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Local Brownfield Financing Tools

Local governments often know best when the redevelopment of a blighted or underused
brownfield site is needed to revitalize a neighborhood or spur economic development. To encourage
developers to take on such sites, local governments have created a variety of financing tools that can
leverage private dollars, improve the developer’s financial position, reduce lender risk, or fund property
improvements needed for redevelopment to proceed. These tools include the following:

e Tax Increment Financing: The use of anticipated increases in property taxes generated by a
development project to finance public-sector infrastructure that serves the project — revenues are
typically raised through bond sales backed by a pledge of the incremental increase in tax
revenues..

o Tax Abatements: A freeze on assessed land value, temporary rate reduction, or exemption from
particular property or other taxes to stimulate investment in building improvements or new
construction.

o Locally Capitalized and Operated Revolving Loan Funds: Typically fixed-rate, low-interest,
and/or long-term loan funds that supplement or leverage private financing, typically capitalized
with dollars that do not have to be repaid and sustained through the repayment of principal and
interest.

e General Obligation Bonds: Locally issued bonds for purposes including land acquisition, site
preparation, or infrastructure improvements.

Tax Increment Financing

Tax increment financing (TIF) programs are built on the premise that redevelopment will create
new value, and that this anticipated value can be used to finance part of the activities needed to create it.
TIF uses the anticipated increase in property taxes generated by a development project to finance public-
sector investment in it. Local governments issue TIF bonds for specified redevelopment activities, such
as acquiring and preparing the site; upgrading utilities, streets, or parking facilities; and carrying out other
necessary site improvements.

TIF allows cities and development authorities to support revitalization activities that the private
sector is unwilling or unable to undertake. By using TIF, cities and development authorities have tools
for enhancing the tax base, creating and retaining jobs, and cleaning polluted land for productive use and
reusing existing infrastructure. TIF also can help provide a broad range of housing opportunities while
enhancing neighborhood stability and commercial enterprises.

TIF is the most common form of local support for brownfield redevelopment, with the most
widespread use in California, Colorado, Florida, Illinois, Indiana, and Wisconsin. States provide the
authority for local governments to pursue TIF financing, laying out the basic ground rules that
communities must follow. Enabling legislation varies from state to state, but there are several common
requirements:

e Alocal government or redevelopment agency establishes a TIF authority to define an appropriate
redevelopment district.

e Local assessors then freeze property value in the designated district to establish the revenue base,
which is in effect for a specific length of time—typically 10 to 25 years.
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o Generally, TIF authorities must prepare a redevelopment plan that describes proposed projects,
their feasibility, their costs, and a timetable for activities to complete them.

Although TIF is an ideal financing tool for brownfield projects, many jurisdictions have hesitated
to use it for this purpose because it can be difficult to retire the bonds if the projected development fails to
materialize or unanticipated complications arise. Some local economic development practitioners also
find the complexity of many TIF programs is a practical disadvantage to using them. They can be time
consuming to put in place and require high levels of technical expertise and negotiating savvy to move a
project from concept to implementation—especially when there are environmental issues.

Chicago TIF

The City of Chicago uses TIF assistance, usually exceeding $1 million per project, to promote
private investment in blighted sections of the city. The funds are used to build and repair roads and
infrastructure, clean polluted land, and rehabilitate vacant properties, usually in conjunction with private
development projects. Illinois state law requires that areas proposed for TIF designation possess
numerous blighting factors, such as obsolescence, code violations, excessive vacancies, inadequate
utilities, and dilapidation or deterioration. Funds are generated by growth in the Equalized Assessed
Valuation (EAV) of properties in a designated district over a period of 23 years.

For example, $17 million in TIF financing was instrumental in funding a public-private
partnership between the Ford Motor Company and the city of Chicago, state of Illinois, and CenterPoint
Properties to create the Chicago Manufacturing Campus, North America’s first automobile supplier park.
Following remediation and re-engineering at a 155-acre former steel mill site, the new, 1.6-million-
square-foot campus opened in 2003, ultimately creating more than 1,400 jobs with 12 companies that
produce parts for Ford vehicles.

Michigan Brownfield Redevelopment Authorities

TIF is the key element in Michigan’s brownfield program, built on local Brownfield
Redevelopment Authorities (BRAS). To encourage brownfield redevelopment, the Brownfield
Redevelopment Financing Act (1996 PA 381, as amended) allowed local units of government to establish
one or more BRAS to identify and plan for brownfield reuse. In addition to adopting brownfield plans
that identify potential activities to be conducted on an eligible property, BRAs provide for the use of TIF
to capture property taxes to provide reimbursement for the costs of the eligible activities. The BRA also
may establish a Local Site Remediation Revolving Fund from certain captured taxes to cover eligible
expenses on other designated properties in the BRA’s jurisdiction.

