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1.1 What is Tax Increment Financing?

Tax increment financing (TIF) is a state authorized, locally driven funding mechanism that allows
cities and counties to direct property tax dollars that accrue from new development, within a
specifically designated district, to community and economic development activities. In
Montana, TIF districts are authorized in parts 7-15-4201 and 4301, et. Seq. Montana Code
Annotated (MCA), the State’s Urban Renewal Law. (See Appendix A for the entire statute.)
Proposed TIF districts are typically characterized by blight and/or infrastructure deficiencies
that have limited or prohibited new investment. A base year is established from which
"incremental" increases in property values are measured. Virtually all of the resulting new
property tax dollars (with the exception of the six mill state-wide university levy) can be
directed to redevelopment and economic revitalization activities within the area in which they
are generated.

Tax payers located within a TIF district pay the same amount as they would if the property were
located outside the district. TIF only affects the way that taxes, once collected, are distributed.
Taxes that are derived from base year taxable values continue to be distributed to the various
taxing jurisdictions — local and state government entities and school districts. (See Figure 1.1,
below.) Taxes derived from the incremental increase in taxable value are placed in a special
fund for purposes set forth in establishing the TIF program.

Figure 1.1 Tax Increment Calculation

O Base Year Value
o Taxable Valuation x Mill Value = Taxes Collected
o Directed to All taxing Bodies (Local Governments,
Schools, State)

O Tax Increment Value
o Incremental Taxable Valuation x Mill Value =
Incremental Taxes Collected
o Directed to Tax Increment Program (except
University Levy)

Districts are authorized for a period of 15 years but may potentially be extended for up to an
additional 25 years if all or part of TIF dollars have been pledged to the repayment of a bond.
TIF dollars, however, can only accrue if property values increase substantially. For example, in
Montana, a property with an assessed market value of $1 million only generates about $14,800
in property taxes annually, using a total mill levy of 600
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While TIF does direct revenue derived from new property taxes to a specific area for a period of
time, ultimately the entire community benefits as Figure 1.2 shows:

Figure 1.2. How a Tax Increment Finance (TIF) Provision =
Works

(source: Governor’s Office of Economic Development) End

Date

Tax Value
Taxable _ f_or _
Value Distribution

at Sunset

Base +
Increment

BASE

Tax Value for Distribution

TIF is authorized by Montana statute and is monitored by the Department of Revenue. The
decision to create a TIF district is made at the local level, but its formation must follow a careful
process that reflects thoughtful community planning and sound public policy. Community and
economic development programs that can benefit from the use of TIF should be identified in
comprehensive planning documents that provide an overall vision for the community. In
particular, the use of TIF must be identified as an implementation strategy in the Growth Policy
for the jurisdiction.
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1.1.1 Growth Policy Requirement

A local government that wishes to create a TIF district must have a growth policy as defined in
76-1-601 MCA in place. The growth policy should identify, in its development goals and
objectives, types of areas where the community or county proposes to encourage economic
and community development, using a variety of financial and programmatic tools. Land use
regulations, including zoning must also support these uses. For example, an area must be
properly zoned in accordance with the growth policy before a TIF district can be created. The
role that zoning plays in the creation of TIF districts is detailed in Chapter 3.

1.1.2 Community Support

The use of TIF results in the delay of receipt of new property tax revenue generated in the
district to other taxing jurisdictions (city, county and state governments and school districts) for
a period of 15 to 40 years. While there are no additional costs to the taxpayer as a result of TIF,
the other taxing jurisdictions must continue to provide services, even as new development
occurs and demands on these services increase. Therefore, it is important to demonstrate that
the entire community will benefit over time from the segregation of these incremental tax
dollars.  Property owners within a proposed TIF district, members of the public and
representatives of all the affected taxing jurisdictions should be brought into the process early
through public meetings and educational outreach efforts.

These efforts should focus on demonstrating how TIF can, in the long run, benefit everyone
through the elimination of blight and the development of necessary infrastructure to attract
new investment. This new investment can, in turn, create jobs, improve the tax base, and
improve the overall health of the community. The local governing body may elect to return a
certain percentage of the funds to the other taxing jurisdictions in proportion to the number of
mills levied by each. This can be achieved permanently through adjustments to the base year
value or annually through allocations.

1.2  The History of Tax Increment Financing in Montana

TIF is authorized in a number of states. Ohio and California were among the first to adopt this
financing method. In Montana, TIF districts were first authorized in Montana in 1974 for use in
urban renewal programs (7-15-4282, MCA). Since that time, TIF has been used for a variety of
community revitalization and redevelopment programs, financing both public and private
activities. Projects have included:

construction of transportation infrastructure including parking facilities

improvements to sewer and water systems

parks and urban trails development

historic building restoration

streetscape improvements

improvements to public buildings

housing development

infill construction

land development

public art and theater programs

VVVVVVVVVY
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Beginning in 1989 the use of TIF was expanded to include Industrial districts and subsequently
Technology districts and Aerospace Transportation and Technology districts were added. In
2013, however the Montana Urban Renewal Statutes were amended once again. The newest
version of the law identifies only two types of districts that can use TIF as a financing tool —
Urban Renewal Districts and Targeted Economic Development Districts or “TEDDs”. While the
primary criteria for the creation of an urban renewal district has been “blight”, per 7-15-4206
MCA, TEDDs must be infrastructure deficient and have, as their primary purpose, to support the
development and maintenance of “secondary value-adding industries. As of 2013, Montana
has approximately 47 TIF districts in the state of which 20 are industrial, 2 are technology, 23
are urban renewal and 2 are TEDDs with a total incremental taxable value of more than
$50,000,000.

Of special note, Urban Renewal TIF districts may only be created inside of an incorporated city
or town or within a city-county consolidated jurisdiction, while TEEDs may be created in cities
and towns, within a city-county consolidated jurisdiction and in counties.

1.3  Types of TIF districts

As noted above, two types of TIF districts are allowed under Montana state law as follows:
» Urban Renewal — 7-15-4201 et seq, MCA
» Targeted Economic Development — 7-15-42719 MCA

The following paragraphs summarize the characteristics of each of these districts. More specific
information regarding the creation of TIF districts can be found in Chapter 3.

1.3.1 Urban Renewal districts - Current laws related to Montana Urban Renewal districts can
be found in Title 7, Chapter 15, Parts 42 and 43 of the Montana Code Annotated (MCA). The
Montana Urban Renewal Law provides for the renewal of “blighted” areas and the process for
determining blight is described in 7-15-4209 as follows in Figure 1.3 (emphasis added):

Figure 1.3. Authorization for the Creation of an Urban Renewal Program
7-15-4209. Development of workable urban renewal program. (1) A municipality, for the purposes of
this part and part 43, may formulate a workable program for utilizing appropriate private and public
resources:

(a) to eliminate and prevent the development or spread of blighted areas;

(b) to encourage needed urban rehabilitation;

(c) to provide for the redevelopment of such areas; or

(d) to undertake such of the aforesaid activities or other feasible municipal activities as may be
suitably employed to achieve the objectives of such workable program.

(2) Such workable program may include, without limitation, provision for:

(a) the prevention of the spread of blight into areas of the municipality which are free from blight
through diligent enforcement of housing, zoning, and occupancy controls and standards;

(b) the rehabilitation of blighted areas or portions thereof by re-planning, removing congestion,
providing parks, playgrounds, and other public improvements; by encouraging voluntary
rehabilitation; and by compelling the repair and rehabilitation of deteriorated or deteriorating
structures; and

(c) the clearance and redevelopment of blighted areas or portions thereof.
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The Montana State legislature authorized the use of TIF for urban renewal districts in 1974.
Prior to embarking on an urban renewal program, the municipality must first pass a Resolution
of Necessity (See Chapter 3, Figure 3.1 for more information on the Resolution of Necessity).
Following the passage of the Resolution of Necessity, the community can proceed with the
preparation of an Urban Renewal Plan, which is adopted by Ordinance. The use of TIF must be
specifically authorized in the Urban Renewal Plan and referenced in the Ordinance.

1.3.2 Targeted Economic Development Districts (TEDDs) were authorized in 2013 to address
infrastructure deficiencies that discourage the development of “secondary, value-adding”
industries in Montana. In order to a create TEDD, the property proposed to be included in the
district must meet the requirements of 7-15-4279 MCA. TIF may be used to fund associated
infrastructure improvements. (See Figure 1.4 below.) A key component of this legislation was
to allow TIF funds (in any type of district) to be used to pay for to connect the district to public
infrastructure located outside of the district. For example, TIF funds can finance connections to
existing water and sewer service, rail spurs and utility lines located outside the TIF district
boundary. This provision can be found in 7-15-4288 (10) MCA.

Figure 1.4. Authorization for the Creation of Targeted Economic Development Districts
7-15-4279. Targeted economic development districts. (1) A local government may, by ordinance and following a public
hearing, authorize the creation of a targeted economic development district in support of value-adding economic
development projects. The purpose of the district is the development of infrastructure to encourage the location and
retention of value-adding projects in the state.

(2) A targeted economic development district:

(a) must consist of a continuous area with an accurately described boundary that is large enough to host a diversified
tenant base of multiple independent tenants;

(b) must be zoned for use in accordance with the area growth policy, as defined in 76-1-103;

(c) may not comprise any property included within an existing tax increment financing district;

(d) must, prior to its creation, be found to be deficient in infrastructure improvements as stated in the resolution of
necessity adopted under 7-15-4280;

(e) must, prior to its creation, have in place a comprehensive development plan adopted by the local governments
that ensures that the district can host a diversified tenant base of multiple independent tenants; and

(f) may not be designed to serve the needs of a single district tenant or group of non-independent tenants.

(3) The local government may use tax increment financing pursuant to the provisions of 7-15-4282 through 7-15-4294
for the targeted economic development district. If the local government uses tax increment financing, the use of and
purpose for tax increment financing must be specified in the comprehensive development plan required in subsection
(2)(e).

(4) For the purposes of 7-15-4277 through 7-15-4280:

(a) "secondary value-added products or commodities" means products or commodities that are manufactured,
processed, produced, or created by changing the form of raw materials or intermediate products into more valuable
products or commodities that are capable of being sold or traded in interstate commerce;

(b) "secondary value-adding industry" means a business that produces secondary value-added products or
commodities or a business or organization that is engaged in technology-based operations within Montana that,
through the employment of knowledge or labor, adds value to a product, process, or export service resulting in the
creation of new wealth.
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1.4 TIF Eligible Costs

The Montana Urban Renewal Law provides a list of costs that may be paid by tax increment
financing (Figure 1.5). These costs may be paid through annual TIF receipts, through the
issuance of tax increment bonds or other TIF related debt instrument. TIF may also be used in
conjunction with other funding sources to cover the cost of these eligible expenses.

