allawed to ccaapete with 
each other with no werall regional framewmk. What this also means, of 
course, i s  that the Win Cities area does not ccanpete as a single unit with 
metropolitan areas in  other parts of the nation, beneficial as su& an approach 
might be. 

The major impact of real estate assistame lies in  the location, timing, ad 
desiqn of new developments, a d  not inpromotilq aqqreqate growth. City 
governments can influence to a limited extent wfiere a new development is built ,  
w h e n  it is  bui l t ,  ard how it is designed, throu* tk use of financial 
assistance. What this mears is that their assistance can help determine the 
geographical locations where econorrcic activity occurs. Su& action can be 



h e n ~ e l y  klpful, economically, to the immediate vicinity where assistance is 
provided. 

But city assistame is not the decisive factor i n  determining whether the 
ecomic activity w i l l  occur, irrespective of location. The assistance does 
not create new jobs; it helps influeme the location of the jobs. It does not 
create new tax base; it help inflwme the location of the tax base. There 
are three reasons for this. Fi rs t ,  real estate assistance often has been 
granted to firms canpeting with other f inns nearby. Rnployment and tax base 
gains are partially or wholly off set by euployment and tax base losses i n  the 
canpeting firms. SecorKI, real estate assistame is by nature a subsidy to 
capital investment, rather than to job creation per se. Rnployment subsidies, 
such as m s e  provided i n  a new state program begun i n  1983, may be a more 
cost-effective means of stimulating job creation than is real estate 
assistance. Third, the grantirq of real estate assistance may encourage other 
comnunities to '.'retaliate',' with their own assistame, which may negate any 
favorable impact remaining after the above two effects have been considered. 

To illustrate the exaggerated nature of claimed job growth, the Minnesota State 
Mi tor  reported that the total job gmwth claimed by idustrial revenue bond 
issuers from 1970 to 1983 was a k a t  134,000 j&s, about one-third af the total 
increase i n  Minnesota employment during that time. Further, a recent 
statistical study by the research dmrtment of the Ninth District Federal 
Reserve Bank of Mirmeaplis f m d  that i d u s t r i a l  remue bonds have had no 
effect on state employment a d  property tax base growth. 

Cities shrxlld be relieved of havirg to dmonstrate--through alleged job 
creation co: ary other claims of econanic impact-that their involvement is 
helping alleviate macrceconomic pxblems. Rather, cities shrxlld be asked to 
illustrate how the assistame w i l l  k l p  make possible the renewal of blighted 
or &solescent areas or prevent further deterioration where it is  merging. 
~rrespordingly, wkn  federal a d  state officials prwide authority to city 
govements far real estate assistame, they shailld not use overall econanic 
growth as a basis for such assistame. Instead they s b u l d  be explicit about 
trying to influeme t k  location of develpent in  one place rather than 
another, for renewal purposes only. 

A good system af plblic assistame to real estate development has the following 
d-aracteri st ics : 

Remces skYXlld be used to overcane problems i n  the market--The 
assistance skYXlld make it possible for a project to wercoane problems i n  
the real estate market, traceable to the current character of or use 
given to real estate i n  the area to be redeveloped. Such problems 
include : 

* The presezrce of deteriorated or fumtionally obsolescent buildings 
that need to be ndevelcped to keep the location competitive with 
other parts of the same urban region. 

* T h  availability of tax writeoffs that make it possible for owners 
to aontinm to earn h a n e  from such buildings rather than rebuild or 
rehabilitate them. 



* Wersf perceptions that certain locations, such as 'finner city:, 
should not be treated the samt i n  terms of s i e  of loan, term of 
loan, or interest rate, as prcperties elsewhere i n  an urban region, 
irrespective of the finamial viability of a given project. 

* The difficulty of buildirq rental housing that is comptitive with 
owner-occupied hcusing becrmse of g o v m n t  policies which favor 
owner-occ-. 

* The difficulty i n  assenblirq built-up l d  for redevelqment 
becrmse ownership is more likely to be divided among mary different 
owners than is likely on vacant lard. 

* The ready availability of an immense amount of open land on the 
fringe of the urban area, whi& makes hilt-up l d  less 
ccanpetitive. Tb illustrate: Approximately 265 square miles of 
urbanization were added to the Twin Cities mtropolitan area from 
1960 to 1980. That requid exprdirq the region:s perimeter by only 
two m i l e s ,  whicih is the equivalent of about adding only me city 
blodc a year to the urban frirqe. 

Elected officials should be held responsible--The primary 
decision-makers should be the officials who represent the persons 
bearing the costs and sharirq the benefits. Elected piblic officials 
shrxlld be directly acccuntable to voters for deciding whether to 
deny or approve assistame. It now is p s i b l e  for these officials to 
provide help w i t h o u t  havirq to mte to levy taxes cn appropropriate 
dollars f ran their general fund budgets. bbreover, sane financial 
mechanisms naw available place decisions i n  the hads of public 
officials w b  do not have to stard for election before the voters who 
are bearing the burden of those decisions. For e q l e ,  a city council 
can mte to issue an irdustrial revenue bond, with the cost, i n  reduced 
revenues to the federal treasury, shared by all taxpayers in  the nation. 
Or a city -mil can enact tax-increment finamirq, urder which state, 
county ard school taxpayers share more than one-half the cost. 

Awareness of other negotiations-City goverrnnents should keep each other 
ad the region informed abcllt firms cn developers with v b m  they 
currently &e negotiatirq . This may help keQ cities f ran getting into 
urdesired biddirq w a r s  with each other ard redwe unproductive 
ccanpetition. A f inn or developer, seekirq the best financial 
arrarqement, m y  be raegotiatirq with more than one city for the same 
dewlopanent. Of course, the existing systems for providing financial 
assistame offer l i t t le  imentive £or cities to aooperate in  this 
fashion. 

CDnsistent w i t h  plans-'Ihe project sbuld be oonsistent with 
previously-ad~ted city ard arewide lard use plans. Indeed, public 
assistarroe logically s h d d  be used only to advance piblic goals. 

Dollars known in  advance--The total plblic dollars being invested i n  a 
private real estate development, both direct ard indirect, including the 
value of tax deductions and credits, shmld be estimated in  advance for 
each project assisted. The approval process by other levels of 
govermnent may make it difficult to know the ultimate size of a 
financial package a t  the time the initial camnitment is made by the city 



government. Nevertheless, a city government sbuld be able to prepare 
alternatiw estimates of the size of t k  final package, uder different 
assunptions about What specific h n i s m s ,  i n  What amunts, are finally 
approved. 

The affected city  government!^ :'overhead'.'--that is, the expense it 
incurs in makiw the a s s i s t a~e  available--should be estimated publicly 
at  the same time. 

Costs shCplld be carefully defined ard measured ard be based on the 
ecodca l ly  valid notion of opportunity cost (actual costs are measured 
ard ccanpared to other opportunities foregone). What this mans is that 
a city government needs to canpare the benefits of an investment in  real 
estate assistame against the benefits of sperdiw the dollars on 
somethiw else. 

Determine i n  advame the ptential consequences of redevelopment 
projects onpersons w b  are livim i n  areas tarqeted for 
redevelopment-Sometimes so mu& attention my be given to the claimed 
benefits of the proposed new buildiws that any negative impact m 
persons w b  may be displaced is overlooked. It is likely that sudh 
persons w i l l  be low incane. Comequently, a g o d  system of public 
assistame to real estate develqment should include sane methcd of 
ful ly  analyzing the potential impact on existing residents ard providing 
that they are assured continuiw access to affordable housing. 

Projects should be audited-A credible system should be established for 
auditing: (a) the results of assistame ard (b) the specific uses of the 
dollars. 

Estimate how turdens ard benefits amiq taxpayers w i l l  be 
distributed-City courcils s-ld make efforts to estimate how the tax 
burden ard the benefits of assistame w i l l  be distributed amng its 
resident taxpayers, to avoid impsiw costs on lower-incaae taxpayers 
a d  benefits on higher-i~ane taxpayers. 

Tbday:s system is failirq to l ive  up to these expectations. The system is 
generating enoucjh revenue. But several flaws s M l d  be corrected: 

The beneficial impact of selective assistame is di luted if help is 
available in  almost ary location. W m  dollars far real estate 
assistame are made available broadly, the imwct of the assistance on 
location cd dewlqment is significantly diluted. Thus the total public 
investment i s  mu& hi-, but its impact on guiding growth i s  mudh 
less. 

Dollars of investment are not always known. It is possible for a city 
government to -rove an assistame package for a developer without wer 
estimatiw the total current value, i n  dollars, of a l l  assistance, 
direct ard irdirect, beiw provided now ard i n  the future. Public mney 
should not be spent i n  this way. 

m y e r s  might not urderstard What is happening. Because of the way 
assistame is provided, taxpayers might have an impression that the 
assistame is cost-free or, because of th mechanisms being used, have 
no way to urderstard the package of benefits. 



Accmtab i l i ty  often is m i s s i r q .  W i t h  t axpyers  not k m i n g  what is 
h a m n g ,  they have no way af holding elected plblic off ic ia ls  
accountable for  their actions. 

The r i sk  is too hiqh that mare assistame than needed w i l l  be provided. 
Any system of pbl ic  assistame for private real estate development has 
sane risk that more help is given than is needed, But the present 
system carries too much risk, City governments do not have emugh 
incentives t o  restrict the s ize  of their offers. In fact ,  because of 
indirect finarcing, c i ty  governments are tanpted t o  affer  as much as 
they legally a i n  order t o  minimize risk of losing the prospective 
developer. Some ci ty  governmerrts do not even contemplate ','walk-away'.' 
positions i n  negotiations, fearing that i f  they don't peTt a l l  potential 
assistame on the table, neighbaring cities w i l l  offer the assistance 
ad gain * develapaent. 

They have not realized that developers knw &at can be offered. They 
have not measured carefully enougb the conseqyences of losing a 
development. They have been so  ooncerned about their perceptian that 
'.bit for:' their assistance, tl-~ d e ~ l o p n e n t  w a l d  not have occurred, 
that they may have fai led t o  ask, '.'so what?:' 

It is possible that in some cases only the c i t y l s  p e r  of condemnation 
need be ut i l ized t o  assenble the land, w i t h  no pbl ic  subsidy. Y e t  few 
examples exis t  where a c i t y  government c o r t i d  the land wi tbu t  a lso  
writing down the cost t o  the private lxryer. 

In negotiations c i t y  governrents have not concentrated enough on 
spelling cut  what they want tram developers, as contrasted w i t h  the 
emphasis given to deciding l a w  much t o  g i w  developers. For example, 
sane c i ty  governments do not put forth proposals of their own for  
recovering their subsidies, or  parts thereof, over the long run, 
Consequently, an opportunity for  recovering investment may be lost. 
Sane developers syrdicate their plbl ic lyass is ted  real estate 
investments for  large profits,  none of which goes t o  repaying the public 
for  its assistance. 

Public of f ic ia l s  become caught i n  the enthusiasm for the tangible 
results  cd develcpnent and seduced in to  giving up too much. Because the 
costs t o  the off ic ia ls  of proceeding w i t h  develcpment are so low or 
nonexistent, the M y  benefits of seeing the Wildings rise bias 
decisions i n  favor of proceeding w i t h  development no matter w h a t  
obstades appear. 

Qntrols on werhead expeme are hard t o  firti. A c i ty  government has 
li t t le incentive t o  hold dawn the werhead expense-the variet ies  of 
payments made t o  cutside consultants ad its am staff--sine the money 
t o  pay for t h i s  expense is caning f r m  the same irtiirect saurce as is 
the money used for  the assistarme i t s e l f ,  

Too m u c h  emphasis is given t o  real estate development as a way t o  create 
econmic growth, Sustainable growth i n  an urban area is affected mainly 
by access t o  markets, access t o  essential production and marketing 
sk i l l s ,  availability of venture capital  financing, ad other resources, 
Real estate development is mre a resul t  of e d c  growth, not its 



cause. Too often public officials regard real estate develapment, by 
i t s e l f ,  as economic growth. U s e  of plblic dollars to assist real estate 
develapment does serve t o  redistribute growth. Wlt  i n  sane cases it may 
prcmote mustainable  growth. 

