TAX INCREMENT FINANCING REPORT

l. INTRODUCTION.

In the 1995 Omnibus Tax Bill, the Minnesota L egidature transferred authority for oversght of the sate's
1,600+ tax increment financing didtricts to the Office of the State Auditor. Pursuant to Minn. Stat. 8
469.1771, subd. 1(c), thisreport is prepared for the chairs of the legidative committees having jurisdiction
over tax increment financing.

. BACKGROUND.
A. What is Tax Increment Financing?

Tax increment financing (T1F) isagtatutory tool to promote economic devel opment, redevelopment, and
housing in areas where it would not otherwise have occurred. A TIF authority, typicaly acity or other
loca unit of government, captures the additiona property taxes generated by increases in property vaue
within a specified development areaand uses those additiond property taxesto pay for TIF-eligible costs
of devedopment or redevelopment. Examples of TIF-digible costs are land or building acquistions,
demoalition of structuraly substandard buildings, congiruction of low-income housing, Site preparation, or
ingalation of utilities. Authorized expenditures differ depending on the type of TIF digtrict created. The
owner of the newly-developed or redeveloped property continues to pay the full property taxes.

The up-front costs of TIF development are generally financed with the proceeds of bonds, revenue notes,
or loans and the debt service is then repaid with tax increment generated within the didrict. In addition,
pay-as-you-go financing arrangements have gained popularity. Under this scenario, the developer or
property owner pays for the development costs up-front and is reimbursed if, and when, tax increment is
generated inthedidrict.! Therisk of insufficient tax increment to pay the costs of development restswith
the devel oper or property owner, rather than the TIF authority.

B. Tax Increment Financing Users.

Tax increment financing is used by gpproximatdy 408 Minnesota cities or towns, as well as housing and
redevel opment authorities, economic development authorities, port authorities, rura development finance
authorities, and counties.

The governing body of thejurisdiction inwhich the TIF didtrict islocated must gpprove the cregtion of the
digtrict. For example, if acounty housng redevel opment authority wishesto establishaTIF didrict, it must

! A deveoper may only be paid for actud, TIF-eligible expenses incurred plus interest.
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be approved by the county board. 1f adevelopment authority other than a city, such asa port authority,
is proposing to create a TIF digtrict, the authority must have the approva of the municipality or
municipdities in which the digtrict rests. While the proposed TIF plan must be submitted to the school
board and county board for comment, neither entity has the authority to amend the plan or prevent the
cregtion of aTIF digtrict.

C. Tax Increment Financing Act.

The Minnesota Tax Increment Financing Act? (TIF Act) governs the creation and administration of TIF
digricts. The primary provisons of the TIF Act include:

& Minnesota Statutes § 469.174 Definitions
é Minnesota Statutes § 469.175 Establishing and modifying TIF plans and reporting

requirements
é Minnesota Statutes § 469.176 Limitations on expenditure of increment
and TIF digtrict duration;
é Minnesota Statutes § 469.1763 Pooling restrictions and the five-year rule;
é Minnesota Statutes § 469.1766 Deveoper payment redtrictions;
é Minnesota Statutes § 469.177 Computation of tax increment;
é Minnesota Statutes § 469.1771 Violations and OSA enforcement authority; and

é Minnesota Statutes § 469.178 Tax increment bonding.

The TIF Act has been amended frequently since its crestion in 1979. A TIF didtrict is usualy governed
by the laws in effect the year that the didtrict was created.

The TIF Act permits the establishment of the following types of TIF didtricts.

é Redevelopment didtricts;

& Renewd and renovation didtricts;
é Soils condition didtricts;

é Housng didtricts,

é Economic development didricts;
é Mined underground space digtricts, and
é Hazardous substance subdidtricts.

In addition, the 1996 legidature authorized the establishment of housing replacement didtricts within the
arport noise impact area after July 1, 1997.

2 Minn. Stat. 8 469.174 - § 469.179.
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1. TAXINCREMENT FINANCING DEPARTMENT ACTIVITIESAND OVERSIGHT.

The 1995 Omnibus Tax Bill contained aprovison which transferred therespongibility for enforcing the TIF
Act from the Department of Revenue to the Office of the State Auditor (OSA). Pursuant to Minn. Stat.
§469.1771, subd. 1,3 the State Auditor may examine and audit political subdivisons useof tax increment
finanadng to determine compliancewith thelaw. Thegatutealowsthe OSA to examine and audit accounts
and records on arandom basis, without previous notice, whenever the State Auditor determinesiit to be
in the public interest.  Minnesota Statutes § 469.175 requires dl TIF didricts to file annud financia
reporting formswith the State Auditor. Thesesectionsapply todl TIF digtricts, including digtricts certified
prior to August 1, 1979.

