What’s a TIF District?

A TIF (Tax Increment Financing) essentially reallocates funds from property taxes to
encourage investment within the district. An important thing for property owners within
the TIF to understand is that their property tax rates do not automatically go up with
the creation of a TIF.
The way TIFs shift funds around to encourage development is by freezing the
allocations to various taxing bodies (e.g. park districts, etc.) at their levels as of the
start of the TIF. For the life of the TIF (typically a maximum of 23 years), the amount
received by these taxing bodies from property taxes collected within the TIF will remain
constant, unless the city decides to redirect TIF funds back to one or more taxing
bodies because of an increased need for that body’s services, which is not uncommon.
Any increased tax revenues collected as a result of an increase in property values then
go into the TIF fund and can be used by the city for a wide range of purposes within the
TIF to promote redevelopment.
Here is an example of a hypothetical TIF to demonstrate how the process works:
Property tax rates are not affected by the TIF. At the beginning of the TIF, the
aggregate property value of all land in the TIF is $1,000,000, and annual property tax
revenue is $40,000. This $40,000 is split between a handful of taxing bodies. After the
TIF is created, the taxing bodies know that they will continue to receive $40,000 per
year for the life of the TIF.
Perhaps after a couple years, property values within the TIF increase to $1,100,000,
which leads to annual tax revenues of $44,000. This extra $4,000, instead of being
distributed to the taxing bodies, is deposited in the TIF fund for the city to use to
reinvest in the TIF area. As the city invests in the area and private investors begin to be
attracted by the city’s efforts to revitalize the community, a snowball effect occurs.
More TIF investments by the city lead to more investments by private developers, both
of which lead to higher property values, and therefore, more TIF revenue that can be
reinvested in the TIF district, starting the cycle all over again.
And just what types of investments can a city make with those TIF funds? Permissible
uses for TIF funds include, among others, infrastructure improvements (e.g. roads,
utilities), job skills training for workers within the TIF, marketing the area to
prospective new businesses, and building new public buildings.
As for the taxing bodies within the district, while their revenues are frozen with regard
to properties within the TIF, it’s not unusual for them to see increased revenues overall
because TIFs often have spillover effects that cause property values to rise in the areas
surrounding them, which benefits the taxing bodies. Additionally, if the redevelopment
plan for the TIF district will create increased capital costs for any taxing body within the
TIF, the city may agree to use TIF funds to pay for such costs. Once the period of the
TIF expires, the taxing bodies are entitled to their full share of the tax revenue from
within the TIF.
Clearly, TIF districts are powerful tools available to a city that can often be complicated
and are occasionally misunderstood. When used properly, however, a TIF can revitalize
a community.
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