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Cities paid for development costs but 
shared the tax benefits with other tax 
districts. This was not equitable.

In the 1950’s, the State of California 
developed Tax Increment Finance or 
“TIF”.

In 1975, the Wisconsin Legislature 
responded created its own the TIF Law.

Through TIF, cities and other tax districts 
share both the costs and benefits of 
development.

In the past:



TID Boundary—

The city proposes a geographic boundary around a development or 
redevelopment area.

The boundary must contain whole units of property.

Types of TIDs—

Blighted Area‐27‐yr. Life, 50% blighted

Industrial – 20 –yr. Life, 50% zoned and suitable for industrial

Mixed Use –20‐yr. Life, 50% zoned for mixed‐use, no more than 35% newly‐
platted residential

Base Value & Tax Increment—

Property value that exists prior to the creation of a TID. 

Other tax jurisdictions don’t lose revenues they had prior to TIF

Tax increment = Total levy on value growth above, flows to City

Cost Recovery—

When costs are repaid, TID must close

Value growth returned to other tax jurisdictions

Residual tax increment distributed 



Eligible Costs
Public Improvements
Streetscape
Land Acquisition
Demolition
Remediation
Construction
TIF Administration Cost
Finance Cost

Ineligible Costs
Public Buildings
City Operating Costs 
Assessable Costs



1. TID Boundary Drawn

2. TID Base Value Established:

 
$1,000,000



3. TID Created – Partnership With Overlying Tax Jurisdictions

4. Development Occurs



5. Tax Increment Generated



Blight Determination: A private consultant 
measures blighting 
conditions in the area. 

TIF Project Plan: Staff draws a boundary, 
forecasts growth and 
project costs.

Public Hearing: The Plan Commission 
hears public comment. 
Common Council adopts.

Joint Review Board: Overlying tax districts 
approve the TID.



Steps

TID Boundaries developed

Identify potential projects and costs

Feasibility Assessment (Gap Analysis, TIF Run)

Blight study (Blighted Area District only)

Joint Review Board (JRB) organizational meeting

Notify Overlying taxing jurisdictions (County, Tech 
College, School District, City)

Notify property owners (Blighted Area District only)

Council Introduction

Public Hearing (Plan Commission)

Board of Estimates 

Common Council action

Joint Review  Board action (approve/deny)

Time Required: 

5 months

Project Plan

Public 
Process



There are three types of blight: 
1) Physical

-Poor condition
-Obsolete platting or poor land use

2) Economic
-Declining property value
-High vacancies

3) Social
-Crime
-Unemployment

There are different degrees of blight...
Correctable (i.e. a broken window, cracking paint or graffiti)

Severe (i.e. cracked foundation wall or  sagging roof)      
A blight determination does not trigger condemnation, 
cause a cloud on title, building code enforcement or 
penalties.



Developer

City

Seller

Supporters 
& Critics

Other 
Developers

Here’s how the TID 
begins, grows and then 
closes…

Here’s how a project flows through 
the process and the various actors 
that affect it.



TIF Objectives and Policies:

1. Set priorities for TIF
2. Establish rules for creation and amendment of TIDs
3. Create TIF Loan underwriting standards

Financial Decision Making

1. Importance of TIF Generator
2. How TIF Pays for Cost
3. Methods of Financing

-Accrual & Borrowing

4. Cost Recovery and TID Closure
5. Gap Analysis



TIF Process

Land Use and TIF decisions  made simultaneously

Key TIF Underwriting Policies:

TID creations or amendments must have at least $3 MIL TIF 
“generator”

A project requiring a TID creation or amendment must meet  the 
“but for” prior to TID being amended or created.

“But for” standard is determined  through gap analysis

The “50% Rule” – a project is eligible for up to 50% of TIF it 
generates

Developer equity must equal or exceed TIF loaned to the project.



Does every project 
get TIF assistance?

Not always. TIF Policy outlines 
its objectives, priorities and 
practices concerning the use of 
TIF. 

Some projects are more desirable than 
others because they meet one or more 
of these TIF Policy objectives. 



Near-term private development projects, called “TID 
generators” are essential to generate immediate tax 
increment that jump-starts a new TID. 

Madison TIF Policy requires that new TIDs have at 
least a $3 million TID generator.

Expenditures in the TID Project Plan are conservatively 
timed upon such generators.



Tax Increments 
Repay City Debt

Project Cost

Accumulated Tax Increments
Pay for Cost



YearYear Estimated Estimated 
IncrementIncrement

Accumulated Accumulated 
Increment Increment 
MethodMethod

Discounted Discounted 
Value of Value of 
DollarDollar

Borrowed Borrowed 
Funds Funds 
MethodMethod

11 $0$0 $0$0 1.001.00 $0$0

22 $210,000$210,000 $210,000$210,000 .95.95 $199,500$199,500

33 $420,000$420,000 $630,000$630,000 .90.90 $567,000$567,000

44 $425,000$425,000 $1,055,000$1,055,000 .85.85 $896,750$896,750

55 $430,000$430,000 $1,485,000$1,485,000 .80.80 $1,188,000$1,188,000

The Two Methods of TIF Funding

Increment may be spent as 
it is collected or accrues

Or..borrow funds based on the 
discounted value of tax 
increments collected over time.