A TIF district in Wyandotte, Michigan, supported most of the cost of developing a $5.2-million
golf course and park at a former chemical site on the Detroit River. These recreational amenities
provided an unanticipated benefit for Wyandotte by spurring a significant increase in property values and
investment in housing rehabilitation in the formerly declining neighborhood adjoining the site.

Minnesota Hazardous Substance Subdistricts
Minnesota has a special TIF option, called the hazardous substance subdistrict—Ilocated in an
existing TIF district—which is designed to meet the financing needs of brownfield areas. The law

permits the frozen tax value in the subdistrict to be reduced or “written-down” by the cost of cleanup,
allowing the increment to be collected on the existing tax base; no development or increase in value is
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needed to generate the increment. Increments from the subdistrict may be collected for the lesser of 25
years or the time needed to recover site cleanup costs.

An area must meet three basic requirements to qualify as a hazardous substance site:

e The parcels must contain hazardous substances, pollutants, or contaminants.
The authority must have an agreement or a plan to use increments or other funds to pay for
removal or remedial actions (e.g., the developer has agreed to clean up the site).

e The Minnesota Pollution Control Agency must have approved a development action response
plan for the parcels, generally specifying the method by which the hazardous substance or
pollutants will be cleaned up.

The increments may be used only for removal or remedial actions for either hazardous substances or
petroleum; pollution testing, demolition, and soil compaction; the purchase of environmental insurance or
deposits to a guaranty fund to indemnify against environmental liability; and administrative and legal
costs.

The city of Minneapolis used TIF in the 1990s when the declining Johnson Street Quarry became
the subject of an intense community effort to bring retail to the northeast area of the city. TIF was the key
to getting the finance in place, and the TIF-financed shopping center has resulted in more than 2,000 new
jobs and sales tax increases of more than $3 million per year—far more than needed to satisfy the TIF
repayment requirements.

More recently, the city used TIF to partially finance redevelopment of the former Sears retail and
catalog facility—Minnesota’s second-largest development project after the Mall of America, with nearly
1.2 million square feet on almost 11 acres of land. Known as the Midtown Exchange, the project will
include Allina Commons, a corporate headquarters that will bring 1,500 jobs; the Global Marketplace, a
commercial market designed to involve local ethnic businesses and entrepreneurs; a 136-room, full-
service hotel; 52 town homes, 89 condominiums, and 219 rental apartments; and a variety of office and
retail space. The project includes a 1,234-car parking ramp, financed with $6.7 million in TIF. In
addition, TIF-supported revenue bonds may provide $1.47 million for the construction of ownership
housing, and a pay-go TIF note will provide $3 million for the construction of rental housing.

Tax Abatements

Cities and towns commonly use tax abatements to stimulate investments in building
improvements or new construction in areas where property taxes or other conditions discourage private
investment. Abatements usually apply to property taxes, but they also may be granted for sales,
inventory, and other levies. They can take several forms:

o A freeze on the assessed value of land or buildings at some point, usually prior to improvement;
e A reduction in the tax rate for a certain period of time—typically 5, 10, or 20 years; or
e An exemption from some types of property from taxation altogether.

Some abatement programs use sliding scales, providing full abatements initially, when business

cash needs are the greatest. Several states, including Connecticut, Idaho, Maryland, and Ohio, allow
several years following brownfield remediation before fully reassessing the property value under its new
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use. Usually the state must grant local governments the authority to offer tax abatement programs, and
allows participation only in specially designated areas, such as economically distressed communities or
deteriorating neighborhoods that are typical brownfield locations. Abatement programs must be carefully
designed to target intended beneficiaries without offering unnecessary subsidies, an often difficult feat.
Because of this, tax abatement programs have numerous critics.

Cook County, Illinois, Reduced Property Tax Assessment

Cook County, Illinois, reduces the property assessment rate for brownfield sites to 16 percent of
market value for up to three years while cleanup and redevelopment are underway, resulting in a tax
savings of up to 55 percent a year. To qualify, a property must be used for industrial or commercial
purposes or be vacant; have been subject to remediation; and have received an Illinois EPA no further
action letter for the remediation. In addition, the estimated remediation costs (including but not limited to
site investigation, oversight, remediation or removal, monitoring, and legal fees) must be at least
$100,000 or 25 percent of the property’s market value. Few developers have taken advantage of this
provision—some suggest because the city council’s approval is required to obtain a classification to

qualify.
Massachusetts Property Tax Abatement

The Massachusetts Brownfields Act of 1998 allows municipalities to enter into agreements with
new eligible purchasers to abate back taxes, interest, and penalties at contaminated sites. The
municipality must adopt a local law authorizing the agreements, and new purchasers must agree to clean
up and redevelop sites for commercial or industrial purposes. In Chelsea, Massachusetts, a property tax
abatement on a brownfield site in the Everett Avenue urban renewal district—the home of junkyards and
outdoor storage sites that generated very little in taxes anyway—provided the financial offset needed for a
developer to take it on. The Houston-based Wedge Group purchased and cleaned up two acres to build a
180-room hotel, the city’s first. Even with the property tax abatement, the hotel is expected to generate
$400,000 in other taxes annually.

