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Introduction

Throughout the late 1800s and early 1900s, the agbicStockyards provided jobs for
thousands of residents and fueled the local econeaming the city nickname “Hog Butcher to
theWorld”. But astraditionalmeatpackingandbutcheringindustriesdeclinedrapidly in the late
20" century, the South Side’s Stockyardsclosedproductionin 1980, leaving vast parcelsof
vacant and blighted land and buildings. At the firfieav federal resources were available to
rebuild the area’s infrastructure; the se#sunstable, many roads were privately owned and
unusable, and the land was divided into small Iofhese factors made large-scale
redevelopmerfor modernndustriesmpossible.

Through a series of industrial and commercial ttement financing (TIF) districts, the
city has successfully brought this once-thrivindustrial center back to life. TIFs provided the
funding mechanism to clean up the stockyards ampgse land for redevelopment. The
stockyards Industrial Park is now home to modemustrial facilities for companies like
CulinaryFoods,Inc., LusterProductsand OSl Industries while a newretail centerhasbrought
storesandservicedo aonce-underservearea.ln this ageof dwindledstateandfederalfunding,

theChicagoStockyarchavebecomeanationalmodelfor urbaneconomialevelopment.
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Tax Increment Financing

Tax Increment Financing is technique for financingapital project from the stream of
revenue generated by the project. It can be an rtmpocommunity development tool for
attracting the development that will generate naxes.

Federaleconomicdevelopmentnoneyavailablein 1997wasdown 56 percentfrom its 1980
level, and what little founding is available usyal$é offered on a short- term annual basis,
which makest too unreliableto supportmulti-yearrevitalizationanddevelopmenprogramsin
response to these cutbacks, many areas beganTusingnother advantage of using TIF over
federal economic development money is that it aldar more project flexibility and local
control.

TIF was first enacted in lllinois in 1977 after tHeastic reduction of state and federal
economic development funds. For an area to bebéidgor TIF in lllinois, the structures in

it must have some of the following problems:

o0 Age

0 Obsolescence

o lllegal use of individual structures that are belmmimum code standards
0 Excessivevacancies

o Overcrowding of facilities

o Lack of ventilation, light, and/or sanitary faciis
o Inadequate utilities

o0 Excessive land coverage

o0 Deleterious land use or layout

0 Lack of physical maintenance

0 Lack of community planning

o Dilapidation or deterioration
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Even though the TIF law was established in 1977limois, Chicago approached the
program cautiously and did not create its first @istrict until 1984. When Mayor Richard
M.Daley took office in 1989, there were only 12 Tdstricts in the city. Many of them
were not well monitored, and as a resultd ot been generating much in terms
of private investment. Mayor Daley’'s administration embraceléf Bs tool for reaching
Chicago’s economidevelopmentgoals. From 1990 to 1997, the city adopted32 more TIF
districts.By the endbf 1999,therewill bemorethan75 TIFsin Chicago.

In terms of sheer scope end scale, Chicago’s u3éFofo retain and attract industry is
unprecedented in urban America. Through TIF, Clochgs become one of the strongest

industrial markets in the country.

Mechanicsor Tax Increment Financing

State enabling legislation defines two key legalap®eters for TIF designation. First, in
most states, TIFs can only be used to redevelopsawhere a sufficient number of the
properties are considered "blighted." In Indiarm, dxample, the authorizing statute defines a
"blighted area" as one in which "normal developtnand occupancy are undesirable or
impossible" due tdlack of development, cessation of growth, detation of improvements, age or
obsolescencef the area, character of occupancy, substandaldirigs,” or presence of "other
factors that impair values or prevent a normalkuskevelopment of property" (Indiana Code 8 36-
7-1-3).

The municipality, in concert with developers andsudtants, will write up an eligibility
studyto demonstratéhatthe areain questionmeetsthe state'sdefinition of blight, documenting
thedeteriorationthe ageof the building stock,zoningandland usedesignationsyacanciesand
changingpropertyvalues.

In some states, non-blighted areas may be destyaatd IF districts so long as they serve
other legislated goals, such as industrial jobtaear military base conversion. In Michigan,
for example, the original TIF legislation limitedrfds to roads, sewers, and other "pure public
good"infrastructureexpensesintil the statutewasamendedn 2000to includeland acquisition
andimprovementgor privatebusinesseandincubatorgWisniewski2000).

