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TAX INCREMENT FINANCING REPORT

. GENERAL INFORMATION

A. INTRODUCTION

In the 1995 Omnibus Tax Act, the Legidature transferred authority for lega-compliance oversght of all
tax increment financing (TIF) digtricts in the Sate to the Office of the State Auditor (OSA). Locd
governments were required to file reports with the OSA for more than 2,000 TIF didtricts for the year
ended December 31, 1998. The OSA is required to provide an annua summary of its findings of
noncompliance with the state TIF laws and the responses to those findings by the governing bodies of the
relevant municipdities® This report is submitted to the chairs of the legidative committees which have
juridiction over tax increment financing.

B. BACKGROUND
1. What IsTax Increment Financing?

Tax increment financing (TIF) isadatutory tool to promote economic devel opment, redevelopment, and
housing in areas where it otherwise would not have occurred. A TIF authority, typicdly a city, a county,
or an entity created by a city or county, captures the increase in net tax capacity resulting from new
development within a designated geographic area caled a TIF didtrict. The TIF authority uses the tax
increments, which are the property taxes paid on the captured increase in net tax capacity, to pay for TIF-
eligible costs of the new development that generated the increase in net tax capacity.

The property taxes on the captured net tax capacity are paid to the TIF authority rather than to the city or
town, county, and school district. The school district recovers most of the property tax revenueit losesto
the TIF authority through an increase in Sate education aid payments.

TIF isnot a property tax abatement program. The owner of the property in the TIF digtrict continuesto
pay the full amount of property taxes. The portion of those property taxes generated by the new
development, however, is used to pay some of the devel opment costs that the owner, devel oper, or loca
government otherwise would have paid.

Examples of TIF-digible cogs are land and building acquistion, demolition of structuraly substandard
buildings, ste preparation, inddlation of utilities, road improvements, and congruction of low- or
moderate-income housing. The coststhat are digibleto be paid from tax increment vary depending on the
type of TIF digtrict created and the year in which the district was created.

1 Minn. Stat. § 469.1771, subd. 1(c) (1998).



The up-front costs of TIF-subsidized development frequently have been financed with the proceeds of
genera obligation bonds, revenue bonds, loans from externa sources, or interfund loans, or through other
financing arrangements. The debt service on those obligationsis paid with tax increment generated by one
or more TIF didricts.

An dternative to bonded debt or loans, known as pay-as-you-go financing, is being used with increasing
frequency. Under a pay-as-you-go financing arrangement, the property owner or developer pays the
development costs up front and isreimbursed if, and when, tax increment is generated by the TIF district.2
Therisk of insufficient tax increment to remburse dl of the TIF-eligible costs rests with the property owner
or developer, rather than with the TIF authority.®

2. Overview of Tax Increment Financing Act

The Minnesota Tax Increment Financing Act (TIF Act) governs the cregtion and adminigtration of TIF
districts* Thefollowing isasummary of the provisons of the TIF Act:

C Minn. Stat. §469.174 Definitions,

C Minn. Stat. §469.175 Contents of TIF plans, procedures for approving and amending
them, and reporting requirements;

C Minn. Stat. §469.176 Limitations on expenditure of tax increment and maximum
duration limits for TIF didricts;

C Minn. Stat. § 469.1761 Income requirements for housing projects;

C Minn. Stat. 8 469.1762 Arbitration of disputes over county costs,

C Minn. Stat. § 469.1763 Pooling redtrictions and the five-year rule;

*  Minn. Stat. § 469.1764 Ratification of pooling from 1979-82 TIF didricts,

C Minn. Stat. § 469.1765 Rules governing guaranty funds;

C Minn. Stat. 8 469.1766 Redtrictions on devel oper payments,

C Minn. Stat. §469.177 Computation of tax increment, requirement to repay excess
increment, and deduction to fund OSA enforcement function;

C Minn, Stat. §469.1771 Remediesfor violations and OSA enforcement authority;

C Minn. Stat. 8§ 469.178 Tax increment bonding;

2 The TIF authority may use tax increment to reimburse only those costs that are TIF-digible and
that the property owner or developer actually hasincurred. The TIF authority must obtain from
the developer and retain in its files documentation of the costs being reimbursed.

3 Evenin situations where bonds are issued or the TIF authority receives an advance of funds, TIF
authorities frequently structure the financing arrangements to shift the risk of insufficient tax
increment from the TIF authority to the property owner or developer.

4 Laws1979, ch. 322. Initidly, the TIF Act was codified at Minn. Stat. 88 273.71 through 273.78.
In 1987, the TIF Act was recodified at Minn. Stat. 88 469.174 through 469.179.



C Minn. Stat. 8 469.1781 Required expenditures of tax increment for a neighborhood

revitalization program where certain bonds have been refunded;

C Minn. Stat. § 469.1782 Provisons gpplicable to TIF didtricts with extended durations
asareault of specid laws, and

C Minn. Stat. 8 469.179 Presumptions regarding the effective dates of amendmentsto
the TIF Act.

The TIF Act has been amended frequently since its creation in 1979. A TIF digtrict usudly is governed
by the lawsin effect in the year in which the didtrict was crested.

The TIF Act divides TIF digtrictsinto a number of types, each of which has different requirementsfor the
creation of adigrict, different maximum duration limits, and different restrictionson the use of tax increment
from the digtrict:
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Pre-1979 digtricts,

Economic development didricts;
Housng didtricts,

Mined underground space digtricts;
Redevelopment didtricts,

Renewa and renovation didtricts; and
Soils condition digtricts.

In addition, the TIF Act permits the crestion of a hazardous substance subdistrict withina TIF district. A
hazardous substance subdistrict has its own satutory requirements for the creation of a subdidtrict,
maximum duration limit, and restrictions on the use of tax incremen.

A related statute® grants specid status to certain TIF districts which meet additiona qudifications:

DO OO

Qudified housing didricts,

Qudified ethanol production facility didtricts
Qudified agriculturd processing facility digricts; and
Qudlified manufacturing districts®

I naddition, uncodified laws have authori zed the creation of awide variety of specid-purpose TIF didtricts.

Minn. Stat. § 273.1399 (1998).

The portion of the statute that granted specid dtatus to qudified manufacturing districts was
repeal ed effectivefor digtrictswith certification request dates after June 30, 1994. Laws 1995, ch.
264, art. 5, sec. 4 and 49.



3. Who Uses Tax Increment Financing?

The TIF Act authorizes TIF authorities to create TIF digricts.  TIF authorities include housing and
redevelopment authorities, port authorities, economic development authorities, municipa redeve opment
agencies, rurd development financing authorities, cities, and counties. The TIF authority takesthefirst step
in cregting a TIF digtrict by adopting a TIF plan for the digtrict. The TIF plan provides information about
the project being funded by tax increment from the TIF didrict, authorizes the use of tax increment from
the district to pay TIF-€eligible project costs, and establishes a budget for tax increment expenditures.”

The governing body of the municipdity in which the TIF didtrict islocated must approve the TIF plan for
thedistrict® For example, if acity’s port authority proposes to create a TIF didtrict in the city, the city
council must gpprove the TIF plan for the didtrict. If a county’s housing and redevelopment authority
proposesto createa TIF district in atownship in the county, the county board must approvethe TIF plan.®

BeforeaTIF didtrict iscreated, the TIF authority must provide certain information about the proposed TIF
digtrict to the county board, county auditor, and school board and offer to meet with the county board and
school board to discussthe proposed district.’® The county board and school board may comment on the
proposed didtrict, but cannot prevent the creation of the district (except that the county board may prevent
cregtion of the TIF didrict if the county is the municipdity that must approve the TIF plan).

Minnesotalocd governments use of TIF isacontroverda subject, asis evident from the frequent letters,
publishedin newspapersaround the state, criticizing or defending usesof TIF. Recently, controversesover
uses of TIF have spawned litigation in Minnesota and throughout the United States.™*

7 Minn. Stat. § 469.175, subd. 1 and subd. 6(c)(3) (1998).
8 Minn. Stat. § 469.175, subd. 3 (1998).

® If acounty’s housing and redevelopment authority proposes to creste a TIF didtrict in acity, it is
not clear whether the municipdity that must approve the TIF plan is the city, the county, or both.

10 Minn. Stat. § 469.175, subd. 2 (1998).

11 Seg, e.g., Minneapolis Community Dev. Agency v. Opus Northwest, LLC, 582 N.W. 2d 596
(Minn. Ct. App. 1998); J. Gibeaut, “The Money Chase,” ABA Journal, March 1999, p. 58.



4. Statisticson Use of Tax Increment Financing

A totd of 433 TIF authorities had active TIF digricts for which TIF authorities and municipdities were
required to report information to the OSA for the year ended December 31, 1998. These TIF authorities
and municipditieswererequired to filereportsregarding 2,061 TIF districts. According to theinformation
municipdities filed with the OSA, these 2,061 TIF didricts conssted of the following types of TIF

digtricts™
Pre-1979 districts 89
Economic development didricts 746
Housing didtricts 306
Mined underground space didtricts 0
Redevelopment digtricts 853
Renewd and renovation didtricts 19
Soils condition digtricts 41
Didtricts authorized by uncodified laws 3
Not reported 4

Total 2,061

Over the years, the number of TIF digtricts created annualy has fluctuated. The following table ligs the
number of each type of TIF digtrict grouped by the year of each TIF digtrict’s certification request date
(CRD), starting in 1988.2 This unaudited information was reported by municipalities for the year ended
December 31, 1998, and therefore does not includeinformation about T1F districtswhich were decertified
and not required to report for the year ended December 31, 1998.

12

13

This is unaudited information. A number of municipdities reported that they had economic
development, housing, or redevel opment districtswith certification request dates on or before July
31, 1979, which isimpossible under thelaw. Any TIF district with a certification request date on
or before July 31, 1979, isapre-1979 didtrict. In addition, the OSA has determined through TIF
legd compliance audits that a number of municipalities incorrectly reported the types of their TIF
didricts.

This table does not include TIF digtricts reported to be pre-1979 digtricts, mined underground
space digtricts, digtricts authorized by uncodified laws, and districts for which no type was
reported. TIF digtricts with certification request dates before 1988 dso were excluded. Many
economic development districts created before 1988 wereno longer required to report for theyear
ended December 31, 1998. Therefore, including TIF districts with certification request dates
before 1988 would have created the false impresson that few economic development digtricts
were created during those earlier years.



CRD Economic Renewd & Soils
Year Deveopment Housing Redevel opment Renovation Condition  Total

1988 63 9 54 a 3 129
1989 109 14 52 na 4 179
1990 71 12 48 0 1 132
1991 24 9 18 0 2 53
1992 33 11 29 3 8 84
1993 50 13 49 3 8 123
1994 52 22 42 3 4 123
1995 65 43 60 3 8 179
1996 61 31 68 1 2 163
1997 80 31 59 4 0 174
1998 __60 _26 _ 95 _2 1 144
Total 668 221 534 _19 4 1483

The following tables summarize unaudited financid informeation reported to the OSA for the year ended
December 31, 1998.%

Source of Funds Prior Years Calendar 1998 Total

Tax increment revenue $2,386,337,565  $287,972,245 $2,674,309,810
Interest on invested funds 416,205,578 30,868,415 447,073,993
Bond proceeds 2,478,286,382 125,916,387  2,604,202,769
Loan proceeds 129,813,777 10,153,150 139,966,927
All other sources of funds (including

trandfersin) 366,746,134 170,832,996 537,579,130
Totd of reported sources of funds $5,777,389,435  $625,743,194  $6,403,132,629

¥ The numbersin these tables are rounded to the nearest dollar.



Use of Funds

Land/building acquigtion

Site improvement/preparation costs
Ingalation of public utilities

Parking facilities

Streets and sdewalks

Public park facilities

Socid, recrestiond, conference facilities
Bond principa payments

Bond interest payments

Loan principd payments
Loan/note interest payments
Adminidrative expenses

All other uses of funds (induding
transfers out)

Totd of reported uses of funds

Prior Years Calendar 1998 Total
$1,020,623,003 $74,998,616  $1,095,621,619
468,993,364 47,949,377 516,942,741
313,390,424 18,802,919 332,193,343
130,400,777 25,580,410 155,981,186
184,921,484 15,940,503 200,861,987
25,877,644 2,681,444 28,559,088
72,926,391 23,502,080 96,428,471
822,260,546 159,104,329 981,364,875
694,347,968 52,979,094 747,327,061
97,483,139 7,576,689 105,059,828
46,019,818 12,988,499 59,008,317
217,548,845 9,538,302 227,087,147
1,873,039,283 200,737,038  2,073,776,321
$5,967.832,685  $652,379,399  $6,620,211,984

In both calendar year 1998 and prior years, the totd of the reported uses of funds exceeds the tota of
reported sources of funds. In other words, TIF authorities reported that their TIF districts spent more
money than their TIF digtricts had available to spend.™®

15 One possible explanation for this anomaly is the frequent practice of using anon-TIF fund to pay
aTIFdigrict’ sup-front cogts, and then improperly recording the up-front costs as being paid from
the TIF digtrict’ sfund. This creates anegative baanceinthe TIF didtrict’ sfund, becausethe TIF
digtrict has not yet Sarted to generate tax increment and has received no other sources of funds.
Later, whenthe TIF district generates tax increment and receipts of the increment are recorded in
the TIF digtrict’ sfund, it gppearsasif thetax increment paid the up-front codts. Insuch astuation,
however, the tax increment did not pay the up-front costs, because the costs were paid before the
tax increment was received. It isthe OSA’s postion that a TIF district’s account cannot have a
negative baance. If no loan or transfer was made to the TIF digrict’s fund to pay the up-front
costs, then the expendituresfor these costs should be recorded in the fund whose money was used

to pay these costs.