The OSA TIF Department began itsenforcement activitieson January 1, 1996. The Department currently
consgts of adirector and three audit staff.

Annud financid reporting forms, containing 1995 financid information from over 1,600 TIF digtricts
throughout the state, were to be received by the OSA TIF Department on or before July 1, 1996. In
previous years, a TIF digrict’ sfinancid information was included in the city's or development authority’s
audited financia statements. Although the reporting process itself was not new, it was the fird year that
reporting forms were received by the city or authority in the mail and returned to the OSA separate from
the audited financia statements*

The qudity and timdliness of the financid reporting forms submitted was mixed. The qudity of the
unaudited 1995 financid information did not alow a meaningful comparison of data; thus, a compardtive
report was not prepared by the OSA. Asof July 1, 1996, gpproximately 50% of the digtricts had failed
to submit financia reporting forms as required by statute. Many districts contacted the OSA to request
additiond time to prepare the financia reports. The TIF Department staff aso contacted cities and
authoritiesto inform them of the reporting deadline and to request that the statutorily-required information
be submitted to the OSA. As of December 31, 1996, approximately 8% of the didtricts till had not
submitted the required annud financia reports to the OSA.

Since July, the TIF Department has spent amgority of itstime reviewing reporting forms, calling or writing
to clarify or obtaininformation, and answering questions or concernsrecei ved from citizensand government
offidds. In addition, the members of the TIF Depatment have been traveling throughout the State
educating and training local government officia sand employeeson the proper adminigtration of TIF digtricts
and informing them of the problems discovered in the current reporting cycle. Also, severd partia audits

3 Minn. Stat. § 469.1771, subd. 1 was effective January 1, 1996.

4 Prior to 1996, the annua disclosure form and bonded debt report were filed with the
Department of Revenue. The 1995 |egidation consolidated dl financid reporting and
required such reportsto be filed with the OSA.
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were performed to clarify issues raised by information submitted in the reporting forms. In addition, over
$630,000 in excessincrement has been voluntarily returned by TIF authoritiesto countiesfor redistribution
pursuant to Minn. Stat. §469.176, subd. 2, after correspondencefrom or conversationswith the OSA TIF
Department.

The current review and audit activities of the OSA TIF Department are financed with 0.10% of the tax
increment distributed to citiesand authoritiesadministering TIF digtricts. Countiescollect thisamount prior
to making tax distributions to the loca units of government. The amount received annualy by the
department will vary depending on the number of active TIF digtricts and the amount of increment
generated by these didtricts.



VIOLATIONS

If the Office of the State Auditor (OSA) finds that a TIF authority is not in compliance with the TIF Act,
aletter of noncomplianceis sent to the governing body of the municipaity that approved the TIF didtrict.
The letter detail sfindings regarding the TIF district’ sviolation of aprovision of the TIF Act or related laws.
The governing body of the municipality must respond in writing to the State Auditor within 60 days of
receipt of the notification of noncompliance. In its written response, the municipaity must state whether
it accepts, in whole or in part, the OSA’sfindings. If themunicipality does not accept thefindings, it must
indicate the basis for its disagreement. Responses to the noncompliance |etters are summarized by the
OSA. The summaries and copies of the municipaity responses must be reported to the chairs of the
legdative committees with jurisdiction over TIF laws. All information on the violation must dso be
forwarded to the county attorney for enforcement action. Inaddition, the TIF Act providesfor privatelegd
action by ataxpayer living in the city, county, school digtrict, or town in which the TIF district is located.
The TIF Act aso contains a requirement that al increment spent in violation of the law be repaid to the
county auditor.

In compliance with Minn. Stat. § 469.1771, subd. 1(c), the following is a summary of the responses the
OSA has recaeived from the municipdities notified of TIF Act noncompliance. Copies of the
noncompliance letters and the municipdities' responses are contained in the back of this report.

l. POOLING VIOLATION.

The OSA sent anotice of noncompliance to the City of Foley on May 30, 1996.° The OSA found that
the city pooled tax increment outside the boundaries of apre-1982 TIF digtrict in violation of the TIF Act.
The TIF laws redtrict the ability of an authority to “pool” increment, that is, to expend tax increment
revenues on red property acquisitions or improvements located outside the boundaries of the TIF district
that generated the tax increment revenue.