Second, states require the municipality to dematesthat the area in question could not be
redeveloped "bur for" the use of TIF. Herein lid® tcounterfactual that most economic
developmenincentivesmustaddressThis provisionrequiresmunicipalofficials to attestto the
factthat

A) theredevelopmenwouldnotoccurwithoutincentives;
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B) other available sourcesof incentive, such as a combination of bonds,
abatementsand tax revenueswould not be sufficient to attract private
investment.

There is no definitive case law or statutory autiyayn the "bur for" condition (Redfield
1995; Peddle 1997), an absence that is somewhatstaddable given the methodological
hurdles one would need to traverse in order to @rihe counterfactual ex ante (Persky,
FelsensteimndWiewe11997Bartik 1991).1f theseconditionsaremet, however,a TIF district
may be formed by municipal ordinance after notieejiven and a public hearing is held to
discusgheredevelopmenlan.

Onceanareabecomeslesignatedisa TIF district, theinitial assessedropertyvaluationfar
the district is held constant far a designatedqggerin most states, the lifetime of a TIF is
around 20 years, while in some others, there ifimib on how long a TIF district can be in
existenceThe sumof theinitial assessedaluesof the propertiesn thedistrict forms"the base"
againstwhichgrowthwill bemeasured.

The municipality or authority then uses its powefseminent domain, land assembly
and sale, site clearance, relocation, utility ihat@mn, and street repair to improve the
district and make it more attractive to potent asibess and developers. As private
investment is attracted to the area, the assesded uf property and its taxes are expected
to rise. The difference between the base value @& assessed value is the "rax
increment".

Instead of channeling the increments to the mualitip s general fund and to other taxing
bodieswith jurisdictionoverthe area(suchasschoolandparkdistricts),theyaredivertedto the
TIF authority and used to finance any debt the @itth accumulated when making
improvements. In other words, any increase in #sessed property values of the district over
the next20-plusyearswill payfor TIF activities,while taxeson the basevalueof the properties
will remainthesameandwill continueto bepaidto thelocaltaxingbodies.

Without TIF, eachoverlappingurisdictionwould levy its individual tax rateon the assessed
value available in its district, and the municipalvould be but one of several that receives
revenues. In order to realize an increase in ptppexlues and produce the coveted TIF
increment, the municipality must find ways of payifior the up- front costs of those
improvements that will make the TIF district attree to new development. Some of these
expendituresirefor infrastructurewhile othersarefor developeiincentives.TIF districtsdo not
generate funds for incentives or infrastructure edrately; instead increments trickle in over

thelife spanof thedistrict.
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TIF increments, therefore, are committed beforey thee generated. Tax revenues and
expenses flow in and out at different times, eveough the municipality must meet all
obligations as they come due. Thus, TIF is, in mssea means of smoothing cash flows in a
development project because most expenses comenipwhile tax revenues and corporate
profits comein further downtheroad.This mechanisnprovidesthe municipality with the legal
meansandsecurityto borrowagainsthefuture propertytaxrevenuesor currentspending.

Municipalities prefer TIF because it provides thébiic redevelopment agency with its
own budget funded with earmarked funds for econodeicelopment; it does not have to
compete with other city departments at budget tiRr®ponents also argue that TIF also
enables municipalities to keep tax rates low beedlne development increases the taxable
base.

Municipalities rely on two primary methods of "ftoflunding”" expenditures from the
expectedncrementsUnderthe first method the municipality floats revenuebondsfor the total
amount of the redevelopment, dedicating the expetzte increments to pay the debt service.
Revenuebondsallow municipalitiesto circumventconstitutionalandstatutorydebtlinlitations
aswell asvoterreferenda.

SomeTIF bonds,however,do carry a generalobligationor generalfund pledgeandaretax-
exempt,allowing investorsto earnaslightly higherthannormalreturn.in Colorado,TIF bonds
can also be secured by a captured sales tax ptedgdlended structure of property and sales
taxincrement.

For many years TIF debt comprised a small, unradad, obscure segment of the bond
market, but as the mechanism’s popularity has graentoo has the amount of bonded
debt (Johnson 1999). Once a municipality develogsaek record of development that
generates incremental tax revenues, it can sendatgance, higher ratings, and, therefore,
cheaper debt.

The second method of front funding-commonly knowH'gay-as-you-go"- requires the
private developer to pay initially for the costs thfe project. The municipality then
reimburses, as the developer annually as it resgheincremental property taxes. Because
developers require initial sums of money largeaimount than the increments trickling in,
they often turn to banks to fill their financingpgaand pay for TIF-eligible costs such as
land acquisition.

