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Effective the day following find enactment, and appliesto didricts for which the request for certification was
made on, before, or after August 1, 1979, and before August 1, 2001.

EXPLANATION OF THE BILL

Current Law: Tax increment financing (TIF) provides ameans of financing municipa improvement projects.
Types of didricts include redevelopment digtricts, housing didtricts, economic development didtricts, soil
condition digtricts, renewa and renovation districts, and hazardous substance digtricts. Although these types of
digiricts have particular distinguishing characteristics, dl commonly possess the authority to retain the tax dollars
generated by the “retained captured net tax capacity”. The captured net tax capacity equals the difference
between the current year net tax capacity and the origina net tax capacity of the properties within the TIF
digrict. (Theretained captured net tax capacity is after the subtraction any fiscal disparity or shared vdue
reductions and after any prior year net tax capacity adjustments.) Activity must commence within 5 years of
didrict cregtion.

Proposed Law: Thehill creates anew TIF grant program. TIF digtrict extensions and grants are limited to
bonds, contracts to issue bonds, or interfund loans. The grant program would offset deficits in the ability to

pay preexisting obligations caused by the reped of the sate determined state general education property tax
levy and its replacement with the State generd tax.

Municipdities would apply to the Commissoner of Revenue for agrant if qualifications are met. These
qudifications include increments insufficient to cover preexigting obligations in the current or following year.
The grant isto be the lesser of the amount of the state genera tax paid by the captured net tax capacity of the
digtrict, or the shortfal in revenues required to meet the preexisting obligations. TIF obligation contract
shortfdls are dlowed Smilar treatment, and contractors may gpply for TIF grants that pay the shortfdl in
increments of the remaining contract, or the state generd tax paid by the captured tax capacity, whichever is
less. The commissioner isalowed to reduce or deny the grant, subject to certain conditions. Payments would
be made by December 26 to municipalities and by December 1 to contractors. Amounts sufficient to pay the



grants are gppropriated from the generd fund. A direct appropriation for adminisirative costs for fiscal year
2005 isleft blank.
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? TheTIF grant remedy is available after dl other remedies, such as didtrict pooling or extension, have been
exhausted.

? The cumulaive participation in previous TIF grant programs totaled $2 million.

? Using the 2003 TIF abstract, the origina locdl tax rates (LTRS) of districts created since 1988 were
compared to the current LTRs. For digtrictswith adeclinein LTRS, the difference in LTR was multiplied
with the captured increment to provide a possible upper bound to the amount of TIF deficits of $6.8 million
annudly. The probable amount of TIF deficitsislower due to pooling, extenson, and other remedies
provided in the last three years. Participation may be higher than historical behavior becauise contractors
are digible to apply directly to the Commissioner of Revenue.

?  Thefirg grant paymentswould occur in December 2004 and would affect fisca year 2005.

Number of Taxpayers. Municipdities with TIF digtricts.

Source:  Minnesota Department of Revenue
Tax Research Divison
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