C. OSA’STIF ENFORCEMENT AUTHORITY

The 1995 Omnibus Tax Act transferred the respongbility for investigating and reporting whether local
governmentsarein compliancewith the TIF Act from the Department of Revenueto the OSA.1° The OSA
may examine and audit the accounts and records of TIF authorities on arandom basisto determineif they
are complying with the TIF Act.” The 1995 act dso transferred to the OSA the responsibility for
collecting the information that TIF authorities and municipdities are required to report annudly about their
TIF digtricts’®

The OSA created a TIF Divison to perform these TIF enforcement functions. The TIF Divison began its
enforcement activities on January 1, 1996. The TIF Divison currently congsts of a director, seven TIF
auditors, and an office specidigt.

The operations of the TIF Division are funded exclusvely from revenue derived by deducting 0.25 percent
of dl tax increment that county treasurers digtribute to TIF authorities and municipdities!® The county
treasurers deduct the revenue before distributing the tax increment to the local governments, and then pay
the deducted revenueto the sate treasurer. The amount of revenueto fund the TIF Divison will vary with
the number of TIF digtricts and the amount of tax increment generated.

The TIF Divison focuses on annua collection and review of TIF reports, on conducting lega compliance
audits and invedtigations, and on education. Exhibit 1 to this report, beginning on page 41, reviews the
statutory reporting requirements for TIF digtricts and details the statistics on TIF reporting for the year
ended December 31, 1998. Section Il of this report, which immediately follows this section, discusses
detalls of the various TIF legal compliance audits and investigations completed in the past year. Complete
copies of theinitid and find natices of noncompliance and the municipdities responses are proved in the
separately bound appendix to this report.

The TIF Divison aso hasworked actively in the area of tax increment financing education on a statewide
level. InJune and July of 1999, the OSA provided eight workshops in five locations around the state to
assis locd governments with completing the 1998 TIF reports. In September and October of 1999, the
TIF Divison presented a day-long seminar on the basics of tax increment financing, holding one seminar

16 | aws 1995, ch. 264, art. 5, sec. 34.
7 Minn. Stat. § 469.1771, subd. 1(b) (1998).

18 Laws 1995, ch. 264, art. 5, sec. 19 and 21. Prior to 1995, TIF authorities and municipdities
reported certain statutorily required informationto the Department of Revenue and other required
financid information to the OSA.

1% The TIF enforcement deduction rate was increased from 0.10 percent to 0.25 percent effective
for digtributions of tax increment to TIF authorities and municipalities made after June 30, 1998.
Laws 1998, ch. 366, sec. 79 and 91.



in St. Paul and the second in Alexandria. These seminars were attended by over 230 locd government
officds and daff, state employees from the executive and legidative branches, and professona TIF
advisors. Thisthe second year that the OSA has conducted this day-long seminar. Due to overwhelming
positive response, asmilar seminar will again be hed in thefal of 2000.

[I. VIOLATIONS

If the OSA finds that a TIF authority is not in compliance with the TIF Act, a notice of noncomplianceis
sent to the governing body of the municipality that approved the TIF district in which the violation arose.
The notice of noncompliance provides the facts and law upon which the OSA relied in making its finding
that the TIF authority is not in compliance. In addition, the notice of noncompliance may inform the
municipdity that Minnesotalaw requiresthe T1F authority to pay an amount of money to the county auditor
asrequired to redress certain violations of the TIF Act.?

The governing body must respond in writing to the OSA within 60 days after receiving the notice of
noncompliance. In its response, the municipdity must state whether it accepts, in whole or in part, the
OSA’sfindings. If the municipdity does not accept any part of thefindings, its reponse mugt indicate the
basis for its disagreement with the findings?? The OSA must provideal information regarding unresolved
findings of noncompliance to the county atorney, who may bring an action to enforce the TIF Act.%

The OSA dso must provide asummary of the responsesiit receives from the municipdities, and copies of
the responses themsdves, to the chairs of the legidative committees with jurisdiction over tax increment
finandng.2* Appendices A through E of this report contain copies of notices of noncompliance regarding
the City of Cambridge, City of Faribault, City of Dodge Center, City of Roseville, and the Bagley HRA
and themunicipdities responses. This section discusses the more Sgnificant findings, in terms of financid
impact and frequency of occurrence, contained in these notices of noncompliance.

20 Minn. Stat. § 469.1771, subd. 1(c) (1998).
2L See Minn. Stat. § 469.1771, subd. 2 and 3 (1998).
22 Minn. Stat. § 469.1771, subd. 1(c) (1998).

2 Minn. Stat. §469.1771, subd. 1(b) (1998). A new enforcement mechanism involving the attorney
genera gpplies only to find notices of noncompliance issued by the OSA after December 31,
1999. See Minn. Stat. § 469.1771, subd. 2b (Supp. 1999); Laws 1999, art. 10, sec. 5, 6, and
29. Therefore, this mechanism does not gpply to any of the notices of noncompliance discussed
in this report.

24 Minn. Stat. § 469.1771, subd. 1(c) (1998).



A. “POOLING” OF TAX INCREMENT FROM 1979-82 TIF DISTRICTS
1. City of Faribault

On May 1, 1998, the OSA sent the City of Faribault a notice of noncompliance. In the notice, the OSA
found that the city had improperly spent tax increment from the Redevelopment TIF Didtrict on activities
outs dethe geographic boundariesof the TIF didtrict. Thecity requested certification of the Redevel opment
TIF Digtrict on August 28, 1981. It wasthe OSA’s postion that the TIF Act did not permit “pooling” of
tax increment from TIF digtricts with certification request dates after July 31, 1979, and before July 1,
1982.%

After the OSA issued theMay 1, 1998, notice of noncomplianceto the city, the Legidature confirmed that
pooling of tax increment from TIF districts with certification request dates after July 31, 1979, and before
July 1, 1982, was not permitted by the TIF Act, except to pay debt service on city development district
revenue bondsissued pursuant to Minn. Stat. § 469.129, subd. 2.6 Those TIF authoritiesthat improperly
pooled tax increment from TIF districts with certification request dates after July 31, 1979, and before July
1, 1982, are now subject to anew law under which the pooling expenditures before December 31, 1999,
are rdified, but such TIF digtricts now are required to restrict expenditures of tax increment for activities
within and outside the district and are required to be decertified early.?” The OSA concluded that this
finding of noncompliance was resolved by the 1999 enactment of Minn. Stat. § 469.1764.

The OSA referred other findings of noncompliance in this matter to the Rice County Attorney by letter
dated November 19, 1999. Copies of the OSA’s notices of noncompliance and the city’s responses
regarding this matter areincluded in Appendix A.

2. City of Cambridge

On December 31, 1998, the OSA sent the City of Cambridge a notice of noncompliance. In the notice,
the OSA found that the city had improperly transferred $344,942.13 of tax increment out of the fundsfor
Elderly Housing Didrict 1, Family Housing Didtrict 1, and Economic Development Didrict 1 (Kroy
Industries) to be spent on activities outs de the geographic boundaries of the TIF ditrict that generated the
tax increment.

2 “Pool” or “pooling” are words commonly used to describe spending tax increment on activities
outside the geographic boundaries of the TIF digtrict that generated the increment.

% SeeMinn. Stat. § 469.1764, subd. 1 (Supp. 1999). City development district revenue bonds may
not be issued under Minn. Stat. § 469.129, subd. 2 after April 30, 1990.

2T See Minn. Stat. § 469.1764, subd. 3 and 4 (Supp. 1999).
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The certification request dates for Elderly Housing Didtrict 1, Family Housing Didtrict 1, and Economic
Development Didtrict 1 were between July 31, 1979, and July 1, 1982. It was the OSA’s position that
the TIF Act did not permit “ pooling” of tax increment from TIF districtswith certification request detesafter
July 31, 1979, and before July 1, 1982. The OSA noted that the statutory requirement to make apayment
to the county auditor for violations of the TIF Act does not apply to $62,583.22 of the $344,942.13
improperly transferred, because $62,583.22 was transferred on or before December 31, 199022 The
remaining transfers of $282,358.91 occurred after December 31, 1990, and are subject to the provisions
of the violations payment statute.?

After the OSA issued the December 31, 1998, notice of noncompliance to the city, the Legidature
confirmed that pooling of tax increment from TIF digtricts with certification request dates after July 31,
1979, and before July 1, 1982, was not permitted by the TIF Act, except to pay debt service on city
development district revenue bonds issued pursuant to Minn. Stat. § 469.129, subd. 2.° Those TIF
authoritiesthat improperly pooled tax increment from TIF districtswith certification request dates after July
31, 1979, and before duly 1, 1982, are now subject to a new law under which the pooling expenditures
before December 31, 1999, are ratified, but such TIF districts now are required to restrict expenditures
of tax increment for activities within and outside the district and are required to be decertified early.®

This new law, however, does not resolve this finding, because the TIF-plan budgets for Elderly Housing
Didrict 1, Family Housing Didtrict 1, and Economic Development Didtrict 1 did not authorize the city to
transfer these TIF didtrict’ stax increment to another TIF digtrict or fund. Tax increment may betransferred
or spent only as authorized in the TIF plan.®

Inits response, the city did not dispute that it transferred the amounts of tax increment listed above out of
the fund for Elderly Housing Didrict 1, Family Housing Didrict 1, and Economic Development Didtrict 1
to pay for activities outsi de the geographic boundaries of the TIF district that generated the tax increment. >
Inaddition, for al but one of thesefindings, the city did not dispute that these transfersviolated the TIF Act

%8 The 1990 act that created the violations statute within the TIF Act, Minn. Stat. § 469.1771,
provided that the statute applies only to violations occurring after December 31, 1990. Laws
1990, ch. 604, art. 7, sec. 25 and 31(a).

2 See Minn. Stat. § 469.1771, subd. 3 (1998).

30 SeeMinn. Stat. §469.1764, subd. 1 (Supp. 1999). City devel opment district revenue bonds may
not be issued under Minn. Stat. § 469.129, subd. 2 after April 30, 1990.

31 See Minn. Stat. § 469.1764, subd. 3 and 4 (Supp. 1999).
2 Minn. Stat. § 469.176, subd. 4 (1998).

3 Thecity’ sresponsedid, however, provide sufficient documentation to alow the OSA to determine
that the $296.90 transfer to an unknown fund actually was a $52.83 transfer.

11



if they were made with tax increment.3* Instead, the city argued that the transfers were proper becausethe
city “characterized as non-tax increment monies’ the money that it transferred out of the fundsfor Elderly
Housing Didrict 1, Family Housing Didtrict 1, and Economic Development Didtrict 1.

On December 30, 1999, the OSA sent the city itsfina notice of noncompliance. The OSA relterated its
findings thet the city improperly transferred tax increment out of the funds for Elderly Housing Didtrict 1,
Family Housing Didtrict 1, and Economic Development Didtrict 1 to be spent on activities outsde the
geographic boundaries of the TIF digtrict that generated the tax increment, because these transfers were
not included in the TIF-plan budgets® OSA audit staff was unable to find any documentation to
demondtrate that the monies transferred out of the funds for Elderly Housing Didtrict 1, Family Housing
Didtrict 1, and Economic Development Didtrict 1 were non-tax increment rather than tax increment. The
city’ s response provided no such documentation. Therefore, the OSA could not verify that the transfers
were made in compliance with the TIF Act.

The OSA referred this matter to the Isanti County Attorney by letter dated January 3, 2000. Copies of
the OSA’s notices of noncompliance and the city’s responses regarding this matter are included in

Appendix B.
3. City of Dodge Center

On May 17, 1999, the OSA sent the City of Dodge Center anotice of noncompliance. Inthe notice, the
OSA found that the city had improperly transferred $40,000 of tax increment from thefund for TIF Didtrict
1 (South Park Manor) to the Wastewater Treatment Plant Fund and the Water Tower Project Fund to
gpend on activities outside the geographic boundaries of the TIF didtrict. The city requested certification
of TIF Digtrict 1 on September 25, 1979. It was the OSA’s position that the TIF Act did not permit
“poaling” of tax increment from TIF digtrictswith certification request dates after July 31, 1979, and before
July 1, 1982.