Lenders require some assurance that the munigipaiit assist the borrower to pay its
debt service. The beauty of TIF lies in its promibat subsidized development will
eventually pay for itself through increased propedlues. Unlike redistributive programs,

which involve a transfer of resources from thosewbntribute them to those who need
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them, TIF is a mechanism that explicitly ties tlwdl of contribution to the level of

compensation {Peterson 1981).

When is Tax Increment Financing Used?

The short answer is all the time. Each municipaliigwever, has its own political process
far designating TIF districts and distributing timerement generated within the district. Even
beforethe TIF designationthelocal redevelopmenauthorityor planningdepartmentnustdraft
a'"redevelopmentlan“awishlist of thefutureredevelopmentrojectsn thedistrict.

After the development plan has been approved amBidindaries designated, individual
developers must apply and be approved far alocation of increment by the local
administration and city council. In most municipias, the applicant must describe the
particular project in detail, providing specifigtires far total development costs, sources
and uses of funds, and expected job creation impact

If the authority or city council decides that theoject will further TIF objectives and
has sufficient front funding from other sources,will enter into a redevelopment
agreement with thandividual developeror businesgenantthat spellsout the details of the
subsidyfar aspecific project.

Unlike the federally funded categorical programatthreceded it, TIF can be used far
most kinds of projects that demonstrate financedsftbility and promise increases in
property value. In general, the only significanstrietions imposed by state statutes are
those directing TIF to certain redevelopment aretdining "blight" and limiting the
project term (Paetsch and Dahlstrom 1990).

Because of its flexibility, this tool has enabledumtipalities to channel funds to
infrastructure improvement, industrial expansiomwdtown redevelopment, historic
preservation, firm-specific subsidies, and milithgse conversion.

States can also delimit the eligible costs that THe increment can subsidize. These
typically include the cost of demolition, parcelsambly, land preparation, historic
rehabilitation and other facade improvements, pglagnstudies, and, occasionally,
workforce development and training. Most TIF legigin also allows municipalities to
offer subsidized, below-market rate financing frime increment. By providing financing
far the total development costs, TIF reduces theuwnof equity investment required of
the developer far the project.

Lower mortgage payments lower the project's tatgktage and financial risk, therefore
making it appear more viable. Indeed, reducingupefront costs of development (primarily

those costs related to land development) can makenmediate and substantial impact on a
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developer's bottom line. In this sense, TIF canmuee attractive to the developer (and also
morecostlyto thelocal governmentthanconventionabbatementthatreducea developer'sax

burden ovetime.

The public investment decision

The decision point far the municipality in allocggithe increment is that the subsidized
project must create substantial increases in thaevaf the property. After all, it is the
difference between the value of the property inuitsleveloped state and the value of the
same property after it has been redeveloped th#éteasbasis for the operation of this
mechanism.

In practice, property owners and developers seekicigments must demonstrate that their
investments will equal or exceed the sum of distedirfuture increases in property tax
revenues. For example, if the owner of a manufayplant were to consider building a new
100,000 square foot warehouse in a TIF districChicago, the City would embark on the
following analysis.The City would identify the currentownershipanduseof the parcelswithin
the TIF district being slated for redevelopmdmt's assume that they currently are being used
asaparkinglot andgenerate540,000in annualpropertytaxesin thebaseyear(i.e., theyearthe
TIF isdesignated).

The City then would estimate how much property sattee manufacturer would pay if the
proposedvarehouseavereconstructecandbecameully operationalln this case the difference
between the taxes generated as a parking lot as# thotentially generated as a warehouse
would amount to $238,510 in the first year. In tlyedhis increment would be available to use
for economialevelopmenéxpenditures theTIF district.

Although it provides a good snapshot, this calocoiatdoes not take into account the
estimatedifetime of the TIF or therime valueof money.In lllinois, TIF districtsaredesignated
for a period of 23 years. The City would make agstizns about the rate at which one could
reasonably expect property tax revenues to incréfatlee facility were built. Looking at
comparable warehouses, it might assume a 12 %aserevery three years (in Cook County,
propertytaxesarereassessegverythreeyears).

Moreover, the City will want to take into accouhetvarious risks, opportunity costs, and
contingencieshatarisewhenrelyingon anykind of paymentor incomethatis. generatedn the
future. Because the City wants to figure out what\alue of receiving income in the future is
worth today and because it does not know what &infdont funding mechanisms will be used
at the onset, it cautiously discounts the futuiréments by an amount roughly equivalent to

thecostof capital,inflation rate,andthe perceptiorof futurerisks.
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If the City relied on an 8% discount rate, the preésvalue of the increment would total
approximately $3.2 million aver 23 years. For ttevvy local official, this figure would
representheupperlimit of assistancavailableto the manufactureto build thewarehouseThe
City may pay far the site assembly, demolition ovieenmental remediation with leveraged
TIF funds. If the City planned to go to the bondrkea far the front funding (an unlikely event
given the small size of the issuance), it wouldtsadb the cost of debt service and other fees
from thestreanof incrementdo getabetterestimateof theupperlimit of assistance.

