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October 19, 2006

COUNCIL MINUTES
The City Council of the City of Raleigh met in a special session at 4:00 p.m. on Thursday, October 19, 2006, in the conference room at 301 Hillsborough Street, Raleigh, North Carolina, with the following present.

Mayor Charles C. Meeker, Presiding
Mayor Pro Tem James P. West
Thomas F. Craven

Thomas G. Crowder

Philip R. Isley

Joyce A. Kekas

Russ Stephenson

Jessie Taliaferro

The purpose of the meeting was to discuss tax incentive financing (TIF).  Mayor Meeker called the meeting to order at 4:09 p.m. and welcomed Wake County Manager David Cooke, Jim Baker of the Local Government Commission (LGC), and North Carolina Senator Vernon Malone.

City Manager Russell Allen referred the Council members to the Table of Contents in their TIF information notebooks.  The notebooks are the initial work of City and County staff, prepared after their review of policies and guidelines and information from the LGC.  Tab 1 contains information on issues that are common in most TIF projects.  Mr. Allen said the second step is for staff to get together at the managerial level and develop policy statements for both the City and County boards.  Staff has not had chance to do that yet, and thought that today they would just let the City Council ask questions.

Mr. Allen stressed that the Council members should consider TIF in terms of economic development policy.  TIF does not give them new authority they do not already have; it is merely an additional tool to allow the City to issue non-voter-approved debt.  It encourages public/private partnership over and above what current economic development policies are.  Even if the County and the City agree on a TIF project(s), he suggested they might accomplish it through an interlocal financing agreement or COPs financing instead of Amendment One.

General discussion and dialogue followed as the Council sought clarification of how the TIF process works, what areas of the City or types of projects would be suitable for the TIF process, how to focus the City's economic development policy on certain areas that might benefit more from development than other areas, and hypothetical situations.  Highlights of the questions and answers are as follows:

♦
Options like Certificates of Participation (COPs) might offer a better interest rate than TIF.  Additionally, it might be less cumbersome and time-consuming to use an interlocal agreement instead of Amendment One legislation.

♦
Charlotte has an extensive economic development policy and has types of credit available to it that are similar to Raleigh's.  However, to Mr. Allen's knowledge, Charlotte does not use TIF.

♦
The City's bond counsel believes that in places where TIF is used a lot, the cities do not have the flexibility Raleigh does with regard to other types of financing.  Also, those cities may not have a AAA bond rating.

♦
Regarding how to measure the increment and what would occur on a site without public involvement and compare it to what would occur with public involvement:  the increment is "frozen" wherever and whenever the city establishes the TIF district.  The “but for” test is difficult to measure.  If it is believed that a site will not develop at all but for TIF, then that is the value.  If the site has the ability to develop to some level, and then later to a higher level, the question becomes more complicated to answer.  Some cities require the developer to do a substantial amount of work and economic analysis.  In the cities Mr. Allen is familiar with, the value is what it is and will not develop in any way unless there is a public/private partnership.

♦
The LGC uses the term "project development financing" instead of "TIF" because that is the term used in the North Carolina General Statutes (NCGS).

♦
Regarding the difference between minimum value agreement and mutual value agreement:   the NCGS provide that local government units may enter into an agreement with private developers where the developer agrees to have property valued at a minimum value.  The purpose is to set a value that is sufficient enough to create enough incremental tax value to service the debt on whatever bonds might be issued.  That is a post-development minimum value.  Mutual value is based in something prior to development and would be part of the agreement.

♦
When the LGC reviews an application for a TIF project, it looks for back-up security for the public investment in case the City makes infrastructure improvements but the developer defaults and the project does not occur.  Some transactions could be backed up by additional pledge of revenues from the local government or credit-enhanced security where the bank provides a letter of credit for the transaction.  In the latter case, the private developer and the bank would work out a reciprocal agreement for paying back the bank.

♦
Some of the criteria that might define a TIF area include geographic boundaries; demographic value; economic value, i.e., the area would offer significant economic development for the City; designation of an area as underdeveloped or blighted; designation as a specific type of area that would benefit from TIF projects such as a redevelopment area, transportation corridor, or downtown area; and what types of projects the Council might want to get involved in.  These criteria would help the council focus economic development policy on particular areas that might benefit from development.

♦
Either the private sector or the public sector may propose TIF Projects.  However, they are usually initiated by the private sector and the public sector responds.

♦
The issue of privatizing land is unique to Raleigh.  No privatization proposals have been seen by the LGC yet.  Public land has no tax value; when it is turned over to private industry it becomes taxable.

♦
Developers may feel that if TIF is offered by the City to one developer, it needs to be offered to all.  Because of conditions with the Raleigh market, it would be necessary to establish areas where development truly will not occur but for public investment to avoid this dispute.  If TIF projects are done beyond those established areas, the “but for” test follows because the City would be changing market conditions in a private market; subsidizing that development in some form or fashion may drive down lease rates or do something that affects other development.  In the Raleigh market it needs to be an exclusive “but for” test, and very tightly held.

♦
It would be beneficial to examine the interfacing of pure economic development and social engineering to avoid missing market opportunities and changing conditions that might not be foreseen.

Mr. Crowder expressed concern that there were no County Commissioners at today's meeting.  Mr. Isley said he invited them, and pointed out the County Manager and County Attorney were present.  Mr. Cooke assured Mr. Crowder the County Commissioners would be involved in any proposed TIF projects and that both the City and County would benefit from TIF projects.  If the Amendment One legislation is strictly followed, any TIF district created by the City must be approved by the County, so the County will definitely be involved.  Mayor Meeker stated he had spoken to a couple of County Commissioners and they are interested in TIF.  Mr. Cooke mentioned that the membership of the County Board might change as a result of the November election and it is possible the County Board would wait until after the election to become more involved in discussions regarding TIF.