Asinitidly enacted in 1979, the TIF Act did not permit the expenditure of tax increment revenues outside
a tax increment district’s boundaries,  Amendments to the laws in 1982° specificaly permitted the
expenditure of tax increments outside the district, but within the project area. However, the effective date
of these changes was limited to new didricts. Therefore, the authority to expend tax increment revenues
outsde the TIF digtrict isonly explicitly granted to TIF districts for which certification was requested after
July 1, 19827

> See Tab A.
6 Minnesota Statutes § 273.74, subd. 1 (1982).
7 1982 Minn. Laws, pp. 888-92, ch. 523, art. 38, 88 3, 5 and 10.
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The City of Foley’s TIF Didtrict 1-1 is ahousing digtrict, certified in 1980 and subject to the lawsin effect
inthat year. The law does not alow the city to pool and expend increment outside the digtrict.

All originally-budgeted expensesfor low and moderate income housingin TIF Digtrict 1-1 have been paid.
The city has continued to collect tax increment in this district and has pooled the increment amountsto pay
the debt service on bondsissued for the congtruction of awastewater trestment facility located outsdethe
TIF housing district’s boundaries. Approximately $100,969 in tax increment had been transferred for the
debt service on these bonds as of December 31, 1995.

The City of Foley responded to the OSA’ sl etter of noncompliance on July 15, 1996. The city stated that
it isthe obvious purpose and intent in constructing awastewater treatment system to provide necessary and
essentia services to resdences and commercia establishments within the city, induding structures within
the TIF digrict. It dleged that, dthough the wastewater treastment plant is Situated outsde of the TIF
digtrict, digtribution lines and sewer connections were located within the TIF digtrict's boundaries.
Therefore, the city fdt it was reasonable to utilize TIF revenues from TIF Didtrict 1-1 to pay a pro rata
share of the cost of the wastewater treatment plant and related improvements®

The city’ s written response stated that the OSA had chosen to opine a narrow and limited interpretation
of the law. The city dleged that the legidature did not intend to redtrict the expenditure of tax increments
to only publicfacilitieslocated withinthe TIF digtrict, regardless of how indispensableapublicimprovement
located outside of the didtrict is to development within the district. The city stated its expenditure of tax
increment revenues from the housing digtrict on a wastewater trestment facility complied with the more
relevant and overriding objective of providing safe and affordable housing for low-income persons.

Pursuant to Minn. Stat. § 469.1771, subd. 1(b), the relevant information regarding the violation of the TIF
Act by the City of Foley was forwarded to the Benton County Attorney on December 24, 1996. The
OSA has not received a response regarding enforcement action from the Benton County Attorney. The
City of Foley is dso seeking specid legidation in the 1997-1998 legidation sesson to alow the capture
of an additiond $270,000 in years after 1996 for payment of debt service on the wastewater treatment
facility bonds.

8 The city stated there are 36 househol ds located within TIF Digtrict 1-1. The city
represented the cost of the wastewater treatment plant and the related collector sewer
lines to be $1,725,000 and $1,242,000 respectively. The households within TIF
Digtrict 1-1 represented 4.8% of al households served by the wastewater treatment
plant and 6.1% of households served by the collector sewer. Based upon those
percentage amounts, the city stated that the pro rata share of the activity and
adminigtrative cogts attributable to households within TIF Digtrict 1-1 is $174,615.
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. FAILURE TO SUBMIT 1995 TIF DISTRICT REPORTING FORMS,

The TIF Act requires that municipdities and authorities submit an annua financid report on their TIF
districts to the OSA on or before July 1 of each year.® In the first week of 1997, noncompliance |etters
were sent to 21 TIF authorities who had failed to report 1995 financial information on their TIF districts.©

Seven of the 21 TIF authorities had responded to the letter of noncompliance by the time of this report.

On January 2, 1997, aletter of noncompliance was sent to the City of BrownsValley based onitsfalure
to submit the 1995 TIF digtrict reporting forms. The city responded on January 13, 1997 and submitted
reporting forms for 1995.

On January 2, 1997, aletter of noncompliance was sent to Chisago City based on the city’s failure to
submit municipaity formsfor TIF Didrict 1-2 and 2-1. In addition, the forms prepared by a CPA firm
for Chisago City contained incomplete information. The city responded on January 24, 1997. The city
accepted the OSA’ s findings that the reports submitted to the OSA wereincomplete. Due to personnel
changesin the city gaff, the city administrator has now turned the TIF reports over to anew CPA firm for
completion.