Figure 1.5 TIF-Eligible Costs
7-15-4288. Costs that may be paid by tax increment financing. The tax increments may be used by
the local government to pay the following costs of or incurred in connection with an urban renewal
area or targeted economic development district as identified in the urban renewal plan or targeted
economic development district comprehensive development plan:

(1) land acquisition;

(2) demolition and removal of structures;

(3) relocation of occupants;

(4) the acquisition, construction, and improvement of public improvements or infrastructure,
including streets, roads, curbs, gutters, sidewalks, pedestrian malls, alleys, parking lots and off-street
parking facilities, sewers, sewer lines, sewage treatment facilities, storm sewers, waterlines,
waterways, water treatment facilities, natural gas lines, electrical lines, telecommunications lines, rail
lines, rail spurs, bridges, publicly owned buildings, and any public improvements authorized by Title
7, chapter 12, parts 41 through 45; Title 7, chapter 13, parts 42 and 43; and Title 7, chapter 14, part
47, and items of personal property to be used in connection with improvements for which the
foregoing costs may be incurred;

(5) costs incurred in connection with the redevelopment activities allowed under 7-15-4233;

(6) acquisition of infrastructure-deficient areas or portions of areas;

(7) administrative costs associated with the management of the urban renewal area or targeted
economic development district;

(8) assemblage of land for development or redevelopment by private enterprise or public
agencies, including sale, initial leasing, or retention by the local government itself at its fair value;

(9) the compilation and analysis of pertinent information required to adequately determine the
needs of the urban renewal area or targeted economic development district;

(10) the connection of the urban renewal area or targeted economic development district to
existing infrastructure outside the area or district;

(11) the provision of direct assistance to secondary value-adding industries to assist in meeting
their infrastructure and land needs within the area or district; and

(12) the acquisition, construction, or improvement of facilities or equipment for reducing,
preventing, abating, or eliminating pollution.
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1.5 The Role of the Montana Department of Revenue

7-15-4284 MCA of the Montana statute requires that the Montana Department of Revenue
(DOR) and all affected taxing jurisdictions be notified of the creation of a TIF district (Figure
1.7).

Figure 1.6. Notification Requirements
7-15-4284. Filing of tax increment provisions plan or district ordinance. (1) The clerk of the local
government shall provide a certified copy of the ordinance creating each urban renewal plan or

targeted economic development district comprehensive development plan and an amendment to
either of the plans containing a tax increment provision to the department of revenue.

(2) A certified copy of each plan, ordinance, or amendment must also be filed with the clerk or
other appropriate officer of each of the affected taxing bodies.

In addition to this statutory notification requirement, the DOR, under its administrative rules,
requires that a series of supporting documents also be submitted in order for the TIF district to
be certified. These documents demonstrate that the district has been formed in accordance
with statutory requirements. A complete set of the Administrative Rules associated with TIF is
located in Appendix B to this document. Chapter 3 provides information on how communities
can comply with these rules, on a step by step basis. In general the documents required by the
DOR include, but are not limited to:

» Legal Description Including Geocodes and Map of the district
Finding of Necessity
Statement of Compliance with the Growth Policy and Zoning Regulations
Public Notices with Publication Documentation
Resolutions, Ordinances and TIF Planning Documents
Supporting Materials

o Zoning Ordinances

o Growth Policy

YV VV VYV

1.6 How to Use This Manual

This Tax Increment Financing Manual is organized to reflect the steps that a local government
takes in creating a tax increment financing district including:

Developing a Rationale and Determining Feasibility — Chapter 2

Creating a TIF district and Program — Chapter 3

Addressing Special Issues — Getting Technical — Chapter 4

Working with Other Taxing Jurisdictions and the Montana Department of Revenue —
Chapter 5

Making use of Technical Assistance and TIF Specialists — Chapter 6

Examining Trends — The Future of TIF in Montana — Chapter 7

AR NANIN

ANIRN

This Manual is not intended to be the final word in interpreting and implementing Montana’s
TIF related statutes or the Department of Revenue’s Administrative Rules. Communities who
are considering using TIF as a development tool should proceed carefully, consulting city and
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county attorneys, bond specialists, the Governor’s Office of Economic Development and the
Montana Departments of Commerce and Revenue.

Finally, Montana’s TIF statutes undergo changes during nearly every Legislative Session. The
electronic format of the Manual allows it to be easily updated. Following each session, we
encourage you to contact the Governor’s Office of Economic Development and the Department
of Revenue to obtain information about any changes to TIF. A successful program relies on
knowledge of current law and administrative rules regarding the use of TIF in Montana.
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Chapter 2. Tax Increment Financing in Montana
Developing a Rationale and Determining Feasibility

Chapter Contents

2.1 The Chicken and the Egg — Developing a Rationale

2.2 Documenting Blight/Infrastructure Deficiencies — Making the Case for TIF
2.3 Development Potential

2.4 Establishing a Reasonable Boundary

2.5 Are You Ready to Create a TIF district?

2.6 Communicating with Affected Taxing Jurisdictions
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2.1 The Chicken and the Egg — Developing a Rationale

R l? _________ . As noted in Chapter |, Tax Increment Financing (TIF) provides a

i ® i tool that can encourage investment in areas where growth has
v been stymied by the lack of sufficient infrastructure and/or the

O presence of blight. If development is going to occur, regardless of
i these obstacles, the argument for TIF becomes less compelling.
Why would local and state taxing jurisdictions be willing to delay
.? : receipt of new tax revenue that they would have received
_________ e anyway, without a TIF program in place? Sound public policy

dictates that local governments carefully consider whether TIF is appropriate in addressing
identified needs. It is important that cities and counties do not try

to use TIF dollars to create a new source of revenue for ongoing \‘ [

governmental operations or facilities to provide additional (@l €

incentives to companies that have already committed to expand or

locate in the community.

The rationale for using TIF should be directly tied to documented need. What are the blighted
conditions in the proposed district? What are the deficiencies in infrastructure? Have property
values declined or remained stagnant over time? Has there been little or no investment in the
area in recent years? What is the potential for new development if these blighted conditions
and/or infrastructure deficiencies are addressed?

In addition to evaluating existing conditions in a proposed TIF district, the local government
must also examine whether the development or revitalization of an area is supported in its
overall land use policies and regulations. Does the growth policy specifically discuss economic
or community development activities in the proposed area? Is the area appropriately zoned?

Location must also be considered. An Urban Renewal TIF program can only occur within the
incorporated limits of a city or town. Targeted Economic Development TIF districts can occur
either inside or outside incorporated limits, but should not cross jurisdictional boundaries.
Finally a new district cannot be created within an existing TIF area.

2.2 Documenting Blight/Infrastructure Deficiencies — Making the Case for TIF

The first step in evaluating the appropriateness of using TIF, is to document the conditions that
have discouraged new development. A Resolution of Necessity must be adopted by the
governing body prior to proceeding with the creation of a district. The Resolution makes a
series of findings based on an assessment of the area and has, as an attachment, a finding of
blight (urban renewal) or of infrastructure deficiency (TEDD). This attachment will also be used
in drafting the documents that will create the district, so the information should be carefully
assembled.

2.2.1 Urban Renewal Districts
For Urban Renewal districts, the proposed area must be found to be blighted. The definition of
blight is provided in 7-15-4206 MCA (Figure 2.1).
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Figure 2.1. Definition of Blight
7-15-4206 (2). Blighted area" means an area that is conducive to ill health, transmission of disease,
infant mortality, juvenile delinquency, and crime, that substantially impairs or arrests the sound
growth of the city or its environs, that retards the provision of housing accommodations, or that
constitutes an economic or social liability or is detrimental or constitutes a menace to the public
health, safety, welfare, and morals in its present condition and use, by reason of:

(a) the substantial physical dilapidation, deterioration, age obsolescence, or defective
construction, material, and arrangement of buildings or improvements, whether residential or
nonresidential;

(b) inadequate provision for ventilation, light, proper sanitary facilities, or open spaces as
determined by competent appraisers on the basis of an examination of the building standards of the
municipality;

(c) inappropriate or mixed uses of land or buildings;

(d) high density of population and overcrowding;

(e) defective or inadequate street layout;

(f) faulty lot layout in relation to size, adequacy, accessibility, or usefulness;

(g) excessive land coverage;

(h) unsanitary or unsafe conditions;

(i) deterioration of site;

(j) diversity of ownership;

(k) tax or special assessment delinquency exceeding the fair value of the land;

() defective or unusual conditions of title;

(m) improper subdivision or obsolete platting;

(n) the existence of conditions that endanger life or property by fire or other causes; or

(o) any combination of the factors listed in this subsection (2).

A proposed district does not have to meet all of these criteria in order to be eligible. However,
House Bill 561, adopted by the 2011 Legislature requires that at least three of the factors listed
in 7-15-4206 (2) MCA, be identified in the Resolution of Necessity. The type of information that
can be used to document blight can vary from community to community. The following
example (Figure 2.2), which addresses 7-15-4206 (2)c MCA above, is taken from the Butte Silver
Bow Urban Renewal Area Statement of Blight:
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Figure 2.2. Example Excerpt of a Statement of Blight
Butte-Silver Bow Uptown Urban Renewal Area

Blighted Conditions in the Proposed Butte-Silver Bow Urban Renewal District
The proposed Butte-Silver Bow Urban Renewal District exhibits a number of blighted conditions including:

1. Physical deterioration of buildings and properties

2. Inappropriate or mixed uses of land or buildings

3. Defective street layout

4. Unsanitary and unsafe conditions and the existence of conditions that endanger life or property by fire or

other causes

Physical Deterioration of Buildings and Properties
Physically, the Uptown Butte CBD and adjacent neighborhoods are suffering from deferred maintenance and
lagging attention to both buildings and public spaces The proposed District includes a number of properties that
are vacant and deteriorating.
Inappropriate or mixed uses of land or buildings
The proposed Urban Renewal District includes a variety of land uses including commercial, residential, public and
industrial. While these uses all contribute to the area’s character, the various uses are not always well delineated.
For example, this construction staging site, located just south of the CBD is incompatible with both the commercial
area to the north and the surrounding Emma Park residential area.
Defective Street Layout
While several streets in Uptown Butte and the surrounding neighborhoods have been improved during the past
three decades, many of the streets within the proposed Urban Renewal District are characterized by deteriorating
pavement, or no pavement at all. The lack of long term parking facilities in the CBD has made the development of
vacant upper story residential space difficult and discouraged new commercial development. Throughout the
district, pedestrians are faced with missing and broken sidewalks as seen in this photograph.
Unsanitary and unsafe conditions and the existence of conditions that endanger life or property by fire or other
causes
Many of the blighted conditions noted above can be characterized as unsafe. Vacant buildings and the general
deterioration of the overall infrastructure increase the risk of system failures and structure fires. Occupied
buildings adjacent to vacant properties are in jeopardy and overall investment in Uptown Butte will continue to be
stymied in the absence of a renewed revitalization effort.