Funds Borrowed $2,000,000 10 Years, 5% Interest

Year 1 Year 2 Year 3 Year 4 Year 5 Year 6 Year 7
Balance Owed (P&I) 2,550,000      2,550,000   2,250,000    1,960,000   1,680,000    1,410,000     1,150,000   
Tax Increment ‐                  420,000      430,000        440,000      550,000       650,000        750,000      
Annual Principal Pmt ‐                  (200,000)     (200,000)      (200,000)     (200,000)      (200,000)       (200,000)     
Annual Interest Pmt. ‐                  (100,000)     (90,000)         (80,000)       (70,000)        (60,000)         (50,000)       
Total Payment ‐                  (300,000)     (290,000)      (280,000)     (270,000)      (260,000)       (250,000)     

Excess Increment ‐                  120,000      140,000        160,000      280,000       390,000        500,000      
Accrued Excess Increment ‐                  120,000      260,000        420,000      700,000       1,090,000     1,590,000   

Accrued Excess Increment Yr. 7 1,590,000     
Balance Owed (P&I) (1,150,000)    
Residual Tax Increment 440,000        

2. When enough excess 
increments accrue to 
make the remaining 
principal and interest 
payments, the TID 
closes. 

3. A portion of the 
residual  tax increment is 
distributed to each tax 
jurisdiction when the TID 
closes.

1. Excess increment is 
deposited in a special 
debt service account.



Base Value $1,000,000

Incremental Value 15,000,000

Total Value Upon 
TID Closure

$16,000,000

Taxes:

City 96,000

County 113,000

School District 225,000

Technical College 16,000

Total Tax Levy $450,000

$  90,000 increase (16x)

$103,000 increase (10x)

$212,000 increase (17x)

$   15,000 increase (16x)

So… in return for foregoing their portions of the levy on value 
growth, overlying tax jurisdictions benefit by increased tax 
revenues when a TID closes.



But what if we 
wait? Don’t our 
schools need 

those levy 
revenues right 

now?

Without TIF, the 
schools would 
receive their share 
of the levy with 
perhaps, modest 
growth.

Finally, TIF is budget-neutral for schools, i.e.
a reduction in value growth =  increased by state 
aid. 

Conversely, increased value at TID closure = 
reduced state aid.

TIF’s objective is to increase that 
levy through significant value 
growth.



Year 1 Year 2 Year 3 Year 4

Property Value $1,000,000 $1,020,000 $1,040,000 $1,060,000

Taxes Levied* 30,000 30,600 31,200 31,800

% Value Growth 2% 2% 2% 2%

*Constant mill rate

Taxes

City $6,000 $6,120 $6,240 $6,360

County 10,000 10,200 10,400 10,600

Schools 13,000 13,260 13,520 13,780

Tech. College 1,000 1,020 1,040 1,060

Total Levy $30,000 $30,600 $31,200 $31,800

In this case, the benefit of a $450,000 future tax levy with TIF 
outweighs foregoing 2% value growth without TIF. 

Here’s the impact of a slower 
value growth without TIF



But how do we 
know that the $15 

million project 
wouldn’t be built 

anyway?

By proving that a “but for” condition exists. 
We do this through gap analysis.



Step 1: Estimate available TIF.

Value estimate is important. Value drives the amount of  tax increment.
The City estimates increment generated by either a project or a TID in a 
document called a “TIF Run.”

Step 2: Analyze sources and uses (cost). 

Loans, Equity, lending ratios etc. Are they standard?
Verify costs, ratios, industry standards for soft costs, fees

Step 3: Define the gap, present the “but for”

 

finding.

Gap exists when cost exceeds funding sources
Gap is demonstrated by numbers, not a developer incentive 
No gap = no TIF. No questions.

Step 4: Audit the project at completion

If actual numbers are different, developer repays difference
Keep data for comparison



Note how the 
value is timed 
based on 
construction

Note how 
tax 
increment 
accrues

The amount 
that could be 
borrowed

The amount 
available to 
project per 
50% Rule

Value and levy growth 
and interest 
assumptions



In this 
column, the 
project 
numbers are 
analyzed.

In this column, the 
City makes 
adjustments based 
on market data.



This 
section 
analyzes 
and 
adjusts 
sources 
and 
uses

This section 
analyzes and 
adjusts profit

The gap finding is the result 
of all adjustments to 
sources, uses and profit



• 36 TIDs created since 1977.

• No failed TIDs–i.e. increment is repaying debt

• 12 active TIDs

• $95 million of TIF invested in 68 projects

• $1.3 billion of growth in all active TIDs.

• Average TID Life: 12 years

• Residual Increment Distributed By TID Closings: $21.3 million

• Residual Increment Distributed to Schools By TID Closings: $9.7 
million





Note: The 
blue dots 
represent 
TIF-financed 
projects



More questions contact:

Joe Gromacki

TIF Coordinator

City of Madison, WI

215 Dr. Martin Luther King Jr. Blvd

Madison 53701

(608) 267‐8724

jgromacki@cityofmadison.com

mailto:Jgromacki@cityofmadison.com
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