On January 2, 1997, aletter of noncompliance was sent to the City of Eden Prairie based onitsfailureto
submit 1995 TIF digtrict reporting forms for certain city TIF digtricts. TIF Department staff had severd
conversaions with city personne regarding thefailureto report. In these conversations, the city confirmed
that, while these digtricts had expired, increment previously generated from these digtricts continued to be
expended after expiration. Based uponthefact that tax increment continued to be expended, the city was
advised of the OSA's position that statutory reporting for these TIF districts was required. The city
responded in writing on February 10, 1997. The response detailed the city's position that as the tax
increment digtricts were no longer in existence, reporting was not required. The city's response does not
address the issue of the continued expenditure of tax increment generated prior to expiration of these
didricts.

On January 2, 1997, the City of Elysan was sent aletter of noncompliance for failure to submit the 1995
TIF digtrict reporting forms. The city responded on February 10, 1997 by submitting reporting formswith
no accompanying written response to the noncompliance letter.

OnJanuary 2, 1997, the City of Lakefield was sent aletter of noncompliancefor fallure to submit the 1995
TIF digtrict reporting forms. The city responded on January 10, 1997. Thecity stated that it did not know
of the requirement to submit the reporting forms until spesking to an OSA TIF Department staff member

9 Minn. Stat. § 469.175, subd. 5, subd. 6, and subd. 6a.

10 See Tab B.



on October 7, 1996. The response letter stated the city is currently in the process of trying to complete
the forms.

OnJanuary 2, 1997, the City of Le Sueur was sent aletter of noncompliance for failureto submit the 1995
TIF digtrict reporting forms. The Le Sueur Economic Development Authority responded by submitting
reporting forms on February 3, 1997.

On January 3, 1997, the City of Milacawas sent aletter of noncompliance for failure to submit the 1995
TIF digtrict reporting forms for TIF District 2-2 Industrid Park Gorecki, TIF Digtrict 1-2 Centennial
Addition, and TIF Didtrict 5 Middle School. The city responded on January 15, 1997, dating that
information on two of these digtricts had been submitted to the OSA, athough in aformat not acceptable
to the Auditor's Office. The information on TIF Didtrict 1-2 was delayed because of the difficulty in
preparing the reporting forms. In past reporting years, the city had not prepared a separate budget for
Didrict 1-1 and Didrict 1-2. The city was having difficulty separating the receipt and expenditure
information for these two digtricts which resulted in the delay in reporting. The response letter stated that
the city manager would be discussing the matter with the city council a a regular meeting on January 16
and would submit the reports as soon as possible. The city submitted 1995 reporting forms on February
3, 1997.

On January 2, 1997, aletter of noncompliance was sent to the City of New Brighton for failure to submit
1995 TIF didrict reporting forms. The city responded by submitting reporting forms for the city’s TIF
Didricts 1 through 25 on January 10, 1997. The city stated that the volume of information requested
caused the delay in its response. It had to retain auditors to complete the forms as they did not have
enough city gaff to handle such a project.

On January 2, 1997, aletter of noncompliance was sent to the City of St. Clair based on the city’ sfailure
to submit 1995 TIF digtrict reporting forms. The city responded on January 7, 1997 stating that the delay
was due to the fact that the city had not received the reporting forms until either August 19 or August 29,
1996. The city advised that it had mailed the reporting forms to the OSA on December 20, 1996. The
OSA did not receive these formsand requested acopy fromthecity. A copy wasthen provided. Thecity
fdt that due to the delay in receipt of the forms, it had responded in atimely manner.

1. TAX ABATEMENT VIOLATION.

The OSA sent anotice of noncompliance to the City of Houston on December 10, 1996.* The OSA
found that the city expended tax increment for property tax abatement for a grocery store constructed
within the TIF district. Although the TIF plan does not reference tax abatement, the development
agreement requires the city to abate the property owner's rea estate taxes for al amounts exceeding

u SeeTab C.



$8,500 annually. City personnd and the city's attorney confirmed to the OSA that tax increment isbeing
used to pay a portion of the red edtate taxes of the property owner. The amount of tax increment
expended to abate property taxes was approximately $15,229 as of December 31, 1995.

A TIF authority must have express statutory authorization to expend tax increment. The TIF Act does not
providefor the expenditure of tax increment for direct property tax abatement. Therefore, the OSA found
that the City of Houston had no statutory authority to usetax increment from TIF Didtrict 1-1 to abate the
property taxes of the grocery store.