Conclusion

Based on these findings, the proposed Butte-Silver Bow Urban Renewal District can be described as blighted per
Montana Statute, with respect to the deteriorating condition of property in the area,; incompatibility of land uses;
defective street layout, and unsafe conditions associated both public and privately held property.

2.2.2 Targeted Economic Development Districts

Montana statutes do not provide a definition for infrastructure deficiency in determining
whether a proposed TEDD district TIF. The law simply states that these types of districts must
be found to be deficient in infrastructure improvements for development. Some insight is
provided in 7-15-4288 MCA, which details the types of costs that can be paid with TIF (Figure
1.5, Chapter 1). Identifying infrastructure needs with respect to the allowable activities listed
in part (4) of this section, provides the necessary rationale for using TIF. The following example
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of a statement of infrastructure deficiency is taken from the Stevensville Airport TEDD
Statement of Infrastructure Deficiency (Figure 2.4).

Figure 2.4. Example Excerpt of a Statement of Infrastructure Deficiency
Stevensville Airport TEDD

As stated above, prior to establishing a TEDD, the Town Council must adopt a Resolution of Necessity
designating the proposed district as infrastructure deficient. This action establishes the need for TEDD
program and the rationale for investing public funds in economic development activities. In meeting this
requirement, the following infrastructure deficient conditions in the proposed Stevensville TEDD have
been identified.

Water System — The Stevensville Airport lacks a potable public water supply that is safe for human
consumption and does not have a sufficient supply of water for fire suppression. As a result, buildings
erected on the airport are required to have extra physical separation for fire safety, thereby using more
land than would normally be required for development. A comprehensive water service plan is needed at
the airport to meet this need and those of future industrial users.

Sewer System — The Stevensville Airport currently has a series of septic systems on its 174+ acres serving
some individual hangers and has not public restroom facilities. It will, over time, need to create a larger,
central collection and disposal system if it is going to meet the needs of more and larger industrial users.

Roadways — The Stevensville Airport is in need of new roadways and taxi lanes to provide access for the
construction of additional, airport-related industrial users and aircraft hangar facilities.

Utilities — Although telephone, natural gas and electrical utilities are available at the Stevensville Airport,
these services will need to be expanded in the future to include fiber optics and may include upgrades to
existing utilities to accommodate new industrial users.

General Improvements — Additional infrastructure and public service deficiencies will be identified over
time. For example, improvements to security fencing, wildlife management/control and roadways for
emergency/service vehicles, as well as upgrades to existing infrastructure, will need to be addressed.

Conclusion

Based on these findings, the proposed Stevensville TEDD can be described as infrastructure deficient per
Montana Statute and that this deficiency impedes the ability of the Town to engage in the development of
secondary-value added industries.

2.2.3 Information Sources for Establishing Blight and/or Infrastructure Deficiencies

There are a variety of sources that can be consulted in preparing a statement of blight or
infrastructure deficiency for a proposed TIF district. In addition, by using information from
other local government documents in particular, you can help assure that the creation of a TIF
district will be consistent with other community development policies.
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2.2.3.1 Growth Policies

City and county growth policies often contain information on a number of topics that can help
document problem areas in a community. For example, growth policies include information
about trends in land uses and descriptions of housing, economic and infrastructure conditions.

2.2.3.2 Capital Improvement Plans

Capital Improvement Plans (CIPs) contain precise information about the sewer, water,
transportation, utilities and other infrastructure that are important to development. CIPs
contain data about the condition of critical infrastructure and costs associated with the repair,
replacement and expansion of services.

2.2.3.2 Property Ownership and Valuation Data

A review of property values within a proposed TIF district can often demonstrate the effects of
blight or infrastructure deficiencies on the area’s economic condition. Steady or declining
valuations can be an important indicator of blight and/or the overall lack of development
potential. A review of property ownership records can sometimes reveal current and historical
information about use and disuse. For example, a parcel might be owned by someone who
does not reside in the area and is unaware of its condition.

2.2.3.4 Environmental Assessments and Related Studies

Information related to blight, particularly as noted in 7-15-4206 2 (h)MCA (unsafe or unsanitary
conditions) might be included in an environmental assessment required in association with a
state or federal project that may have occurred in the district. Some areas may have been the
focus of study under the state and federal Superfund programs and associated information
might be available through the Montana Department of Environmental Quality.

2.2.3.5 Inventories and Surveys

In the absence of existing data, or to augment information found in other documents,
inventories and surveys of the proposed district can be used to reveal blight. Descriptive
information about the area’s condition, including photographs of deteriorating structures, poor
transportation infrastructure, vacant land or standing water due to poor drainage can show
strong evidence of blight.

2.2.3.6 Key Person Interviews

Interviews with public works departments, road crews, sewer and water specialists, structural
and civil engineers, public safety/emergency departments, potential developers and utility
companies can be very insightful in evaluating blight and infrastructure deficiencies in a
proposed TIF district.

The information gathered in establishing blight and infrastructure deficiencies can also be used
in preparing applications for other sources of development funding. For example, proposals to
state and federal agencies often require similar assessments of need.
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2.3 Development Potential

As communities work to develop their economies, TIF programs can be beneficial in attracting
business, industry and residential development. TIF dollars can be used to match other local,
state and federal economic development funding sources such as state Renewable Resources
Grants, resource extraction taxes, Community Development Block Grants, Economic
Development Administration Funds, Historic Preservation Funds and Rural Development Grants
and Loans.

Communities contemplating the creation of a TIF district should be actively

working to identify property owners and other developers who may be
interested in undertaking projects in the area that will generate new tax
dollars. Unfortunately, at this stage the community is again confronted
with the “chicken and the egg” scenario. The anticipated development i
will generate new tax dollars that will in turn help address the
infrastructure deficiencies and blighted conditions in the area. However,
those new tax dollars may not be realized for some time after the new
investment occurs.

Within urban renewal TIF districts, this is not necessarily a problem. Typically, at least some
infrastructure is already in place in an urban renewal area and can be improved over time. In a
TEDD there may be no existing infrastructure to support development. Therefore, communities
may have to find a another financing source to pay for infrastructure up front and use TIF
dollars to reimburse costs later. It may be possible to undertake initial improvements using
state or federal grants. In some cases, communities can incur debt prior to the receipt of any
increment, based on agreements with property owners with respect to property tax payments.
The provision for such agreements can be found in 7-15-4294 MCA.

Accordingly, a community should have a good strategy in place for attracting new investment in
a timely way before proceeding with the creation of a TIF district. Local governments should
work with their local businesses, local and state economic development specialists, Chambers
of Commerce and industry representatives in identifying a reasonable strategy. TIF is
fundamentally a public-private partnership that is intended to foster sound community and
economic development. It relies on both partners to be successful.

2.4 Establishing a Reasonable Boundary

Montana’s statutes governing the use of TIF do not establish a minimum or maximum size for a
district. There is no discussion about the location or size of an urban renewal TIF district. Only
two statements are made about the physical nature of TEDDs; first, they must consist of a
continuous area with an accurately described boundary that is large enough to host a
diversified tenant base of multiple independent tenants; and second, they may not comprise
any property included within an existing tax increment financing district. Without any clear
definition regarding size, local governments should focus on establishing boundaries that are
reasonable and defensible. A suggested list of criteria that might be used in establishing a
boundary includes the following:
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» Ability to generate revenue (increment) — Will enough development occur in the area to
generate an adequate increment, remembering that $1,000,000 of assessed value will
only generate about $12,500 of new property tax revenue?

» Feasibility of improving, installing or replacing infrastructure — can affordable
infrastructure improvements be made within the boundary?

» Proximity to services — is the area close enough to emergency, utility and other services
and/or is the area close enough to reasonably connect to existing infrastructure?

» Fairness — is the proposed district taking advantage of new investment that will not
benefit from the TIF district?

» Reasonable Benefit —is the area large enough to accommodate more than one business
enterprise/tenant/property owner? (required specifically by 7-15-4279 MCA).

» Effects on Taxing Jurisdictions — does the size of the district put a strain on the other
taxing jurisdictions in providing services?

» Opportunities for Success — is the district sized so that the local government can meet
its revitalization and/or development goals?

Certainly logic also plays a role. In establishing an urban renewal district, it makes sense to pick
boundaries that encompass a neighborhood or business district. TEDDs should be designed so
as not to promote sprawl or to compete with other existing industrial or business parks or
districts.

2.5. Are You Ready to Create a Tax Increment Financing district - When and How?
Timeliness plays an important role in establishing the TIF district. It should be remembered
that the life of a district is 15 years. If a district is created substantially ahead of potential
development, the amount of increment that can actually be captured will be minimized.
Further, if there are any losses in value, It will be necessary to make up the “difference” before
any increment above the original base is realized.

Tax Increment Financing districts are created and managed by local governments and should be
established in a manner that is consistent with overall local government policies. Local
governments — city councils and county commissions must approve ordinances creating TIF
districts, making sure that they have been created according to Montana statute. The urban
renewal plan or comprehensive development plan (for TEDDs) should contain a clear statement
on how the TIF program will be administered to assure that tax increment dollars are spent in
the public interest.

2.5.1. Land-Use Regulatory Requirements

The creation of a TIF district must be undertaken with respect to local land use policies and
regulations. In 7-15-4211 MCA, the statute states that, “(1)Prior to its approval of an urban
renewal project, the local governing body shall submit the urban renewal project plan to the
planning commission of the municipality for review and recommendations as to its conformity
with the growth policy or parts of the growth policy for the development of the municipality as
a whole if a growth policy has been adopted pursuant to Title 76, chapter 1 (the Growth Policy
statute). (2) The planning commission shall submit its written recommendations with respect
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to the proposed urban renewal plan to the local governing body within 60 days after receipt of
the plan.” In 87-15-4279 MCA it states that a Targeted Economic Development District must
be zoned in accordance with the area Growth Policy. Given these statutory provisions, it is
recommended that the Planning Board be asked to review the plan for any TIF district with
respect to its conformance with the area growth policy and whether the district is zoned in
accordance with the area growth policy.