The city regponded that this finding of noncompliance was resolved by the 1999 enactment of Minn. Stat.
§469.1764. On July 8, 1999, the OSA sent the city afind notice of noncompliance in which the OSA

3 Thecity dated that thetransfer of $153,243 of tax increment from Economic Devel opment District
1 to Economic Development Didtrict 2-1 was authorized in the TIF plan for Economic
Deveopment Didtrict 1 because the city modified the TIF plans for these TIF digtricts to make
them both part of the same large project area. The OSA found that the city did not comply with
the statutory procedure for amending the TIF plansfor these TIF districtsand, therefore, the TIF-
plan amendments that enlarged their project areas were not valid. The OSA aso concluded that
the enlargement of the project areas was irrdlevant to this finding, because neither the origina nor
modified TIF plan for Economic Development Didtrict 1 budgeted a transfer to Economic
Development Didtrict 2-1.

% The OSA reduced the amount of one of the findings from $296.90 to $52.83.
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agreed that this finding was resolved. Consequently, the OSA did not refer this matter to the county
attorney.

Copies of the OSA’ s notices of noncompliance and the city’ s response regarding this matter are included
in Appendix C.

B. EXPENDITURES OF TAX INCREMENT NOT AUTHORIZED IN TIF PLAN
1. Bagley HRA

On May 19, 1999, the OSA sent the City of Bagley anotice of noncompliance. In the notice, the OSA
found that the Bagley Housing and Redevelopment Authority (HRA) alowed the Clearwater County
Treasurer to pay $34,981.58 moretax increment from Housing Digtrict 1 to the devel oper than authorized
inthe TIF plan. The TIF plan provided that up to 75 percent of the tax increment from Housing Didtrict
1 would be paid to the developer under an interest reduction program. The county treasurer had been
paying 100 percent of thetax increment to the devel oper.® Tax increment may be spent only as authorized
inthe TIF plan.®” The OSA noted that the Statutory reguirement to make a payment to the county auditor
for violations of the TIF Act applies to the $34,981.58 of tax increment that the Bagley HRA improperly
alowed the county treasurer to pay to the developer.®®

The city’ sresponse argued that the TIF plan did not limit the payments to the devel oper to 75 percent of
the tax increment and that the Bagley HRA did not improperly spend tax increment from Housing Didtrict
1 because it did not receive the tax increment generated by that TIF digtrict.

On December 30, 1999, the OSA sent the city itsfinal notice of noncompliance. The OSA reiterated its
finding that the Bagley HRA allowed the Clearwater County Treasurer to pay $34,981.58 more tax
increment from Housing Didtrict 1 to the developer than authorized in the TIF plan. The OSA reviewed
the TIF plan and again concluded that it limited the payments to the developer to 75 percent of the tax
increment. The OSA disagreed with the city’s assertion that the HRA was not responsible for the
expenditures of Housing Didtrict 1'stax increment. The HRA created Housing Didtrict 1. Under the TIF
Act, it wasthe HRA'’ sresponsibility to ensure that tax increment from the TIF district it created was spent
in accordance with the law.

3% When the OSA began investigating this matter, officids of the city and the HRA were not awvare
that the county treasurer was paying tax increment from Housing Didtrict 1 directly to the
developer. These officidstold the OSA they bdieved that the City of Morawas responsible for
administering Housing Didrrict 1, even though this TIF didrict islocated in Bagley.

37 Minn. Stat. § 469.176, subd. 4 (1998).
¥ SeeMinn. Stat. § 469.1771, subd. 3 (1998).
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The OSA referred this matter to the Clearwater County Attorney by letter dated January 4, 2000. Copies
of the OSA’s natices of noncompliance and the city’s response regarding this matter are included in
Appendix D.

2. City of Cambridge

In the December 31, 1998, notice of noncompliance, the OSA made anumber of findingsthat the City of
Cambridge had spent tax increment on categoriesof costsor madetransfersof tax increment not authorized
inthe TIF plansfor therdevant TIF digtricts. For examples of such findings, please review findings 12,
14, 15, 24, and 42 inthe OSA’ sinitid and fina notices of noncompliance and the city’ sresponsesto those
findings, copies of which areincluded in Appendix B.

C. ADMINISTRATIVE EXPENSESIN EXCESSOF STATUTORY LIMIT
City of Roseville

On July 8, 1999, the OSA sent the City of Roseville a notice of noncompliance. In the notice, the OSA
found that the city spent $398,691 moretax increment from TIF Digtrict 10 on administrative expensesthan
permitted by statute. For TIF districtswith certification request dates before August 1, 1979, or after June
30, 1982, the amount of tax increment that may be spent on adminigtrative expenses is limited to ten
percent of the total estimated tax increment expenditures authorized in the TIF plan or ten percent of the
total tax increment expenditures for the project, whichever isless* The city reported that the TIF plan
for TIF Digtrict 10 authorized total estimated tax increment expenditures of $21,857,569. Ten percent of
thisamount is $2,185,757. The city reported that it spent $2,584,448 of TIF Digtrict 10’ stax increment
on adminigtrative expenses through December 31, 1997. Therefore, the city spent $398,691
($2,584,448-$2,185,757) more tax of TIF Digtrict 10's tax increment on administrative expenses than
permitted by statute.*® The OSA noted that the statutory requirement to make a payment to the county
auditor for violations of the TIF Act applies to the $398,691 of tax increment spent on administrative
expenses in excess of the statutory limit.**

39 Minn. Stat. § 469.176, subd. 3(a) (1998). The certification request date for TIF Didtrict 10was
November 3, 1988.

40 Thetota tax increment expenditures for the project could not be determined at the time the OSA
issued the notice of noncompliance. If ten percent of thetax increment expendituresfor the project
ends up being less than ten percent of the tota tax increment expenditures authorized in the TIF
plan, then the limit will be lessthan $2,185,757, and the city will have exceeded the limit by more
than $398,691.

4 See Minn. Stat. § 469.1771, subd. 3 (1998).
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In its response, the city did not dispute that the amount of TIF Didtrict 10's tax increment that it was
permitted to spend on tax increment was limited to $2,185,757. Ingtead, the city argued that its
expenditures for administrative expenses were proper because they were made with non-tax increment.
The city stated that it paid the $2,584,448 of adminigtrative expensesfrom thefund for its TIF digtricts, but
that the city had depodited sufficient non-tax increment revenue in this fund to pay these expenditures.

On December 29, 1999, the OSA sent the city itsfinal notice of noncompliance. The OSA reiterated its
finding that the city spent $398,691 more tax increment from TIF District 10 on administrative expenses
than permitted by statute. The OSA noted that the city was required to have an accounting system that
keeps rece pts and expenditures of tax increment from each of its TIF digtricts separate from the receipts
and expenditures of al other sources of funds, including tax increment from other TIF districts*? Thecity’s
response did not provide any documentation to demondtrate that the administrative expenses were paid
with non-tax increment rather than tax increment. Therefore, the OSA could not verify that these
expenditures were made in compliance with the TIF Act.

The OSA referred this matter to the Ramsey County Attorney by letter dated January 4, 2000. Copies
of the OSA’s notices of noncompliance and the city’s response regarding this matter are included in

Appendix E.
D. TAX INCREMENT RECEIVED AFTER MAXIMUM DURATION LIMIT
1. City of Faribault

Inthe May 1, 1998, initia notice of noncompliance, the OSA found that the City of Faribault received
$9,710.60 of tax increment from Devel opment Didrict 23 (Indugtrid), an economic development digtrict,
after the statutory maximum durationlimit for that TIF district.*® The city responded by paying $9,710.60
to the Rice County Auditor. In the November 10, 1999, find notice of noncompliance, the OSA
concluded that the payment to the county auditor resolved this finding.

The OSA referred other findings of noncompliance in this matter to the Rice County Attorney by letter
dated November 19, 1999. Copies of the OSA’s notices of noncompliance and the city’s responses
regarding this matter areincluded in Appendix A.

2 Minn, Stat. § 469.177, subd. 5 (1998).

4 See Minn. Stat. § 273.75, subd. 1 (1982). The city received $17,641.72 of tax increment from
this TIF digtrict after the statutory maximum duration limit, but the OSA determined that $7,931.12
of this amount was tax increment from delinquent property taxes, which the city was entitled to
receive. See Minn. Stat. 8§ 469.176, subd. 1f (1998).
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2. City of Cambridge

In the December 31, 1998, initid notice of noncompliance, the OSA found that the City of Cambridge
improperly received $37,611.91 of tax increment from Elderly Housing Didtrict 1 after the maximum
durationlimitinthe TIF plan. The TIF planfor thisdidtrict, asadopted in 1980, limited the duration of this
didrict to a date 25 years after the receipt of the firg tax increment or until al tax increment bonds to
finance the project had been pad or discharged. The only bondsfor the project were fully paid in 1995.
Therefore, this TIF digtrict should have been decertified when the find payment on the bonds was made
in 1995. The OSA informed the city that the Statute which requiresa TIF authority to make a payment to
the county auditor if the TIF authority recelves tax increment it should not have received does not gpply
to the $37,611.91 of improperly received tax increment, because the city received the tax increment asa
result of the failure to decertify the TIF didtrict at the end of the duration limit specified in the TIF plan.*

The city responded that it is not clear that the duration of the TIF digtrict had expired because the city
retained the authority to modify the TIF plan and issue additiona bonds.

In the December 30, 1999, fina notice of noncompliance, the OSA reiterated its finding that the city
improperly received $37,611.91 of tax increment from Elderly Housing Didtrict 1 after the maximum
duraion limit inthe TIF plan. The OSA agreed that the city could have modified its TIF plan, prior to the
find payment on the TIF bondsissued for the project, either to revisethe duration provided inthe TIF plan
or to authorize additiona TIF bonds. The city, however, did not take actionto do so. Therefore, the TIF-
plan maximum duration limit remained the date of the last payment on the bonds in 1995.

In the December 31, 1998, initid notice of noncompliance, the OSA aso found that the city improperly
received $9,384.72 of tax increment from Family Housing Didtrict 1 after the maximum duration limitin the
TIF plan. The OSA’sandysis and the city’ s response were the same as for the finding regarding Elderly
Housing Didrict 1 discussed above. In the December 30, 1999, find notice of noncompliance, the OSA
reiterated itsfinding that the city improperly received tax increment from Family Housing Didrict 1 after the
maximum duration limit in the TIF plan.

In addition, in the December 31, 1998, initid notice of noncompliance, the OSA found that the city
improperly recelved $98,263.31 of tax increment from Economic Development Digtrict 1 (Kroy Industries)
after the statutory maximum duration limit.* The OSA noted that the statute which requiresa TIF authority
to make a payment to the county auditor appliesto the $98,263.31 of improperly received tax increment,
because the city received the tax increment as aresult of the failure to decertify the TIF digtrict when the
gatutory maximum duration limit was reached.*®

4 See Minn. Stat. § 469.1771, subd. 2 (1998).
4 See Minn. Stat. § 273.75, subd. 1 (1980).
% See Minn. Stat. § 469.1771, subd. 2 (1998).
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Initsresponse, the city did not dispute that the city improperly received thistax increment after the statutory
maximum duration limit. Instead, the city disputed the OSA’ s conclusion that the viol ation payment statute
gpplies to the tax increment that the city improperly received. This Satute provides that no payment is
required if the tax increment was improperly received asthe result of “afailure to decertify adidtrict at the
end of the duration limit specified in the tax increment financing plan.” Minn. Stat. § 469.1771, subd. 2
(1998).

In the December 30, 1999, fina notice of noncompliance, the OSA reiterated that the city improperly
received $98,263.31 of tax increment from Economic Development Didrict 1 (Kroy Industries) after the
statutory maximum duration limit and that Minn. Stat. 8 469.1771, subd. 2 applies to this improperly
received tax increment. The OSA found that the city improperly received the tax increment after the TIF
digtrict should have been decertified a the end of the statutory maximum duration limit, not that the city
received thetax increment after the TIF didtrict should have been decertified at the end of the duration limit
specified in the TIF plan.

The OSA referred this matter to the Isanti County Attorney by letter dated January 3, 2000. Copies of
the OSA’s notices of noncompliance and the city’s responses regarding this matter are included in

Appendix B.
E. IMPROPER WAIVING OF TAX INCREMENT
City of Faribault

Inthe May 1, 1998, initia notice of noncompliance, the OSA found that the City of Faribault improperly
included in the TIF plan for Development District 7 (Met-Con), an economic development digtrict, a
provision which stated that the city waived the receipt of any tax increment generated in 1998. The TIF
digtrict did not meet the gtatutory requirements for delaying the first receipt of tax increment from this TIF
digtrict, because it is an economic development district.*’

The city’ sresponse argued that the city should have the right to waive receipt of tax increment becausethe
TIF Act does not prohibit the city from doing so. The response stated thet if the city were not allowed to
waive the firg year's tax increment, the city might receive only a smal amount of increment in 1998 and
eight full years of increment during 1999-2006. It isthe OSA’s position that when tax increment isfirst
generated in an economic development didtrict, the county must distribute the tax increment to the TIF
authority and the duration of the TIF district must start. Under the OSA’s interpretation of the statutory
maximum duration limit, the city would be entitled to receive any smadl amount of increment in 1998 plus
nine full years of increment in 1999-2007.