This example makes several assumptions. The firghdt there is only one proposed
redevelopment project in the TIF district that reedl the incentives and generates all the
increment. In reality, and especially after thai@idesignation occurs, a queue of projects
seeking assistance forms. Some of these projecysbhmaart of the original redevelopment
plan,andtheyaretypically givenpriority. Secondjncrementsaregeneratedby all propertiesn
the district that appreciate in value aver timey Anoperty appreciation within the TIF district
can be used to fund other, unrelated projects ag ks they fall within the designated
boundaries.

In our case, the City of Chicago could use a portid the increment generated by the
warehouse to pay the demolition costs far a stigll sited down the street. In Chicago, the
increments are not infinitely portable across tity they must be used in the district in which
theyweregeneratedr in anadjacen(TIF district. In Milwaukeeandothercities, theincrement
canbeusedto paydowncostsincurredin anyTIF districtin thecity.

Third, and perhaps most importantly, it is likehat the future tax revenues in the TIF
district (the $3.2 million from our example) wilhélude, in no small part, property
appreciation that was not in any way induced by ith#al TIF-subsidized investments.
Therefore, TIF, as many critics have argued, haspihtential to "capture” increment to
which the municipality has no singular claim (Dy#97Y; Hissong 2001; Jolin, Legenza and
McDermott 1998). This perspective challenges thaictv fully attributes all of TIF
increment to the subsidized redevelopment projddte."but for" provision in the enabling
legislation, proponents would argue, ensures thiatwas responsible far the increment in

the first place.

TIF - funded redevelopment

TIF has been used far a wide range of redevelopprejects around the country. Chic ago
has spent approximately $60 million of TIF funds rehabilitate and restore the historic

buildings in its downtown theatre district and, anvery different kind of project, used $11
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million to helpthe Ford Motor Companybuild a supplierparkon a brownfield site on the City’s
southwesside(NeighborhoodCapitalBudgetGroup1999).

Philadelphias planningto useTIF for a$174million mixed-usefamily entertainmententer
at Penn’sLanding, one mile east of downtown (Higginbothan®@0 Kansas City wooed big
box retailerslike Home Depotwith land preparatioranddevelopelincentives while SanDiego
built mixed retail-residentialevelopmentsSmallercities andtownsareusing TIF to revitalize
the saggingmain streetsanddowntownshoppingareadepopulatedy mallsin the 1980s.New
Ulm, MinnesotahelpedKraft Foodsto expandits Velveetafacility in town (Stateof Minnesota
1996). Following Hurricane Andrew in 1993, the aiyHomestead, Florida was rebuilsing

$54 million in TIF for everything from signage tore@w community center (McEntee
1998).

Comparedo moststateandfederalprogramsTIF is considered veryflexible tool. The TIF
procesganbeinitiated anyrime a developmenbpportunitypresentstself, and TIF canbe used
for a variety of reimbursable costs (Paetsch anidd€bam 1990). In Chicago, far example,
community-based economic development organizatiwense received TIF funding for
workforce development to complement the City’ su®con industrial retention and
expansion.

One such organization, the Local Economic and Eympémt Development (LEED)
Council,recentlyassisted~ederalExpressn securingbl.4million of TIF fundsto reconstruct
seawall on its property, after which the compamned an agreement that committed Federal
Express to hiring its new employees throudBED’s placement services (Barancik 1998).
Federal Express front- funded the money for joming, and the City agreed to reimburse the
companywhentaxincrementsveregenerated.

LEED was able to provide follow-up support and amegement to program graduates
to help ensure that they not only remained on dbebjut advanced up the ladder to higher-
paying jobs. TIF works especially well with thedads of one-time allocations, especially
when the employer is willing to commit its own fusndp front and be paid back after time.

The design of TIF also works well with large, exgiga projects that promise quick and
substantial spikes in tax increment. Most munidilgsl are reluctant to use their bonding
authoritysell revenuebondsfar smaller(under$1 million) projects.This is becauseéhe amount
of deficit financingneededar small projects--fora newroof or small parkinglot far anexisting
business--is not likely to clear the minimum thdhfor new issues or justify the high
transactiortostge.g.$50,000far bondcounsel).