2.5.2 Jurisdictional Requirements

As noted earlier, Urban Renewal TIF districts can only be created within the municipal
boundaries of a city or town, or a consolidated city-county incorporated area. A TEDD can be
created within an incorporated community or in a county, but should not cross jurisdictional
boundaries.

2.5.3 Administrative Requirements

Montana statute provides for the administration of Urban Renewal Programs in 7-15-4232
MCA, as follows: “When a municipality .. has elected to have urban renewal project
powers... (1) such urban renewal project powers may be assigned to a department or other
officers of the municipality or to any existing public body corporate; or (2) the legislative body
of a city may create an urban renewal agency in such municipality, to be known as a public
body corporate, to which such powers may be assigned.” The statutes covering TEDDs do not
provide for the assignment of project powers to a separate agency.

Missoula and Butte, for example, have established Urban Renewal Agencies, each managing
several urban renewal districts. These agencies not only manage TIF projects, but other
redevelopment activities as well, using a variety of tools and funding sources. In some cases,
local governments assign TIF duties to an existing office or department, but the governing body
retains overall “project powers”. TEDDs are managed through Planning and Community
Development Departments, County Commissioners, or under contract to an outside entity.
Some communities create special TIF Advisory Boards for both urban renewal districts and
TEDDs. However, a local government can only create an separate agency for an urban renewal
district.

Whatever administrative format the local government chooses, it is necessary to assign
responsibilities for program management to a local government staff person or other
designated entity. TIF funds may be used for program administration including staff.

It is important to keep in mind, however, that Tax Increment dollars are public funds and need
to be appropriated annually by the local government through the budgeting process, unless
specifically pledged for bond payments. All projects must comply local government bidding
procedures.
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2.6 Communication with Affected Taxing Jurisdictions

As local governments consider the creation of a TIF program, it is important to include all of the
affected taxing jurisdictions in the conversation. Cities and towns, counties, school districts and
other taxing bodies that will be affected by the creation of the TIF district should be provided
with information about the program and how their constituents will benefit over the long term.
They should also be given the opportunity to offer comments and suggestions and ask
qguestions about TIF and associated development plans.

It is important to remind the affected jurisdictions that they will continue to receive property
tax revenue from the TIF district, generated from the base value. They will also benefit
immediately from any increases in value outside the district. When the TIF district sunsets, they
will recognize the full value of the taxes generated from both the base and incremental taxable
valuations. It can also be argued that, without the TIF district, this new source of revenue,
would likely never have been realized.
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Chapter 3. Tax Increment Financing in Montana
Establishing a Tax Increment Financing district

Chapter Contents
3.1 The Importance of Planning Ahead
3.2 Establishing a TIF District — Step by Step
z 3.2.12 Establishing a TIF — Flow Chart
3.2.13 TIF Check List
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3.1 The Importance of Planning Ahead

The creation of Tax Increment Financing districts requires careful planning and analysis. When
setting a timetable, it is important to anticipate all of the required steps. At a minimum, a local
government should allocate three to six months to complete the process. The time it takes to
complete each step is in part determined by state and local statutes and regulations. For
example, addressing the Growth Policy and Zoning requirements discussed here and in Chapter
2 can add several months to the process. In addition to specific statutory and administrative
steps, however, time should also be allotted for the meaningful participation of area property
owners, members of the public and representatives of the various taxing jurisdictions that will
be affected by the creation of the district. The following sections discuss items that should be
considered in establishing a time line for the creation of a TIF district. It is important to
remember that the ordinance that adopts the plan for the district must be effective no later
than December 31* of the base year. Ordinances are effective 30 days after adoption.
Therefore the governing body should adopt the ordinance, on final reading, no later than
November 30" of the base year.

3.1.1 Introducing Elected and Appointed Officials to TIF — The impetus for creating a TIF district
often comes from economic and community development specialists both inside and outside
the local government structure. Given that the creation of a TIF district is a local government
function, it is essential that local government officials be brought into the process early. These
include city council members or county commissioners, planning board members, community
development and planning staff and the City or County Attorney. Ultimately, it is the local
governing body and its staff who must take the lead in creating and managing a TIF district. The
early involvement of elected and appointed officials will help assure success.

3.1.2 Public Involvement — The local governing body or its representatives should meet with
property owners within the proposed TIF district as well as representatives of the various
affected taxing jurisdictions as early as possible. These meetings should be held well in advance
of the public hearing required under 7-15-4214 and 4215 MCA. Doing so enables all of those
who will be affected by the creation of the district to participate in formulating goals and
strategies for development.

3.1.3 Creating an Educational Program — Meetings with local officials and members of the
public should typically begin with a brief summary of how Tax Increment Financing works and
how the community will benefit from the program. This information can help dispel any
misconceptions about TIF and improve the quality of the decision-making process associated
with creating the district. In addition to its use in meetings, this information can also be
provided to the media, posted on the local government’s web site and shared with area
community development organizations.
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3.1.4 Documentation of Existing Conditions —In order to be eligible for TIF, an area must be
blighted and/or infrastructure deficient. Conducting surveys and reviews of existing conditions
will help facilitate the development of the necessary resolutions, ordinances and planning
documents that are required in creating the TIF district. Chapter 2, Section 2.2.3 lists a variety
of resources that can be consulted in assembling this documentation.

3.1.5 Program Administration —The responsibilities associated with TIF program management
and implementation must be clearly delineated in the development or urban renewal plan or
comprehensive development plan for the TIF district. As noted in Chapter 2, Section 2.5.3,
though these responsibilities rest with the local government, they may be delegated to a
separate agency in the case of an urban renewal district. TEDDs and urban renewal programs
can make use of TIF advisory boards that work with the local governing body in administering
the program. Program staffing and budget administration must also be considered. In
developing an administrative plan for the new TIF district, the following questions should be
addressed:

o WIll TIF duties be assigned to existing staff or will new staff be hired?

o Will the local government contract for services to implement the TIF program?

o If the proposed TIF district is for urban renewal activities, will the local governing

body administer the district or will a separate urban renewal agency be created?

3.2 Establishing a TIF district — Step by Step.

Montana statute sets forth the requirements for establishing a TIF district. In addition, the
Montana Department of Revenue (DOR), the entity responsible for certifying newly established
districts, has set forth a series of administrative rules, which govern the certification process for
each type of TIF district. The rules are in the process of being updated to reflect changes made
by the 2013 Legislature. The proposed changes can be found in Appendix B. Carefully
completing the following steps will help assure that your district will be certified.

3.2.1 - Step 1 — Establish a Boundary for the district

The first step in creating a TIF district is the identification of an appropriate boundary. The
information should include a precise legal description, an accurate map and a list of geocodes
(digital records used by the Department of Revenue to track property tax information) for
properties located within the proposed district. Centrally assessed properties and personal
property such as trailers and mobile homes should be included as well. County GIS
Departments, Land Use Planners and Clerk and Recorders can assist in providing this
information. At this stage, the district boundary should be considered preliminary and may be
amended, prior to formally establishing the district, based on inventories and further analysis.
However, it is important to make sure that the boundary does not divide a parcel, resulting in a
portion of the parcel remaining outside the district.

The boundary should make sense. Existing transportation corridors, types of land use and
proximity to other neighborhoods can help define the area. In addition, evaluations of blight,
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inventories of infrastructure, location of adjacent services and jurisdictional concerns will help
in defining a final, defensible boundary.

3.2.2 — Step 2 — Assign Responsibilities

While responsibility for creating the TIF district rests with the local governing body, someone
should be assigned the tasks associated with the creation of the district. Duties may be
assigned to:

» A staff member of a department within local government. This is often a person from
the Planning or Community Development Department, the county administrator or the
city manager/chief executive office

» Alocal economic development entity

» A private consultant with expertise in TIF, who has been hired by the local government
for this purpose.

In some cases, local governments are supported in their efforts to create TIF districts by all of
these parties.

3.2.3 — Step 3 — Assemble a List of Property Owners
In consultation with the Montana Department of Revenue and the Clerk and Recorder, a list of
the parcels and the associated property owners located within the proposed district should be
prepared. This is helpful for a variety of reasons. The list can be used to:

» Inform property owners of any informational or scoping meetings

» ldentify trends in ownership that have had an effect on the area

» Send notices of the public hearing that is required before passage of a TIF ordinance

3.2.4 - Step 4 — Hold a “Kick-off” or Scoping Meeting

Communities intending to pursue the creation of a TIF district should hold a kick-off or scoping
meeting early in the process and include the following participants:

Representatives of the Governing Body

Members of the Planning Board

Representatives of other affected Taxing Jurisdictions

Property Owners who reside within the Proposed district

Other Interested Citizens/Stakeholders

VVVVY

The purpose of this initial meeting is two fold; one, to provide information about TIF and the
proposed program in your community and two, to address any questions or concerns
addressed. The presentation should include answers to the following questions.
» Whatis TIF and how does it work?
o Is the proposed district an Urban Renewal or TEDD TIF district?
o What are the roles and responsibilities of the local governing body, the planning
board, the staff and the public?
o What are the effects on other Taxing Jurisdictions?
» How could TIF be used in this area?
» What type of activities might be undertaken?
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» What is the area to be included - Do the proposed boundaries make sense?
» What is the time line for the effort?

3.2.5 — Step 5 — Prepare Findings of Need and Associated Resolutions of Necessity

The proposed TIF district should be examined with respect to the presence of blight (urban
renewal districts) or infrastructure deficiencies (TEDDs). This information is required by statute
and will also help in making the case for creating a TIF district with public officials, members of
the community and the other taxing jurisdictions.

Before a community can proceed with the creation of a Tax Increment district, the local
governing body must pass a Resolution of Necessity per 7-15-4210 MCA (Urban Renewal
Districts), and 7-15-4280 (TEDDs) (See Figure 3.1)

Figure 3.1 Resolution of Necessity
Urban Renewal

7-15-4210. Resolution of necessity required to utilize provisions of part. No municipality shall
exercise any of the powers hereafter conferred upon municipalities by this part and part 43 until
after its local governing body shall have adopted a resolution finding that:

(1) one or more blighted areas exist in such municipality; and

(2) the rehabilitation, redevelopment, or a combination thereof of such area or areas is necessary
in the interest of the public health, safety, morals, or welfare of the residents of such municipality.