47 See Minn. Stat. § 469.175, subd. 1(b) (1998). This statute, which provides a mechanism for
delaying thefirst receipt of tax increment, appliesonly to redevel opment digtricts, housing didtricts,
and hazardous substance subdigtricts.
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In the November 10, 1999, find notice of noncompliance, the OSA concluded that this finding had been
resolved. The Rice County Auditor confirmed that no tax increment was generated by this TIF didrict in
1998, which rendered this finding moot. According to the Rice County Auditor, this TIF digtrict will first
generate increment, and the city will first receiveit, in 1999.

The OSA referred other findings of noncompliance in this matter to the Rice County Attorney by letter
dated November 19, 1999. Copies of the OSA’s notices of noncompliance and the city’s responses
regarding this matter areincluded in Appendix A.

F. INADEQUATELY DOCUMENTED EXPENDITURES
1. City of Faribault

Inthe May 1, 1998, initia notice of noncompliance, the OSA found that the City of Faribault improperly
spent $26,692 of tax increment from Housing Didrict 1. OSA TIF audit staff found trid balance entries
for transfersfrom Housing Didtrict 1 to the Generd Operating Fund and the Community Devel opment Fund
totaling $26,692 during calendar year 1995, which were noted as being for administrative expenses, but
this was the only documentation available. According to the city’s former finance director, the city
estimated and paid Housing Didtrict 1's adminidrative expenses in the digtrict’s last year, cdendar year
1995. The OSA noted that the statutory requirement to make a payment to the county auditor for
violations of the TIF Act applies to the $26,692 of inadequately documented expenditures.*®

After submitting its response, the city filed its 1997 TIF Authority Report for Housing Didrict 1, which
indicated that the city spent at total of $107,425, not $26,692, of Housing Didtrict 1's tax increment on
adminigtrative expenses through December 31, 1997. The information in this report contradicted the
information in the city’ s earlier reports and the information contained in its response to the initia notice of
noncompliance.

In the November 10, 1999, find notice of noncompliance, the OSA found that the city improperly spent
or trandferred $107,425 from Housing Digtrict 1 to reimburse the city for paid adminigtrative expenses
because the city lacked adequate documentation to show it actudly incurred this amount of adminigtrative
expenses and because the TIF plan did not authorize the city to spend any amount of tax increment on
adminidraive expenses. The city’s response and supplementa information did not include adequate
documentation, such as copies of invoices, to support al of these claimed adminigtrative expenses.

The OSA’ saudit saff dso found that the city exceeded the Statutory limitation on administrative expenses
goplicableto this TIF didrict. TIF authorities are limited in the amount of tax increment they may spend

8 See Minn. Stat. § 469.1771, subd. 3 (1998).
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onadministrativeexpenses*® According to the 1997 TIF Authority Report for Housing Digtrict 1, the city
was authorized to spend $385,500 of tax increment from Housing Didtrict 1. Ten percent of that amount
is$38,550. The 1997 TIF Authority Report aso indicated that the city spent $107,425 of tax increment
from Housing Digtrict 1 on administrative expenses through December 31, 1997. Therefore, as of
December 31, 1997, the city spent $68,875 ($107,425-$38,550) more of Housing Didtrict 1's tax
increment on administrative expenses than permitted by statute.

The OSA referred this matter to the Rice County Attorney by letter dated November 19, 1999. Copies
of the OSA’s notices of noncompliance and the city’ s responses regarding this matter are included in
Appendix A.

2. City of Cambridge

In the December 31, 1998, initid notice of noncompliance, the OSA made a number of findings thet the
City of Cambridge had spent tax increment improperly because there was not adequate documentation to
dlow the OSA to verify that the expenditures were made in compliance with the TIF Act. For examples
of such findings, please review findings 6, 7, 8, 37, and 43 in the OSA’s initid and final notices of
noncompliance and the city’ s responses to those findings, copies of which are included in Appendix B.

G. COSTSNOT ELIGIBLE FOR PAYMENT WITH TAX INCREMENT
1. City of Faribault
Inthe May 1, 1998, initia notice of noncompliance, the OSA found that the City of Faribault improperly

spent $2,000 of tax increment from Development Didtrict 1 (Airtech) on lobbying costs, because these
cods did not qudify as adminigrative expenses digible for payment or reimbursement with tax increment.

49 See Minn. Stat. § 469.176, subd. 3(a) (1998). According to the 1997 Municipdity Report for
Housing Didtrict 1, the certification request date for Housing District 1 was December 11, 1985.
Therefore, the limitation on adminigtrative expensesin Minn. Stat. § 469.176, subd. 3(a) applies
to Housing Didtrict 1.

% The limitation on administrative expenses hastwo parts. The limit is 1) ten percent of thetotal tax
increment expenditures authorized in the TIF plan or 2) ten percent of the tax increment
expendituresfor the project, whichever isless. Thetota tax increment expendituresfor the project
cannot be determined at thistime. If, however, ten percent of the tax increment expenditures for
the project ends up being less than ten percent of the tota tax increment expenditures authorized
inthe TIF plan, then the limit will be less than $38,550 and the city will have exceeded the limit by
more than $68,875.
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The OSA noted that the statutory requirement to make a payment to the county auditor for violations of
the TIF Act gpplies to the $2,000 spent on costs that did not qualify as administrative expenses>

Despite the objections raised in the city’s response, the city indicated it would reimburse Development
Didrict 1 for these expenses on or before August 1, 1998, with funds transferred from the Community
Development Department’s General Fund. The city later confirmed that it transferred $2,000 from the
Community Development Department's Generd Fund to Development Didrict 1 to make this
reimbursement.

Inthe November 10, 1999, notice of noncompliance, the OSA reiterated itsfinding that the city improperly
gpent $2,000 of tax increment from Development Digtrict 1 on lobbying costs. If a TIF authority
improperly pays or transfers tax increment, it is subject to the payment provison under Minn. Stat. §
469.1771, subd. 3. Therefore, the OSA concluded that returning money to the TIF district did not resolve
this finding. The OSA adso noted that local governments often engage in lobbying efforts that focus on a
variety of topicsrdevant to their condtituents. While, in generd, lobbying isapermissible activity, the OSA
found no provisoninthe TIF Act authorizing the expenditure of tax increment to fund TIF-related lobbying
efforts.

The OSA referred this matter to the Rice County Attorney by letter dated November 19, 1999. Copies
of the OSA’s notices of noncompliance and the city’ s responses regarding this matter are included in
Appendix A.

2. City of Cambridge

In the December 31, 1998, initia notice of noncompliance, the OSA made a number of findings that the
City of Cambridge spent tax increment on coststhat are not digible for payment or reimbursement with tax
increment, becausethe costs paid with these expenditures did not qudify asadministrative expenseseligible
for payment or reimbursement with tax increment.

Firgt, the OSA found that the city improperly spent $957.09 of tax increment from Economic Devel opment
Didrict 2-2 (Imperid Motd, Nordberg, Dubanoski) on costs of an improvement bond issue and on
lobbying costs, because these codts did not qualify as administrative expenses digible for payment or
reimbursement with tax increment. The OSA noted that the statutory requirement to make a payment to
the county auditor for violations of the TIF Act does not apply to the $957.09 spent on costs that did not
qudify as administrative expenses, because these expenditures were made on or before December 31,
1990.%2

L See Minn. Stat. § 469.1771, subd. 3 (1998).

52 The 1990 act that created the violations statute within the TIF Act, Minn. Stat. § 469.1771,
provided that the Statute applies only to violations occurring after December 31, 1990. Laws
1990, ch. 604, art. 7, sec. 25 and 31(a).
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The city responded that the improvement bond issue wasin aid of the project, and therefore costs of the
bond issue were adminigtrative expenses. The city aso responded that the lobbying costswere related to
issues that affected the project, and therefore these costs were administrative expenses.

In the December 30, 1999, fina notice of noncompliance, the OSA reiterated its finding that the city
improperly spent $957.09 of tax increment from Economic Development Digtrict 2-2 on costs of an
improvement bond issue and on lobbying costs. The OSA noted that none of the budgetsinthe TIF plans
for the TIF digtricts in the project authorized the city to spend tax increment on debt service on these
improvement bonds. Therefore, the OSA concluded that it could not verify that the costs associated with
issuing these improvement bonds were adminigtrative expenses of this TIF digtrict or of the TIF-financed
portion of the project. In response to the city’ s position that lobbying costs were incurred in support of
issues related to the project, the OSA noted that it recognized that local governments often engage in
lobbying efforts that focus on a variety of topics rdevant to their congtituents. While, in generd, lobbying
is a permissible activity, the OSA found no provison in the TIF Act authorizing the expenditure of tax
increment to fund TIF-related lobbying efforts.

Second, the OSA found that the city improperly spent $933.10 of tax increment from Economic
Development Didrict 3-1 (Mill Ridge) on wastewater treatment facility operations, unspecified meetings,
and memberships for building officids, because these costs did not qudify as adminidtrative expenses
eligible for payment or reimbursement with tax increment. The OSA noted that the Statutory requirement
to makeapayment to the county auditor for violations of the TIF Act appliesto the $933.10 spent on costs
that did not quaify as administrative expenses.>

The city responded that thelaw providesthat administrative expensesare“dl expenditures of an authority”
and that the costs need only be related to the “project.” The project that the city referred to isthe project
area (the underlying development didtrict) for many of its TIF digtricts, which currently includes the entire
City of Cambridge.

In the December 30, 1999, find notice of noncompliance, the OSA reiterated its finding that the city
improperly spent $933.10 of tax increment from Economic Development Didtrict 3-1 on wastewater
trestment facility operations, unspecified meetings, and membershipsfor building officids The OSA noted
that these costs appeared to be normal and routine operating costs of the city. The OSA found no
statutory authority which would authorize payment of norma and routine operating codts of the city as
adminidrative expenses of the project.

Third, the OSA found that the city improperly spent $498 of tax increment from Economic Deve opment
Didgtrict 6-1 (SE Cambridge Industrial Area) on costs related to a Juvenile Officers Conference, because
these cogts did not qualify as administrative expenses digible for payment or reimbursement with tax
increment. The OSA noted that the statutory requirement to make a payment to the county auditor for
violations of the TIF Act applies to the $498 spent on cogts that did not qudify as adminigtrative

% See Minn. Stat. § 469.1771, subd. 3 (1998).
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expenses.> The city responded that this TIF digtrict had sufficient non-tax increment revenues available
to pay these expenditures.

In the December 30, 1999, final notice of noncompliance, the OSA reiterated its finding that the city
improperly spent $498 of tax increment from Economic Development Didtrict 6-1 on costs related to a
Juvenile Officers Conference. OSA audit saff was unable to find any documentation to demonstrate that
the monies spent from the fund for Economic Development Didtrict 6-1 on costs of the Juvenile Officers
Conference were non-tax increment rather than tax increment. The city’s response provided no such
documentation. Therefore, the OSA could not verify that these expenditureswere madein compliancewith
the TIF Act.*®

The OSA referred this matter to the Isanti County Attorney by letter dated January 3, 2000. Copies of
the OSA’s notices of noncompliance and the city’s responses regarding this matter are included in

Appendix B.

H. PAYMENT OF TAX INCREMENT TO PROPERTY OWNERSNOT AUTHORIZED IN
TIF PLAN

City of Cambridge

In the December 31, 1998, initid notice of noncompliance, the OSA found that the City of Cambridge
spent $67,500 of tax increment from Economic Development Didtrict 2-2 (Imperia Motel, Nordberg,
Dubanoski) on something other than land acquisition costs authorized in the TIF plan. The TIF plan
authorized the city to spend tax increment to acquire certain parcels of property and then to sell each of
the parcels to developersfor $1. The city did not acquire the parcels, but instead paid the $67,500 to the
owners of the parcels, who aso were the developersidentified in the TIF plan. These owners acquired
the parcelsasmuch as eight years before the creetion of the TIF district. Tax increment may be spent only
asauthorized inthe TIF plan.® The OSA determined that the TIF plan did not authorize the city to pay
the $67,500 to the property owners unlessit did so to acquire the parcel's, and the city never acquired title
to the parcels. The OSA noted that the Statutory requirement to make apayment to the county auditor for
violaions of the TIF Act applies to the $67,500 of tax increment that the city improperly paid to the
developer.>’

*  SeeMinn. Stat. § 469.1771, subd. 3 (1998).

> |n addition, the OSA expressed concern that the city was accounting for routine and normal
operating codts in a capital project fund that should be used only to account for expenditures
related to specific development projects.