As of the date of thisreport, 64 days had passed since the natification of noncompliance was sent. The
OSA contacted city gtaff, the city’ s attorney, and a private consultant hired by the city to inquire asto the
dtatus of the city’ sresponse. The OSA was informed that a response to the letter of noncompliance had
not yet been prepared by the private consultant, however, the city did intend to respond.

This report includes an October 10, 1996 |etter submitted to the OSA by the City of Houston. Although
this letter predatesthe OSA’ s notice of noncompliance, it detailsthe city’ searlier representations asto the
vdidity of the use of tax increment for tax abatemen.

IV.  ADDITIONAL LETTERS OF NONCOMPLIANCE.

Additiond letters of noncompliance were sent by the OSA in December 1996, and January and February
1997. A municipality has 60 days to respond to a notice of noncompliance. The OSA had not received
responses from these cities at the time of issuance of this report. These additiona noncompliance letters
and the municipaities responses will be addressed in a future report produced by the OSA TIF
Department.



STATUTORY ISSUES

In the current reporting cycle, the Office of the State Auditor (OSA) Tax Increment Financing (TIF)
Department identified severd areas where the OSA’ s interpretation of certain TIF Act provisons differs
from some practitioners interpretation. This report to the committees with jurisdiction over TIF laws
identifies these conflicting Statutory interpretations in order to facilitate public policy discusson and alow
for clarification or amendment to current statutory provisons.

The following is a summary of the various provisons where gatutory change or clarification may be
necessary to diminate issues or questions raised by differing interpretations.

l. AUTHORIZED EXPENSES IN REDEVELOPMENT OR RENEWAL AND
RENOVATION DISTRICTS.

The OSA TIF Department and TIF practitioners disagree on interpretation of the current language
contained in Minn. Stat. 8 469.176, subd. 4j. The section currently reads:

At least 90 percent of the revenues derived from tax increments from a redevel opment
digrict or renewa and renovation district must be used to finance the cost of correcting
conditions that dlow designation of redevelopment and renewd and renovation digtricts
under section 469.174. These costs include acquiring properties containing structurally
substandard buildings or improvements, acquiring adjacent parcels necessary to provide
agteof sufficient Szeto permit development, demolition of structures, clearing of theland,
and ingdlaion of utilities, roads, sdewaks, and parking facilities for the gte. The
dlocated adminigtrative expenses of the authority may be included in the qudifying coss.

The OSA interprets this language as exclusve. As such, in redevelopment or renewa and renovation
digricts, TIF-qudifying expenditures are limited to acquiring Stes containing substandard buildings and
contiguous parcels of land, and financing related land-preparation improvements such as sewer, water,
roads, and parking facilities. TIF practitioners disagree and interpret this language as exemplary. Under
their interpretation, and in practice, tax increment revenues generated in redevel opment districts are used
for above-ground development and rehabilitation expenses with such expenditures viewed as gpplying
towards the 90 percent statutory requirement.’? The OSA recommends that the language in Minn. Sta.
8§ 469.176, subd. 4j be clarified through statutory change.

12 In addition, some practitioners have advised that this statutory section authorizes
above-ground devel opment on vacant parcelsin the didtrict. Rather than directly
correcting blight with tax increment revenues, asssted development on vacant parcelsis
sad to encourage “ spillover” development on blighted parcels. Practitioners advise that
this complies with subdivison 4j asit indirectly corrects the blight conditions thet
authorized creation of the redevelopment digtrict.
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. DEFINITION OF TAX INCREMENT REVENUES.

The term “revenues’ is referenced throughout the TIF Act, but is not defined in the Act. Many of the
redrictions contained in the Act apply to "tax increment revenues' or "revenues derived from tax
increment."® The scope of this term is unclear without clarification. The OSA recommends that "tax
increment revenues' and "revenues derived from tax increment” be defined in the TIF Act.

[1. PRIOR PLANNED IMPROVEMENTS.
Minnesota Statute § 469.177, subd. 4 is entitled "Prior planned improvements.” It reads:

The authority shdl, after diligent search, accompany its request for certification to the
county auditor pursuant to subdivision 1, or its notice of district enlargement pursuant to
section 469.175, subdivison 4, with a listing of al properties within the tax increment
finanang digtrict or area of enlargement for which building permits have been issued
during the 18 months immediately preceding approva of the tax increment financing plan
by the municipdity pursuant to section 469.175, subdivison 3. The county auditor shall
increase the origina net tax capacity of the district by the net tax capacity of each
improvement for which abuilding per mit was issued.