Targeted Economic Development

7-15-4280. Resolution of necessity required for targeted economic development district. A local
government may not exercise the powers provided in part 43 or this part unless it has adopted a
resolution of necessity finding that:

(1) one or more infrastructure-deficient areas exist in the local government; and

(2) the infrastructure improvement of the area is necessary for the welfare of the residents of the
local government.

3.2.5.1 — Urban Renewal — The requirement of a Resolution of Necessity for an Urban Renewal
program pre-dates the establishment of Montana’s TIF program, and must be completed prior
to the creation of any urban renewal program, whether or not TIF will be used. The Resolution
of Necessity is typically based on an inventory of current conditions in the proposed urban
renewal district per the definition of blight per 7-15-4206(2) and discussed in Chapter 2, Section
2.2 of this Manual. Any combination of factors can be used to document blight, but as noted
above, at least three factors must be identified. For example, an area that has deteriorating
buildings, an inadequate sewer system, and/or a high rate of delinquent property tax payments
is considered “blighted”. In Great Falls, for instance, the presence of a state Superfund Site
within a proposed urban renewal area constituted blight. An example of a Resolution of
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Necessity and associated documentation can be found in Appendix B. These findings of need
should also be included in the urban renewal plan for the district and development activities
identified should address these blighted conditions.

3.2.5.2 Targeted Economic Development — For TEDDs districts, the statute requires that the
proposed TIF district be found to be deficient in infrastructure improvements required for
industrial or technology related development. The 2013 amendments to the Montana Urban
Renewal Law require that the local government body adopt a resolution of necessity, based on
a statement of infrastructure deficiency. Deficiencies can be identified with respect to the type
of secondary, value-adding industries that are proposed for the TEDD.

3.2.6 — Step 6 — Prepare a Development Plan for the TIF district

3.2.6.1 — Urban Renewal Plans — Montana statute requires that the local governing body
prepare a plan for an Urban Renewal district, which describes programs and activities that will
be undertaken to address blight. If the community wishes to make use of Tax Increment
Financing, the Urban Renewal plan must include a TIF provision and identify a base year for the
purpose of calculating the increment. House Bill 562, adopted by the 2011 Montana Legislature
also notes that the Urban Renewal planning process should be undertaken with consideration
for the county and the school districts that will be affected by the creation of the TIF. This can
be accomplished through inclusion of these affecting taxing jurisdictions in scoping and
planning meetings. However, it is critical to include these entities as early as possible in the
process to gain their support.

3.2.6.2 — Comprehensive Development Plans — In 7-15-4279 MCA, the statute governing TEDDs,
Section (e) states that the district “must, prior to its creation, have in place a formally adopted
Comprehensive Development Plan that ensures that the district can host a diversified tenant
base of multiple independent tenants and may not be designed to serve the needs of a single
district tenant or group of non-independent tenants”.

3.2.6.3 — Plan Contents — At a minimum, the plan for the TIF district should include:
» A description of the proposed district including a legal description and a map
» A statement of need and associated documentation regarding
o Blighted conditions in Urban Renewal districts
o Infrastructure deficiencies in TEDDs

The information can be presented simply and detailed engineering or architectural reports

are not necessary to establish need.

» Goals, Objectives and Strategies, including references to activities related to specific
proposed or planned projects. This helps reduce the necessity of amending the plan to
add an urban renewal project later.

(Note: If the local government intends to issue TIF bonds to pay for a development project,

or if the local government intends to transfer land to another entity, then there should be

specific reference to these activities in the plan.)
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» A statement of intention to use Tax Increment Financing to fund activities within the
district and an associated base year
» Other funding mechanisms that can be used to finance development in conjunction with
TIF, such as special districts and state and federal grants
» Program Administration including
o Governance
Staffing
Advisory Boards if appropriate
Work Plans
Annual Reports to the governing body
o Interaction with other taxing jurisdictions and the Department of Revenue
» A Method for Amending the Plan

@)
@)
@)
@)

3.2.7 — Step 7 — Address Growth Policy and Zoning Issues

The creation of a TIF district must be undertaken in accordance with the jurisdiction’s Growth
Policy and associated zoning regulations. Proof that land use issues have been addressed is
required as part of the DOR certification of the district. Under 7-15-4213 MCA, The Planning
Board for the jurisdiction must review an urban renewal plan for its conformity with the Growth
Policy (Figure 3.2). While no similar statement can be found for TEDD, the requirement that
they be zoned in accordance with the Growth Policy does imply that the Planning Board must
review the proposed district and associated development plans in the same manner. This
conclusion is supported in the DOR’s administrative rules for TIF district certification.

Please note that the Planning Board must provide its findings in writing to the local governing
body.

Figure 3.2 Planning Board Review
7-15-4213. Review of urban renewal plan by planning commission. (1) Prior to its
approval of an urban renewal project, the local governing body shall submit the
urban renewal project plan to the planning commission of the municipality for
review and recommendations as to its conformity with the growth policy or parts of

the growth policy for the development of the municipality as a whole if a growth
policy has been adopted pursuant to Title 76, chapter 1.

(2) The planning commission shall submit its written recommendations with
respect to the proposed urban renewal plan to the local governing body within 60
days after receipt of the plan.

3.2.7.1 Growth Policy Conformance — Montana statute requires that the creation of the TIF
district be undertaken in conformance with the jurisdiction’s Growth Policy. More particularly:
» TIF district plans must be found to be in conformance with the Growth Policy
» TIF districts must be zoned in accordance with the Growth Policy
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The Growth Policy, formerly known as the Master Plan is the overall land-use plan for the area
and its required contents are described in 76-1-601 MCA. The Growth Policy may have to be
amended to provide the appropriate enabling language for the creation of a TIF district and/or
to provide the basis for zoning in the area. The Planning Board must first hold a public hearing
on the proposed amendments and make a recommendation to the governing body. The
governing body must also hold a public hearing on the proposed amendments, pass a resolution
of intent to amend the growth policy and then formally adopt the resolution. Additional
discussion of this requirement can be found in Chapter 2, Section 2.5.1.

3.2.7.2 Zoning — Prior to the creation of a TIF district, the city or county zoning regulations and
associated maps may have to be amended in order to assure that the proposed district is zoned
appropriately. If no zoning is currently in place, the jurisdiction must adopt zoning regulations
for the area that includes the proposed district. Montana statute includes specific timetables
for advertising a public hearing to consider the adoption or amendment of zoning ordinances.

In cities and towns, zoning must be adopted by ordinance in accordance with 76-2-303 MCA
and standard municipal ordinance requirements. More particularly, in section (2) of this
statute, it states that, “A regulation, restriction, or boundary may not become effective until
after a public hearing in relation to the regulation, restriction, or boundary at which parties in
interest and citizens have an opportunity to be heard has been held. At least 15 days' notice of
the time and place of the hearing must be published in an official paper or a paper of general
circulation in the municipality.” The hearing is followed by first and second readings of the
ordinance and a minimum of 30 days for the ordinance to become effective.

County zoning regulations and amendments must be adopted in accordance with 76-2-205
MCA, with notice of hearings posted no less than 45 days in advance. The county commission
must first pass a resolution of intent after holding a public hearing, followed by a 30-day protest
period. At the conclusion of the protest period, the commission has another 30 days to adopt a
resolution finalizing the zoning regulations or amendments. This adoption process for zoning
before the governing body can add as much as 90 days to the process of creating a TIF district.

Special Note: Before the governing body can adopt either growth policy amendments or zoning
regulations or amendments, the Planning Board and/or the Zoning Commission must hold a
public hearing and make a recommendation to the governing body. Therefore, complying with
the growth policy and zoning requirements of the Tax Increment Financing statutes can
potentially add three to four months to the process.

3.2.8 — Step 8 — Prepare the Ordinance to Establish the Tax Increment Financing district

TIF districts must be established by ordinance, whether they are in a city or town or in a county.
The ordinance can be adopted after two readings and includes, as attachments, the map and
legal description of the district, the public hearing notice (see Step 9) and the urban renewal or
comprehensive development plan.
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3.2.9 — Step 9 — Hold a Public Hearing

The Montana Urban Renewal Law requires that a public hearing be held prior to the adoption
of an ordinance establishing a TIF district. As noted below in Figure 3.3, notice of the hearing
must be mailed to all property owners in the district at least 10 days before the public hearing.

Figure 3.3 Public Hearing Notice Timetable - Excerpts

7-15-4215. Notice of hearing on urban renewal plan. (1) The notice required must be published
and mailed not less than 10 days prior to the date of the hearing, to the persons whose names
appear on the county treasurer's tax records as the owners. The notice must:

(a) describe the time, date, place, and purpose of the hearing;

(b) specify the proposed boundary of the urban renewal area affected;

(c) outline the general scope of the urban renewal plan under consideration;

(d) specify the goals the municipality has in the rehabilitation and renewal of the area; and

(e) indicate the method of financing the urban renewal area and whether the municipality
intends to use tax increment financing and bonds to be paid from tax increment financing.

3.2.10 — Step 10 — Create the TIF district

Following the public hearing, the local governing body, typically on second reading, can adopt
the ordinance establishing the TIF district. The criteria that the governing body considers in
adopting the ordinance varies slightly, depending on the type of TIF district.

3.2.10.1 Urban Renewal districts

Montana law provides for the adoption of urban renewal plans (and associated TIF provisions)
in 7-15-4217 MCA. The plan must meet criteria set forth in the statute (See Figure 3.4.)

