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What is TIF? 
The Moving Parts

• Tax Incremental District (TID)—a geographic boundary comprised of contiguous 
whole units of property

• Project Plan—a document that estimates the eligible development cost that may 
be recovered by tax increments over time within the TID

• Base Value—property value that exists within the TID boundary when it is created. 
• Incremental Value—value of growth over the base value that occurs in the TID 

after it is created
• Tax Increment—The entire tax levy on incremental value in the TID that pays for 

development cost



WHAT IS TIF?
STATUTORY REQUIREMENTS

• 50% of the TID area blighted, industrial or mixed-use

• All costs must meet a “but for” test, i.e. but for TIF the project would not 
otherwise be constructed.

• The aggregate of all value growth in TIDs cannot exceed 12% of a city’s 
EAV 

• Note: Madison is at 4.95% of EAV



HOW TIF WORKS

Base Value (Pre-TID)
Annual Tax Levy

Tax Distribution
City
County
Schools
Voc/Tech School
Total Levy

$1,000,000
    $30,000

$6,000
      $10,000

    $13,000
        $1,000

$30,000

New Development Value
New Tax Levy

Tax Distribution
City
County
Schools
Voc/Tech
Total Levy on Base Value

New Tax Levy
Less: Levy on Base Value
Tax Increment 

$15,000,000
    $450,000

 $6,000
        $10,000

    $13,000
         $1,000

$30,000

$450,000
-30,000

$420,000

Overlying tax 
districts still 

receive this levy 
over the life of the 

TID



HOW TIF WORKS
HOW ARE TID BOUNDARIES DRAWN?

At left is a typical TID boundary.

Its shape is a balance of competing factors:
• Location of blight (for blighted area TIDs)
• Location of suitable, zoned property (in the 
case of industrial and mixed-use TIDs)

• Location of TIF generators
• Infrastructure improvement plans, 
neighborhood plans, etc.

• TIF Law allows no more than four (4) 
boundary amendments in a TID lifespan

Sometimes property has to be added or left out 
because of  one or more of  these factors.



HOW TIF WORKS
TID Lifespan—The maximum period that a TID may collect tax increment

• Blighted Area TID 27 years

• Industrial 20 years

• Mixed Use 20 years

TID Expenditure Period—The maximum period that a TID may make expenditures

• Blighted Area TID 22 years

• Industrial 15 years

• Mixed Use 15 years



HOW TIF WORKS

Where do TIF funds come from?
• Most of the time, TIF funds are 

borrowed.
• TIF borrowing requires Capital 

Budget authorization.
• Borrowing is repaid through 

tax increments.
• In some cases, excess tax 

increment is used instead of 
borrowing.

Borrowed funds pay for 
project costs

Borrowing repaid with 
tax increment revenues

Excess increment = tax 
increment > debt service



ELIGIBLE USES
Eligible Cost

• Public Improvements 

• Parking Ramps 

• Streetscape  

• Land Acquisition 

• Demolition

• Remediation

• Construction

• TIF Administration Cost

• Finance Cost

Ineligible Cost

• Public Buildings 

• Regional Parks 

• Operating Cost 

• Assessable Cost 



HOW DOES THE CITY USE TIF?

Helpful tips:
1. Review TID Project Plans with TIF Staff. 

• Project Plans are available online at: 
http://www.cityofmadison.com/dpced/economicdevelopment/tax-incremental-financing/415/ 

2. Review the Capital Improvement Plan (CIP).
• 5 year capital project projection
• Sometimes, TIF can be used for all or part of those costs
• The CIP is available online at: 

http://www.cityofmadison.com/employeenet-finance/documents/CapBudgetInstructionsKickoff.pdf

3. Review the TID Metric with TIF Staff and Finance.
• Demonstrates present financial condition of TID
• Forecasts impact of new expenditure against measurable guidelines
• Reviews are conducted during first quarter and again in August / September

http://www.cityofmadison.com/dpced/economicdevelopment/tax-incremental-financing/415/
http://www.cityofmadison.com/employeenet-finance/documents/CapBudgetInstructionsKickoff.pdf