Risks of conflict of interest ard corruption are too high. P31y the 
public officials  are involved i n  providing financial assistance t o  
private real estate dewlqmnt ,  r i sks  of conflict of interest and 
corruption are present. The absence of ary major problem so far  should 
not delude the State Legislature (as the major body establishing rules 
for c i ty  government) into thinking that potential for d a l  is not 
present. W i t h  millions of dollars i n  plblic assistance being offered, 
businesses stand t o  gain or lose large profits, depending upon whether 
they are awarded assistame. 'Ihe heavy involvanent of c i ty  govenrments 
i n  real es ta te  assistance is relatively recent. Therefore, sane types 
of risks--which haw been present historically i n  other s i tuat ims 
involving public officials  and private interests--are now discernable i n  
the real estate area, too. Far example, is it likely that firms which 
stand t o  gain firmmially from real es ta te  projects w i l l  become major 
contributors to the election campligns of c i ty  officials? Or ,  is it 
likely that these firms wmld be future saxces of qloyment for c i ty  
officials  ard their staffs? Waild either of those possibilities affect 
the independence of the officials  an3 their s taffs  as they act  on 
proposed real estate pmjects? 

Citizens: confidence that cpverment is m k i n q  for each of them may be 
undermined. 'Ihe current role of ci ty goverments in providirrg 
assistame t o  real estate developments is new. It differs from 
traditional government regulation a d  plblic works. The ccaaplexity and 
obscurity inherent i n  existing real estate assistame programs make it 
diff icul t  for citizens t o  haw a clear view of w b  is receiving w h a t .  
A t  the same time those i d i v i d m l s  ard groups w i t h  an econanic interest 
i n  dewl-nt subsidies play central roles in 1-1 poli t ical  activity. 

Qnsequently, citizen confideme that aff ic ia ls  are devoting their 
energies to activit ies of general benefit may be undermined. 

'Ihe above-listed flaws, w h i l e  detailed, represent a need t o  m e ,  not 
discard, t k  practice of providing c i ty  assistance for private real estate 
development. Mreover, a s  can be seen £ran the recananendations whi& follaw, 
w envision mainly changiq incentives, not impsing a set of restrictive 
regulations. 

If properly directed, a n e w  set of imentives can assure that: (a)  plblic 
assistance is distributed very selectiwly,  only to the projects w i t h  real need 
ard potential plblic benefit, (b) taxpayers are informed of tihe actual 
distribution of buden and benefit f m  rn plblic assistame, (c)  elected 
off ic ia ls  are held accountable for their actions, (d) officials  w i l l  negotiate 
firmly, giving as much assistance as is needed, not more, (e) overhead expense 
is minimized, ( f )  r isks of conflict of interest an3 curruption are reduced, and 
(g) citizen confidence that governm=nt serves rn broad plblic interest, not 
narrow private interests, is enhamed. 



-: These recamendations help shift the governmental financing of 
private real estate dewlopatlent from: (a) indirect sources to direct sources, 
(b) entitlenents to wropriations, (c) off-budget to cm-budget, (d) 
non-targeted assistance to that whi& is  targeted specifioally for renewal. 
The remmendations recognize that providing help for real estate assistance i s  
mainly designed to influeme hsiness/job location, not hsiness/job creatim. 

We recanrpnend that ths state: 

Give each city government access to a redevelqment fund, a new 
medxmism for cities to use i n  inwstirg in  renewal of properties. The 
fund would be f inamed from direct revenue smces anl repayments of 
assistame previously provided to awners/dewlapers. 

Impose legislative restrictions on tax-increment financing to stop 
excess use and to emurage cities to shift to the redevelqent furads. 

A l l o w  cities to use both redevelopment furds and tax-increment financing 
unti l  a specified future date when tax-increment shculd be discontinued. 

1. htablish Redevelopment E'urd-We re- that the Minnesota Legislature 
i n  1986 pass a law permittirg any city government to establish a redeveloplllent 
fund, set up accordirg to provisions a t l ined  below. The £und would give 
cities flexibility i n  use of dollars and access to new revenue sources. It 
would replace "pooling" devices naw used ly cities i n  tax-incranent financing. 

2. Use redevelopment fund for pbl ic  infrastructure, acquisition of real 
estate, and private lcrans and grants-A city government should be allowed to 
use its redevelapment fund for the physicdl renewal of properties within its 
borders. Tkre follawirg types of activities w a l d  be permitted uses of the 
furd: (a) construction of plblic infrastructure, including sewer, water, 
streets, sidewalks, lightirg, parkirg, skyways, and parks, (b) acquisitim of 
real estate, ard (c) loans ard grants to private developers for renewal (new 
constructicxl and rehabilitation) of pmpert ies, including lleducirg the interest 
rate paid by developers. Because it wmld not be mcessary to relate the 
amount of plblic assistance directly to likely growth i n  property taxes, this 
approach would give cities m e  flexibility than is  allowed by tax-increment 
financing . 
City governments w a l d  not be l in~i ted to the redevelapment fund as a source for 
financirg the constructia of infrastructure. Other traditional forms of 
financing, such as special assessments a d  general obligation would 
continue to be allowed. 

3. Authorize many smces for a redevelopment fund-?he Legislature should 
provide that a redevelopment fund include revenues £ram any nr all these 
sources: 

General fund transfers-State law shculd be charqed to make it clear 
that cities can use their qeneral revenEs directly for redevelopment. 
This means a city camcil could make a conscious decision to enrich its 
redevelopment W from general saxces available for city operations. 



Transfers sbuld be allowed from redevelopment fund to the general 
furd if a city caxrril wants to =turn to the general £urd any anrounts 
transferred to the redevelopment f u d  earlier. 

Direct property tax levy-The Legislature sMld allow city govenrments 
to levy property taxes directly for redevelapment funds, without being 
subject to levy limits cs: voter referendum. 

Limited "urplus',' revenues from tax-increment districts--We recammend 
that a city government shrxlld be allowed to transfer to a redevebpwnt 
£urd fran a tax-increment district th equivalent of up to three yearsf 
tax increment revenues, after emgh money is accumulated i n  
tax-increment revenues to finance the redevelapent experu3itures i n  the 
aff ected tax-increment district. This is  the one exception to our 
proposal, cutlined below, that w d d  prohibit tax-increnent districts 
from accumulating more fuds than are necessary to pay off cdtments  
made when the districts were established. 

t s  Repayments to city governments of U r b a n  Develqpment 
Action Grant UWG) laaris. W e  exist- federal law a developer i s  F- 
required to repay a UI3AG to the city, but-the city then can u& the 
mxaey for other develapment-related plrpses. It does not have to 
return th money to th federal government. 

Other repayments-Repayments to city governments of loans and other 
types of recoupment whi& mimt be negotiated with devel-s, such as, 
for example, a repayment to the city of subsidies at th time the 
praperty i s  sold to a different party. 

State aid--We reoananed a speci al state aid program for cities f. 
redevelcpment fuds. State dollars mid be apportioned according to a 
formula weighted far nxlewlopment. For example, th amount a city 
government receives could be related to the age or physical condition of 
its buildings. 

General obliqation bondirq-We recarmnend that state l a w  provide 
explicitly that a city can issm general obligation bonds a d  place the 
proceeds in  its nxlevelvnt fund. Such general obliqatim bonds 
should be permitted only i f  they are issued i n  a manner which guarantees 
that they ccunt as part of the net bonded debt of the city. 

4. Tiqhten use of and ultimately discontin- tax-increment financing--Our 
proposals are designed to encarage city governments to use redevelapment funds 
instead of tax-increment financing. We prapose that tax-increment financing be 
allowed to continue for several years, limited to physical renewal of 
property. During that time cities s h d d  be allowed to use both redevelopnent 
funds and tax-increment (with the restrictions we outline below). We recommend 
that the Legislature set a date after whi& no aaitiona.1 tax-increment 
districts may be created and no additional improvements f inaraced with 
tax-increment dollars may be urdertaken i n  previausly-existing districts. A 
reasamble date wmld be 2 1/2 years from the date of passage of a statute 
embodying our praposals. If tkse  reammdations axe adapted by the 
Legislature by mid-1986, cities wald be able to make additional ~ t m n t s  
using tax-increment financing until January 1989. O£ course, th allowable 
period urder state l a w  for committing tax-increment revenues may be as long as 
25 years. Qnsequently, tax-incmnt wmld not disappear totally unt i l  up to 
25 years after the approval of the last tax-increment project. 



Our recamendation for phasing at tax-increment financing is contingent upon 
t3-e establishnent of the redeveopmnt fund, as  recomneded above. W e  would not 
support elimination of tax-increment financing without a satisfactory 
replacement. 

We recomed that the Legislature i n  1986 impose the following restrictions on 
t3-e use af tax-increment finaming: 

Repeal * provisiorr; of tax-imrement fin=* w h i c h  a l l ow  d i s t r ic t s  
to be fonned where no redevelopment is occurring-The Legislature should 
repeal an existing provision which allows tax-increment to be captured 
for tp to eight years i n  s m a l l e d  :'eaoncwic de~lcqment:' areas. This 
is a provision cd law which allows tax-increment to be used in  locations 
where ary f i d i n g  of r e d e ~ l p n t  neecr is impossible, bemuse nothing 
can be redeveloped. 

Require that a city government part ial ly reimburse the s ta te  for the 
state:s loss of revenue because of tax-increment financinq--The amount 
need not be very large, but even a small amount of reimbursement likely 
would e m a g e  prudence by cities i n  using tax-increment. Such action 
should be required for a l l  a a i t i o n a l  improvements authorized i n  
existi- tax-increment d i s t r ic t s  as w e l l  a s  for all new or expanded 
distr icts .  The mechanics of part ial  reimbursement could be accomplished 
ty t3-e state f s deducting a portion of local government aid to the 
affected c i ty  government. (TIE fact that  * Legislature provides s ta te  
aid for tax-increment d i s t r ic t s  may not be widely derstocd. It occurs 
indirectly, through the formula which provides s ta te  aid for schmls. 
In 1983 t3-e state paid an a a i t i o n a l  $10.3 million in  aid to sdmol 
d i s t r ic t s  because the captured value i n  tax-increment d i s t r ic t s  is not 
counted as local w e a l t h  i n  * aid formula, according to Dennis EYno, 
assistant s ta te  conrmissioner of reven=. ) 

D i s a l l a w  accumulatia? of surpluses i n  future tax-increment 
authorizations, except a s  a t l i n e d  above-- amount of revenue captured 
for tax-increment m s e s  s h d d  be t3-e amount needed t o  pay expenses 
authorized when the tax-increment district w a s  created, no more. Once 
those dollars have been accumulated, no m o r e  tax-increnent dollars 
should be captured, a d  the praperty would be returned t o  the tax rolls,  
w i t h  orme exception allowed. exception that we wald al low,  as noted 
above in  cur r e c o d a t i o n  on * m c e s  of revenue for the 
redevelqnent fund, is that a c i ty  c d d  capture up to three years: 
additional tax-increment reven= i n  a district for the redevelapment 
fund. Such a capture w d d  be possible only i f  revenues are accumulated 
enagh years before the legally-prescribed expiration date for 
tax-increment distr icts .  kk w d d  not propose an extension of that 
expiration date. 