Figure 3.4 Urban Renewal Plan Approval
7-15-4217. Criteria for approval of urban renewal project [or plan}. Following the hearing
required by 7-15-4214 MCA, the local governing body may, by ordinance, approve an urban
renewal project if it finds that:

(1) a workable and feasible plan exists for making available adequate housing for the persons
who may be displaced by the project;

(2) the urban renewal plan conforms to the comprehensive plan or parts thereof for the
municipality as a whole;

(3) the urban renewal plan will afford maximum opportunity, consistent with the sound needs
of the municipality as a whole, for the rehabilitation or redevelopment of the urban renewal area
by private enterprise; and

(4) a sound and adequate financial program exists for the financing of said project.
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3.2.10.2 TEDD Districts - The statute states that the local governing body can authorize the
creation of such districts by ordinance, after a public hearing. The hearing procedures follow
those set forth for an urban renewal district. The governing body must also find that the TEDD:

v’ consist of a continuous area with an accurately described boundary that is large enough
to host a diversified tenant base of multiple independent tenants

v’ is zoned for use in accordance with the area growth policy, as defined in 76-1-103;

v/ may not comprise any property included within an existing tax increment financing
district

v" must, prior to its creation, be found to be deficient in infrastructure improvements as
stated in the resolution of necessity adopted under 7-15-4280;

v" must, prior to its creation, have in place a comprehensive development plan adopted by
the local governments that ensures that the district can host a diversified tenant base
multiple independent tenants; and

v' may not be designed to serve the needs of a single district tenant or group of non-
independent tenants.

3.2.11 — Step 11 - Provide the Montana Department of Revenue and all other Taxing
Jurisdictions with Documentation regarding creation of the TIF district

Following the adoption of the ordinance establishing the TIF district, the local governing body is
required to provide the DOR and the affected taxing jurisdictions with information about the
district per 7-15-4284, MCA (Figure 3-5).

Figure 3.5 Filing Requirements
7-15-4284. Filing of tax increment provisions plan or district ordinance. (1) The clerk of the local
government shall provide a certified copy of the ordinance creating each urban renewal plan or
targeted economic development district comprehensive development plan and an amendment to
either of the plans containing a tax increment provision to the department of revenue.
(2) A certified copy of each plan, ordinance, or amendment must also be filed with the clerk or
other appropriate officer of each of the affected taxing bodies.

In addition to this statutory requirement, the DOR, under the Administrative Rules of Montana,
requires further documentation that the local government has complied with Montana laws in
creating the TIF district. A list of required documents for each district provided in Chapter 5.

3.2.12 TIF Flow Chart
The steps required to create a TIF district are presented in the flow chart on the following page
(Figure 3.6).
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Figure 3. 6 Creating a Tax Increment Financing district

Determination of Eligibility
Documented Blight/Infrastructure Deficiencies/Needs Assessment
Identified Boundary — No Existing TIF in the same area

Correctly Zoned
Growth Policy Conformance

Notify and Give Consideration to Taxing
Jurisdictions

Adopt Resolution of Necessity
Seek Public Involvement

Prepare Urban Renewal or Comprehensive Development Plan for the Area

Seek Public Involvement

Planning Board Determination Plan Conformance with Growth Policy and District Zoning in
Accordance with the Growth Policy (Amend GP and/or zoning or adopt zoning regs as needed)

Seek Public
Involvement

Preparation of Ordinance to Adopt the district Plan/Tax Increment Provision

‘ Public Hearing — Notification of All Property Owners in Proposed district by Certified Mail \
‘ Ordinance First and Second Readings/Adoption

| Notification of All Taxing Jurisdictions and Provision of Documents to the Montana DOR |
‘ Certification Letter from the Montana DOR \
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3.2.13 TIF Check List

The following check list will assist you in making sure that each step in creating the TIF district

has been completed. Note:

Development staff can include local government staff and/or

consultants. In some cases, local governments work cooperatively with a local development

entity through a Memorandum of Understanding (MOU) to complete these tasks.

Figure 6.7. Tax Increment Financing District Creation - Check-List

Action

Responsible Party

Date
Completed

Identify district Boundary

Development Staff

Prepare Map and Legal Description

Clerk and
Recorder/GIS

Department
Prepare a list of geocodes, information regarding Clerk and
centrally assessed property and personal property Recorder/GIS
assessor codes Department

Prepare Finding of Blight or Infrastructure Deficiency
and Resolution of Necessity

Development Staff

Adopt Resolution of Necessity

City Council or County
Commission

Prepare Urban Renewal Plan or Comprehensive
Development Plan with Consideration of other Taxing
Jurisdictions

Development Staff

Make Sure TIF Plan is in accordance with the Growth
Policy and TIF is zoned in accordance with the Growth
Policy

Planning
Staff/Planning Board

Secure recommendation from the Planning Board
Regarding Growth Policy Conformance and Zoning
Accordance

Planning
Staff/Planning Board

Prepare and publish Public Hearing Notice and mail
certified copies of the notice to the property owners in
the district

City or County Clerk

Introduce Ordinance Creating Adopting the TIF

City Council or County

Program/Plan Commission

Hold Public Hearing City Council or County
Commission

Adopt the Ordinance City Council or County
Commission

Provide Necessary Documents for Certification and
Notify the other Taxing Jurisdictions

Development Staff
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Chapter 4. Tax Increment Financing in Montana
Special Issues

Chapter Contents

4.1 Calculating/Predicting the Increment

4.2 Debt Financing

4.3 Public vs. Private development/ownership
4.4 Plan Amendments

4.5 Base Year Adjustments

4.6 Returning a Portion of the Increment to the Other Taxing Jurisdictions
4.7 Sunset Provisions
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4.1 Calculating/Predicting the Annual Increment

Adequate planning for TIF projects relies on good estimates of expected tax increment amounts
each year, usually in advance of when the numbers might be available from the Department of
Revenue. Local governments typically embark on drafting their budgets for the next year in
March or April, well in advance of the July 1* start of the fiscal year. The Department of
Revenue, on the other hand, does not complete its work until August. Therefore, managers of
TIF funds typically estimate the increment for budgeting
purposes, prior to receiving this information from the
Department. In determining a reasonable estimate of the
increment, however, it is helpful to understand the property
assessment process and how taxable value is determined.
The Montana Department of Revenue is responsible for
determining the market value. The taxable value is
S determined by applying a statutorily established percentage
rate set by the legislature to the market value. The rate depends on the “class” of property
being taxed. The number of mills levied by each taxing jurisdiction is applied to the taxable
value to determine the actual tax.

4.1.1 Classes of Property

For taxation purposes the state of Montana has fourteen classes of property. Eleven of

the classes are appraised on an annual basis and the other three classes of property are
appraised on a six year cycle. (The Biennial Report of the Montana Department of Revenue —
2010-2012). In 2009, the Montana legislature set the rates for determining taxable value for
each of the fourteen classes as follows (15-6-101, et seq. MCA). Please note that property
classes 6 and 11 have been eliminated.

4.1.1.1 Class 1 property is based on the value of net proceeds of mines and mining claims
except for coal and metal mines. The taxable value is calculated by multiplying the net proceeds
by 100%, and then local mills are applied to determine the tax liability.

The net proceeds are reported each year.

4.1.1.2 Class 2 property includes the annual gross proceeds of metal mines, which are taxed at
3%. Annual gross proceeds are defined in 15-23-801.

4.1.1.3 Agricultural land is classified as Class 3 Property, and

is currently reappraised on a six year cycle. The market value
of agricultural land is based on the productivity of the land.
There are five categories of agricultural land within this class:

* Grazing Land

* Tillable Irrigated Land

* Continuously Cropped Non-Irrigated Hay Land

* Continuously Cropped Non-Irrigated Farmland
* Non-Irrigated Summer Fallow Farmland.
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Class 3 properties are taxed at the same rate as Class 4 properties (see Table 4.1 below).

Note: Class 3 land also includes non-productive mining claims and non-qualified agricultural
land. Parcels of land between 20 and 160 acres that are not used primarily for agricultural
purposes are non-qualified agricultural land. These parcels are taxed at a higher tax rate,
21.07%.

4.1.1.4 Class 4 property is the largest class of property in the state of Montana, as measured in
both market value and the number of parcels. Residential, commercial, and industrial land and
improvements are included in Class 4 and make up the majority of property in most TIF
districts. The assessed value of property within this Class may be reduced by certain
exemptions. For example, the Homestead Exemption reduces the assessed valuation of
residential property by more than a third currently. For 2014 residential properties will be
taxed at only 58% of actual market value. The Comstead Exemption reduces the value of Class
4 commercial property by approximately 15%.

In addition, other types of tax abatement may reduce the actual
market value of property within the TIF district. All residential
and commercial Class 4 property is reassessed every six years.
The market value is based on appraisals performed by the
Department of Revenue. The preferred method for residential
property is to set the value based upon comparable sales, but the
cost approach is also used. Commercial and industrial property is
usually valued based upon the income approach, but the cost
approach is used when the income approach is not practical and there are not enough
comparable properties to determine a value based on sales information. The rate use in
calculating the taxable value of Class 4 property will decrease annually until 2014. The rates are
shown in Table 4.1.

Table 4.1 Taxable Valuation Rates for Class 3 and Class 4 Properties in Montana
Year Rate (%)

2010 2.82

2011 2.72

2012 2.63

2013 2.54

2014 and Beyond 2.47

4.1.1.5 Class 5 property is made up of pollution control equipment, independent and rural
electric and telephone cooperatives, real and personal property of new and expanding industry,
machinery and equipment used in electrolytic reduction facilities, real and personal property of
research and development firms and real, and personal property used in the production of
gasohol. The tax rate on class 5 property is 3.0% and the centrally assessed division of the
department values the property each year.

(Note: The Class 6 property designation has been eliminated.)
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4.1.1.6 Non-Centrally assessed utilities are classified as Class 7 property. Market value is
determined on a yearly basis by the department’s industrial appraisers. The tax rate on Class 7
property is 8.0%.

4.1.1.7 Class 8 property is personal property used in business. Examples of personal property
are construction vehicles and machinery, cash registers, and tools. Businesses with equipment
valued at less than $20,000 do not pay property taxes on their Class 8 equipment. Class 8 is
appraised on a yearly basis and the tax rate is 3.0%.

4.1.1.8 The pipelines and the non-electric generating property of electric utilities are classified
as Class 9. Because one section of pipe or one span of power line has no value without the
sections attached to it, Class 9 property is usually centrally assessed if it crosses county
boundaries. The market value of property in local jurisdictions is determined by the portion of
property that is located in the local jurisdictions. The tax rate for Class 9 property is 12% of the
market value.

4.1.1.9 Class 10 is forest land. The market value of forest land is determined by the productivity
of each parcel of land. There are four grades of forest property that are determined by the
cubic feet of lumber produced on each acre per year. Standing timber on the property is not
taxed. The productivity of each acre is determined by the University of Montana, College of
Forestry and Conservation with input from the timber industry. Forestland is reappraised every
six years and the tax rate is multiplied by the productive value of the land. The tax rate will
decline until 2014 as shown in Table 4.2.