% Minn. Stat. § 469.176, subd. 4 (1998).
> See Minn. Stat. § 469.1771, subd. 3 (1998).
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The city agreed with the OSA that the TIF plan authorized expenditure of tax increment to finance
acquisition of the parcels. However, the city stated that rather than taking title to the property and risking
lidbility for remova of hazardous waste, the city chose to reimburse the property ownersfor property they
owned prior to the creation of the TIF digtrict. In addition, the city responded that nothing in the Satute
prohibits rembursement for land previoudy acquired by a developer aslong asthe “but for” test is met.

In the December 31, 1999, fina naotice of noncompliance, the OSA reiterated itsfinding that the city spent
$67,500 of tax increment from Economic Development Digtrict 2-2 on something other than land
acquistioncosts authorized inthe TIF plan. The OSA found no provisioninthe TIF Act authorizingaTIF
authority to spend tax increment on costs not authorized in the TIF plan.

The OSA referred this matter to the Isanti County Attorney by letter dated January 3, 2000. Copies of
the OSA’s notices of noncompliance and the city’s responses regarding this matter are included in

Appendix B.

I. EXPENDITURE OF TAX INCREMENT FROM A HOUSING DISTRICT OUTSIDE
VALID HOUSING PROJECT AREA

City of Cambridge

In the December 31, 1998, initid notice of noncompliance, the OSA found that the City of Cambridge
improperly transferred $19,000 of tax increment from Housing Digtrict 5-1 to Economic Development
Didtrict 2-1 (Sias) and spent $30,590.60 of Housing Didrict 5-1' stax increment on activities outside the
vaid housing project area for Housing Didrict 5-1. Tax increment from a housing digtrict with a
certification request date after May 1, 1998, may be spent only on a housing project as defined in Minn.
Stat. § 469.174, subd. 11.%® According to the version of Minn. Stat. § 469.174, subd. 11 that appliesto
Housing Digtrict 5-1, the project areathat contains a housing district is not avalid project—

if the fair market vaue of the improvements which are constructed for commercid usesor
for uses other than low and moderate income housing consists of more than one-third of
the totd fair market vaue of the planned improvements in the development plan or
agreement.”

Minn. Stat. § 469.174, subd. 11 (1988).>° The city attempted to increase the size of the project areathat
contained Housing Didtrict 5-1 to contain the entire city, including Economic Development Didtrict 2-1.

%8 Minn. Stat. § 469.176, subd. 4d (1998). The certification request date for Housing District 5-1
was October 11, 1998.

% This statute was amended in 1990 to change the ratio from one-third to 20 percent. This
amendment applies to housing districts with certification request dates after April 30, 1990. See
Laws 1990, ch. 604, art. 7, sec. 7 and 31(a).
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The OSA could not find documentation to verify that the entire city met the requirementsin Minn. Stat. 8
469.174, subd. 11 for avaid housing project. Therefore, the OSA found that when the city transferred
Housing Didtrict 5-1's tax increment to Economic Development Didtrict 2-1 and spent it on activities
outsde Housing Didtrict 5-1, it did not comply with the requirement to spend Housing Didtrict 5-1's tax
increment only on ahousing project as defined in Minn. Stat. 8 469.174, subd. 11. The OSA noted that
the statutory requirement to make a payment to the county auditor for violations of the TIF Act appliesto
the $19,000 of transferred tax increment and the $30,590.60 of tax increment spent on activities outside
the TIF district.®°

The city responded that the $19,000 transfer to Economic Development District 2-1 was made with
Homestead and Agriculturd Credit Aid (HACA) rather than tax increment and, therefore, the trandfer did
not violate the TIF Act. The city responded that it did not violate the TIF Act when it spent $30,590.60
of Housing Didtrict 5-1's tax increment because the words “housing project” in Minn. Stat. § 469.176,
subd. 4d and “ project” in the second sentence of Minn. Stat. 8 469.174, subd. 11 mean agroup of housing
facilities and related public improvements, not the project area that contains the housing digtrict.

In the December 30, 1999, find notice of noncompliance, the OSA reterated its findings that the city
improperly transferred $19,00 of tax increment from Housing Didtrict 5-1 to Economic Development
Didrict 2-1 and spent $30,590.60 of Housing Digtrict 5-1's tax increment on activities outside the valid
housing project areafor Housing Didtrict 5-1. The city’s response did not provide documentation that
would alow the OSA to verify that the $19,000 transfer was made with HACA rather than tax increment.
In addition, the OSA found no statutory support for the city’s position on the meaning of the word
“project.”

The OSA referred this matter to the Isanti County Attorney by letter dated January 3, 2000. Copies of
the OSA’s notices of noncompliance and the city’s responses regarding this matter are included in

Appendix B.
J. LACK OF EVIDENCE THAT BUILDING WASSTRUCTURALLY SUBSTANDARD
City of Cambridge

Inthe December 31, 1998, initid notice of noncompliance, the OSA found that the City of Cambridgedid
not comply with the statute requiring documentation to support the city’s finding that a parcel containing
amovie theater qualified for indlusion in Redevelopment District 6-2 (G.T.I. Remodeled Theatre).5! The
city was required to “set forth in writing the reasons and supporting facts for each determination” that the
city was required to make in the process of gpproving the TIF plan, including the determination that the

% See Minn. Stat. § 469.1771, subd. 3 (1998).
%1 Redevelopment Didtrict 6-2 consisted only of the parcel containing the movie theater.
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parcel containing the theater building qualified for inclusion in a redevelopment district.52 Absent such
“reasons and supporting facts” the parcel did not qualify for inclusonin the TIF didtrict, in which event the
city improperly received $35,975 from Redevelopment Didtrict 6-2. The OSA noted that the statute
which requires a TIF authority to make a payment to the county auditor if the TIF authority receives tax
increment it should not have received applies to the $35,975 of tax increment that the city received from
the parcel.®

The city conceded it was required to include information showing thet the theeter building was structuraly
substandard inits“reasons and supporting facts” for itsfinding that the parcel qualified for inclusion.®* The
city agreed with the OSA that the only “reasons and supporting facts’ for the city’ sfinding that the parce
qudified for incluson in aredevelopment district was a Sngle sentence in a letter regarding the structura
integrity of thetheater building: “ There are severd large cracksin the existing concrete block exterior walls
that rises (Sc) my concern as to their structurd intrugrity (Sc).” Letter from Robert F. Vanney, AlA,
President of Vanney Associates, to Mr. Dick Guetschoff, Cambridge Cinemalll, dated May 17, 1991.

The city’s response characterized this statement as a determination that the building lacked structura

integrity.

In the December 30, 1999, fina notice of noncompliance, the OSA reiterated its finding that the parcel
containing the movietheater did not qudify for inclusion in aredevel opment digtrict because the city lacked
the statutorily required documentation to support its finding that the building was structurally substandard.
The OSA concluded that the statement in Mr. Vanney’ s letter was not sufficient to show that the theater
building met the Satutory requirements for being structuraly substandard.

62 Minn. Stat. § 469.175, subd. 3 (1990).

3 SeeMinn. Stat. §469.1771, subd. 2 (1998). Thecity received the $35,975 of tax increment from
this district on or before December 31, 1996. The OSA informed the city that any tax increment
received by the city from this TIF digtrict after December 31, 1996, aso is subject to the
provisons of Minn. Stat. § 469.1771, subd. 2. Therefore, the OSA recommended that the city
request decertification of this TIF didrict to avoid ongoing violations of the TIF Act.

6 See Minn. Stat. § 469.174, subd. 10(b) (1990). The city’s response noted that Mr. Vanney's
letter did not contain any of the following: 1) an opinion that the theater building did not meet the
building code applicable to new buildings, 2) anestimate of the cost of bringing the building up to
code, s0 the renovation cost could be compared to the cost of congtructing anew building; 3) any
information about the Size, type, or age of the building that would be evidence that the building did
not meet code and would be expengive to bring up to code; 4) any information about the average
cost of plumbing, dectricd, or structurd repairs required to bring a building up to code. Such
informationwould have been sufficient to meet this aspect of the required “ reasons and supporting
facts’ for the city’ sfinding thet the parcel qudified for inclusion.
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The OSA referred this matter to the Isanti County Attorney by letter dated January 3, 2000. Copies of
the OSA’s notices of noncompliance and the city’s responses regarding this matter are included in

Appendix B.

K. NON-CONTIGUOUS AREAS DID NOT QUALIFY FOR INCLUSION IN RENEWAL
AND RENOVATION DISTRICT

City of Cambridge

Inthe December 31, 1998, initid notice of noncompliance, the OSA found that parcels 15-047-0110, 03-
068-0030, and 03-027-1400 did not qudify for inclusion in the City of Cambridge's Renewa and
Renovation Digtrict 6-4. The OSA determined that these parcels did not meet the requirementsof Minn.
Stat. § 469.174, subd. 10a, based on plat maps and the city’s own andysisin the TIF plan. The OSA
noted that the statute which requires a TIF authority to make a payment to the county auditor if the TIF
authority receivestax increment it should not havereceived gppliesto dl tax increment the city hasreceived
to date from this renewal and renovation district.®®

Thecity indicated initsinitia response that the TIF plan failed to include required information for parce
15-047-0110 and included incorrect information for parcels 03-068-0030, and 03-027-1400. The city
added that records on file with the city at the time of TIF-plan approva provided the missng information
or corrected theincorrect informationinthe TIF plan. Therefore, the city believed that there was adequate
information to support the required findings that alow for the parcels inclusion in this TIF digtrict.
However, the city’ sinitid response did not provide the OSA with copies of the purported documentation.
The OSA wroteto the city and requested that the city provide copies of the documentation that supported
the city’ s statement that these three parcelsqudified for incluson in arenewd and renovation digtrict. The
city did not provide this documentation.

In the December 30, 1999, fina notice of noncompliance, the OSA reiterated itsfinding that parcels 15-
047-0110, 03-068-0030, and 03-027-1400 did not qualify for incluson in Renewa and Renovation
Didrict 6-4. Absent such documentation, the OSA could not verify that the noncontiguous aress
comprising these parcels met the requirements of Minn. Stat. § 469.174, subd. 10a

The OSA referred this matter to the Isanti County Attorney by letter dated January 3, 2000. Copies of
the OSA’s notices of noncompliance and the city’s responses regarding this matter are included in

Appendix B.

%  SeeMinn. Stat. §469.1771, subd. 2 (1998). Thecity received the $35,975 of tax increment from
this TIF district on or before December 31, 1996. The OSA informed the city that any tax
increment received by the city from this TIF district after December 31, 1996, also is subject to
the provisonsof Minn. Stat. §469.1771, subd. 2. Therefore, the OSA recommended that the city
request decertification of this TIF didtrict to avoid ongoing violations of the TIF Act.
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L. IMPROPER LOCAL TAX RATE
City of Cambridge

Inthe December 31, 1998, initid notice of noncompliance, the OSA found that the“origind local tax rate”’
included ina1996 TIF-plan amendment, which added twelve parcel sto the City of Cambridge’ sRenewa
and Renovation Digtrict 6-4 (McDonalds), was not in compliance with Minn. Stat. § 469.177, subd. l1a.
When the city modified the TIF plan in 1996 to enlarge this TIF digtrict geographicdly, the city included
inthemodified TIF plan aprovison that applied the 1996/1997 local tax rate asthe” origind local tax rate”
for the added parcds, instead of applying the “origina local tax rate’ certified when the net tax capacity
of the origind TIF digtrict was certified.

The city responded that the “origind locd tax rate,” in cases of added parcels, isthe rate in effect a the
time of the addition of any parcdsto the TIF district and not the rate certified for the origind TIF digtrict.
The city argued that “the OSA’ sreading isincong stent with the generd premisethat additionsto adigtrict
are cartified and treated in most respects like new digtricts” The city cited Minn. Stat. § 469.179, subd.
3(c)(2), which the city pargphrased as Sating that “ changesin thelaw apply ‘only to the areaof the didtrict
added by tax increment financing plan amendments for which certification is requested after the specified
date.””

In the December 30, 1999, find notice of noncompliance, the OSA reiterated its finding that the “origina
local tax rate”’ included in the 1996 amended TIF plan for the twelve parcels added by the anendment is
not in compliance with the TIF Act. The OSA concluded that this Situation does not involve determining
whether the pre-amendment or post-amendment version of a statute applies to parcels added to a TIF
digrict. Thelanguage of Minn. Stat. § 469.177, subd. 1a has not changed since it was enacted in 1988,
exoept to substitute “net tax capacity” for “assessed value’ and “locd tax rate” for “mill rate”®® The city
requested certification of the origind TIF district on June, 26, 1993, and requested certification of the
geographic enlargement on November 12, 1996, both of which occurred after the effective date of Minn.
Stat. § 469.177, subd. 1a%” Therefore, Minn. Stat. § 469.179, subd. 3(c)(2) does not apply to this
gtugion.