D i s c o n t i n ~  pooling tax-increment dollars other than the pooling that 
would be made possible ty a trarsfer of limited tax-increment dollars t o  
the redevelopment £ud. -'Ihe Legislature should repeal existing laws 
which allow revenue generated i n  a tax-ircrement d i s t r i c t  t o  be used for 
expenses i n  areas outside t3-e originally-established tax-increnent 
project area. The following types of pooling approadhes plus any others 
wauld be discontinued a d  no a a i t i o n a l  such approaches would be 
allowed: (a)  so-called master project tax-increment plans, in  which 
revenues from a l l  tax-incrmnt districts in  a c i ty  may be used anywhere 
i n  the city, irrespective of the d is t r ic t  where the dollars were 



generated, and (b) pooling of tax-increment dis t r ic ts  f debt service 
t h r o w  refinarrcing of bonds, a s  authorized in a special law adopted i n  
1984. Of caurse, the f lexibil i ty that has been available t o  c i ty  
governments ly pooling w i l l  be possible through use of redevelopnent 
f&s. 

Require that the actual distribution of burden uf tax-increment 
authorizations be made piblic--&unty tax officials  should be instructed 
t o  prepare public reports showing the actual effect on a l l  overlapping 
taxing jurisdictions, including the state, of tax-increnent financing. 
This means that voters wmld be able t o  identify exactly how burdens 
m l d  be distributed i f  a system of direct levies anfi aids were in 
e x i s t m e  instead of tax-increment financing. (See a detailed 
explanation on page 29 of km burden is distributed.) 

Require that c i ty  administrative expenses be financed from sources other 
than tax-increment financirq-We reamnerd that the Legislature prcjhibit 
c i ty  governments from u s i q  tax-increment financing receipts t o  pay for 
salaries and related administrative expenses af c i ty  employees who 
m l e  certain responsibilities for the projects. This means that the 
existing practice ly which cities apportion a percentage of th expense 
for various c i ty  aff ices t o  the tax-increment projects would be 
discontinued. C i t i e s  waild be required t o  pay for such administrative 
expenses fmm other saxces, su& as their redevelopment funds or their 
general funds. This waild remove ary possible incentive a c i ty  
government might have t o  contine t o  approve additional tax-increment 
projects as a way t o  provide revenue to balam the c i ty  budget. 

Repeal the provision i n  tax-increment financing that allows property 
values t o  be kept ar t i f ical ly  high-We reaomoend that the Legislature 
repeal the right of c i ty  goverrxnents t o  cbtain from develapers 
co&ractual pledges that keep property values in  tax-incr&ent d i s t r i c t s  
a t  predetermined levels, even if  the selling price of those properties 
happens to drop i n  comiq years. Part of th risk in setting up a 
tax-increment district is that the estimated growth i n  taxes w i l l  be 
insufficient t o  pay the pblic expenses i n  t h  dis t r ic t .  Such estimates 
are made w i t h  the hope that property values w i l l  remain a t  certain 
levels. If for sane reason t h  market value of property drops i n  caning 
years, the tax-increment d i s t r ic t  wculd 9enerate less revenue than 
anticipated. In anticipation of suc3-i a possibility, existing law makes 
it possible for the c i ty  t o  instruct the assessor t o  keep values a t  
in i t ia l ly  determined levels, even though market conditions i n  caning 
years might call for a reduction i n  values. In turn the city is 
empmered to obtain a pledge from the develaper not t o  challenge the 
higher value during the aontract period, even though this means property 
taxes w i l l  be higher than on canparable properties outside the 
tax-increment district. This is unsmnd from an e d c  standpoint and 
£ran an equity standpoint. 

5. Plan required--We recamem3 that ary ci ty  goverrrment desiring to help 
develapers through its redevelopment fund or through tax-increment f inancinq be 
required to ad* a c i ty  renewal plan, identifying selected geographic areas 
w h e r e  the ci ty  anticipates providing assistame. Such a plan would be subject 
t o  periodic modification. 93-e intent of this approach is to emphasize renewal 
of existing urbanized areas, not new construction an raw lard. Cansequently, a 
c i ty   government:^ renewal plan- to  make the ci ty  eligible for using a 
redevelopment fund or tax-increment financing-should be allowed t o  enccaqass 



only those geographic areas which have been classified as nomgricultural land 
for tax purposes for at  least 15 years. 

A renewal plan should be sufficiently detailed so that prospective developers 
urderstand what i s  expected of them a d  cculd submit proposals. Experditures 
would be permitted only i f  consistent w i t h  the plan. 

6. Require regional quidelines-The Pktropolitan Council, other regional 
development agencies i n  the state and the State Planning Agency (for parts of 
the state wilihcut regional plaming bodies) shculd be required to help city 
governments develop renewal plans that amid wasting mney through unnecessary 
inter-municipal bidding but recognize that some comptition among cities is 
healthy. City governments today are forced to decide on assistance with 
virtually no inplt on whether their actions are consistent--or in 
conflict-with areawide l a d  use plarr; . Tk Metropolitan Q-il and other 
agencies shculd not be given pwer to decide whether assistance should be 
granted. That power should contine to reside at the level of city 
govement. Instead regional ard state agencies could develop suggested 
guidelines for cities to follow. 

7. hke total assistance explicit for each project--At the time a city 
government makes its in i t i a l  commitment of public assistance, whether through 
the assistance fund or tax-incremnt, e m  though the total amount of 
d t m e n t s  are not yet known, the city skYXlld be required to make public 
estimates of the total value, i n  current dollars, of all assistance, direct and 
indirect, frm federal, state and local sarces cabin&, including the value 
of tax deductiorr; ard credits for each plbliclyassisted developtent. Such 
estimates can be prepared £or diff erent scenarios of what the total package 
might look like. 

8. Separate :'werhead'f expenses-Sane of the expenses would be services 
provided by city government staff ard consultants. City officials should be 
required to make separate allocations fcn: such :overhead, '.! so that amunts for 
that purpose always are clearly known. Overhead expenses would be Chargeable 
to the redewopnent fund or to tax-increment accounts along with other 
expenses of a renewal project, such as infrastructure construction or financial 
assistance to a developer. IkkJever, as noted earlier, city govements should 
not be allowed to d-mrge salaries of city employees to tax-increment accounts. 

9. Require periodic audits a d  periodic review-- Legislature should require 
periodic &am audits of city real estate assistaxe funds ard of 
tax-increment districts, covering a detailed analysis of receipts ard 
experditures. The Legislature also shcxlld require periodic review of real 
estate assistance projects to c a p r e  results to date and the outlook for the 
future, measured against projects original objectives. Par t  of periodic 
review should be recamendations to the Legislature on the med for state 
dollars in  redevelpnt funds i n  comirq years. Regional agencies such as the 
Metropolitan -mil could be instructed to make such r e c o ~ a t i o n s .  

10. Al low use of codematian even i f  financial assistance is  not 
rovided-State l a w  shald clarify the right of ary city to use its power of 

PcOndemnation i n  carrying w t  a previously-adopted renewal plan, but w i t h o u t  an 
accmpmying requirement that a city also provide financial help. Wenmation 
authority skrmld be used sparingly, because it represents the public: s taking 
of private property when the private owner does not w a n t  to sell. It should be 
used primarily to help the private developer acquire hold-out parcels. 



11. Negotiate far recovery of city assistame--We recanned that city 
officials recognize that negotiations with developers are two-way streets and 
that they as well as developers shculd place negotiable items on the table. 
Specifically, city officials s h a d  take tl?e initiative in  suggesting ways that 
the city could recover part or a l l  of its finarrcial assistance, even that 
provided in  loans. Zhnorg the possibilities: 

Receiving a share of ary capital gain that the developer might realize 
when the praperty is sold to a new owner. (Developers might insist, i n  
return, that the city share i n  any loss, too.) 

ktaining ultimate ownership ar interest i n  tl?e land. 

To guard against a city goverrnnentls providirg assistance with the hope that a 
project w i l l  return great prof i t s  to city, a city should not seek to 
recover more than its original investment. This recanrmendation of limitation 
arises out of our dual comm aba.~t: (a) pressures on city officials to 
approve proposals for publicly assisted real estate development, arii (b) the 
difficulty of bldirg todayfs political leaders accountable for the profit of 
toworrow. We believe that the expectation of future profit to the city from 
real estate development c a d  soften a cityls bargaining resolve, thereby 
making it easier for city officials to grant more public assistance than can be 
justified. 

12. Use only neqotiatars experiemed i n  real estate develapment--We recamend 
that city governments exercise great care i n  assigning individuals to negotiate 
financial assistam packages with developers. It i s  doubtful that saneone 
without direct personal experieme i n  develapment w i l l  be skillful enough to 
unders- the approach of tl?e developer across tl?e table. Therefore, the most 
desirable negotiator for a city cculd w e l l  be saneone w b  has been on the other 
side of tl?e table i n  tl?e p s t  ar somm w b  is  a developer or represents 
develapers i n  other parts of the nation. 

13. Fbse out idustrial revenue bonds-% support the phase-out schedule for 
industrial revenue bonds naw i n  federal law. The bonds for ccermercial- 
industrial purposes, other than manufacturing, are set to be discosltinued at 
the e d  of 1986, a d  for manufacturirg, at tl?e erd of 1988. 



According t o  ax proposal, for the next several years c i ty  governments would 
use both a new redevelapment £urd ard tax-increment financing. The new furrd 
wculd give cities access t o  revenue whid? they do not now possess, plus greater 
f lexibi l i ty  i n  the use of dollars for real estate assistance. 

City governments have became highly protective of tax-increment financing , 
believing nothiw else w i l l  be made available. Thus we are recamending that 
the two tools exis t  side-by-side for several years. 

Weve r  c i t y  governments use redevelopnrtnt funds and tax-increment, w e  believe 
that renewal of obsolete and/or blighted real estate s b u l d  be the guiding 
motivation. Qnsequently, we  are reoarrmrerding that experditures only be made 
which are consistent w i t h  previously-adopted renewal plans. Pk are trying to 
discourage the use of dollars only for  the purpose af enticing d e v e l p e n t  to 
locate i n  one c i ty  rather than another. Pk think intermunicipal competition is 
h a l t h y  but the use of subsidies t o  fuel this competition is ill-advised. 

To encourage c i ty  governments t o  select the redevelopment furd, w e  are 
proposing step that waild make tax-increment less appealing. Wse step are: 
(a) requiring a c i ty  t o  reimburse the state part ial ly for the statefs loss of 
revenue because af tax-increment f inamiw,  (b) preventing the accumulation of 
surpluses i n  tax-increment projects, (c) discontinuing pooling of funds i n  
tax-increment d i s t r i c t s  but allowing a slight diversion of tax-increment 
revenues t o  the assistame f u d  as a replacement for pooling, (dl prchibiting 
use of tax-increment f i namiw i n  locatiom where no redevelopent is 
occurring, (e) spelling out the real effect  of tax-increment financing i n  
d i rec t  levy ard aid terns, ( f )  prohibiting the use of tax-increment funds for  
employee salaries and related c i ty  admnistrative expense, and (9) repealing a 
provision which allows c i t y  governments t o  keep valuation i n  tax-increment 
d i s t r i c t s  a t  i n i  tially-establis'hed levels, even i f  prevailing property values 
drop. City governments using tax-incremnt option would continue t o  have 
access t o  resources of school ard c a n t y  governments because w e  propose t o  
continue--not repeal-the provision of tax-increment financing that allows 
school, county and c i t y  m i l l  rates t o  be imposed on the captured value w i t h  the 
revenues used for redevelopmmt. 

Our purpose is t o  encourage movement f ram tax-increment f inancing t o  the 
redevelopent fund. Pk think the fund has several advantages: 

* It gives a c i ty  government much more f lexibi l i ty  i n  the use of 
dollars. A c i t y  government can provide assistam i n  other parts of the 
ci ty ,  not just i n  tax-increment areas. It wonft be necessary t o  worry 
about w'hether a project whid? receives assistance generates higher 
property taxes. 

* It gives c i ty  governments real incentives to exercise great discretion 
i n  providing 'help t o  private developers, because those dollars  w i l l  ccme 
out of the same f u d  which w i l l  be used t o  'help finance other types of 
c i t y  assistame for renewal. 

* It increases the likelihood that only projects w i t h  real need w i l l  
receive assistame because dollar m a t s  are limited and wculd be 
apportioned directly. 