(Emphadis added.) Thissection requiresthat an authority or city notify the county auditor of all properties
within the TIF digtrict for which "building permits' have been issued during the 18 months immediately
preceding gpprova of the TIF plan. The county auditor must then increase the origina net tax capacity of
the digtrict by the net tax capacity of each improvement for which a building permit was issued.

Severd cities have contacted the OSA with questions about this section. Many cities have changed the
name of their building permits to "zoning permits” The zoning permits serve the same purpose as the
building permits and evidence prior planned improvements. However, asthe statutory language refersto
"building permits,” dities are unsure if they must notify the county auditor of the improvements undertaken
on parcels to be included in the TIF digtrict for which zoning permits were issued. Under a gtrict
interpretation of the current language, such notification is not required. The OSA recommends that this
section be examined and ether the title or the language of the subdivison be changed to clarify the
legiddive intent.

13 It isthe OSA’s pogition that interest earned on tax increment is revenue derived from

tax increment. It isnot the consstent practice of current TIF digtricts to apply the
regrictionsin the TIF Act to interest earned on tax increment. The proper meaning of
the term “revenues’ is d o raised when reviewing Stuations involving T1F-devel oped
land sale proceeds and LGA contributions.
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V.  TAXINCREMENT BONDING

The OSA TIF Department and TIF practitioners disagree on the restrictions applicable to the proceeds
of bonds financed in part by tax increment. Minnesota Statute 8§ 469.178, subd. 1, reads:

Notwithstanding any other law, no bonds, payment for which tax increment is pledged,
ghdl beissued in connection with any project for which tax increment financing has been
undertaken except as authorized in this section. The proceeds from the bonds shall be
used only in accordance with section 469.176, subdivision 4, asif the proceeds were tax
increment, except that atax increment financing plan need not be adopted for any project
for which tax increment financing has been undertakenprior to August 1, 1979, pursuant
to laws not requiring atax increment financing plan.

The statutory language indicatesthat al proceeds of bondsfor which any tax increment is pledged must be
used only in accordance with 8 469.176, subd. 4, as if the proceeds were tax increment. Frequently,
bonds are issued with severd sources of revenue pledged for debt service payment. Tax increment is
sometimes pledged only as a contingent source of revenue to be used if other revenue sources prove
insufficdent. Itisthe position of the OSA that the language of § 469.178 requiresthat al proceeds of those
bondsto which tax increment is pledged, in whole or in part, are to be trested astax increment. Thisisnot
the current practice among TIF authorities. The OSA recommendsthat the language be examined and the
legidative intent darified.

V. PROJECT VS. DISTRICT

Theterm"project” isdefined in Minn. Stat. 8 469.174, subd. 8. Theterm “tax increment financing district”
isdefined in Minn. Stat. § 469.174, subd. 9. In practice, aproject (also called a development district by
many practitioners) is a large geographic area which encompasses one or more contiguous or
noncontiguous TIF digtricts. The terms project and district are used in various sections of the TIF Act in
amanner seemingly incondstent with the definitions set forth in the Act.

The use of the term "project” in certain statutes grestly expands the area in which authorization exigts to
expend tax increment.’*  For example, asit is used in Minn. Stat. § 469.176, subd. 13, it sustains the
exigenceof aTIF digtrict aslong asbonds have been issued for improvements anywhere within the project
area,® evenif suchimprovements are unrdlated to the anticipated development withinthe TIF district. The
OSA recommends that these provisions be revisited and the use of the terms “project” and “digtrict” be
clarified where necessary.

14 Some examples of sections using the term "project” in a seemingly inconsistent way
include: Minn. Stat. 88 469.174, subd. 11; 469.176, subd. 1a; 469.176, subd. 4d; and
Minn. Stat. § 273.1399.

15 A large number of TIF plansreviewed by OSA staff define the “project ared” asthe
entire ity limits
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CONCLUSION

This report has provided background information to the legidature regarding tax increment financing,
violaionsfound in the firg reporting cycle, and statutory issues subject to conflicting interpretations. The
violation information was provided pursuant to Minn. Stat. § 469.1771, subd. 1(c). The statutory issues
section, detailing problem areas in the statute encountered thus far, is provided to facilitate public policy
discussion and promote clarification or amendment to current statutory provisions.

If further information regarding exigting tax increment financing didricts is desired, arequest for such may
be made to the TIF Department of the Office of the State Auditor.
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