The OSA noted that the city’s interpretation of Minn. Stat. 8 469.177, subd. 1a was contrary to the
Department of Revenu€e s longstanding directive. A Department of Revenue TIF property tax procedures

%  Compare Minn. Stat. § 469.177, subd. 1a(1988) and Minn. Stat. § 469.177, 1a(1992). See
also Laws 1988, ch. 719, art. 12, sec. 20 and Laws 1 Sp. 1989, ch. 2, art. 2, sec. 11 (instructing
the Revisor of Statutesto subgtitute “net tax capacity” for “assessed value” and “local tax rate”’ for
“mill rate’ throughout the statutes).

67 SeeLaws 1988, ch. 719, art. 12, sec. 20 and 30.
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manud, dated July 1, 1992, clearly states that the addition of parcelsto a TIF digtrict does not change the
reference year for the “origind local tax rate.”®

The OSA referred this matter to the Isanti County Attorney by letter dated January 3, 2000. The OSA
aso forwarded the information in this finding to the Isanti County Auditor. Copies of the OSA’s notices
of noncompliance and the city’ s responses regarding this matter are included in Appendix B.

M.INCOMPLETE MAP ACCOMPANYING PUBLIC HEARING NOTICE
City of Cambridge

In the December 31, 1998, initia notice of noncompliance, the OSA found that parcel 15-072-0080 (Al
Anlauf ste) did not qudify for incluson in the City of Cambridge' s Renewa and Renovation Didtrict 6-4
(McDondds) due to inaufficient public notice. Specificaly, in the notice regarding the public hearing on
approva of amodified TIF planfor this TIF digtrict, the city failed to include this parcd in the map of the
area of the TIF district from which increments may be collected. The OSA noted that the statute which
requiresaTIF authority to make apayment to the county auditor if the TIF authority receivestax increment
it should not have received appliesto dl tax increment the city has received to date from this parcd.®®

Inits response, the city conceded that the published map did not include the parcd. However, the city
stated that the parcel was named inthenotice. Furthermore, the city stated that the deficiency cited by the
OSA doesnot riseto the leve that would judtify invalidation of the October 16, 1996, modification of the
TIF plan for Renewd and Renovation Didrict 6-4.

In the December 30, 1999, find notice of noncompliance, the OSA reiterated its finding that parce 15
072-0080 (Al Anlauf site) did not qudify for incluson in Renewa and Renovation Didtrict 6-4 due to
insuffident public notice. The statute relevant to this finding mandates that the “ notice must includeamap
of theareaof thedidrict fromwhichincrementsmay be collected and, if the project areaincludes additiona
area, amap of the project areain whichtheincrements may be expended.” Minn. Stat. § 469.175, subd.
3(1990) (emphasisadded). Asmentioned above, the city conceded that it did not fully comply with Minn.
Stat. § 469.175, subd. 3, because the city failed to include the parcd in the published map. The OSA
concluded that the issues of whether the city’s public hearing notice substantidly complied with the
requirementsof Minn. Stat. 8 469.175, subd. 3 and whether the doctrine of substantia compliance applies

%  The city adopted the TIF plan for this TIF district on July 26, 1993, and adopted the relevant
modification of the TIF district onOctober 16, 1996. The Department of Revenue' s manua was
avalabletothecity for morethan four yearsprior to the October 16, 1996, modification of the TIF

plan.

8 See Minn. Stat. § 469.1771, subd. 2 (1998). The OSA informed the city that any tax increment
received by the city from this parcel after December 31, 1996, also is subject to the provisions of
Minn. Stat. § 469.1771, subd. 2.
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to thisgtatutory notice requirement were determinations appropriate for the county attorney and the courts.
Accordingly, the OSA referred this finding to the county attorney for review.

The OSA referred this matter to the Isanti County Attorney by letter dated January 3, 2000. Copies of
the OSA’s notices of noncompliance and the city’s responses regarding this matter are included in

Appendix B.

N. UNAUTHORIZED EXPENDITURES OF TAX INCREMENT FROM A SOILS
CONDITION DISTRICT

City of Cambridge

In the December 31, 1998, initid notice of noncompliance, the OSA found that the City of Cambridge
improperly spent $57,366 of tax increment from Soils Condition Digtrict 6-5 (Medica Center/Community
College) to reimburse adeve oper for Steimprovement costs and codts of ingdling public utilities. Of the
$400,423 of documented cogts incurred by the developer, the OSA only was able to verify that a
$201,000 charge for excavation and backfill met the statutory restrictions on spending tax increment from
this soils condition digtrict. Of the remaining $199,423 of documented developer costs, the OSA
determined that the costs did not meet the statutory restrictions on spending tax increment from this soils
conditiondidtrict or OSA audit Saff was unable to find documentation sufficient to verify that the costs met
the statutory restrictions on spending tax increment from asoils condition digtrict. The city reimbursed the
devel oper $258,366, which exceeded the amount of documented, TIF-dligible costs by $57,366. The
OSA noted that the statutory requirement to make a payment to the county auditor for violaions of the
TIF Act applies to the $57,366 of tax increment that the city improperly paid to the developer.”

In its response, the city stated that the “necessary soil remova and filling could not be done without
relocating the exigting utilities” The documentation provided by the city was insufficient to dlow the OSA
to verify Thisstatement. Inthe December 30, 1999, find notice of noncompliance, the OSA reiterated its
finding that the city improperly spent $57,366 of tax increment from this TIF digtrict on Ste improvement
cods and costs of ingdlation of public utilities.

The city’s response did not address the disalowed costs that were not costs of rerouting utilities, which
included $47,000 for sawer and water accessability charges, $45,832.96 for conversion of power lines
from above ground to underground,”™ and $117 for remova of an em tree and an unknown charge of
$10.50. In theinitid notice of noncompliance, the OSA determined that these cogts did not meet the
statutory redtrictions on spending tax increment from this soils condition digtrict, because they were not

" See Minn. Stat. § 469.1771, subd. 3 (1998).

> According to the map provided by the city, the above-ground power lines were buried directly
bel ow where they had been suspended overhead, which was outside the area marked on the map
as being the area requiring soils correction.
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costs of correcting unusud terrain or soils deficiencies or additiond cogts of ingtdling public improvements
directly caused by the deficiencies.”? The city’ s response did not appear to dispute this determination.

The OSA referred this matter to the Isanti County Attorney by letter dated January 3, 2000. Copies of
the OSA’s notices of noncompliance and the city’s responses regarding this matter are included in

Appendix B.

O. FAILURETOINFORM COUNTY AUDITOROFBUILDINGPERMIT ISSUED BEFORE
APPROVAL OF TIF PLAN

City of Cambridge

In the December 31, 1998, initid notice of noncompliance, the OSA found that the City of Cambridge
faled to provide the county auditor with alist of the building permits that had been issued for parcelsin
Soils Condition Didrict 6-5 (Medicd Center/Community College) during the 18 months immediately
preceding approva of the TIF planfor thisdistrict on November 15, 1993. The OSA determined that the
city issued the building permits for the Cambridge Medica Center development, which was located on
parcels within this TIF digtrict, before November 15, 1993. The city did not inform the county auditor that
these building permits had been issued before the city gpproved the TIF plan. Thisfalure resulted in the
county auditor’ snot adjusting the original net tax capacity of this TIF digtrict by the net tax capacity of each
improvement for which a building permit was issued.”

During the on-gte ingpection of the city’s TIF records in November 1997, OSA audit staff found a copy
of aletter from an architect’s firm to the city which indicated that there were two building permits for the
Cambridge Medica Center devel opment, one of which wasissued before November 5, 1993. The OSA
sent the city aletter requesting copies of the building permits referred to in the letter from the architect’s
firm. The city sent aletter which confirmed that there were two building permits, but copies of the permits
were not enclosed with the letter. Instead, copies of two applications for building permits for the
Cambridge Medica Center development were enclosed. The first application, dated August 10, 1993,
wasfor $1 million for foundation/structure/stework only for the additionsto the existing hospital and dlinic.
The second application, dated September 22, 1993, was for $10 million for al work on the Cambridge
Medica Center not covered by the earlier gpplication. A notation on the second application, made by city
personnel at somelater date, indicated that the city received apayment of $6,531.59 on October 1, 1993,
which is consgtent with the amount indicated in the architecture firm's letter as the fee paid for the early
building permit. A notation on the first gpplication, made by city personnd a some later date, indicated
that the city received payment for the find building permit on November 9, 1993, which is consistent with
the architecture firm’ s letter and the city’ s letter. Based onthisinformation, the OSA made thisfinding of
noncompliance.

2 See Minn. Stat. § 469.176, subd. 4b (1992).
? See Minn. Stat. § 469.177, subd. 4 (1998).
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The city responded that it issued no building permits for parcels in Soils Condition Didrict 6-5 before it
approved the TIF plan for thisdistrict on November 15, 1993. According to the city, the developer of the
Cambridge Medicd Center submitted aninitid building permit gpplication for $1 million of foundation and
stework and a supplementary building permit gpplication for the remainder of the congtruction. The city
stated that it issued only one building permit (number 93115) for the entire devel opment, even though an
initid and asupplementary building permit application werefiled. Thecity Stated that itscustomary practice
is to assign a number to a building permit & the time it delivers the permit to the gpplicant, and then to
record the permit in arecord book. The city’ s response, however, did not indicate the date on which the
city issued the building permit number 93115 to the developer of the Cambridge Medica Center. It
appears the city has no record of thisdate. Instead, the city stated that the gpplication for building permit
number 93113 was dated November 24, 1993, the gpplication for permit number 93114 was not dated,
and the application for building permit number 93116 was dated December 6, 1993. Based on this
information, the city concluded that it must have issued building permit number 93115 after November 24,
1993, the date of the application for building permit number 93113.

In the December 30, 1999, fina notice of noncompliance, the OSA found that the city failed to inform the
county auditor that it had issued the firgt building permit for the Cambridge Medical Center development
within the 18 months before the city gpproved the TIF plan for this district on November 15, 1993. The
OSA concluded, based on dl available documentation, thet the city had issued two building permitsfor this
development. The architecture firm’s letter indicated that as of November 5, 1993, the initid building
permit dready had beenissued. It gppearstheinitid building permit was issued on or about October 1,
1993, when the city received the payment of $6,531.59. The OSA found that this documentation, taken
as awhole, indicates that the city issued the initid building permit for the Cambridge Medica Center
development before the city approved the TIF plan for this district on November 15, 1993.

The OSA referred this matter to the Isanti County Attorney by letter dated January 3, 2000. The OSA
aso forwarded the information in this finding to the Isanti County Auditor. Copies of the OSA’s notices
of noncompliance and the city’ s responses regarding this matter are included in Appendix B.

[1l. STATUTORY ISSUES

Through municipdities responsesto noticesof noncompliance and questionsreceived from city and county
officas and employees, the OSA has identified a number of areas wherethe TIF Act isambiguous or the
OSA’ sfindingsof noncompliance have conflicted with practitioners varyinginterpretationsof thelaw. This
report to the legidative committees with jurisdiction over TIF identifies certain ambiguities and conflicting
datutory interpretations in order to facilitate public policy discusson and alow for amendments to clarify
the law retroactively or to change the law prospectively.

A. SPENDING TAX INCREMENT IN EXCESSOF LINE-ITEM BUDGET AMOUNTS

A TIF plan must include a line-item budget, because a TIF authority is required to report the line-item
budget contained in the TIF plan:
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(©) Theannud financid report must dso include the following items

* * %

(3) for the reporting period and for the duration of the didrict, the amount budgeted
under thetax increment financing plan, and the actua amount expended for, at leat,
the following categories: (i) acquistion of land and buildings through condemnétion or
purchase; (ii) Ste improvements or preparation cods, (iii) indalation of public utilities,
parking facilities, sreets, roads, sdewaks, or other smilar public improvements; (iv)
adminidrative cogts, including the dlocated cost of the authority; (v) public park facilities,
fadlities for socid, recregtiona, or conference purposes, or other smilar public
improvementd.]

Minn. Stat. 8 469.175, subd. 6(c)(3) (1998) (emphasis added). This requirement for each district' sTIF
plan to include a line-item budget for the use of tax increment from the TIF district (and dl public funds
to be spent in or on behdf of the didrict) isin addition to the requirement to include an estimate of the cost
of the project.” Tax increment may be spent or transferred out only as authorized in the TIF plan.™ If,
for example, a TIF-plan budget indicatesthat the T1F authority will spend $100,000 of tax increment from
the TIF district on Siteimprovementsand the TIF authority spends $125,000 on siteimprovements, the TIF
authority has not spent tax increment as authorized in the TIF plan. It is the OSA’s postion that such
unauthorized spending of tax increment (i.e., spending the additiond $25,000 of tax increment on Ste
improvements) violatesthe TIF Act.