* Dollars of investment w i l l  be clearly visible t o  elected o f f i c ia l s  and 
the public. 



* City officials w i l l  have incentives to provide as mu& assistance as 
is  needed, no more. 

* Overhead expense w i l l  be clear, w i t h  imentives present to hold down 
amounts coanmi tted to overhead. 

Of course, while these are good plblic policy reasons, city officials probably 
have other things on their m i d ,  such as & ability to generate substantial 
dollars with minimum plblic reaction. Thus it w i l l  be the totality of the 
proposal--& advantages of the development fund balamed against the 
disadvantages of tax-increment f inancing-that w i l l  a££ ect city af f icials 
choices. 

The Wislature can observe the experience and decide whether to encourage city 
goverrnnents to mom more rapidly to the redevelopent fund. We believe a 
gradual, steady shift i s  desirable. Cities wm:t f id themselves threatened 
overnight by a major transf onnation. 

If our recommerdations are adopted, renewal plans could cover whatever areas a 
city government might &oose, except that the plans m l d  not include land 
whi& i s  classified for tax purposes as agricultural or has been converted f ram 
agricultural purposes within the last 15 years. That is  our way of keepilag the 
emphasis on renewal, not development on raw l a d ,  without precludilag the use of 
furads on longstarding vacant land within the urban area. 

As can be seen, our recmmedatiors do not discuss idustrial revenue bonds i n  
detail. We support & current schedule for their phaseat, as provided by 
Qngress. Industrial revenue bods shauld be discontinued. They are indirect, 
off+udget, non-targeted assistance. 

A few details of a x  proposal need m e  elaboration: 

Why a l low three years of '.'excess'.' tax-increment dollars to be 
transferred to & demlcpmnt fund? Theoretically, no excess sWld be 
permitted. However, we are keenly ware that cities already are finding 
ways to pool rewnues frcan their tax-increment districts an3 to keep 
property aff the tax rolls longer than i s  needed. Our proposal for 
allowing t.p to three years of excess increment to be transferred to the 
redevelopment f u d  i s  a practical acknowledgment that cities should 
receim something in  return for eliminatim of the poolilag provisions 
al lowed m. 

Would the possibilities of carruption be reduced? According to one 
argument, the current systen i s  m e  vulnerable because elected 
officials don!t have pressure coming £ran ccsrg?eting users of the dollar, 
whi& meam the existilag systen i s  not self -policilag. Thus, an official 
may be more susceptible to granting favors because competing users for 
the dollars aren:t concerned aba~t  who  else gets them. A 
counter-argumnt , bever ,  is that the proposed system--with l i m i t s  on 
total dollars available-is an invitation to carruption, because, with 
resources limited, interested parties might try to receive favored 
treatment by passilag mney under the table. Nevertheless, dollars of 
subsidy w o u l d  be known, not conxaled, u d e r  the proposed system, whi& 
skrmld help reduce the potential for corruption. 



What is the rationale far requiring a c i ty  t o  provide par t ia l  
reimbursement t o  the state i f  a tax-increment d i s t r i c t  is created or 
ex-ed? This is our way to make sure that a c i ty  g o v m e n t  occranits 
sane of its on-budget resmrces t o  a tax-increment dis t r ic t .  The s ta te  
wmld w i t h d r a w  same of its regular aid t o  the c i ty f s  operating budget. 
Consequently, the city government mid be required t o  adjust sane of 
its sperdirq priorities, or increase its local tax levy, i f  it &noses 
t o  use tax-increment f inancirg . 
Wauld taxpayer understandimj of tax-increment financing be helped i f  the 
mill-equivalent of the tax-imrement levy appeared on the property tax 
statement? Wssibly. Our recamendation is not specific on how 
taxpayers wcxlld be informed of the way the tax-increment burden actually 
is distributed. Expressirq the mill-ivalent on the tax statement 
certainly mid elevate the level of taxpayer interest. 

We are call irq for ckarqes i n  the development assistance system for the 
following reasons : 

Accountability is lacking-'Ibdayts system of financing redevelopment 
offers l i t t le  acccxlntability t o  the voters. Elected officials  don:t 
debate b mu& money t o  invest in  redevelopnent relative, say, to 
public safety or s t reet  maintenance. Instead, the dollars for 
redevelopment are made available frun separate revenue streams which 
don: t f low through the regular operatilag or capital budgets of c i ty  
governments. 

Some businesses lose when favored treatment is qiven t o  
others-Unsubsidized hotels off ices, retail stores, warehouses and 
otherestabl ishents  exist side-ly-side w i t h  subsidized competitors. 
The result can be that reduced interest rates, l a r d  write-dawns or  other 
types of assistame make it possible for the subsidized firms t o  enjoy a 
competitive advantage over those that are unsubsidized. 

This problem is not universal, by any means. In fact,  substantial 
evidence is available that an entire downtm, for example, receives 
benefits when new buildirqs are constructed w i t h  subsidies. Thus the 
possibility that certain firms c d d  receive special advantage over 
their campetition doesl:t c a l l  for doirq away w i t h  public assistance. 
It does, b e v e r ,  mean that the t o o h  of assistance shculd be used with 
great care. Ekistirq rules governixq the major tools available t o  
c i t i e s  ( i d u s t r i a l  revenue bonds ard tax-increment financing) are not 
sufficiently restrictive t o  protect ursubsidized businesses from the 
oonsequem of overly-generms subsidies to others. 

Too mu& tax base may be captured-Elected officials  may be cmmitting 
excessive writs of tax base for tax-increment prpses. The amount 
of tax base captured for tax-incremnt (that is, held out of the 
off ic ia l  assessed valuation ad not available for regular city, sdhool 
ad county goverment expense) is g m i n g  very fast. No restrictions 
are present on the m n t  that  can be captured. Statewide, the captured 
assessed valuation i n  1985 exceeds $600 million, which is equivalent to 
the tax base of the entire ci ty of Eiina. A t  present rates of growth 
the am- easily can exceed $1 bil l ion before the erd of the decade. 
Minneaplis is the heaviest user. For 1985, 8.8 percent of Minneapolis: 
assessed valuation is captured i n  tax-increment distr icts .  This 
percentage is projected t o  grow t o  9.7 percent i n  1986 and t o  10.3 



percent i n  1987, according to the Department of Property Taxation, 
Hamepin Ccunty. 

Revenues of the federal ard state qovernments are committed without 
specific appropriatiors-The federal a d  state governments both forego 
revenue with i d u s t r i a l  revenm biiis. The state gavernment 
autanatically increases its aid to school districts as a result of 
tax-increment finarrcirag. Such approaches might be justifiable, but not 
without limits. 

The rxlrposes for &ich the assistame is provided are too 
broad--Originally, plblic assistance for private real estate development 
was designed exclusively to help get rid of dilapidated buildings and 
encourage new construction on t h  newly-vacant land. Now, however, 
assistame i s  possible without any demonstration af blight. 

Other possibilities explored-Before settlirq on our recornendation for a 
redevelopment fund cmpled with restrictions and mse-out on tax-increment 
financing, we explored several wtions: 

First, we looked at the consequences of leaving the current system largely 
unchanged. &spite the problems mtlined i n  our conclusions this optian still 
might be considered because: (a) no really major scadals have been uncovered, 
and (b) public officials are encaurtering no great czy af public idignation. 
But we felt the problems identified demand action in  any event. 

Secod, w e  serimsly considered transforming the medxmics of the tax-increment 
system from idirect levies ard aids to direct levies and aids. This 
possibility intrigued us  because it w d d  create more visibility without 
changing existing authority af city governments or the distribution of burdens 
and benefits. Eiut such a change involves direct levies on the assessed 
valuation af school districts arrd canties as well as direct aid from the 
state, which w a d  not be easily uderstcod by schcol, oounty or state 
officials. Also sane af u s  feared that the airect levies might make the 
tax-increment system so visible that no city official wmld dare use it. 
We preserve an element of this proposal, however, i n  that property tax 
officials wmld be required to report the actual effect af tax-increment 
f inarcing in these termsr even i f  the mechanics arenft m e d .  

Third, we considered only imposing restrictions on t k  use of tax-increment 
financing, such as: (a) limiting the arrmnt of assessed value &ich may be 
captured, (b) requiring schcol districts a d  counties to approve new districts 
or expnsians of existing mes, (c) removing the idirect state subsidy i n  the 
school aid formula, (d) l imit ing the types af development for which 
tax-increment my be used, a d  (e) preventing the accumulation of surpluses i n  
tax-increment accaunts. Saane of these restrictions seem reasonable, but w e  did 
not believe it is desirable to impose restrictions without giving city 
officials sate other choice. 

Fourth, we considered M a t e  replacanent of tax-increment financing with a 
city redevelopnent fund that w o u l d  be finarced by a direct praperty tax levy 
and by o-r scurces. We like this approach very much, but we are reluctant to 
recatnuend such a radical change all at OXer knowing that city officials w i l l  
want to see sane experience with such a £ u d  before being canfident that it is 
an acceptable alternative to tax-incremnt financing. 



Fifth, our preferred cption, w e  selected parts of cptians three ard four. 
During the last 10 years of increasingly heavy use, tax-increment financing has 
enabled ci ty governments to udertake major developnent projects. For such a 
relatively sbrt time w e  believe tax-increment financing, w i t h  its abi l i ty  t o  
cannadeer, indirectly , resources of overlaping units af govemnent, including 
the state, can be justified. Mirmeapolis ard Saint Paul, particularly, 
urgently needed a spark i n  the early to 111id-1970sr t o  make their dawntaWns 
strong metropolitan centers. Few persons wauld challenge the assertion that 
both dawntums are becoming slmwplaces for  the metropolitan area. Private 
investment i n  the l a s t  10 years i n  the damtowns has been accompanied by a 
signif icarrt dose of public assistance, mud? of it i n  the form of tax-increment 
financing. While the indirect system may have been appropriate i n  the short 
term, it is not appropriate for the l o w  term. The s ta te  s h a ~ l d  move to a 
direct system. 

A sixth option-really different from a l l  other options discussed above--would 
vest decisioniMking on develqment assistance a t  a higher level of goverrnnent, 
not the c i ty  level. W considered this =roach briefly but concluded that 
ci ty off ic ia ls  probably are i n  the best position to determine needs within 
their own comnunities. One attractive argument i n  favor of decisioniaaking a t  
a higher level is a reduced risk that dec i s ion i~ke r s  wid be influenced by 
special favors from developers seeking assistame. 

A seventh opticm wculd be to discontinue a l l  forms of govemental financial 
assistance t o  private real estate development. A few members of our cormittee 
believe government shcruld concentrate on delivery af public services, leaving 
development t o  the private marketplace* A majority believes, however, that 
deterioraticm ard obsolescence, mnpetitive disadvantages, ad udesirable land 
use w i l l  not be ended fast  e m g h  withrrut plblic assistance. 

An eighth option--discussed very slightly-is samewhat of a modification of the 
seventh. Under this option the property tax system would be Changed so that a 
much higher proporticm of the tax fa l l s  on the land ard a much smaller 
proportion, on the builldings. Supporters of this cption can ted  that amers 
could not afford t o  keep deteroriated or obsolescent mildings cm highly valued 
l a d ,  a r d r  therefore, wauld redevelop the property on their own, without the 
need for public subsidy. hst of us f e l t  this  idea holds such slight p r a i s e  
of being implemented i n  the next few years that other, more immediate, steps 
need t o  be taken- Also the idea is not easily grasped ad needs much more 
discussion before it cauld be tried. 

Reportiq the effect af tax-increment financing in  direct  levy and aid terms 

One of the most k l p f u l  exercises in  our deliberations was to express 
tax-increment financing in direct levy terms. Based on this experience w e  
concluded that tax officials  shaiLd be instructed t o  report t h  effect of 
tax-increment financing in  these terms, even though the mdxmics of tax 
increment would not be hnged .  