Two Main Street sites in Walpole, Massachusetts, used the property tax abatements to jump-start
redevelopment that was initiated under the town’s brownfield assessment demonstration pilot grant. The
first agreement was for a former Texaco gas station that was redeveloped into a car wash. It relieved the
developers of the interest and penalties associated with the back taxes on the long-abandoned property,
but not the back taxes owed. The town also negotiated a tax abatement agreement for a former home
heating oil retailer that was transformed into new office space.

New Jersey Environmental Opportunity Zones

Distressed New Jersey communities in designated Environmental Opportunity Zones can take
advantage of a tax abatement program that allows new site owners to offset up to 75 percent of their
property taxes in a single year by spending that amount on site cleanup. This approach has been
promoted by several cities and towns, including Kearny, Newark, and Passaic, because of its
administrative ease. Participating municipalities must pass an abatement ordinance.

The Newark Brownfields Initiative (NBI) drafted an Environmental Opportunity Zone (EOZ)
Ordinance in 1997 that enables owners of properties with a remedial plan approved by the NJ Department
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of Environmental Protection to apply to the city for a phased-out property tax exemption. The exemption
decreases gradually over ten years or until the money saved from the exemption equals the cost of
remediation. With so many of Newark’s brownfield properties off the tax rolls because of foreclosure,
NBI believed the EOZ incentive would actually increase the city’s commercial and industrial tax base
receipts by stimulating the return of these properties to private ownership and tax ratable status.

Special Service Areas and Taxing Districts

Cities can designate a special service area or taxing district to raise cash to finance extra services,
improvements, or facilities that will benefit the targeted area. Property owners in a special service area
agree to a special real estate levy or fee, with the proceeds dedicated to funding specified services or
activities. Property owners may “self-impose” fees as part of a redevelopment agreement.

A project in Elizabeth, New Jersey, which converted a former landfill into the Jersey Gardens
Metro Mall, led to the enactment of state legislation that allows the city to issue bonds to fund
remediation and infrastructure development of municipal landfills of greater than 100 acres. The Landfill
Reclamation Act allowed the assessment of a 3 percent franchise fee on goods sold at the mall, and
enabled the state to issue revenue bonds—backed by the mall developer—to pay for remediation and
infrastructure

Locally Capitalized and Operated Revolving Loan Funds

Well-designed revolving loan funds (RLFs) can be one of the most flexible economic
development tools and a valuable part of a local brownfield reuse strategy. They are established to
provide a source of financing for new or expanding businesses in communities where other sources of
financing may not be available. RLFs often fill a business development project’s financing gap, caused
by the business’ lack of funds to meet a banks’ equity requirements or need for a lower interest rate.
Depending on its design, an RLF may offer fixed-rate, low-interest, and/or long-term financing.
Although the RLF is not usually the primary source of financing for a project, the combination of public
and private financing lessens the risk for the primary lender by decreasing its exposure, and reduces the
borrower’s costs overall.

Most brownfield-focused RLFs share several common goals that support brownfield purposes,
including:

e Supporting self-sustaining redevelopment efforts by offering low-interest loans at favorable terms
for property cleanup.

o Leveraging funds by linking loan recipients with assistance offered through other public
programs that support brownfield reuse.

o Creating new jobs through business activities fostered on brownfield sites.
e Increasing the local tax base by reactivating dormant or orphan brownfield sites.

Public programs that provide capital for the RLF loan pool usually require that jobs be created in
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direct proportion to the amount of public dollars loaned in a project. Often, a local RLF may be more
accessible to a business that will create new jobs or expand its existing job base in a community.

RLFs typically are capitalized with dollars that do not have to be repaid. Through repayment of
principal and interest, the fund sustains itself, covering operating expenses and making funds available for
new loans to other businesses. Potential sources of RLF capital include:

o Local investment of HUD Community Development Block Grant (CDBG) and/or Section 108
resources (including program income or project repayments)

EPA brownfield revolving loan fund capitalization grants

EDA economic adjustment RLF capitalization program

Foundation grants

Impact fees assessed on new development

Other fees or fines levied for various reasons

General revenue allocations from states, counties, local governments, etc.

Banks

The source of capitalization—the funds used to create the RLF—may influence some elements of
its design. RLFs capitalized with CDBG funds must follow HUD’s rules that require 51 percent of the
full-time equivalent jobs created as a result of the project to benefit persons of low- to-moderate-income
households. Funds capitalized with EDA resources must show job creation results within 18 months of
project completion.