In responses to notices of noncompliance containing findings on this issue, municipaitieshave responded
that there was no legd obligation for a TIF authority to include a line-item budget in the TIF plan, and
therefore a TIF authority does not violate the TIF Act when it spends more tax increment on a line item
(e.g., Steimprovements) than the amount that the TIF plan authorized for that item. Municipaities dso
have asserted that TIF authoritiesand municipditiesthroughout the tate believe the TIF Act requiresaTIF
planonly to include estimates of cogts, which TIF authorities may exceed without consequence, provided
thetotal actual tax increment expendituresdo not exceed thetotal estimated tax increment expenditures
inthe TIF plan.

The OSA recommendsthat thisissue be darified through statutory change.” If the L egidature determines
that a TIF authority should be able to spend more tax increment on a category of cods (e.g., Site

7 See Minn. Stat. § 469.175, subd. 1(2)(5)(i) (1998).
5 Minn. Stat. § 469.176, subd. 4 (1998).

® The OSA has discontinued making findings that a TIF authority violatesthe TIF Act by spending
more tax increment on aline item than the TIF plan authorized. The OSA may resume making
findings of noncompliance on this issue depending upon what action, if any, the Legidature takes.
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improvements) than the amount included in the TIF-plan budget for that category of costs, without first
amending the TIF plan to authorize the additional spending, the OSA recommends that the Legidature
amend the statute that requirestax increment to be spent in accordance with the TIF plan so that this statute
is conggtent with the Legidature sintent.

On the other hand, if the Legidature determines that a TIF authority which intends to spend more tax
increment on a category of coststhan the amount included in the T1F-plan budget must first amend the TIF
plan to authorize the additiona spending, the OSA recommends that the Legidature specify a procedure
for such an amendment. The TIF Act specifies the procedure for approving certain kinds of TIF-plan
amendments, but is silent about the procedure for adopting other kinds of amendments, such as an
amendment to the amount budgeted for a category of costs.

If the Legidature decidesto enact either of these amendments, the OSA recommends that the amendment
be effective retroactively and apply to TIF districtswith certification request dates after July 31, 1979. The
OSA believesthat adopting a prospective effective datefor either of these amendmentswould create great
controversy regarding the proper interpretation of the law before the effective date.

B. COMMINGLING OF TAX INCREMENT WITH OTHER SOURCES OF FUNDS

A provisoninthe TIF Act requires a TIF authority to segregate tax increment from each TIF didrict ina
specia account on the TIF authority’ sbooks and records.”” In auditing expenditures of tax increment, the
OSA reviews whether a TIF authority has an accounting system that alows it to establish which
expenditures were paid with tax increment from a particular TIF district and which were paid with some
other source of funds. A TIF authority may spend tax increment only as authorized by the TIF Act and
bears the burden of demongtrating it has complied with the law.

The OSA hasfound that it is common practice for a TIF authority to have a separate capitd project fund
for each TIF didtrict and to deposit into a TIF digtrict’s capita project fund al sources of funds that will
be used to pay the publicly financed portion of the costs of the TIF-asssted development. For example,
a TIF authority might deposit into the capitd project fund for TIF Didtrict 1 thetax increment fromthe TIF
digtrict, plus specia assessment revenue collected from property in the didtrict, plus a grant from the
Department of Trade and Economic Development obtained to assst the TIF-assisted development. In
addition, the TIF authority might deposit in the fund the interest earned on the balance in the fund.”

The practice of depoditing tax increment and non-tax increment revenues into the same fund may or may
not violate the requirement to segregate the tax increment from each TIF digtrict in a specia account. If

7 Minn. Stat. § 469.177, subd. 5 (1998).

8 Someinterest earned on tax increment balances is tax increment and some is not, depending on
the certification request date of the TIF digtrict and when the interest revenue is recelved. See
Minn. Stat. § 469.174, subd. 25 (1998); Laws 1997, ch. 231, art. 10, sec. 2 and 25.
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the TIF authority records each deposit of money into the fund as adeposit into arevenue account for each
specific source of funds (e.g., tax increment, specia assessments, grant, interest earnings) and codes each
expenditure as being from a particular source of funds within the fund, then the tax increment will be
segregated.  The TIF authority will be able to demonstrate which expenditures were made with tax
increment, which were not, and how much tax increment remainsin the fund.

It appearsthat many TIF authoritiesrecord each deposit of money into the fund asadepost into arevenue
account for each specific source of funds, but do not code the expenditures in alike manner. The result
of this practice is that the TIF authority cannot demonstrate whether tax increment or some other source
of funds was used to make a particular expenditure, and cannot demonstrate how much tax increment
remansin the fund. In such agtuation, the deposit of non-tax increment revenuein the same fund with tax
increment results in the improper commingling of these different sources of funds. Commingling tax
increment from aTIF digtrict with other sources of funds, including tax increment from another TIF didtrict,
makesit impossible for the OSA to verify that tax increment was spent or transferred in accordance with
the TIF Act.

The Legidature may decide it would be good public policy to authorize TIF authorities retroactively to
declare how much of their past expenditures were made with tax increment and how much tax increment
remansin ther funds. For example, the Legidature might enact alaw permitting TIF authorities to adopt
a resolution dividing the totad expenditures from each of its TIF didricts into amounts paid with tax
increment and amounts paid with non-tax increment. Intheresolution, the T1F authority aso would declare
how much of each TIF digtrict’s fund balance was tax increment and how much was non-tax increment.
If such an approach were adopted, a TIF authority that had been commingling tax increment with other
sources of fundswould havea*clean date”’ upon adoption of the resol ution and would then be responsible
for segregating the tax increment from each of its TIF ditricts going forward.

C. DEFINITION OF “ADMINISTRATIVE EXPENSES’

Under the definition of “adminigtrative expenses,” many kinds of costs, such as bond principa payments,
loanprincipa and interest payments, and devel opment and rel ocation costsincurred outsdethe TIF didtrict
but within the project, appear to be classfied as adminidrative expenses, even though the OSA and dl
practitioners advising loca governments assume that these costs are not adminigirative expenses.

The OSA recommendsthat the L egid atureamend the definition of “adminidrativeexpenses’ to clarify these
issues. The OSA aso recommendsthat theamendment be effective retroactively and apply to TIF districts
with certification request dates before, on, or after August 1, 1979. The OSA believes that adopting a
prospective effective date for the amendment would create great controversy regarding the proper
interpretation of the law before the effective date.

D. DEFINITIONSOF“HOUSINGDISTRICT,” “PROJECT,” AND“HOUSING PROJECT”

For housing digtricts with certification request dates after May 1, 1988, the tax increment from these
housng districts “must be used solely to finance the costs of housing projects as defined in section
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469.174, subdivison 11.” Minn. Stat. § 469.176, subd. 4d (1998) (emphasis added). For purposes of
the pooling™ retrictions, any expenditure of tax increment from a housing district to finance costs of a
“housing project, asdefined in section 469.174, subdivison 11, isan activity in thedigtrict.” Minn. Stat.
§469.1763, subd. 2(b) (1998) (emphasis added).

According to the statutes quoted above, Minn. Stat. § 469.174, subd. 11 containsthe definition of “housing
project.” Section469.174, subdivison 11, isthedefinition of “housing didtrict,” not “housing project.” This
definition, however, imposes certain requirementsonthe“ project” areathat containsahousing digtrict, and
in that sense might be consdered to define “housing project”:

“Housing digtrict” means a type of tax increment financing district which consgts of a
project, or aportion of aproject, intended for occupancy, in part, by personsor families
of low and moderateincome. ... A project does not qudify under this subdivison if the
fair market vaue of the improvements which are congtructed for commercid uses or for
uses other than low and moderate income housing consists of more than 20 percent of the
total fair market value of the planned improvementsin the devel opment plan or agreement.
The far market vadue of the improvements may be determined using the cost of
congtruction, capitaized income, or other gppropriate method of estimating market vaue.

Minn. Stat. 8§ 469.174, subd. 11 (1998) (emphasis added).

It isthe OSA’ s position that ahousing project is an example of aproject areg, as defined in Minn. Stat. 8
469.174, subd. 8. Therefore, tax increment from ahousing district may be spent on activitiesin the project
areathat contains the housing didtrict only if the project area meets the qualifications for ahousing project
under Minn. Stat. § 469.174, subd. 11. Furthermore, for purposes of the pooling restrictions, any
expenditure of tax increment from a housing digtrict to finance the costs of the project that meets the
requirementsfor Minn. Stat. 8 469.174, subd. 11 countsasan expenditurefor an activity inddethehousing
digtrict, even if the activity actudly is located outside the housing district.®® Some TIF authorities and
municipdities, and the attorneys who advise them about TIF issues, disagree with certain aspects of the
OSA’ s position and have offered avariety of dternativeinterpretations of these provisonsof the TIF Act.

The OSA recommends that the Legidature review the definition of “housing didrict,” the limitation on the
use of tax increment from housing digtricts, and the limitation on pooling to ensure that these Satutes match
the Legidature sintent. If the Legidature decides to enact any amendments to the definition of “housing
digtrict” and the limitation on the use of tax increment from housing districts, the OSA recommendstheat the
amendment be effective retroactively and gpply to TIF digtricts with certification request dates after May

" “Pool” or “pooling” areterms used to mean the expenditure of tax increment on costs of activities
that occur outside the geographic boundaries of the TIF digtrict that generated the tax increment.

8 Spe Minn. Stat. § 469.1763, subd. 2(b) (1998).
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1, 1988. The OSA bdlieves that adopting a prospective effective date for the amendment would create
great controversy regarding the proper interpretation of the law before the effective date.

E. DEFINITION OF “INCREMENT”

In 1997, the Legidature enacted a definition of “increment.”® The effective date for this definition is
extremdy complex. Certain aspects of the effective date are difficult for the OSA and users of TIF to
understand, and other aspects have resulted in disagreements between the OSA and users of TIF.

Firg, the definition of “increment” includes “ taxes paid by the captured net tax capacity, but excluding any
excesstaxes, as computed under section 469.177.”8? Thistax increment sometimesisreferredto as*“raw”
tax increment, to digtinguishit from other forms of tax increment derived from “raw” tax increment. This
part of the definition is effective only for TIF districts with certification request dates after July 31, 1979,
and for payments received after July 1, 1997.%8 If this effective-date language were applied literdly, any
“raw” tax increment received before duly 2, 1997, would not be tax increment.

Second, thereis disagreement regarding whether clause (3) or clause (4) of the definition of “increment”
goplies to loan interest payments received by a TIF authority on a loan made with tax increment.
Determining which clause appliesis important, because clauses (3) and (4) have different effective dates.
The effective date for clause (3) islater, and thus more favorable for TIF authorities, than clause (4).

Some TIF authoritiesand municipdities have argued that |oan interest paymentsfal within clause (3) of the
definition, which applies to “repayments of loans or other advances made by the authority with tax
increments” Minn. Stat. § 469.174, subd. 25 (1998). It isthe OSA’s position that interest on aloan
made with tax increment is “interest or investment earnings on or from tax increments’ and is subject to
clause (4) of the definition. Minn. Stat. § 469.174, subd. 25 (1998). Clause (3) of the definition of
“increment” explicitly applies only to “repayments of loans’ by a borrower, not al of the debt service
payments by a borrower. Minn. Stat. § 469.174, subd. 25 (1998) (emphasis added). The principal
portions of debt service paymentsare “ repaymentsof loans,” becausethe TIF authority disbursestheloan
principa to the borrower, and the borrower repays the principal. 1n contrast, the TIF authority does not
pay the interest to the borrower, so the borrower does not repay the interest. Therefore, the interest
portions of debt service payments are not “ repayments of loans.”

8 SeelLaws 1997, ch. 231, art. 10, sec. 2 (enacting Minn. Stat. § 469.174, subd. 25).
8 Minn. Stat. § 469.174, subd. 25(1) (1998).
8  Laws 1997, ch. 231, art. 10, sec. 25.
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F. DISCOUNT RATE TO CALCULATE PRESENT VALUE OF TAX INCREMENT

As part of the“but for” test, amunicipaity must make the following finding before it may approvethe TIF
plan after June 30, 1995:

[T]he increased market value of the Ste that could reasonably be expected to occur
without the use of tax increment financing would be less than the increase in the market
vaue estimated to result from the proposed development after subtracting the present
valueof the projected tax incrementsfor the maximum duration of thedigtrict permitted
by the plan. The requirements of this clause do not apply if the didtrict is a qudified
housing district, as defined in section 273.1399, subdivision 1.3

Minn. Stat. § 469.175, subd. 3 (1998) (emphasis added). To caculate the present value of a projected
streamof revenue, such astax increment from anew TIF district, one must use adiscount rate. Thisstatute
does not specify a discount rate.

The OSA recommends that the L egidature amend this statute to specify a discount rate or aformulaand
asource of datafor caculating a discount rate to assst in determining compliance with this statute. If the
Legidature enacts such an amendment, the OSA recommends that the amendment be effective
prospectively and gpply only to TIF districts with certification request dates after some future date.