TIF is alsoa usefultool in instancesvhereland usesareup-zonedj.e. whenpropertymoves

from less-intensive usage to more-intensive us&yeh a move is likely to produce an
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immediateincreasan taxablearea.lf incrementgyeneratediresufficientto payfar thewish list
of redevelopment projects in the district, the T&signation maybe retired early and new
propertytaxescanrevertbackto theoverlappingurisdictions.

From the example of the new warehouse, it shouldiéa why TIF operates well in areas
wherepropertyvaluesareinitially low relativeto otherpartsof the municipality or aregrowing
at a slower pace. Government-owned (i.e., tax egemmperty, abandoned buildings, or
derelict sites in appreciating neighborhoods arpe@slly ripe far TIF-financed in-fill
development. In these cases, the base value girtpeerty (the value in the year of the TIF
designation)s low enoughsothatwhenthe propertyvaluesstartto growin subsequengears,a
substantiahmountof incrementanbegenerated.

However, TIF designation is also a signaling medrarto developers and speculators
that the municipality expects property values toréase in the designated district. If the
municipality is unable to act quickly, developersaynflock to the proposed district,
purchasing property and driving the prices up. Thenicipality’s ability to quickly

designate the TIF district is critical to lockingthe lowest base value.

Evaluating Tax | ncrement Financing

Judgingthe succes®f TIF is difficult, giventhe measurememtroblemsinvolved. Municipal
officials are quick to attribute new developments éncreases in property values to their own
economic development policies. Local officials gdim TIF-funded parking garages and office
buildings, public improvements, and demolitionseaglence of théool's success. The City of
Chicago, for example, attributes the creation 600,jobs and retention of another 25,000 jobs
to its aggressive use of TIFs in industrial are@isy(of Chicago Department of Planning and
Developmen1998).

In contrast, most academics agree that determihimgausal effect of tax abatements, low-
interestloans,enterprisezonesor TIF is difficult becaus®f theneedto "control” by reasonable
assumptioror appropriatestatisticaltechniquefor whatwould happenwithoutthe program(see,
for example, Bartik 1991; Persky et al. 1997). Thatudies that use appropriate statistical
methodology for dealing with causation have fourigeuh results. Man and Rosentraub (1998)
found TIF had a positive effect on median housiadues in Indiana. IrDardia’s study of
California(1998),hefoundthat TIF hada substantiahndpositiveimpacton development.

However, Dye andMerriman’s (2000) comparison of TIF-adopting and non- adopting
municipalities in 247 municipalities around metrbifgm Chic ago found a negative impact of
TIF adoption on the growth in municipal-wide pragevalues. They found that where there

was a positive effect on growth in property valwgthin the TIF district, it was more than

10
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offset by a negative impact on the non- TIF portminthe same city. Anecdotal evidence
supports the view that TIF is frequently used tovenexisting retail to different parts of the
sameregion (Redfield1995).In suchcasesthe municipality’ s realrevenueswill increaseonly

by thenetchangen propertytaxesandwageqi.e., minusthesubstitutioreffect).

The debateabouttheindependeninfluenceof TIF on developmenandpropertyvaluesis at
the heart of the controversies around the impact lsenefit distribution of this financing
mechanism. For example, if TIF has no independéetteon property values, then school
districts and other overlapping tax jurisdiction® gustified in arguing that TIF "captures"”
revenueshatwould otherwisebegoingto them.

Propertytaxessupportthe operationof manytaxingjurisdictionsin additionto thoseof the
municipality, including school, park, and librarystlicts. Because TIF redirects property tax
revenues away from over lapping jurisdictions foemn20 years, these affected taxingdies
lose all the taxes derived from normal inflationgaressures and reinvestment. On the other
hand, without the use of TIF as a development itieenthere may not be any or much
new revenue to distribute in the first place.

Everything hinges on the "bur for" question. EvérTiF can be said to independently
increasepropertyvalues,it is possiblethatexistingresidentanay not be preparedor the higher
tax burden that comes with it. For example, smabitess tenants may be unable to pay
inflated rents, and larger industrial users angd wx" retailers may be the only ones that can
afford the higher prices. Because there is no nreshmthrough which these owners or renters
maygive or withhold their consento the TIF designationbusinessegentrifiedout by spiraling
propertyvaluesandtaxesmaybeforcedto submitto apotentiallycoercivearrangement.