Under tax-increment f inancing, the new growth is held cut of the tax base, w i t h  
the to ta l  m i l l  rate applied to the growth t o  generate the tax-increment 
revenue. 'Ihis makes the assessed valuation of the city, school d i s t r ic t ,  and 
county less than it wculd be i f  the growth w e r e  part of the tax base. 
Consequently, the m i l l  rates are hicjher than they wculd be, assuming government 



spending would be the same and assumirg the tax base growth would have occurredl 
there anyway. Also state aid t o  school d i s t r ic t s  is higher than it would be, 
because s t a t e  aid goes dawn as  assessed valuation increases. 

W e  prepared the foUowing example to i l lus t ra te  these impacts: 

The i l lustrat ion is a hypthetical situation, not real n-s for a real 
city. First  we i l lus t ra te  lrm tax-incremnt wmks now. Then w e  sha~ w h a t  the 
ncrmbers wuild be i f  the new growth w e r e  made a part  af the tax base and direct 
levies a d  aids were used t o  produce tku3 dollars af m l i c  investment. U d e r  
both alternatives, coargpare the m i l l  rates for each unit of government, the 
dollar levy for dewlopment/rede~loplment , and the amourrt of state aid. They 
are identical, which sMws the actual distribution of burden ard benefit. 

Example showing use of tax-increment financinq, current law 

A tax-increment d i s t r i c t  has been created. Assume, for purposes of this 
exanple, that growth i n  assessed valuation available for tax-increment 
purposes is $5,000,000, which also is known a s  the :'captured'.' valuation. 

The dollars of tax levy, the assessed valuation (exclusive of the 
valuation captured i n  the tax-increment d i s t r i c t )  for the affected units 
of government are a s  follows: 

Unit of Government Dollar Tax Levy Assessed Valuation Mill Rate 

City $ 2,250,000 $ ~ o ~ , O O O , O O O  22.277 
School District 7,498,000 326,000, 000 23.000 

( foundation levy) 
-1 D i s t r i c t  7,869, 000 32 6,000 # 000 24.138 

(other levy ) 
39, 576, 000 1,302, 000, 000 30.396 

b t r o  psency 5,100,000 5,431, 000, 000 .939 
Tbtal 100.750 

Wer the provisiom of tku3 tax-increment law, the to ta l  m i l l  rate, 
100.750 m i l l s ,  is multiplied by the mptured value i n  the tax-increment 
d i s t r ic t ,  $5, 000, 000, to arrive a t  the tax-increment levy i n  dollars. 
This is the annual writ available t o  pay the pub1ic:s devel-t or 
redevelcpnent expense. The result of multiplying 100.750mills (also 
expressed as 10.0750 percent) by $5,000, 0008 is $503,750. 

Example showirq the same impact, mt throucjh direct  levies and aids  

Step 1-The '.'captured:' value of $5,000, 000 is added into the assessed value of 
every unit of gwernment. The table below sMws an increase i n  assessed value 
of $5r000,000 for each unit  of government. m i t u r e s  of the units of 
government remain the same; therefore, the dollar tax levies are unchanged 
(except for the school d i s t r i c t  fax-dation levyr which w i l l  be explained i n  the 
next paragraph.) M i l l  rates are recalculated t o  produce the same amount of 
revenues w i t h  the inclusion of an e x p d e d  base. The result, of course, is 
that  the m i l l  rates decline because of the growth i n  valuation from adding the 
$5,000,000. 

The -1 dis t r ic t  f a a t i o n  levy increases by $115, 000, but the m i l l  rate 
for the sdhool d i s t r i c t  fmrdat im levy remaim unchanged. A p r w i s i m  of 
s t a t e  law requires that the schcol district levy the same m i l l  rate, 23 m i l l s ,  
for foundation purposes, irrespective of the size of the tax base. 



Unit of Government Ibllar %x Uvy Assessed Valuation M i l l  Rate 

City $ 2,250, 000 $ 106,0008000 2l. 226 
School District 7,6138 000 331, 000, 000 23.000 

(foundatim levy) 
School District 7,869,000 331,000 # 000 23.773 

(other levy) 
m t Y  39, 576, 000 1,307,000,000 30.280 
Metro wency 5,100,000 5,436, 000,000 -938 
Sub-total 99.217 

(without direct tax 
levies for tax-incre- 
ment p p o s e s )  

Step 2--Calculate special tax-imrement levies t o  raise $503,750. The table 
below shows the amount needed is apportioned among the various units of 
government i n  the same proportim as ea& unit of  government:^ m i l l  ra te  bears 
t o  the to ta l  mill rate. That amxlnt then is divided by the assessed valuation 
of each unit ad a m i l l  rate is calculated t o  raise the necessary funds. The 
result is as i f  the decision by the city gwerrrment t o  levy the taxes for 
developnent/redewlopment wadd trigger action by the appropriate tax 
administration official  t o  impose the tax-imrement levies on the overlapping 
units of government. 

You w i l l  note that  the tax-increment m i l l  ra te  for the fourfiation levy portion 
af the School District is zero. 'lh state wwld make a payment of this  levy 
m u n t  , $ll5,000, t o  the c i ty  as its share of the eqense of the tax-increment 
d i s t r ic t .  In effect, the state is making su& a payment Wer existing law 
because keeping the '.'captured'.' value wt of the to ta l  assessed value requires 
an increase in state aid to s c h d  d is t r ic t s  t o  make up for the lcss i n  tax 
base. 

Unit of Government bllar Tax Levy Assessed Valuation M i l l  Rate 

City $ill, 385 $ 106,000,000 1.051 
-1 District 115, OOO* 331,000,000 0.000 

( foundation levy) 
School D i s t r i c t  120,690 331, 000, 000 -365 

(other levy) - 

County 
Metro Mency 
'Ibtal : 

*As mentioned above, this amaunt wrxlld be @id directly by the state, not 
levied on property. 

The to ta l  m i l l  ra te  necessary t o  raise the $503,750 is 1.533 mills. When that  
amount is added to the other m i l l  rates as determined in step one, 99.217 
mills, the total m i l l  rate is 100.750 m i l l s ,  whi& is identical t o  the m i l l  
rate Wer existing law.  A s  can be seen, to08 the m i l l  rates of the irdividual 
un i t s  of government, when added together i n  steps one ad two are identical t o  
the m i l l  rates u d e r  existing law.  

M8 of course, the amxlnt raised from the special levies, $503,750, is 
identical t o  the amcunt raised Wer existirq law.  



'Ib summrize: the actual distributim of b d e n  in a tax-increment district as 
described above, is a burden of 1.051 m i l l s  on city property, -365 m i l l s  on 
school property, -116 mills on c m t y  property, -001 mills on metrogolitan 
property, and a state appropriation of $ll5,000. 



Backqrourd on formation of the committee 

The establishuent of mle of Cities in &al Estate Dewlopent m t t e e  was 
authorized by the Citizens League Board of Directors in the smumr of 1984. 
Its establishuent is an outgrowth of a previms ccaumittee in the same general 
subject area, authorized in the summer of 1982. The previous camnittee 
su]aaitted its report to the Board of Directors in February 1984. The Board 
debated the report a t  three separate meetings before carrluding that the best 
approam to take would be to start a new committee, instead of acting on the 
report of the f i rs t  c d t t e e .  The report included major reamnerdations for 
changing the system, which had support f raw a substantial majority of caninittee 
members, but also included a strong dissent from a minority of members. 

The new camtittee included eigM persons who served on the first ccarrmittee. 

Charge to the Cosmnittee: 

The Board of Directors adopted the following charge to the Role of Cities i n  
k a l  Estate mttee: 

"Cities have always been involved with real estate development, mostly through 
planning ard d r a g  decisions ard provisions of basic infrastructure. In 
recent years cities have called on new tools to guide develapment. These 
tools, which are primarily f hnc ia l ,  have ushered in a new working 
relationship between municipal officials ard private developers, a kind of 
partnership in investing a d  deHoping. The oontext of this partnership 
includes the federal attention to local real estate development inaugurated by 
the urban renewal program ard the more recent interest manifest by state 
governments. 

'.!While there are relevant state statutes, as well as procedural protocols 
&served ty cities individually, there is no well urderstood ard articulated 
policy framework for this new relationship. Ths anmaittee shall reco- the 
elements of such a frmwork. The amnittee s h d d ,  specifically: 

1. Review the rationale for the role of cities as investors ard developers 
ard the plblic purposes s e r a ,  identifying the kinds of needs that 
suggest sane form of public assistame. 

2. Identify existing or potential hazards. 

3. Develop a policy framework for the management af cities: role in real 
estate dewlapment. In developing the policy framework, the cownittee 
should: 

Identify: a )  the criteria by which cities decide whether to 
provide financial assistame for projects, b) what form the 
financial assistance shcxlld take, and c) the extent to which they 
s b l d  use their own funds and &se of other levelsrunits of 
government. 

Identify, insofar as possible, improved ways to provide financial 
assistance. 

Show how cities can carry cut their regulatory ard development 
functions compatibly. 



4. Evaluate tkre adequaq of existing governing structures for 
decision-making ad accantability, imluding the intergovernmental 
dimensiom of the policy.'.' 

The canmittee began i t s  work with a six* Saturday meeting on O c t e  
ber 27, 1984. Tku3 committee met for twehour weekly meetings during November 
and Dece;niber, followed by another six-hour Saturday meeting on January 5. With 
that meeting the committee finished its t i m e  of receiving testimory fram 
resource persons. (The resmce persors are listed below.) Wing the rest of 
January ad early February the cammittee concentrated an identifying central 
issues. In late February the committee began work on the first draft of i t s  
firdings ad conclusions. In late Wch tk committee began debating 
reammendations, From that time until the final  meeting, My 28, the conunittee 
revised the f u l l  report several times, 

Conunittee Membership 

A total of 34 people participated actively i n  develaping the report, They are : 

Tom Chair 
John Adams 
E a r l  F. Cblborn, Jr. 
Jack Oostello 
Jack Davies* 
Robert Dildine 
Robert Ehlers 
Ridhard Erdall 
Ihrley Hadegard 
Royce Iknson 
Ray Harris 
Paul Hilstad 
John I-beschler 
Terry E&f fman 
IBward Hunter 
Stepkn Kotvis 
Lyn Krieger 

R Schef fer Lang 
John Lilja** 
&an Lund 
Wilbur mi 
Scott Nessa 
Philip Raup 
msemary Ibckenbach 
David Rodbourne 
Gerald Sariley 
David schaaf 
Fred Speece 
Jdln Stoclanan 
Midhael Stutzer 
Albert Trostel 
Parker Trostel 
Oonnie Waterous 
Lois Yellowthunder 

*Jack Davies dissented from the recamnendation that general obligation bonding 
be a revenue source for  the redevelopment fund, 

**John Lilja dissented from the reamnerdation that state aid be a revenue 
source for the rede~lopment fund. 

Resaurce Guests 

Wing the first stage of the con unit tee:^ work it relied upon testimony from 
resource people, The Citizens League ad tk committee members wwld like to 
thank the following people for assisting the con unit tee:^ work i n  this way: 

JOIN A W G ,  professor, Department of Geograpw & Public Affairs, U of M 
BEA FUMQUIST, mayor, City of w a n  
AFNE m, state auditor 
CHARLES WTH, finance director, City af Brooklyn Park 
MARK DWIW, ccprnnissioner, M5l Department of Ehergy & lkcmcmic Develment 
DENNIS EEWO, assistant canmissioner, MN Department of Revenue 
DaMUD FRASER, mayor, City of Minneaplis 



RP;Y HARRIS, real estate developer 
CURT JOHNSCN, executive direct=, Citizens League 
RIBERT JORVIG, economic development consultant 
STEVE KEEEB, chair, Community Development Agency; conwissi-, MN Dept. of 

labor and bdustry 
GEORGE LATIMER, mayor, City of S t .  R u l  
ETT.FN L A . ,  crxlmil member, City of -ins 
ROBERT LFWIS, mayor, City of Qon Rapids 
JAMES LIM1AU, mayor, City of B l d r g t o n  
JAMIS IWXMB, James M c C h b  & Associates 
JANE McGFUW, executive vice president, -sing a d  Development Law Institute,  

Vhshirgton, D.C. 
NEAL PEIRCE, Nationally-syndicated columnist 
PAUL REDPATH, -mil member, City of Men Prairie 
TONY SCAUXl, = m i l  meniberr City of Mimeapolis 
JEFF SPZEIZ, member, Bnnepin mty Board of Cammissioners 
m Y  STOUT, president, Public-Private Ventures, Inc . 
MICHAT% S- economist, Feaeral &serve Bank 
JOHN SWIWSCN, ocamrmnity planning & devebpment specialist ,  Dept. of Busing & 

Urban Development 
V I W R  WARD, senior planner, Metropolitan -mi l  

Staff assistance to t h e  camnittee vas provided by Paul Gilje, Jody Muer, Donna 
Keller and Joann Latulippe. 