G. LIMITATION ON ADMINISTRATIVE EXPENSES

For TIF districtswith certification request dates before August 1, 1979, or after June 30, 1982, theamount
of tax increment that may be used to pay administrative expenses is limited to ten percent of the tota
edimated tax increment expenditures authorized in the TIF plan or ten percent of the total tax increment
expenditures for the project, whichever isless® It is difficult to determine ten percent of the total tax
increment expenditures for the project, because there may be more than one TIF didtrict in a project and
the duration of the project may extend many years beyond the duration of a particular TIF didtrict.

The OSA recommendsthat the L egidature amend the limitation on adminisirative expensesto provide that
the limit is ten percent of the estimated tax increment expenditures authorized in adigrict’ s TIF planfor a
digtrict or ten percent of the district’ s totd tax increment expenditures for the project, whichever isless.

8 The“dause’ referred to inthislast sentenceincludes not only thismarket val ue test quoted above,
but also the“but for” test itsdf. Qudified housing digtricts were not exempt from the“but for” test
before the amendment that added thislanguage. SeeMinn. Stat. §469.175, subd. 3(1994); Laws
1995, ch. 264, art. 5, sec. 18. The gpparent exemption of post-1995 qudified housing digtricts
from the “but for” test appears to be a drafting error.

8 Minn. Stat. § 469.176, subd. 3(a) (1998).
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The OSA recommends that this amendment apply prospectively only to TIF didricts, or geographic
enlargements of exiging TIF didtricts, with certification request dates after some future date.

H. USE OF TAX INCREMENT FOR TOURISM FACILITIES

In 1999, the L egidature amended Minn. Stat. § 469.176, subd. 4g to prohibit the use of tax increment for
acommonsareaused asapublic park or for afacility used for socid, recreationd, or conference purposes,
except that tax increment may be used for the renovation or construction of a privately owned conference
fadlity.®® Anearlier statute providesthat tax increment from an economic devel opment district may be used
to finance development of afacility if at least 85 percent of the buildings and facilitiesare used for atourism
fadility.” The definition of “tourism fadility” indludes a facility used for socia or recreational purposes or
a publicly owned conference facility, al of which now are prohibited uses of tax increment under the
amendment to Minn. Stat. § 469.176, subd. 49.% Therefore, it appearsthese two statutes arein conflict.

Furthermore, it is difficult to determine compliance with the definition of “tourism facility.” Specificdly, a
fadility qudifiesasa“tourism fadility” if, among other things, it—

is located in a county in which, excluding the cities of the firs class in that county, the
earnings on tourism-related activities are 15 percent or more of the total earningsin the

county[.]

Minn. Stat. 8§ 469.174, subd. 22 (1998). The statute does not specify the source of data for the amount
of earnings in each county on tourism-related activities, and the OSA is not aware of any source for this
data. Therefore, the OSA cannot determine which facilities are located in a county which meets this
qudification.

The OSA recommendsthat the Legidature ddete“tourism facilities’ fromthelist in Minn. Stat. 8 469.176,
subd. 4c of gpproved usesof tax increment from an economic devel opment district and repeal the definition
of “touriam fadlity” in Minn. Stat. § 469.174, subd. 22. If the Legidature enacts these amendments, the
OSA recommends that the amendments be effective progpectively and apply only to TIF digtricts with
certification request dates after some future date.

I. EXTENSION OF TIME TO RESPOND TO NOTICES OF NONCOMPLIANCE

If amunicipality recaeivesanoticefrom the OSA that its TIF authority isnot in compliancewiththe TIF Act,
the municipdity must respond in writing within 60 days after receiving the notice of noncompliance. The

8 Laws 1999, ch. 243, art. 10, sec. 2.
8 Minn. Stat. § 469.176, subd. 4c (1998).
8  Minn. Stat. § 469.174, subd. 22 (1998).
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municipdity’ s written response must state whether it accepts, in whole or in part, the OSA’ s findings of
noncompliance. If the municipdity disagrees with any of the findings, the written response must indicate
the basis for the disagreement &°

Many municipdities have informed the OSA that the 60-day statutory response period is difficult to mest.
The OSA'sinitid notice of noncompliance often will contain numerousfindingswhich the municipaity must
review and research prior to preparing awritten response to the notice of noncompliance.

Therefore, the OSA recommendsthat the L egidatureamend Minn. Stat. 8§ 469.1771, subd. 1(c) to extend
the time within which amunicipdity must submit its written response to anotice of noncompliance from 60
days to 90 days after receiving the notice® If the Legidature enacts this amendment, the OSA
recommends that the amendment be effective prospectively and apply only to responses to notices of
noncompliance issued after some future date.

IV. CONCLUSION
In December 1998, the TIF Divison moved its offices to a new location:

Office of the State Auditor
Tax Increment Financing Divison
505 Spruce Tree Centre
1600 Univergty Ave. W.

St. Paul, MN 55104
Telephone: (651) 642-0767
Fax: (651) 642-0769
emal: tifdivis on@osagate mn.us

8 Minn. Stat. § 469.1771, subd. 1(c) (1998).

% Regarding a related provision, the OSA aso recommends that the Legidature extend the time
period after which violation payments are considered late from 60 days to 90 days after the
municipaity receives the OSA’s natice of noncompliance. See Minn. Stat. § 469.1771, subd. 5
(1998).
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The TIF Divison' s geff isavallable to answer questions you may haverdatingto TIF. Pleasefed freeto
contact any of our gaff at the telephone numbers listed below.

Bill Connors, TIF Divison Director (651) 642-0837
Marsha Pattison, Office Specialist (651) 642-0767
Hassan Bagtani (651) 642-0775
Paul Eisenmenger (651) 642-0892
Matthew Gaetz (651) 643-2132
Kurt Mudler (651) 642-0832
James Silen (651) 642-0823
Linda Thomas (651) 642-0815
David Wilwert (651) 642-0824
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EXHIBIT 1
Statisticson TIF Reporting for Year Ended December 31, 1998

Three gatutory subdivisonsimpose annud reporting obligations on TIF authorities and municipaities and
describe the TIF information they must submit.®* All three TIF-reporting subdivisions apply to al TIF
digtricts regardless of when they were created. All three subdivisons mandate that TIF authorities and
municipdities submit the required informeation to the OSA.

In 1998, at the OSA’ s request, the Legidature lengthened the time that TIF authorities and municipdities
have to prepare their TIF reports by changing the filing deadlinefrom July 1to August 1 eachyear % This
new filing deadline was effective starting with the TIF reports that were required to be filed in 1999.%

Inadditiontofiling TIF reports, a TIF authority must publish certain statutorily required financid information
about each of its TIF digtricts in a newspaper of generd circulaion.®* The Legidature changed the
publication deadline from July 1 to August 15 effective sarting with the publications that were required to
be made in 1999.%

IN 1998, the L egidature also enacted Minn. Stat. §469.1771, subd. 2a, which establishes aprocedure for
tax increment to be withheld by the county auditor if the TIF authority or municipdity falls to file reports
containing the required TIF information, or a copy of the annud disclosure statement, by the statutory
deadline® The withheld tax increment will be released and distributed whenever substantially complete
TIF reports eventualy are filed. These changes were effective starting with the TIF reports and annua
disclosure statement that were required to be filed in 1999.%

% SeeMinn. Stat. § 469.175, subd. 5, 6, and 6a (1998).
%2 Laws 1998, ch. 389, art. 11, sec. 2, 3and 4.

% Laws 1998, ch. 389, art. 11, sec. 29. These were the TIF reports and disclosure statement for
the year ended December 31, 1998.

% Spe Minn. Stat. § 469.175, subd. 5(b) (1998).
% Laws 1998, ch. 389, art. 11, sec. 2 and 29.

% Seelaws 1998, ch. 389, art. 11, sec. 8.

9 Laws 1998, ch. 389, art. 11, sec. 29.
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A totd of 433 TIF authorities had TIF districts for which they and their municipalities were required tofile
TIF reports with the OSA for the year ended December 31, 1998, which were due by August 2, 1999.%
These TIF authorities and municipaities were required to file reports for 2,061 TIF digtricts.

The OSA returns TIF reports that are not substantialy complete and treats them as not filed. Of the 433
TIF authoritieswith TIF digtricts for which filing was required, 305 had substantially complete TIF reports
for dl their TIF digricts and copies of their annua disclosure satements filed with the OSA by the August
2,1999, deadline.® In addition, 65 TIF authorities had at least some of the required TIF reportsfiled with
the OSA by the August 2, 1999, deadline, but either (1) not dl of the required reports werefiled, (2) not
al of the required reports were substantialy complete, or (3) the copy of the annua disclosure statement
was not filed by the deadline.®

In contragt, the following 63 TIF authorities had no reportsfor their TIF digtrictsfiled with the OSA by the
August 2, 1999, deadline:

Aitkin, City of Clarkfidd HRA Hallock, City of
Bagley, City of Cologne, City of Hector, City of
Bagley HRA Cook County/Grand Hibbing, City of
Bdle Pane EDA Marais Joint EDA Hinkley, City of
Benton County Coon Rapids, City of Hoffman, City of
Brooklyn Center, City of Cottonwood County Holdingford, City of
Brooklyn Park, City of Deephaven, City of Howard Lake, City of
Browns Vdley, City of Dexter, City of Hutchinson, City of
Butterfield, City of Dundas, City of Isanti, City of
Caedonia, City of Elgin, City of Ide, City of
Cannon Falls, City of Frazee, City of Lake City, City of
Carver, City of Freeborn County HRA Mapleview, City of
Clara City, City of Goodview, City of Medford, City of

% The gtatutory deadlinewas August 1, 1999, which wasaSunday. Consequently, the OSA treated
astimey any substantialy complete TIF reports that were filed on or before Monday, August 2,
1999.

% The percentage of TIF authorities with substantially complete 1998 TIF reports for al their TIF
digricts filed by the August 2, 1999, was 70.4 percent. In comparison, the percentage of TIF
authorities with subgtantialy complete 1997 TIF reportsfor dl their TIF digrictsfiled by the July
1, 1998, was 42.4 percent.

190 The percentage of TIF authoritieswithout substantially complete 1998 TIF reportsfor al their TIF
digtricts but which filed something by the August 2, 1999, was 15.0 percent. In comparison, the
percentage of TIF authorities without substantialy complete 1997 TIF reports for dl their TIF
digtricts but which filed something by the July 1, 1998, was 34.7 percen.
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Meire Grove, City of City of Spring Lake Park, City of

Montgomery EDA Onamia, City of Verndale, City of
Montrose, City of Ortonville, City of Virginig, City of
Moose Lake, City of Fillager, City of Wabasha, City of
Mounds View EDA Richmond, City of Wahkon, City of
Minnegpolis Community Rush City, City of Waddorf, City of
Development Agency . Bonifacius, City of Watertown, City of
North Branch, City of Savage, City of Woodbury, City of
Norwood/Y oung America, Sebeka, City of Wyoming, City of

OnAugust 16, 1999, the OSA mailed noticesto 128 TIF authoritiesinforming them that the OSA had not
received subgtantialy complete 1998 TIF reports for one or more of their TIF digtricts as of August 2,
1999, and that tax increment from those districts would be withheld pursuant to Minn. Stat. 8 469.1771,
subd. 2a. On November 19, 1999, the OSA mailed notices to county auditors to withhold distributions
of tax increment from identified TIF didricts to the following 19 TIF authorities because, as of November
16, 1999, the OSA had not yet received substantially complete 1998 TIF reports for the identified TIF
digricts:

Bagley HRA Elgin, City of Norwood/Y oung America,
Benton County Hector, City of City of
Brooklyn Park, City of Holdingford, City of Onamia, City of
Caedonia, City of Howard Lake, City of Fillager, City of
Clara City, City of Medford, City of Wabasha, City of
Clarkfiddd HRA Mounds View EDA Wyoming, City of
Cologne, City of Northwest MN Mullti-

County HRA

In addition to reviewing al TIF reports for completeness, the TIF Divison staff reviews the contents of
many of the TIF reports each year for reporting accuracy and potentia legal compliance issues. During
the course of these in-depth reviews, the TIF Divison staff may find Stuaions where a TIF authority has
received tax increment after the TIF district was required to be decertified or has made unauthorized
expenditures of tax increment. From January 1, 1996, to date, the review of reports by the TIF Division
gaff and subsequent contact with reporting loca government units, plus the lega compliance auditing
performed by the TIF Divison gtaff, has resulted in over $2.7 million being paid to county auditors
voluntarily or asthe result of settlement agreements with county attorneys. This amount was redistributed
to the cities, towns, counties, and school didtricts in which the rdlevant TIF districts were located.* In
addition, the OSA’s TIF enforcement activities may have prompted internd examinations that resulted in
additiona voluntary payments to county auditors of which the OSA is unaware.

101 See Minn. Stat. 88 469.176, subd. 2, and 469.1771, subd. 2 and 3 (1998). Some of the school
digtricts which received these redistributions had their state aid decreased by the amount received
from the redistributions, which resulted in a savings to the sate's Generd Fund.
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