Fear of rapid development, aggravated by rthenicipality’s desire to move ahead on TIF
designatiorguickly in orderto lock in thelowestbase haspromptedpopularprotestagainsthe
use of TIF. Residents in Richmond Heights, a midthss suburb of St. Louis, attempted to
stall a TIF-funded shopping mall project througherareferenda. Mexican immigrants waged
protests against a proposed industrial TIF distridheir Chicago neighborhood, fearing they
would be displaced by rising property values. Bseaof the premium placed on speed and the
cooption of political opposition, TIF is especialypular in municipalities with strong pro-
growthmayorsandcity councilsor thosewithoutstrongoppositionto development.

TIF encourages municipalities to spend now for gxty that will be paid off with future
increments. In doing so, municipalities take on tis& that those increments may never
materialize. The fiscal exuberance of the 1990s fuated by rapidly appreciating urban
property values, and many municipalities found teelves sitting on small gold mines of

tax revenues with the discretion to use them fordegelopment projects.

11
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As the economy slows and the sheer number of Mfficls tests the financial management
skills of local bureaucrats, the speculative ramft§ IF are being exposed. When the Kellogg
Corporation announced plans to close its BattlelGrdlichigan plant, for example, ti@ty’s
Downtown Development Authority had to scramble tver more than $60 million in TIF
bondsit hadissued(Ward 1999).In CaliforniaandColorado,severalT IF bondshavedefaulted
(Johnsorl999).EventhoseTIF bondssecuredvith strongback-uppledgesmayfalter whenthe
localeconomystartgo decline.

Moreover theflip sideof theflexibility thatthislocal fundingsourceoffersis a concomitant
lack of accountability. TIF has been subject tousésin certain instances, where expenditures
havebeenmadefor golf courses|uxury car dealershipsfireworks displays,paradesmarketing
efforts,andthenormaloperatingexpensesf localgovernments.

These kinds of project expenditures go beyond titent of state legislation, but
municipal agencies lack uniform guidelines for ckiag which projects receive funding,
resorting to a reactive deal-making mode with peasipe developers. The competition for
scarce economic development funds has increasegrédssure to create additional TIF
districts, rather than improve existing ones. Like tax abatements and industrial revenue
bonds before them, TIF has become a general pugmsgomic development tool that is
playing a key role in perpetuating the border wiarsprivate investment (Peddle 1998;
Anderson and Wassmer 1995).

TIF in Chicago

The City of Chicago works with local aldermen, coomity groups, businesses, and
developers to identify areas not living up to thmatential. The city then examines the land to
determine if it is eligible to become a TIF distridf it qualifies, the city creates a TIF
redevelopmenplanto revitalizethe neighborhoogndpublic hearingsareheldto provideinput.
Once the redevelopment plan is completed, the Cayncil formally votes of the creation of
the TIFdistrict.

When the City creates a TIF district, the amountaafrevenue the area currently generates
is set as a baseline that will serve as the amlogat governmental taxing bodies will receive
from thatareafor thelife of the TIF, whichis 23 years.As vacantanddilapidatedpropertiesare
developed, with TIF assistance, the value andds&nue from those properties increases. The
“increment” above the baseline is then captured amdd solely for improvements and
redevelopment activities in the TIF district. Aftéhe TIF expires, or when the city’'s
investments are repaid, all property tax revenuesagain shared by all of the local taxing

bodies.

12
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Financing

The City of Chicagoinitially madea policy decisionnot to issuegeneralobligationbondsto
directly fund projects in its TIF districts. Othénan four TIF Bonds issued in 1987 for
commercial shopping centers that were supportetelly estate tax increment, city sales tax,
and state sales tax (the State of lllinois discu®d the sales tax TIF program after one year),
the city was limited to offering “pay- as-you-go’IF funding on yearly basis for individual
projects.

Becausendividual companiesanddeveloperoften needup-frontfundingto maketheir deal
complete otherinitiatives neededo betakento keepChicagocompetitivewith othercitiesand
statesn attractingdevelopment.

In 1992, the city allocated approximately $25 raoiflifrom its larger, citywide general
obligation bond issue for economic development fugpdFunds from this allocation allowed
the city to attract and retain large industrial pamies like Culinary Foods, Luster Products,
Eli's Cheesecake\ationalWine Service andFarleyCandy.After completionof theseprojects-
with their proven real estate tax increment numb&is bonds were issue in the Stockyards,
Reed-Dunning,andSanitaryandShip CanalTIF districts.Proceed$rom thesebondsthenwere
usedto repaythefundsoriginally allocatedrom the 1992generabbligationbond.