I. Scope of Report 

This background section describes the various tools used by the public sector 
to guide real estate dewlopent. Ekal estate subsidies are but one piece of 
what is camonly called econcmic development. The e d c  development of our 
cities is contingent upon demographic &awes, national ard international 
econanic trends, and a host of other factors upon whi& cities exert very 
l i t t le  control. This report mly deals with those efforts on the part of the 
federal, state and local gavernments to influeme the development of real 
estate. 

11. Major Tools Cities Use to F i m e  ad Inf lueme R e a l  Estate Development 

Because developnaent assistame ames from a variety of smces, this listing 
groups the dewlopent tools into four categories: those tools generally 
initiated by cities, those initiated ly the state, those initiated by the 
federal govenmnent, ard those initiated w id iv iduals .  For each tool there i s  
a brief description of what it is, wkre it is used, h o w  mudh maney it 
inmlves, ad possible modifications of it. 

Incentives the C i t y  Initiates 

A) Industrial Revenm Bonds 

ard local governments my issue industrial revenue bands 
for private inwstment in plants ard equipment. 

The IEU3s: tax exempt status enables businesses to barrow furads at  belaw-raarket 
interest rates. Unlike general obligationbomk whi& are backed by the f u l l  
faith ard credit of tkre governmental unit issuing them, revenue bonds are 
backed by the income from the assisted business. The issuing unit of 
government has m liability. 

The federal ard state governments regulate IRB use by local governments. In 
June 1984 Qngress determined the use of IEU3s w c u l d  sunset December 31, 1986, 
except for those IRJ3s used for manufacturiw facilities which would sunset at 
the en3 of 1988. Qngress further limited the uses of IFU3s ard the amount 
cities ard states cculd i s m .  The m n t  of JRBs allowed in the state is 
restricted to the greater of $150 per capita, or $200 million (except for an 
unlimited munt  of bonds available for pblicly awned facilities like 
airports, dodts, wharves, mass transit facilities, aonmtim ard trade show 
facilities, ad certain parking facilities. ) mt $612 million was au-ized 
for Minnesota in 1984. As mted above, in 1983 when amounts of IRBs were still 
unrestricted, cities ard other governmental uni t s  across the state authorized 
$1.3 billim of IRBs. 

States are allowed to allocate those limited bonds authorized by federal law. 
Last year the Minnesota Legislature allocated specific amounts to three 
designated users (the Higher Blucation Coordinating Board, The Iron m e  
Resources ard Rehabilitation Board, ard the Department of Energy and m i c  
Development ) . Of the remaining state cei l ing,  80 percent goes to entitlement 
issuers, that is, tbse cities wlm issued an average of over $1 million IRBs in 
three of the last four years. The remaining 20 percent of the state ceiling is 
poled ad available to all other cities m a competitive basis. 



Because the entitlement portim of the allocation w a s  based on cities: 
historical use of m, sane cities were entitled to large amounts an3 others 
had l i t t le  or no entitlement. The cities of Becker and Silver Bay which had 
used large issues in the past were in 1984 entitled to large percentages of the 
limited IRB allocatim which th=y may ar may not have W e d .  Cities that did 
have a need for more IRBs than their entitlenent allowed in  1984, would cantact 
those cities with the large entitlements in an attempt to buy ar bcrrrow part of 
the IRB entitlenent. For this reasm :trading: of IRB allocation between 
cities became canmon. 

Praposed c;harrqes.-The 1985 Minnesota legislature modified the IRE3 
distribution. Aocording to this plan the HECB, IRRRB ard DEED still receive an 
allotment. Entitlement issuers are defined differently: cities of the first 
class are entitled to an allotment of $200 per capita, an3 the largest city in 
a standard metroplitan statistical area without a city of the first class is 
entitled to a flat $5 million allotment. 

The remaining allocation w o u l d  go into a pool to be distributed m an 
application basis around the state. -1ications for manufacturing projects 
w i l l  receive first priority for the bonds. Second priority goes to pollution 
control projects or waste management projects, and third priority goes to 
camercial redevelopnrent projects. 

Tb further focus the IRBs on manufacturing projects, the Legislature set l i m i t s  
m what share of the pool can be allocated to pollution control an3 ccmercial 
redevelopment projects. The amxlnt allocated to pollution control an3 waste 
management projects may not exceed 35 percent of the total pool, an3 comnercial 
redevelopment projects may not exceed 20 percent of the total pool amxmt. The 
amount available for acrarmercial redeMapment may increase to 30 percent i f  by 
June 30 the authority available for cormnercial projects has been allocated an3 
45 percent of the total pool still remains available. 

Where IRBs are used.-According to data from * Minnesota Ebuse of 
Representatives Research staff, in 1984 the axmamities outside the seven 
county metroplitan area appro& approximately 14 percent of the total amunt 
of bonds issued £or the year. 

The dramatic increase in the use of IRBs an3 the shift in use of IRBs tawards 
ccerrnercialdevelcpnent sirrce 1977 has been mostly in the Win Cities area. In 
1984 Minneapolis ard Saint Paul issued a l n ~ t  20 percent af the total anmunt of 
IRBs issued by netrapolitan area jurisdictions. With the exceptim of 1983, 
mare use was made of IRBs in the rapidly growing suhrbs of the Win Cities 
than in the two central cities. Of the $962 million of IRBs approved in the 
metropolitan region during 1983, half was approved by the suhrbs an3 half by 
the central cities. 

Hw much money is involved? Minnesota is a leading user of IRE&: According to 
M k  Dayton, canmissioner of the Minnesota Department of m g y  an3 Econanic 
13evel-t, in  1981 (the last year for which comparative data are available) 
Minnesota ranked fifth highest in the nation in IRB dollars authorized for 
sale. During that year Minnesota local governments approved $949 million of 
IRE& to finance 82 projects. In 1982, Mimesota cities approved just under 
$670 millim of IRB bonds, an3 in 1983, local governments approved a record 
$1.3 billion of IRB issues. After the federal government impsed a l i m i t  on 
the amcunt of private activity bonds to be issued, Minnesota issued about $1.1 
billion of total IF& in 1984. 



Interest incane from lRRs is tax free and represents a loss to the U. S. and 
s ta te  treasuries. The s ta te  Department of Revenue has estimated the f iscal  
impact of the lost  interest incane on state and locally issued bonds; inclded 
in  these estimates is interest on bods  i s s ~ d  for private plrposes, mass 
transit, energy facil i t ies,  pollution oontrol ecpipnent, student loans, 
b ~ p i t a l s ,  both rental and owner-occupied housing, and other miscellanecus 
bonds. 

Interest on Nonquaranteed State and h c i p a l  DeW 

Fiscdl Year Fiscal Impact 

$71 million 
$77 million 
$92 million 
$104 million 

According t o  the U.S. Joint Committee on Taxation, the federal revenue loss 
from IRBs is significant and growing: 

Fiscal Year Federal Revenue Loss 

$ 8.1 billion 
$ 9.3 billion 
$10.7 bil l ion 

B) Tax Increment Financing (TIF) 

What it is.-TIF is a financing tool that allows the public costs of a 
development project t o  be p i d  off w i t h  the taxes generated by the increased 
value of the develaped property. O m  a parcel is =roved as a tax increment 
dis t r ic t ,  the assessed value of the property is essentially frozen. Any 
increase i n  tk d i s t r i c t f s  assessed valuation (the :captured: value), resulting 
from the dwelapment determines the tax increment available t o  pay off the 
public costs of the developnent. 

Minnesota has three distinct types of tax imrement distr icts .  First,  
redevelopnent d i s t r ic t s  may be establisbd when areas are feud to be blighted 
or have deteriorated properties. Secord, housing d is t r ic t s  are defined by the 
need to develop sane residential units for low ard moderate incane households. 
The third type of TIF d is t r ic t  is called the econanic development dis t r ic t ,  for 
which a f i d i n g  of blight is not w i r e d .  The public purpse is satisfied 
through increased tax base and increased employment. TIF dis t r ic ts  must meet 
tk definitions of one of these three types a€ distr icts .  Creating the TIF 
d is t r ic t  must also be justified w i t h  a f irding that fbut for: public 
intervention, private developnent w a d  not oocur i n  the forseeable future. 

No tax increment may be collected i n  a redevelopment or housing d is t r ic t  after 
25 years f rom receipt of the f i r s t  tax incremnt, or af ter  eight years f rcan 
receipt of the f i r s t  imrement from an econaaic develapment distr ict .  This 
limitation does not relate t o  the term of the bods.  

Ebw much money is inmlved?-Ci ties are turning mre frequently t o  TIFs. 
C i t i e s  captured over $516 million a€ the statewide tax base for taxes payable 
in  1984, which is 3.55 percent of the total assessed value i n  thr,se cities and 
which generated $56.3 million in  net taxes t o  pay off the bonds. ( A s  coanpared 
t o  $437.2 million captured in  1983, representing 3.45 percent of tota l  assessed 
value for $46 m i l l  ion of tax increment t o  repay TIF expenses). 



Where is TIF being used?-In tk seven ccunty metropolitan area over $431 
million of the tax base for taxes payable i n  1984 is i n  TIF districts, which is 
3.7 percent of the total assessed value of tk cities using TIF, bringing in 
$46.3 million i n  net tax increment t o  ~y off public costs of TIF development. 
Thus over 82 percent of tk tax increment generated i n  the state occured i n  the 
metropolitan region; of that tax increment generated i n  the metro area, 72 
percent came from knnepin Ccunty; and 67 percent of the tax increment 
generated i n  Hermepin Bxlrrty came from Mimeaplis. 

Thx Increment Property Tax Data 
Metropolitan Cant  ies 1984 

e!!Z?Q % Assessed Value % of Tbtal State N e t  TIF Taxes 
i n  TIF Captured Increment Payable i n  :84 

Anoka 1.83 
Carver 6.31 
Dakota 4.5 
Hennepin 4.14 
l-@=Y 2.77 
Scott 7.2 
Wshingtcn -42 

Source: MN Dept. of Reventle 

Minneapolis and Saint Paul remain the two cities w i t h  the largest amxlnt of 
assessed value i n  TIF. 

1984 Tax Increment Financirq Data 
For Selected b t ropo l i  tan Cities 

City 

Bloanington 
Qlanhassen 
Men Prairie 
Edina 
Fridley 
Hopkins 
Minneapolis 
Robbinsdale 
St. -is Park 
Saint Paul 
shakopee 
South Saint Paul 

% Assessed Value i n  T E  N e t  TIF Taxes Payable 
i n  1984 

Source: PBJ Dept. of Revenue 

C i t i e s  that had mare than 10 percent of their to ta l  tax base t ied  up i n  TIFs 
for 1984 include: Armadale, Appleton, Benson, Buffalo, charhassen, 
Cottonwood, Mshall, Princeton, hshford, Waconia and Mtkins. 