A key part of RLF design is the determination of program eligibility. Depending on their
objectives, RLFs may target certain types of businesses, such as manufacturing or retail companies; focus
on companies operating in certain geographical areas, such as enterprise zones or brownfields; or assist
companies at a specific development stage, such as start-ups. Programs also define specific uses for loan
proceeds—typically including both working capital and fixed-asset financing that can both be useful in
brownfield projects. Fund guidelines also may specifically cover certain related brownfield activities,
such as site preparation and cleanup.

Empower Baltimore Management Corporation

Baltimore, Maryland, operates the highly successful Empower Baltimore Management
Corporation (EBMC) Brownfield Loan Fund, an RLF are targeted specifically to brownfields. Initially
funded in November 1997 with $2.5 million in federal empowerment zone funds, the fund has since made
7 loans totaling nearly $2.4 million. EBMC’s board of directors completed the corporation’s work by
2003, but a number of its strategic components have continued.

The EBMC fund provided loans to help redevelop 230 acres of vacant brownfield sites in the
Baltimore empowerment zone, extending over 6.8 square miles. Applicants had to submit a completed
application, a Phase | and Phase Il environmental audit, corporate tax returns for the past two years, and
other information that may be requested by the Fund Manager during the loan underwriting process.
Recipients could use loans to purchase real estate, equipment, and an existing business; fund property
improvements (interior/exterior); resolve environmental issues; refinance an existing loan; or provide
working capital. The program offered a greater chance of approval than traditional lenders provide;
competitive interest rates; and loans that could be subordinated to other funding sources or a creative mix
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of debt and equity.

Loan-assisted brownfield projects have created 233 jobs. Already, $475,000 has been repaid and
is available for new project uses. This includes $340,000 from the Lancaster Square mixed-use office and
residential project in the city’s Fells Point neighborhood, which also used the savings from historic tax
credits to help retire the debt. The loan paid for cleanup and removal of several underground tanks at the
site.

General Obligation Bonds

Virtually every community can issue general obligation (GO) bonds for what one city attorney
called “any proper public purpose which pertains to its local government and affairs.” Cities traditionally
issue GO bonds for acquiring land, preparing sites, and making infrastructure improvements—all key
elements in a brownfield redevelopment strategy. Conversely, economic development practitioners can
make a strong case that a bond pool to support brownfield cleanup and reuse projects serve the
appropriate public purposes of creating jobs and enhancing the local tax base. In fact, brownfield
redevelopment can enhance a city’s ability to repay bond debt by increasing property tax revenues when
brownfields are returned to productive use.

Generally, local governments can increase support for brownfield reuse projects by recognizing
site assessment and remediation as eligible activities under their existing economic development
financing programs, working with community groups willing to take on such projects, or offering more
flexible terms and conditions to applicants seeking help for brownfield-related activities.

Bridgeport, Connecticut, financed part of its $21-million Harbor Yard minor league baseball
stadium with GO bonds, and is using its share of gate and concession receipts to help pay them off.
These bonds helped transform the abandoned and heavily contaminated Jenkins Valve brownfield site
into a catalyst for urban revitalization.

Chicago, Illinois, launched its Brownfields Pilot in the mid-1990s with an investment of $2
million in general obligation bonds to redevelop five brownfield properties. The pilot came in nearly $1
million under budget and retained almost 1,000 jobs while creating 239 more. The result was an
estimated $337,000 in annual tax revenues. Following this success, the program focused on using bond
revenues for TIF financing.

Elizabeth, New Jersey, issued G.O. bonds to jump start what would become a $320 million
investment—the Jersey Gardens Metro Mall at a 166-acre former garbage dump, a vast wasteland on the
New Jersey Turnpike just outside of New York City. The project was the inspiration for the state’s
Landfill Reclamation Act, which allows landfills of greater than 100 acres to benefit from a tax increment
financing mechanism by which proceeds from a franchise fee accruing from the final development are
used to pay off the bonds needed for remediation and construction of the infrastructure at the site. Today,
the 1.5-million-square-foot mall employs 5,200 people, mostly area residents. It generates $4.2 million in
annual tax revenues for a hard-pressed city, from an area that essentially generated nothing before city
officials took the initial financing risk.

The Village of Greenport, New York, used $1.2 million in GO bonds to help purchase a 3.2-
acre brownfield site contaminated with petroleum and nine underground storage tanks. Combined with a
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variety of state, federal, and private funds, the investment helped create Mitchell Park, a cornerstone of
Greenport’s waterfront revitalization program. The village acquired the site from a bank that had
foreclosed on the property, opening the door to environmental assessment and cleanup under the state=s
Environmental Restoration Projects Program. Following an international design competition, Greenport
developed a harbor walk, a glass pavilion for a carousel, and a marina basin with bulkhead improvements
to connect the harbor walk and the park pier.
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