Introducing…The TID Metric

Current 
Incremental 

value

Total 
allowable 
TID cost

Expenditure 
to date

Should 
be >= 
50%

ACCR 
Should 
be >= 
(2.0)

Positive ACCR = 
full cost recovery, 

TID has excess 
tax increment

Ensures that City reserves 
50% for infrastructure, 

i.e. 1:2 coverage

Amount 
available for 
infrastructure

Current tax 
increment

Expenditures 
in most recent 

budget

Shaded numbers = over 
spending. Requires plan 

amendment

Proposed 
Donations / 
Expenditures



TIF POLICY
Background

• TIF Policy discussions began in 1999

• Policymakers sought consistency to applying TIF

• First TIF Policy adopted in 2001

• Amended in 2005, 2008 and 2014

Organization – Two Documents

• Goals, Objectives and Process—what the City wants to do with TIF

• TIF Underwriting Policy—how the City evaluates TIF

• Documents available online at:
http://www.cityofmadison.com/dpced/economicdevelopment/tax-incremental-financing/415/

http://www.cityofmadison.com/dpced/economicdevelopment/tax-incremental-financing/415/


TIF POLICY
Basic Policies

•TIF Generator(s)—TIDs are only created/amended with an 
economic generator that has an incremental value of at least 
$3M.

•Self-Supporting TIF—Increment from other development projects 
do not support a project’s TIF loan assistance.

•Equity Investment—Developer or Employer equity investment 
must equal or exceed TIF request.



TIF POLICY
Two TIF Loan Types:

Standard 

• Loans to developers—gap analysis required
• Eligible for up to 50% of TIF (“50% Rule”)
• Extra 5% allowed without Council policy exception (“55% Gateway”)
• Personal guaranty required

Jobs TIF

• Loans to employers—no gap analysis
• Eligible for up to 40% of TIF
•Employers must create/retain at least 100 jobs over 5 years
•Personal/Corporate guaranty required



TIF LENDING AND GAP
When a project costs more to construct than the amount of investment that it can attract, 
assuming a typical rate of return, it has a gap. TIF may sometimes be used to fund gap in the 
right circumstances.

To fully understand gap, we must first understand “no gap.”

Example: A developer estimates that she can construct an office building for $20M. She can 
also attract $5M of equity investment yielding a 16% return and a $15M bank loan.

Sources and Uses Developer 
Analysis

Loan 15,000,000 

Equity at 16% IRR 5,000,000 

Total Sources 20,000,000 

Less: Uses (i.e. Cost)          (20,000,000)

Gap 0

When investment sources equal the 
project cost there is no gap. This 
project could be built without TIF.

So what is an example of  gap?



GAP
Example: Let’s say that the architect informs her that costs have increased and the project will 
now cost $22M. The developer thinks that her project now has a $2M gap.

At this point, the developer may take any number of the following steps:

1. Secure more investment
2. Implement cost saving measures
3. Request TIF
4. Abandon the project

Sources and Uses Developer Analysis

Loan 15,000,000 

Equity at 16% IRR 5,000,000 

Total Sources 20,000,000 

Less: Uses (i.e. Cost)          (22,000,000)

Gap (2,000,000)

In this case, the developer requests $2M of 
TIF.

Q: But how does the City know if  a gap 
really exists or how much TIF should be 
provided? 
 
A: Through a process called “gap analysis.”



GAP ANALYSIS – THE STEPS
• TIF Feasiblity—using a “TIF Run” model, determines how much TIF is generated by 

the project and how much is feasible to be provided as TIF assistance.

• Cost Comparison—determines if project costs are in line with market data.

• Investment Comparison—determines if private leverage (bank and equity) and 
the proposed returns are in line with market data.

• Sizing the Gap—a process that adjusts cost and/or investment if necessary to 
market conditions, comparing the adjusted gap to the amount of TIF that is feasible.