Two of Chicago’s “mature” TIFs- the Near South @dedntral Loop TIFs- were deemed
qualified for AAA-rated insurance through AMBAC. &Hincoln- Belmont- Ashland TIF was
insurance companies in the future, realizing thatunderwriters have higher requirements for
theinsurancglargersize,greaterdiversification,provennumbersandoverall higherincrement
coverage)ratherthanunenhancedIF bonds.

The use of other forms of up- front funding, such@D Float Loans and developer
notes, provide time for projects to mature and bezdbondable” (as they did in the North
side’s Lincoln- Belmont- Ashland and Irving CiceFd-s). Developer Revenue Notes place
the project- completion risk upon the developes,dri her equity partners, and lenders.

Here,developersnterinto redevelopmenagreements;ompletethe project,payfor eligible
cost,andarethenpledgedncrementatevenue®ccurringovertime aresultof their project.

The developer, as holder of the securities andcsoof the incremental revenue stream,
eliminates default risk. Costs of issuance expeasesninimal, and generally the need for a
debt service reserve and capitalized interest larenated. Higher interest rates (equal to the

developer’'shorrowingcosts)are mitigatedby the municipality’s ability to call andrefundthese
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securities at any time in the future. This is egghcvaluable when the city wishes to issue a
Tax Increment Bond for the entire district at a éovinterest rate, refunding one or more high
interesdevelopenotes.

The city has been proactive in using TIF to asisincing low- and moderate- income
housingrevenuebonds.While Chicago’sTIF fundinghasmainly beenlimited to the 30 percent
interest rate write-down provided by the state $t&tues, new legislation raised the level of
assistance to 70 percent of construction costsziwtwuld trigger even more financing in this
area.

In the NearNorth Redevelopmen®roject,the mostrecentTIF financingof $55million was
issuedon two series,had two letter of credit providers,and utilized a swapto provide an
optimuminterestrate. This TIF areacoversCabrini Green,onceone of the poorestmost crime
infested public housing projects in the countryx Trecrement to fund the TIF area is provided
by alargecommercialshoppingcenterandmarket-ratecondominiumsyhich wereconstructed
in the area after the TIF was established. Prdjguds will be used for parks, infrastructure,
newschoolsandanewhousingproject,which will consistof a mixture of market-ratelow and
moderate income housing, as well as replacemertitgpdior the Cabrini residents curreritly

soonto bedemolishedhighrisebuildings.

TIF Programs

In order to bring some of the benefits of TIF toainbusinesses, homeowners, and
small scale downtown projects, the city has irgiathree new lender backed micro TIF
investment fund programs. These unique initiatitazget housing and business programs
in some of Chicago’s most needy areas, as wellnzasll Smprovements to the central
business district.

The Small Business Improvement fund (SBIF) reimbsrdusinesses and building
owners for TIF eligible investments that preserwglding stock, improve neighborhood
appearance or commercial value, and enable busmésstay in the neighborhood, remain
competitive, or expand. Businesses may be reimddumeup to 50 percent of eligible costs
with a maximum assistance of $50,000 per project.

Businesses such as free standing fast food chaidsbeanch banks are not eligible.
Priority is given to businesses located at majtgrsections or major commercial corridors,
projects resulting in the retention or creationodifs, and historically significant buildings.

A pilot programin two SouthSideneighborhoodgrovideshomeownersvith TIF assistance
for home repairs and improvements such as new ,reofsyways, windows, porches, exterior

siding, and masonry work. Coordinated through ditggs new TIF Neighborhood Investment
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Program (TIF-NIP), the program provides a maximurang amount of $10,000 for single
family homes, $12,500 for two-flats, $15,000 foreihflats, $17,500 for four-flats, and a
maximumof $50,000for buildingswith five or moreunits.

Two programs in the downtown "Loop" business distprovide local businesses with
financial assistance for projects that contribwehte area’s growth as an entertainment,
retail, and financial district.

The Central Loop Improvement Fund (CLIF) uses TiBcpeds to help property owners
improve their buildings according to the standasddined in thecity’'s two downtown vision
plans.The plansencouragduilding ownersto install pedestriaririendly improvementgsuchas
new signs, awnings, facades, doors, and windowsyedisas environmental remediation and
upgrades to electrical and plumbing systems. Thd farovides grants of up to $150,000 or
50 percent of eligible costs.

The Central Loop Loan Program, a companion to Clpheyides low interest loans of
up to $50,000to retail, commercial,and service oriented businesseghat are undertaking
projectsthat benefit the city and employ Chicago residebts,do not qualify for TIF funds.
Eligible projects include leasehold improvementd amnpenses involving inventory, working

capital, equipmengndbuilding rehabilitation Loanslastupto five yearsat 3 perceninterest.