Mr. Stephenson asked if Charlotte uses COPs and if they were comfortable with COPs, why they developed a policy for TIF financing.  Mr. Allen said Charlotte does use COPs and has been aggressive in partnering with public investment to support private leveraging of dollars across various areas of the City.  The County Manager used to work in Charlotte and believes Charlotte originally focused on identifying areas of the city where it wanted to create different development and redevelopment, and identified those project development areas to create incentives.  Charlotte never used the Amendment One legislation, but used COPs and other techniques.

Mr. Isley commented that TIF was initially developed for blighted urban areas, and asked why it was expanded to protect conservation areas or be used for economic development without any reference to blight or conservation.  Senator Malone explained that "blight" is a relative term and what is considered blight in Raleigh might not be considered blight in Tabor City.  His main interest from a personal standpoint is that economic development in the state of North Carolina is a very critical issue.  He knows there is a lot of growth in the Wake County/Triangle area, but does not know if residential growth is outstripping industrial/commercial growth.  Residential growth puts a burden on a city's or county's capacity to provide services.  There was a lot of debate as this bill passed through the General Assembly.  If it had been restricted to blighted areas in larger cities, it probably would not have passed.  It is used as an economic development tool across the state and provides a leveraging tool.  The broadness of the definition allows more people to "get under the tent."  Mr. McCormick added that the City already has authority to perform economic development activities under existing state statutes and this language merely clarifies that the City can use the proceeds from project development bonds for economic development activities.  Mr. Allen pointed out that some cities may not have good established relationships with the counties they are in, and this tool allows them to promote economic development activity and the creation of jobs creation and tax revenue.

Mayor Meeker asked if there were any questions from the audience, but there were none.  Mr. Crowder stated he would like to digest the voluminous literature the Council members had received before discussing TIF and economic policy development again.  He reiterated that he thinks the County Commissioners need to be present at such meetings.  Mr. Isley agreed the County Commissioners will be an integral part of the discussions that will help the City Council create its economic development policy.  He appreciated the information that staff put together and stressed that the Council needs more work sessions like this one.

Ms. Taliaferro also thanked staff for putting the research together.  She asked Assistant Planning Director Ken Bowers if he had anything he wanted to add, since he had been responsible for some of the research.  Mr. Bowers provided his interpretation of how the TIF process would work.  He had recently attended a planning conference in Kannapolis and described how that city was developing an economic development policy regarding public/private partnerships.  Mr. Bowers believes designation of TIF districts is fundamental for the purpose of TIFs the way it is set up under the NCGS.  He referred again to Kannapolis and its redevelopment of the old Cannon Mill district.

Mr. Baker commented on the creation of TIF districts.  He believes the intent of the statute is that it anticipates a significant project proposal by a developer where a TIF district would be created.  A private developer asks the governmental unit to participate by providing public infrastructure improvement.  There is a provision in the statute which states a TIF district is not effective until the LGC approves the issuance of bonds for a specific project.  A city cannot just create a TIF district and see what happens.

Mayor Meeker asked the County Manager about the County Commissioners' schedule and availability for meetings.  Mr. Cooke replied the plan was for City and County staff members to get together to review the research and pick out policy issues.  There will be different issues for the County and the City, and the County will want to be able to apply policies more broadly.    Staff thought this might be completed by the end of the calendar year, and the County Commissioners would be ready for joint talks by that time or at the beginning of the new year.

Mr. McCormick reminded the Council of a point he emphasized in his first memo, namely, that the Council really needs to focus on the economic development policy of this and not how projects will be paid for.  COPs and other financing options will generate the same amount of tax money.  It would be most helpful for the Council to develop a policy, then determine how to pay for development.  Increased tax value and collection will follow the project regardless of how it is funded.  Although a minimum value agreement is not used with COPs, COPs do not limit the City on what it can do with the revenue and TIF does.  Mayor Meeker said the Council would want to make sure there will be tax revenue in excess of public investment.

Mr. Isley suggested meeting again soon, preferably before Thanksgiving, to engage in this process and affirmed he wants to be part of the economic policy development process.  Mr. Allen suggested the Council give staff time to work together to identify issues.  If the Council wants a response sooner than the end of the year, it should have a work session to determine what Council’s priorities are, i.e., whether a TIF district should be area-based, what types of projects the Council would like, whether there should be minimal or major economic development, etc.  Mr. West suggested meeting soon and focusing on the economic development policy and the portfolio of tools the City has.  Ms. Taliaferro said there are several policy considerations to be addressed and requested that in preparation for the Council's next meeting on this topic the City Manager prepare a list of items the Council needs to focus on that will define its policy.  Mr. Stephenson agreed.  He said a lot of research had been done on this one financing tool, but Council needs a stronger knowledge base for developing an economic policy instead of concentrating on one tool.  Mr. Crowder reminded the Council of the upcoming Comprehensive Plan Update, and said he believes the Council needs to decide where it is from a development standpoint and where it is heading before defining economic policy.  Mr. West requested information on a TIF project in Pittsburgh.  Mayor Meeker asked the City Manager to include two or three samples each of TIF projects that worked and that went astray, concentrating on examples in North Carolina, South Carolina and Virginia.  He said the County Commissioners will want to look at their staff's analysis, and it may be necessary to wait until elections are over before a joint meeting is scheduled.  He will check with staff about the next meeting, which will focus on economic development policy.

ADJOURNMENT

Mr. Isley moved to adjourn the meeting.  The Mayor granted the motion and the meeting was adjourned at 5:25 p.m. 
Leslie H. Eldredge

Deputy City Clerk
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