GAP ANALYSIS—THE TIF RUN

Example: The Assessor values the project at $20M. The base value of the site is $1M, leaving $19M of 
incremental value.

A. Project’s incremental value 
occurs over time (not all at 
once)

B. Tax increments are 
discounted to determine how 
much might be borrowed in 
today’s dollars

C. <=50% of the net present 
value of the estimated tax 
increment available for TIF 
Loan

The project supports a TIF Loan of  
$1M at 50% of  TIF.

A

B

A

B C



GAP ANALYSIS—COST COMPARISON
Example:
The developer may have over-estimated her land cost by $500,000. 
Comparable sales data and assessed values confirm a lower figure. 

Sources and Uses Developer
Analysis

Gap
Analysis

Loan 15,000,000 15,000,000 

Equity at 16% IRR 5,000,000 5,000,000 

Total Sources 20,000,000 20,000,000 

Less: Uses (i.e. Cost) (22,000,000)          (21,500,000)

Gap ($2,000,000) ($1,500,000)

Although construction cost is indeed 
higher, the City finds the gap should 
be $500,000 less, assuming a lower 
land cost.

At this point the gap appears to be 
$1,500,000 based on cost. But there’s 
one more step…



GAP ANALYSIS—INVESTMENT COMPARISON

Example: The developer proposes to invest $5M of equity into the project at a 
return of 16% and requests $2M of TIF assistance.

Through gap analysis the City learns:
 
• The developer’s desired rate of return is 

16%.
• Similar projects achieve returns between 

10 and 12%. 
• The project could attract an additional 

$500,000 of equity (for a total of 
$5.5M) and achieve a 12% return.

Sources and Uses Developer
Analysis

Gap 
Analysis

Loan 15,000,000 15,000,000

Equity Investment 5,000,000 5,500,000

Total Investment 20,000,000 20,500,000

Less: Cost (22,000,000) (21,500,000)
Gap ($2,00,000) ($1,000,000)



GAP ANALYSIS—SIZING THE GAP
Building off our previous analyses:

• The TIF Run indicates that the project can support 
$1M of TIF assistance at 50% of TIF, per TIF Policy. 

• The developer’s $2M is 100% of the TIF generated 
by the project, which is infeasible.

• Reducing land cost by $500,000 reduces gap to 
$1,500,000.

• The Developer investing an additional $500,000 of 
equity reduces the gap from $1.5M to $1M and 
yields a market rate of return for investors.

The City’s offer of TIF assistance is $1,000,000 —50% 
of  the TIF generated by the project.

Sources and Uses Developer
Analysis

Gap Analysis

Loan 15,000,000 15,000,000

Equity Investment 5,000,000 5,500,000

Total Investment 20,000,000 20,500,000

Less: Cost (22,000,000) (21,500,000)

Gap ($2,000,000) ($1,000,000)



GAP ANALYSIS—ACTUAL MODEL

New Value 
Generated by 

Project









MADISON’S TIF TRACK RECORD  HOUSING

• From 2013 – 2023, Madison has invested TIF in 2,534 units, including:

• The City is in the process of finalizing TIF assistance for more than 500 
additional units, with applications in process for several hundred more…

Housing Type Affordable Market Rate

Owner Occupied 0 71

Rental 1,042 1,421

Total 1,042 1,492



MADISON’S TIF TRACK RECORD

• 54 TIDs created since 1977

• 14 active TIDs

• $168 million of TIF invested in 96 projects

• $4 billion of value growth from currently active TIDs

• $7.1 billion of value growth from all TIDs

• More info on TIF available at:
http://www.cityofmadison.com/dpced/economicdevelopment/tax-incremental-financing/415/

http://www.cityofmadison.com/dpced/economicdevelopment/tax-incremental-financing/415/


Questions:
Joe Gromacki, TIF Coordinator & Dan Rolfs, Real Estate Development Manager

Office of Real Estate Services
jgromacki@cityofmadison.com 

drolfs@cityofmadison.com 

mailto:jgromacki@cityofmadison.com
mailto:drolfs@cityofmadison.com
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