Special Considerations

Tax increment financing can be a controversial etibj Misinformation about TIF
districts can lead to a fear of higher taxes amedpgrception that TIF will take money away
from other entities, particularly school districBut in fact, additional taxes created by
redevelopment of blighted land goes to relievetéixeburden of other properties in the city.

TIFs alsowork to createmoneyfor schooldistrictsandothertaxingentitiesby developinga
solid tax base that will help fund them for yeasscome. Local taxing bodies will realize a
budget windfall after a TIF district expires. Theyll receive much higher revenues than they
would have without the TIF funded development. Syimput, TIF does not take a bigger piece
of thetaxationpie, rather jt createsbiggerpie.

While Chicago’sLoop/downtown TIFs have been criticized by somaiasecessary, they
have been incredibly productive for all of Chica@ost of the downtown success stories in
recentyearsaredueto TIF: the creationandretentionof thousand®f jobs, providing thefunds
for the reconstruction of the State Street retgtritt, and the needed funding efforts to save
and restore several historic theaters from deroalitBuch projects have been integral to the
revitalization ofChicago’sdowntown and have played an essential role in dhedtion of a

new Theatebistrict.
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Results

By the end of 1998, Chicago’s TIF program had @eéatore than 9,800 jobs and
retained more than 24,000. New housing units tdtedere than 3,000.

New andrehabilitatedoffice spacetopped5.7 million squarefeet,andnewandrehabilitated
retail space was more than 2.5 million square f€be city also had ‘more than 1,300 TIF
encouraged new hotel rooms, two 10 screen movitdl® a newly created Chicago Theater
District with 11,000 seats in rehabilitated downtotheaters, 4,600 spaces in new parking
facilities,andanew250bedyouthhostelandcollegedormitory.

A statisticwhich maybestilluminatethe succes®f Chicago’sTIF programis the calculation
of private return leveraged from public investmdrdr every one dollar of public funds spent
on TIF projects, the private sector has investedoat five and a half dollars. By the end of
1998, Chicago had invested a cumulative $526 millio TIF funds and benefited from $2.82
billion in privateinvestment.

The City of Chicago has put in place an overall Pifogram that not only serves its
taxpayers well, but provides a model that othéegihave looked to follow. This Program has
been successful by creating and following a poticgt is aggressive and innovative in its
utilization of TIF as an economic development tdeit conservative in its financing guidelines.
Many of Chicago’s neighborhoods are coming aliwth new development and growth.

Modern industrial facilities are replacing abandbrfactories, while new shopping
centers are appearing in city neighborhoods that haot seen commercial or retail
development in more than a generation. In mostscabese improvements would not be
possible without TIF. Chicago’s TIF program has drae a key ingredient in rebuilding

Chicago and awakening its neighborhoods.
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EXHIBIT 1

CHICAGO CUMULATIVE TIF RESULTS 1984-1998

TIF Districts:

PUBLIC/PRIVATE INVESTMENT
Total public investment

Total private investment

Total investment

Leverage ratio

EMPLOYMENT
New jobs created
New jobs retained
Total jobs

RESIDENTIAL DEVELOPMENT
New rental units

New owner-occupied units

New student housing beds

New youth hostel beds

Total housing units

(excluded student housing/hostel)

COMMERCIAL DEVELOPMENT
New office space

Rehabilitated office space

New retail space

Rehabilitated retail space

New parking spaces
Rehabilitated theater seats
New movie theaters
INDUSTRIAL DEVELOPMENT
New industrial space
Rehabilitated industrial space
Total industrial space

64 at end of 1998
(More than 75 by end of 1999)

$526,925,838
$2,821,990,004
$3,348,915,842
$5.36/$1

9,875
24,108
33,983

1,506
1,415
757
250
2,921

4,73 million square feet
1,08 million square feet

2,36 million square feet

198,400 square feet

4,615

10,920

2

3,98 million square feet
1,03 million squardeet
5,01 million square feet
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EXIBIT 2

HOW TIF WORKS

Increased EAV with
Equalized R g £
Assessed S 3 g
Valuation o 8
(EAV) S
$ Real Estate Tax o % § :g
revenue derived : [ g 2
from increased EAV | ,, o >
to pay eligible project costs E.i 8 <
5 EFE
o
&2
5 10 15 20
TIF® ™TIF
ADOPTED 23- year TIF DISSOLVED
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