W is the TIF money being used?-A quick look at  the tax increment financed 
projects arOUTd the state reveals that a b a ~ t  70 percent of the tax increment 
districts are for redeveloping central kusiness districts. The types of CBD 
redevelopment act iv i t ies  financed w i t h  TIFs include site clearance, rehab and 



construction of msirq ,  off ice, retail ad camnercial space, landscaping, 
public improvements, a d  parking. 

Besides CBD redevelopment, TIF districts have been used for redeveloping 
idustrial areas ad cowmercial areas in  neicjhbahods, ad for developing 
essentially raw vacant l a d  zoned for industry. In many of the TIF districts 
designated as economic develapment districts, soil corrections, highway, sewer 
ad other public improvements are financed with the tax increment. 

Ref inancirq tax increment units. As cities see the tax increment revenues far 
exceeding the amount needed to repay the tax increment bodst scm are planning 
to restructure their TIF idebtedness. Qon Rapids instituted a master project 
concept i n  w h i c h  it e m e d  the project area to encoanpass virtually any part 
of the city. In this way :excess: revenues from TIF districts can be used 
anywhere i n  the city and not just i n  the TIF district. 

Minneapolis is pooling the debt service of the separate tax increment districts 
so that f W  raised i n  one district can be spent i n  another. It wmld return 
a l l  property in TIF districts to the tax rolls by 2003 ad generate about $427 
million in  additional revenue beyand the arnxlnt needed to pay off the bonds. 
Of the $427 million abaut one quarter would be distriwted i n  cash payments to 
Hennepin County, the Minneapolis Public Schools ad the Minneapolis City 
Council. Thus akut $100 million in  mual payments would be shared by the 
county, schools, and city i n  proportion to their m i l l  rates; 32 percent of the 
total would go to the city, 43 percent to the schmls and 25 percent to the 
county. 

TIF tax deferral.--Cities may defer the property taxes of developers involved 
with residential, commercial or idustrial improvements in  any development 
district for the duration of the construction period. 

After construction, the amxlnt of tax due is cmpted  by the amount of tax due 
the year in w h i c h  the develaper applied for the deferral, multiplied lq the 
nuniber of years the praperty was exmpt. This formula constitutes tax 
abatement. Wever, the city may cpt to & w e  the amount of taxes that would 
have been due and payable each year during the deferral, which constitutes pure 
tax deferral. 

Proposed -es.--The 1985 Minnesota Legislature modified TIF i n  two ways. 
This legislation requires the state auditor to develop a system of accounting 
ad firaancial reporti- on all TIF districts, to ensure f u l l  disclosure of the 
s u c e s  and uses of public f W  i n  the districts. 

The secod change limits the use of tax increment for interest rate reduction 
programs. No tax increment can be collected after 12 years from the date of 
the f i rs t  interest reduction payment. Eb tax increment can be used for 
interest rate reduction i f  bods were issued for the same project. U p  to 50 
percent of of the tax increment may be used to finance an interest reduction 
program for owneraupied, single-f d l y  dwellings. 

Assistance Initiated by the Federal Government 

A) Ctmuunity lkvelqmmt Block Grant (CDBG) 

What it is.--.CDBQs are a form of federal assistance to cities far busing,  
urban renewal a d  plblic improvements that: 1) primarily benefit law ad 
moderate incane persons, 2) prevent blight, and 3) deal with urgent camunity 



developnent needs. Since 1981 CDBG dollars may also be loaned or granted t o  
finance private development costs related t o  building canstruction ard 
eqyipnent acquisition that benefits law im persons or prevents blight. 

Where is it beinq used ard how much money is involved?-Congress designed CD3G 
i n  1974 t o  replace several ineffectual urban renewal programs whose furding had 
primarily go& to large cities. 'Ihese cities became :entitled: to receive 
specific amounts of CDBG. 'Ihe nine entitlement cities and counties in  
Minnesota have received $356,600,257 fran 1974 to 1983. According to HLTD, in  
1984 the following entitl&ent cities ard c a n t i e s  received $31,789,450 i n  ClBG 
funds (Dakota m t y  became an !entitlement: camty in  1984) : 

local Unit 

Anoka W n t y  
Bid rqton 
Duluth 
Hennepin Caunty 
Minneapolis 
-lead 
Ftlchester 
st. Clad  
Saint -1 
Dakota Camty 

CDBG Grant 

S m e  smaller cities w h i &  had been majon: recipients of urban renewal funds 
prior t o  CDBG w e r e  : M d  hamilessf for the f i r s t  five years of the CDBG grants 
ard therefore also autunatically received sane of the CDBG allocation 
($26,519,000 fran 1975 to 1979). 'Ihe rest of the allocation, approximately 30 
percent of the total  fun% distributed i n  Minnesota, has been distributed t o  
small cities w b  apply ard ccwpete for the funds. 

A pool of $2, 689,000 i n  CDBG money (mt 40 percent of the total block grant 
t o  Minnesota in  1984) was available f a  s m a l l  cities on a ccsnpetitive basis 
las t  year. The s ta te  awarded grants to Wt 26 cutstate local governments. 
Of the total granted to s m a l l  cities, about $5.4 millian of the money was used 
in  damtown revitalization projects, a b t  $4.3 miY ion for housing rehab, ard 
about $4.6 million f on: sewer a d  water improvements. 

Proposed &anqes.--lhe Reagan a h h i s t r a t i o n  proposes $3.1 billion for the 1986 
CDBG program, a 10 percent reduction from the 1985 level. It would also change 
the distribution of CDBG funds, giving a larger share af the money to the small 
c i ty  program, ard carrespodingly less t o  the large city/urban county program. 

B) Urban Develapnent Action Grant (UWG) 

What it is.-+mgress designed UWGs t o  emaxage private real estate 
investment in  cities experiencing ecolwmic distress. Eligible cities apply to 
JWD for a UWG grant w h i c h  they tkren loan t o  the developer. The federal 
government requires that UWG money be a loan of last resart; private financing 
for the project rnust exceed the UWG amant 'qr a factor of at least tm ard a 
half. The mney can be used for c learme,  site improvements, provision of 
infrastructure, kehab a d  construction of camnercial, industrial, ard mixed-use 
developments. 

mney that cities acquire from the repayment of the loans may be used for 
future dewlopent loans or in other ways consistent w i t h  UDAG objectives. 



Currently Saint h u l  receives $2-3 million i n  pay-back each year, In a few 
years Minneapolis w i l l  begin receiving aver $2 million annually, 

Where is it being used?-Cities must qualify annually a s  'distressed cities ' 
before being considered for a UWG, l'b determine a c i ty ' s  level of physical 
distress & sets minimum standards that cities must m&, Cities over-50,000 
i n  population must meet min imum standards in three of the following s ix  areas: 
1) percentage of -sing constructed before 1940; 2) per capita inoane ; 3) 
percentage af people below poverty; 4) papulation growth or decline; 5) 
unemployment ; 6) decline i n  jobs, Eligible smaller cities have slightly 
different cri teria,  Any c i ty  not deemed @bysically distressed may apply for 
U I W  money by documenting the e x i s t e m  of a ' m e t  of Poverty' within its 
bourdaries, 

In this metropolitan area the only eligible cities of any size are Minneapolis 
and Saint -1, S c m  other very small cities, kkrdota, Qats, Randolph, New 
-8 Ehmptan, Bethel and New Trier, are also el igible this year, although 
none of these cities applied for UI;Yu; money, 

I-bw much money is involved?-Between 1977 and 1983 Minnesota cities received 
$109,404,723, in  UAG grants, of whi& over 88 percent went t o  Minneapolis ard 
Saint -1 , 

UAG grants t o  Minnesota cities i n  1984 imluded the following: 

City 
Minneapolis 

Grant 
$6,807 

Purpose 
Assist financing of St, Anthony Main 
Phase N development 

$3-4 million Qnstruction loan t o  renovate Standard 
M i  U, Ceresota M i l l  ard Smokehouse 
buildirg, 'including public plaza and 
urdergrourrl parking 

Saint Paul $ 700,000 Rehab old Donaldson's store into 
office faci l i ty  

lh Harbors $1-4 ndllion Assist Lmisiana-Pacific Gorp. can- 
struct  waferbard siding productian 
fac i l i ty  

Virginia $ 386,000 Assist construction of medid office 

Almst any activity can be funded w i t h  UWG money, provided it supports a 
project that stimulates economic recovery, Scane activit ies are specif i d l y  
prohibited: a )  the cost of plarnirg the development (except i n  small cities); 
b) costs of relocating ccpamercial or industrial fac i l i t i es  £ran one metrpolitan 
area t o  another; a d  c) costs of public services l ike  day care or social 
services; d) refurding debt service; e) use as operatirg capital, 

Proposed chanqes.-lhe Reagan a h i n i s t r a t i o n : ~  budget waild eliminate UAGs i n  
1986 on the basis that  they do not add t o  national investment or job creation, 
According t o  the administration, this program, along w i t h  other federal 
econanic develcpment subsidies, does not expad the national economic base, 
The administration believes UWGs may provide the £unds.to support jobs in  new 
subsidized aoawnercial faci l i t ies ,  but a t  the expense of existing jobs i n  
established, unsubsidized businesses, The $522 million projected in  kagan:s 
budget for UrAG in  1986 reflects the continued spedcut of funds for projects 
approved i n  prior years, 



Sane other federal officials believe U W C s  w i l l  be refurded, but distributed 
differently, to provide help to the cities most i n  need. 

Assistance Initiated by the State 

A) Enterprise Zones 

What the proqram is.-In Minnesota an enterprise zone is a development tool 
that provides tax reductions over a five year period for businesses locating in 
an e m m i d l y  distressed area. T'k zones are i n tded  to expand business in 
these areas to a) create jobs a d  b) increase the value of the area through 
building construction or improvements. 

Where is the tool beinq used?-After cities or ccxlnties applied for designation 
as an enterprise mne, DEED designated enterprise mnes based on the level of 
distress in the area. Distress is signified-ly the number of people below 
poverty, the arrount of substandard housing, a d  unemplqment rates. 

T b  sets of enterprise uxles exist in Minnesota: Border zones, in w h i c h  
eaodcdl ly  distressed areas share borders with other states; and competitive 
mnes. 'Ihere are s ix  border mnes ard ten competitive enterprise zones in the 
state. 

In the metropolitan area only Minneapolis ard Saint Paul have designations as 
enterprise mnes . 
How much money is involved?-Thrmghout the state more than $35.6 million of 
tax relief i s  currently available for the enterprise mnes. The tax relief 
available for each of &nneapolis and Saint P& is $4.5 million. For the 
competitive mne cities besides the Thin Cities, $10 m i l l i o n  i n  tax relief is 
available. In the border zones $16,609,900 of total tax relief is available. 

Four tax credits are available to ccmpanies locating i n  enterprise mnes: 
1) Exemption f run sales tax on any ecpilipnt purchases; 2) L@ to $3,000 credit 
against the entployerls imme tax for every new employee hired; 3) Income tax 
credit for a percentage of the debt f inancing for facility construction or 
expansion; 4) State-paid property tax credit for the newly-built facility. 

By law the cost of th enterprise zone program cannot exceed $40 million over 
the e i a t  years of the project. 

Proposed changes:-1. The 1985 Lqislature passed legislation establishing an 
enterprise zone to attract the GM Saturn autcanobile manufacturing plant to 
Minnesota. If GM selects Minnesota for the plant, this enterprise zone w i l l  
provide specific benefits to the facility: a) bbne af the property in the zme 
may be taxed ly th state or local units of government; b) A l l  corporate incane 
and excise taxes wuild be abated, as wculd a l l  sales ard use taxes on the 
purchase of construction materials or eqipuent. 

The mne mst be designated before Septenber 30, 1985; its benefits would 
remain in effect for 30 years. T'k state w i l l  reimburse th local unit  of 
government for revenues foregone from the abated property taxes for any net 
financial burdens resulting £ram th mne. 