Table 4.2 Taxable Valuation Rates for Class 10 Properties in Montana

Year Rate (%)
2010 0.33
2011 0.32
2012 0.31
2013 0.30
2014 and Beyond 0.29

(Note: The Class 11 property designation has been eliminated.)

4.1.1.10 Class 12 property is all property owned by airlines and

railroads. It is valued annually and the tax rate varies depending on the
effective tax rate of all industrial property in the state. The taxable
rate on Class 12 property is based on the equation, R =T + M, where R
equals the rate, T equals the taxable value of all property in the state,
and M equals the market value of all property in the state except Class
12. The rate applied is either R or 12%, whichever is lower.
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4.1.1.11 All property of telecommunication utilities and the electric generating property of
electric utilities is classified as Class 13. The tax rate is 6% and the centrally assessed division of
the department values the property each year.

4.1.1.12 Class 14 encompasses renewable energy production and transmission property. It
includes property used for commercial wind generation, biodiesel production, biomass
gasification, coal gasification, ethanol production and geothermal energy. Class 14 properties
are taxed at a rate of 3%.

4.1.1.13 Qualifying carbon dioxide and liquid pipeline property is classified as Class 15 property.
This property includes pipelines used to transport carbon dioxide for sequestration or having
90% of capacity dedicated to transporting fuels produced by coal gasification, biodiesel, biogas,
or ethanol facilities, carbon sequestration equipment, closed-loop enhanced oil recovery
equipment, and pipelines connecting a Class 14 fuel production facility to an existing pipeline.
The tax rate on class 15 property is 3%.

4.1.1.14 Class 16 property is taxed at 2.25% and includes high voltage DC converter station
property located so that the power can be directed to two different regional grids.

The Department of Revenue performs comprehensive property appraisals annually on ten of
the fourteen classes of property. Class 9, 12, and 13 - Property owned by companies that is
single and continuous and is in more than one county (such as railroads, telecommunications,
electric utilities, and pipelines) is centrally assessed by the Department of Revenue. The
valuation is apportioned to counties and other jurisdictions on a mileage basis or other basis
judged to be “reasonable and proper” (15-23-105, MCA).

The Property Assessment Division is responsible for the valuation and assessment of real and
personal property throughout the state for property tax purposes. The division is comprised of
a central office located in Helena and six regional areas. There is a local DOR office located in
each county seat within the regional areas. This division includes more than half of the
department’s employees.

4.1.2 Estimating Incremental Value

Projecting the tax increment in any given year requires knowledge of the new taxable
improvements that will be made within the TIF after the base year has been established and
knowledge of how those improvements will be assessed by the Department of Revenue. As
noted above, a variety of factors can affect how property is valued. In addition to the
Homestead and Comstead exemptions, new market value may be, in some cases, phased in
over a period of years.

As an example, we can consider a $10,000,000 building, which is slated for construction within
an urban renewal TIF district. Based on the taxable rate for Class 4 property (2.47% in 2014),
the taxable valuation for this building would be $247,000. If the local government levies 600
mills, it would appear that the new building would create an annual increment of $148,200.
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However, while the structure may cost $10,000,000 to construct, its actual assessed value could
be less after exemptions or other tax abatement measures, resulting in a smaller tax payment.
If, for instance, the building’s assessed value was reduced by 15% under the Comstead
exemption, its assessed value would only be $8,500,000, producing an increment of $125,970
(only after it was completed).

III

There are a variety of ways to estimate an “unofficial” assessed
market value for new taxable property within an increment
district. Once this estimated value is obtained, it can be multiplied
by the appropriate tax rate based on class and then by the number
of mills (less seven mills for the state university system). This will
provide the estimated tax increment associated with that
property. Suggestions for estimating the assessed value include the following:

4.1.2.1 Researching Comparable Values. Estimated assessed value can be derived from looking
at similar properties in the same tax classification within the community or in other areas of the
state.

4.1.2.1 Discussions with Property Owners. Typically, if a property owner is making
improvements within a TIF district, that owner will share information concerning the cost of
those improvements. As noted above, the DOR does use cost as a factor in its appraisal
process, particularly in those cases where using comparable sales or income information is not
practical. Also, property owners and developers usually prepare income and expense
projections that include projected property tax payments over time. Given that the TIF district
is providing support for new development, property owners are often willing to share this
information.

4.1.2.2 Discussions with Real Estate Professionals and Bankers. Area real estate agents, brokers
and appraisers, as well as local bankers, can provide great insights into trends in property
values. Without revealing any proprietary information, these specialists can discuss property
valuations in the community for residential, industrial and commercial properties.

It’s best not to rely on only one approach. The more solid your estimates of value are, the
better your ability to predict the increment and budget appropriately. Close attention should
be given to the affect that the Comstead and Homestead exemptions will have on valuation,
particularly in the next few years.

4.2 Debt Financing

Tax increment financing enables communities to make infrastructure improvements in specific
targeted areas, not readily affordable through the use of general funding mechanisms. In most
cases, however, the TIF district does not produce enough revenue in any one year to pay for
these costly improvements. Local governments can borrow funds to construct infrastructure
and repay the debt with increment revenue. There are a variety of debt instruments that can
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be used. The most notable is a TIF Bond. Under 7-15-4289 MCA, the tax increment may be
pledged to the payment of the principal of premiums, if any, and interest on bonds which the
municipality may issue for the purpose of providing funds to pay such costs. However, some
communities use conventional financing as well. Loans for certain types of programs are also
available through the Renewable Resources Program of the Montana Department of Natural
Resources and Conservation, the state’s Intercap Loan Program, the Federal Rural Development
Program and other state and federal programs.

The term of the loan can, in some cases, extend the life of the TIF district. In 7-15-4292 MCA,
the tax increment provision terminates upon the later of:
(a)the 15th year following its adoption; or
(b) the payment or provision for payment in full or discharge of all bonds for which the
tax increment has been pledged and the interest on the bonds.

However, TIF bonds may not be issued for a period longer than 25 years (7-15-4324 MCA).
Sunset provisions are discussed further in section 4.7. If your community is contemplating
incurring debt, which will be retired with tax increment funds, it is best to consult legal and
financial professionals first. Prior to contacting these professionals, the following should be
readily available:

* All documentation related to the creation of the TIF district. This includes all of the
items in the packet of information required by the DOR (see Chapter 5).

* Current and projected figures for the annual tax increment that will be used to pay
principle and interest payments

A project that will use debt financing should be specifically listed in
the development plan for the TIF district in which it is located. The
plan may have to be amended prior to proceeding with the sale of a
bond.

In some cases, specific assessment agreements from property
owners within the TIF district may be required, prior to proceeding.
This agreement would guarantee property tax payments for the
term of the loan or bond. Additional information on assessment

\\

agreements can be found in 7-15-4294 MCA.

4.3 Public vs. Private development/ownership

Tax increment dollars are intended to help a community address conditions that have
discouraged or stymied development within a particular area over time: infrastructure
deficiencies, blight and/or a decline in property values. By making improvements in these
targeted or urban renewal areas, the entire community benefits over time. For the most part,
TIF dollars are used to construct or improve publicly owned infrastructure. However, there are
exceptions. TIF funds, for example, can be used to assemble land that will ultimately be
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developed by private entities. In other cases, communities have used TIF funds to construct
buildings and other infrastructure that will be used or occupied by private companies in their
course of business. However, if tax increment dollars will be used in this manner, then the local
government should provide an open process that enables any interested entity to submit a
project or development proposal. Such processes should include criteria by which such
proposals are evaluated. Specific reference to projects that will involve the transfer of
ownership must be included in the urban renewal or comprehensive development plan for the
TIF district. Further discussions of the transfer and lease of property can be found in Montana
statutes, 7-15-4262 MCA and 7-8-101, et seq. MCA

According to 7-15-4288 MCA, TIF funds can also be used for the construction of utilities and
other connecting infrastructure, such as rail spurs or gas lines, which in most cases will be
privately owned. The expenditure of funds for these purposes ultimately provides a greater
public benefit and is therefore permitted. In some communities TIF dollars have been used to
stabilize and restore privately owned properties that are on or eligible for listing on the
National Register of Historic Places. Such expenditures have been justified because these
historic resources, though privately owned, are important community cultural resources and a
public benefit is derived from their preservation and re-use. In other cases, funds have been
used to address the specific conditions of blight to protect the safety and health of the district’s
tenants; e.g. to address building code violations. The manner in which these funds are spent,
however, must be carefully monitored and the public’s overall interest must be protected.

4.4 Plan Amendments

New development opportunities or changes in land use, economic conditions or the overall
financial condition of the community may require amendments to the urban renewal or
development plan for the TIF district. In 7-15-4221 MCA it is noted that the plan must be
modified by ordinance (or resolution if adopted prior to May of 1979) in the manner set forth in
the plan. If no such procedure is included in the plan, then the process must follow the same
steps for the adoption of a new plan. Amendments may include:

Changes to the district boundary

The addition of new projects to enable bonding or the transfer of property

Changes in programs and activities

Changes in administrative structure, such as the creation or dissolution of a separate
urban renewal agency

VVVYVY

The local government should provide the Department of Revenue with information regarding
any amendments to the plan, particularly with respect to boundary changes. Documentation in
support of the boundary change, including the growth policy, zoning information, proof of
public hearing and proof of planning board review should be provided to the Department.

4.5 Base Year Adjustments
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Under certain conditions, the value of the base year may be adjusted in order to mitigate the
effects of a natural disaster or changes in the law on the ability to make principle and interest
payments on a TIF Bond. Base year adjustments can also be made in cases where a property
has been granted tax exempt status. The specific provision can be found in 7-15-4293 MCA and
below in Figure 4.1.
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4.6 Returning a Portion of the Increment to the other Taxing Jurisdictions

A local government can choose to return a portion of the increment to the other taxing
jurisdictions, either through an adjustment to the base taxable value as noted in 7-15-4287
MCA or a specific agreement as set forth in 7-15-4291, MCA. These two provisions are included
below in Figure 4.2.

Figure 4.2 Returning Increment to the Other Taxing Jurisdictions
7-15-4287. Provision for use of portion of tax increment. (1) At the time of adoption of a tax
increment provision or at any time subsequent thereto, the governing body of the local government
may provide that a portion of the tax increment from the incremental taxable value be released
from segregation by an adjustment of the base taxable value, provided that:

(a) all principal and interest then due on bonds for which the tax increment has been pledged
have been fully paid; and

(b) the tax increment resulting from the smaller incremental value is determined by the
governing body to be sufficient to pay all principal and interest due later on the bonds.