Appropriations from the general f u d  for this enterprise zone: a) $5 million 
for foregone property tax revenues; b) $30 million in grants to the city for 
purhsing ard conveying the site, ard ~ b l i c  improvements such as sewer, water 



and other u t i l i t i es ;  c) $4 million for a relocation expense fund; d) $2 million 
to the Higher Education mrdinat ing Board to create educatian and training 
transition teams; e) $2.2 million for ah in is t ra t ive  support t o  the job 
training center (to be milt by tkY3 state board of AWIs w i t h  $20.6 million 
f roan the s ta te  milding fund, ) 

2, The 1985 Iegislature passed legislation offering special assistance t o  new 
or expading manufacturing msinesses i n  tkY3 state, Wlsinesses that qualify a s  
econmic :'diversification projects:' wmld be eligible for loans, property and 
sales tax reimbursements, or interest subsidy payments, Wlsinesses locating 
inside a distressed county as defined i n  the legislation, must meet several 
corditions t o  be eligible: thq must be primarily engaged in manufacturing o r  
mail order sales; the to ta l  capital investment i n  the kusiness must be a t  least 
$3 millian and it mus t  create a t  least 25 new jobs, or the investment must be 
a t  least $1 million w i t h  50 new jobs; it must be slmm the kusiness would mt 
have located i n  the distressed camty without the assistance, 

Manufacturing businesses locating outsiue a distressed county must have a 
national or  internatimal market for their prod~cts,  a total capital investment 
i n  the project of a t  least $3 m i l l  ion, a d  must create a t  least 50 n e w  jobs. 
The project must result i n  diversifying tkY3 state :S econany and establishing 
n e w  markets for Minnesota products, The Department of Ehergy and E c d c  
Development must determine the msiness would not locate i n  Minnesota without 
the assistance, 

The special assistance may not exceed 20 percent of the total capital 
invesherrt i n  the pmject, nor exceed $20,000 for eadh permanent job created. 

3. The federal goverment is advocating a program similar t o  Minnesota:~ 
enterprise mnes. The bagan administratian supports an enterprise mne 
program w i t h  tax incentives t o  a t t ract  redevelopment af distressed areas. W i t h  
the  administration:^ proposal, up t o  25 areas per year would be designated 
enterprise m s  for three years. Wlsinesses i n  the m s  would be e x q t  fran 
tax for certain gains, and entitled to tax credits for capital investment, 
increases i n  employment, ad hiring disadvantaged qlcryees. Tax credits would 
also go t o  ernplcryees i n  tkY3 zones. tax experditure for the 25 zones m l d  
be $305 million i n  1986, 

B) The Ecomic Recovery Grant 

What it is.-A $6 million grant program from the state, allawing cities t o  
offer belaw-market, fixed ra te  loans t o  new or  expandirag businesses, Cities 
may apply for up t o  $250,000 i n  developnent grants to make loans to msinesses 
or t o  create infrastructure improvements that are i n  direct s w t  of the 
develment project. Wlsinesses may use the low-rate loan for buying or  
improving fixed assets, purchasing machinery and equipment, or  for working 
capital,  he state-funded grants are not actually grants because $1008000 must 
be paid back t o  the s ta te  for future development grants. These grants 
s ~ l e m e n t  the federally funded Small Cities Developent Program, $3 million of 
whidh is set aside as econanic development grants. 

Where is it being used? In 1984 nineteen local goverments received grants 
from the state-£Wed eco~lnic developrent grants, ad fourteen received grants 
from the federal small cities block grant. All are located outside the 
metropolitan area, 



The grants fran the state are available to all  local units of governnent. 
However, only cities ard a n t i e s  uder 50,000 population are eligible for 
grants f ran the federal funds. 

How much money is involved? 'Ihrough November of 1984 the state awarded a total 
of $6,830,870 to 32 cities aroud the state. 

Tax Experflitures for Individuals 

A) Depreciation 

What it is.-'Ib capmate  for the loss in a buildirq Ss value as a result of 
age, usage, etc., the federal axd state government allw buildirq omers a 
depreciation tax allowme. When depreciation for tax purposes exceeds the 
rate a t  which buildirqs actually depreciate, business tax liabilities are 
deferred. Depreciation allow buildirq awners to significantly reduce the 
amount of their taxable imane over the useful lifespan of the building, which 
is about 40 years. Charqes i n  the tax l a w  have allawed building owners to 
accelerate the depreciation of the lxildirq by shortening the useful l ife of 
the buildirq to 18 years : as a result buildirq owners receive the eqivalent 
amount of tax benefits wer a shorter period of time. 

Depreciation is allwed m buildings in addition to any other subsidy the 
building my have received. Depreciation is a tax experditure ard represents a 
loss to the U.S. ard state treauries. 

How much money is involved?-The Reagan  administration:^ Budget for Fiscal Year 
1986 estimated the wtlay equivalent of the tax expediture for accelerated 
depreciation of buildirqs other than rental housing: 

The Minnesota Department of kvene estimated the fiscal impact of depreciation 
allowances as mssured by 35 year straight l im depreciation for real property 
a d  class l i fe  asset depreciation rarges for personal property: 

Corporate Imome Tax Individual Incane Tax 

$21 million 
$20 million 
$19 million 
$19 million 

$ 8.3 million 
$ll million 
$21 million 
$29 million 

Of course, the value of all buildings usually does not actually decrease to the 
extent ard within the time period allowed by the depreciation l a w .  For 
instance, even thought the Foshay 'Ibwer w a s  bu i l t  back in the 1920s we 
certainly muld not say it has lost its value. 

B) Historic Preservation Credit 

The federal government provides tax incentives for preservation of historic 
structures. The U.S. Joint CoPwJttee on Taxatim estimates the revenues lost 
for historic preservation. 



Fiscal Yea r  Tax E5cpediture for  astoric Preservation 
Corporations Id iv idua l s  

$115 million $205 million 
$130 million $250 million 
$150 million $290 million 
$170 million $330 million 
$195 million $380 million 

The state of Minnesota does not offer  histmic preservation tax incentives, 

C) Investment Tax Credits 

W i t h  the investment tax credit, the federal government provides incentives for  
investment i n  capital  equipment and rehabili tation of structures, The U-S, 
Joint  Cormnittee on Taxation estimated the revenues lost from investment Credits 
fa r  rehabilitatim of structures other than historic structures, 

Federal Revenues Lost from Investment Tax Credits 
on Rehabilitation of Structures 

Fiscal Y e a r  Tax w i t u r e  for Investment Credits 
Qrpratiorrs Individuals 

$200 million $165 million 
$185 million $160 million 
$220 million $190 million 
$265 million $230 million 
$320 million $275 million 

TIE state of Minnesota does not offer similar investment tax credits, For tax  
years 1984 ad 1985 Minnesotans w e r e  allowed to claim a credi t  for equity 
investments i n  a s m a l l  business, The Revenue department estimated the f i s c a l  
impact of this credit for irdividuals ad corporations a t  about $1.4 m i l l i m  i n  
each year, 

111, Organizational Structures 

C i t i e s  use different  organizational structures i n  their real estate develapment 
ef for ts ,  Cities: planning and/or developnent s t a f f s  range i n  s i z e  fran one to 
more than 200, Their expertise arKI emphases vary, Minnesota:~ larKI planning 
ac t  of 1976 directed each municipality i n  I3-e metropolitan area to develop a 
ccmprehensive plan for  the city: s growth, Even before this act many cities 
ut i l ized  planning staff  to zane I3-e c i t y  ad direct I3-e develogment of its 
infrastructure arKI its growth, In addition to their traditional functions, 
c i t y  planning departments are sarrretimes used to seek out grants ad aids, 
market the c i ty ,  ad attract businesses to locate there, 

Although for  years Saint Paul and IXllut3-1 were the only port authori t ies  i n  the 
state, Minneapolis, W i n o m ,  Bloomington, Sauth Saint h u l ,  St, Cloud, Plymouth 
and Granite Falls rn have port authorities to assist d e v e l q e n t  within their 
borders, (Sanae of the enabling legislat ion granted port  authority powers to the 
c i t y  councils i n  the c i ty ,  not to separate port authorities,)  About s i x  cities 
including Red W i n g ,  Austin and Albert Lea, have requested port authority powers 
fran the 1985 Legislature, 



With authority granted specifically ly the State Legislature, port authorities 
act as lard developers ard financiers for selected real estate projects. 
Before amendments to the port authority laws in 1957, port authorities had the 
function of promoting the general commercial use of waterway ports for freight 
ard passengers as alternatives to railroads. N m  port authorities have 
additional powers : 

*Development of industrial development districts ard marginal M. 

*Authority to issue illdustrial revenue bollds. 

*The ability to pool the excess revenues generated ly its projects ard use 
that pool as security for the revenue bonds it issues. 

*Fort authorities have the same powers an HRAhas with its housing ard 
redevelopent activities, which provide a mu& broader definitim of 
projects for which port authorities may issue revenue bonds. 

*mrt authorities may enter into limited partnerships in  w h i c h  the port 
authority has an equity position in the project. 

*mrt authorities may aaquire, develop, improve ard lease lands in  an 
illdustrial develcpent district. 

*On lard they awn, port authorities may corrstruct buildings or furnish 
capital equipnent i n  the hildings for the purpose of selling them to 
private persms. 

*ESninent danain with approval from the city m i l .  

*Operation of parkirg facilities or other public facilities to pranote 
econanic development. 

*Port authorities may w l y  for powers of a foreign trade mne w h i d h  allows 
exports ard imports to be hardled ard stored without payment of custcm 
duties . 

power to mnstruct , own and manage district heating systems. 

brt authorities have a number of f imncial mechanisms available to them: 

*They may issue industrial revenue bonds payable f ran revenues generated ly 
the port authority:~ facilities. 

*They may issue general obligation bonds secured by the full faith ard 
credit of the city to pur-e lad or construct hildings; city auncils 
mst approve the G. 0. issues; port authorities may then levy a tax in an 
amount not less than five percent more than the total needed to retire the 
bonds. 

*mrt authorities may use tax increment financing for projects in  
illdustrial development districts. 

*After a bolld issue, port autlmrities may borrow mney on a short term 
basis of up to 12  months. 



*The proceeds fran issuing revenlle bonds an3 fran temporary loans can be 
used t o  make or purchse loans t o  finance facilities i n  the port 
au-rity!s dis t r ic t .  

*Cities may a t  the author i ty:~ request, levy up t o  -75 m i l l  annually 
( b e y d  levy limits) for use by the authority. 

*The ci ty  may levy an additional ad valorem tax of up t o  7/60th m i l l  on the 
dollar for the port authorityls use i n  i d u s t r i a l  developnent distr icts .  

*Cities may isslle bords an3 give the proceeds t o  the port authority, arfi 
may transfer praperty to it. 

*-ties may appropriate general furd money t o  port au-ri ties. 

Perhap one of the best known is the Saint Paul Port Authority, w i t h  over $548 
million in  1984 assets. The mayor appoints the seven member board of 
directors, subject to approval by th? c i ty  camcil. Saint Paulls Port 
Authority claims to be the f i f t h  largest financial institution in  Minnesota. 

The Iegislature granted specific pe r s  an3 duties to the Saint Ebul Port 
Authority. It may provide venture capital t o  small businesses, limited t o  the 
lesser of ten percent of the authorityls annual net incane or  $400,000. The 
port au-rity: s participation is limited t o  25 percent of the total venture 
capital provided for the business. It also has th? authority t o  finance 
parking fac i l i t i es  for the Saint Paul Civic Center. 

A l l  revenue bonds a u t h o r i ~ d  by the Saint Paul Port Authority must be approved 
by the city council. The Port Authority has a reserve furd whidh serves a s  
security fran defaults on th? irdividual projects for which it issues revenue 
bonds. The reserve f u d  consists of money f r m  l a r d  sales, leases, an3 
interest on its investments. 

A 1980 law gave port authority powers t o  the Minneapolis aarmrmnity Development 
%ency. 