(2) The adjusted base value determined under subsection (1) must be reported by the clerk to
the officers and taxing bodies to which the increment provision is reported.

(3) Thereafter, the adjusted base value is used in determining the mill rates of affected taxing
bodies unless the tax increment resulting from the adjustment is determined to be insufficient for
this purpose. In this case, the governing body shall reduce the base value to the amount originally
determined or to a higher amount necessary to provide tax increments sufficient to pay all principal
and interest due on the bonds.

7-15-4291. Agreements to remit unused portion of tax increments. The local government may also
enter into agreements with the other affected taxing bodies to remit to those taxing bodies any
portion of the annual tax increment not currently required for the payment of the costs listed in 7-
15-4288 or pledged to the payment of the principal of premiums, if any, and interest on the bonds

4.7 Sunset Provisions

Under 7-15-4292 MCA, TIF programs are limited to 15 years unless the district has sold a TIF
bond. In that case, the TIF provision may be extended until the bond debt is retired, but no
longer than 25 years. Funds that have been committed to construction projects or repayments
of loans can be retained following termination. See Figure 4.3, below.
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Chapter 5. Tax Increment Financing in Montana
Rules of the Road
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5.1 Filing Requirements for Tax Increment Financing districts

According to 7-15-4284, MCA. Filing of tax increment provisions plan or district ordinance, the
clerk of the municipality must file a certified copy of each urban renewal plan or comprehensive
development plan containing a tax increment provision with the Department of Revenue. In
addition, a certified copy of each plan or amendment must also be filed with the clerk or other
appropriate officer of each of the affected taxing bodies. Taxing bodies include city and county
governments, school districts, fire districts and other entities that have levying authority.

5.1.1 Administrative Rules Governing Tax Increment Financing — Montana Department of
Revenue

The Montana Department of Revenue (the Department) has established specific administrative
rules that govern its filing process. These rules, which were set forth in 2008 and are currently
in the process of being updated, require local governments to document each step taken in the
process to create a TIF. More specifically, the local government must comply with these rules,
which are included in Appendix B of this Manual.

The Department must be provided with a cover letter and all required documents, no later than
February 1% of the year following the creation or amendment of a TIF district. The Department
may request clarification or additional information. Once the Department has received all of
the required information and any additional items requested, it will certify the TIF district and
provide the base year taxable value from which the increment can be measured each year. The
base year is calculated as of January 1* of the year that the TIF district was created, as long as
the Department receives the information on or before February 1° of the year following the
creation

5.1.2 Expanding the Boundary of a TIF district- Increment Calculation

If a local governing body adds new property to an existing TIF district, the base year for the
original district remains the same. However, for the new portions of the district, the base year
is calculated according to the Department of Revenue rules for the creation of a new district.
So, for example, if an existing district has a base year of 2008 and adds new property in 2015,
then the amended district will have two base years for the purposes of calculating the
increment, 2008 for the original district and 2015 for the new portion. However, the entire
district will sunset based on the creation of the original district. Boundary changes must be
certified in accordance with the rules governing a new district.

5.1.3 Notifying Other Affected Taxing Jurisdictions

All taxing bodies that will be affected by the creation of the TIF district should also receive
notice, once the local governing body has passed the ordinance. As noted in Chapter 3, a copy
of the ordinance creating the TIF district and any associated plans or a copy of the ordinance
amending the TIF district should be provided to all taxing bodies within the jurisdiction. This
information should be accompanied by a letter, which explains why the information is being
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provided. Affected taxing jurisdictions, in addition to the State of Montana include any body
that levies mills.

* City/Town Governments
¢ County Government

* Fire districts

* School districts

5.2 Establishing Partnerships

As noted in previous chapters, it is important to involve all affected taxing jurisdictions early in
the process of creating a TIF district. Delaying any communication regarding the district until
the required filing will leave room for misunderstandings and mistrust. Clearly cities, towns,
counties, schools and other taxing bodies will ultimately benefit from the use of TIF as a
community development tool. Representatives from these entities should be encouraged to
take part in the formulating of the district, in recruiting new investment and in managing TIF
districts over time.
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6.1 Introduction

As a local governments contemplate the feasibility and appropriateness of creating Tax
Increment Financing districts, it is useful to contact other communities who have TIF programs
to learn of their experiences. Sharing information and advice can help improve our efforts and
avoid pitfalls. We can certainly learn from others’ errors, as well as successes. There are also a
variety of agencies and individuals who can provide general guidance and/or technical
assistance to local entities that are considering a TIF program. The list presented here is not
intended to be all-inclusive and changes will likely be made over time.

6.1.1 The Governor’'s Office of Economic Development provides assistance to local
governments as they strive to improve local economies and address infrastructure
deficiencies. Tax Increment Financing is one of the tools that a community can use in
developing and revitalizing its economic base. In addition to publishing this manual, the
Governor’s Office of Economic Development can provide general assistance in TIF planning and
assist communities in obtaining the necessary technical support for creating and managing TIF
districts. (http://www.business.mt.gov/)

6.1.2. The Montana Department of Revenue (MIDOR)

The MDOR is statutorily charged with certifying TIF districts and, as noted in this manual, has
set forth a set of administrative rules governing the certification process. In addition, MDOR
staff, on a limited basis, can assist communities in finding information related to parcel data
including base taxable values, property boundaries and geocodes. Local governments should
involve local MDOR staff in efforts to create TIF districts as early in the process as possible, to
share information and foster good partnerships that will extend over time.

6.1.3 Community Technical Assistance Program (for Land Use Issues related to TIF)

The Community Technical Assistance Program (CTAP) is housed in the Department of
Commerce and provides assistance to communities in the areas of land use planning and
economic development. The following information is taken from the Program’s web site
(http://comdev.mt.gov/CTAP/ctapdirectassistance.mcpx):

“CTAP staff work on a one-on-one basis with local government staff and private individuals to
help them solve development needs or problems.

» Provide legal and administrative advice and ideas on planning issues such as subdivision
regulations, zoning, and annexations

» Assist developers, surveyors, engineers, and planners understand statutes and case law
governing land use planning in Montana

* Review plans and regulations to ensure compliance with statute and professional
standards

» Conduct research to help resolve particular local or statewide land use planning issues or
questions”
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6.1.4 Tax Increment Financing Program Specialists

Local governments and economic development entities can seek outside professional
assistance in creating TIF programs in their communities. Assistance can be provided by
consulting land use and community development planners, accountants familiar with
government finance and land surveyors. While the State of Montana cannot endorse a specific
private provider of services, the Department of Commerce does maintain a list of planning and
community development specialists on its website.

6.1.5 Tax Increment Financial/Accounting Specialists and Software

Some local governments have chosen to hire specialists in TIF accounting to provide initial
technical assistance in setting up TIF accounts and/or provide ongoing support. Butte-Silver
Bow and Anaconda-Deer Lodge Counties are among those who have made use of a tax
increment financing accounting specialist. There are also two local government software
packages that handle TIF with respect to segregating and allocating funds, Black Mountain
Software and CSA (Computer Software Associates, Inc).

6.1.6 Bond Counsel and Underwriter Support

When local governments use TIF in conjunction with debt financing (bonds), attorneys who
specialize in public finance and bond underwriters are required to review and verify the process
by which TIF districts were created. In addition to assisting local governments in arranging for
debt financing, these specialists can also answer a variety of technical questions related to TIF
and associated project financing strategies.
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7.1 Introduction

For nearly 40 years, TIF has been used by local governments to address blight and infrastructure
deficiencies. Over time its use has been subject to careful review by legislators, state agencies
and local taxing jurisdictions. Further, the use of TIF, once confined to urban areas, has been
expanded to address community development needs all across Montana. The ongoing and
expanded uses of this important funding tool require that careful attention be given to both the
creation and management of TIF districts to assure the greatest benefit to both the local
community and the people of Montana.

7.2 Documentation Requirements
The Department of Revenue Administrative Rules for establishing and managing TIF districts
have highlighted the need for careful documentation of steps taken to create the TIF district as
required by statute. This includes the specific findings that must be made by the local
government in advance of passing the ordinance which creates the district. Information
maintained by the local government and submitted to the Department should include
resolutions, communication and reports documenting that:
» The district is blighted and/or infrastructure deficient and has been found to be so by
the governing body through the adoption of a resolution of necessity.
» An urban renewal plan or comprehensive development plan plan is in place and
adopted by ordinance by the governing body.
» The Planning Board has confirmed that the district plan conforms with Growth Policy for
the jurisdiction and that the district is zoned in accordance with the Growth Policy.
» An accurate boundary has been defined and described.
» The proposed district does not cross jurisdictional boundaries or include land that is in
another TIF District.
» The property ownership information and geocodes for the properties within the district
are correct.
» The public hearing held in conjunction with the passage of the TIF ordinance has been
advertised and affected property owners properly noticed.

7.3 Legislative and Executive Scrutiny

As financial resources are becoming more limited, both the executive and legislative branches
of state government are looking very closely at how TIF is being used in the state. As the
governor and legislators struggle to balance the budget each year, they must be convinced that
TIF will reap significant benefits in the long term. As noted in Chapter 2, it is important that
cities and counties do not simply use TIF dollars to create a new source of revenue for ongoing
operations or to provide additional incentives to companies that have already committed to
expand or locate in the community. The rationale for using TIF should be directly tied to
documented need, and the long term benefit to the state must be adequately demonstrated.

7.4 Rural TIF districts
While TIF in Montana was initially used to fund redevelopment activities in the state’s aging
downtown districts in our cities and towns, this tool is now being used in rural areas to foster
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economic development. Rural areas, particularly those outside the municipal limits of a city or
town, however, face additional challenges associated with creating TIF districts. In many
instances, areas targeted for economic development are not currently zoned and the
jurisdiction’s growth policies may not have specifically identified these areas as suitable for
industrial or commercial development. Prior to taking steps to create a TIF district, rural
communities may have to amend their growth policies to allow for new land use designations
and zoning regulations. Communities without growth policies that meet the requirements of
76-1-601 MCA, should review and update existing comprehensive land use plans accordingly.

Given that that changes to local land use planning policy and regulatory documents can take
several months to complete and require meaningful community involvement, it is
recommended that communities allow adequate time — three to six months, to address land
use issues prior to embarking on an effort to create a TIF district.
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