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TAX INCREMENT FINANCING IN ARIZONA

INTRODUCTION & BACKGROUND

The purpose of this paper is to provide general information concerning
tax increment financing and some of the potential effects of its implementa-
tion in the state of Arizona. Tax increment finaancing is a revitalization
financing technique that received substantial attention during the 1986 leg-
islative session.

This paper is being presented to the Study Commission on Methods of
Revitalization Financing, which was created by Chapter 274, Laws of 1986.
The commission is charged with evaluating alternative financing techniques
that might be utilized in revitalizing blighted and economically depressed
areas and the potential impact of such techniques on the various taxing-
entities with the state. '

In order to properly analyze the impacts of tax increment financing as
it might be implemented in Arizona, it is helpful to review how it operates,
its historical development and Arizona's property tax system, including the
financing of elementary and secondary education.

The statutory authorization for tax increment financing in Arizona was
aoriginally enacted in 1977. The .governing board of municipalities were
authorized to create “redevelopment districts". Authorization was also pro-
vided for the collection and segregation of the "tax increment" associated
with property taxes imposed by existing political subdivisions. Addition-
ally, the issuance of "property tax increment bonds", which are secured by a
pledge of "tax increment" collections, were authorized.

In October of 1977, the City of Tucson attempted to issue "tax incre-
ment bonds". The Attorney General refused to certify the bonds and the City
of Tucson sought to force such certification in the courts. Both the trial
Court and the Court of Appeals declared the bond issue to be invalid and the
tax increment financing statutes to be unconstitutional under Article VII,
Section 13 of the Arizona Constitution. As a result of this court decision,
tax increment financing has received little attention in Arizona during the
intervening years.

During those years, however, substantial changes have been made to the
Arizona property tax system. In 1980 a comprehensive system of reforms was



Page 2

passed by the Legislature, referred to the voters of the state, and enacted
into the Arizona Constitution. These reforms dealt with a variety of prop-
erty tax issues including the computation of the maximum permissible tax
levy by counties, cities and community college districts, as well as mecha-
nisms for limiting the annual growth in assessed valuation of individual
properties.

Directly related to the property tax reforms enacted in 1980 is the
education financing system within Arizona. That system is largely dependent
on and integrally related to the Arizona property tax system.

The education finance system within Arizona was initially enacted in
the mid 1970's, substantially revised in 1980, and has been subject to leg-
islative adjustments since then. Expenditures of the elementary and second-
ary schools are controlled through state imposed formulas and are financed
by means of a "qualifying" local property tax effort supplemented by equal-
ization assistance from the state. The basic property tax mechanisms of the
system have remained unchanged since 1980.

In the 1986 legislative session, substantial interest in tax increment
financing developed once again. This resulted from the continuing interest
in finding workable mechanisms to finance the revitalization of certain
areas of the state. A Senate Concurrent Resolution was introduced to amend
the Arizona Constitution to conform various facets of the existing property
tax system to aspects of the tax increment financing mechanism.

The primary purpose of this report is to provide a cursory review of
tax increment financing (with particular attention to the 1977 enactments)
and the impact of its implementation in Arizona within the context of the
Arizona property tax system and the education finance system in Arizona.
This will be done through the use of a number of simplified examples. The
examples used are not intended to represent any existing or proposed rede-
velopment districts or political subdivisions.

. In addition to these issues, a number of other important questions and
concerns involving tax increment financing must be addressed prior to any
implementation of such a system in Arizona. However, the limited scope of
this report prevents an appropriate discussion of these issues here.

SUMMARY OF TAX INCREMENT FINANCING

Tax increment financing provides a mechanism for determining and col-
lecting the "property tax increment” within "redevelopment project areas",
frequently designated as redevelopment districts. Simply stated, any prop-
erty taxes levied and collected on the increased assessed value of property
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located within a redevelopment district is segregated for expenditure on
projects within that district. Other existing property taxing jurisdictions
receive only the property taxes generated from that amount of the assessed
value of property within the redevelopment district as of the date of the
creation or designation of the area. Thus, the amount of taxable value sub-
ject to taxation by the existing property taxing jurisdictions is "frozen"
for the length of time the redevelopment district exists. Any property
taxes collected as a result of the "increments" (increases) to the assessed
value of the area are diverted for the redevelopment district.

This segregation of property tax collections in turn provides a flow of
revenue to the redevelopment district to be used in accordance with an
adopted redevelopment plan. Further, those revenues can used to secure
bonds or other indebtedness issued to carry out purposes outlined in the
redevelopment plan.

Tax increment financing provides a system for generating property tax
revenues from increases in property values that result, at least partially,
from the redevelopment projects that are financed by bonds secured by the-
property taxes collected on the increased value. Thus, the property taxes
collected on the increases in value, which result, in some part, from the
redevelopment projects, are used to secure and retire. the bonds issued to
finance those same projects. In theory, those benefitting from the projects
pay the taxes used to finance the projects.

The tax increment financing system established by Chapter 139, Laws of
1977 1is very similar to that described above and the systems enacted in a
variety of other states. However, many of the other states utilizing tax
increment financing do not rely on a property tax and education finance sys-
tem similar to that contained within the Arizona Constitution and Revised
Statutes.

Section 36-1488.01, as added by Chapter 139, provided for creation of a
redevelopment district and the colliection and segregation of the "tax incre-
ment". Section 36-1481, also added by Chapter 139, provided for the issu-
ance of bonds to be repaid from the revenues generated through the tax
increment financing system. That section also specified that the bonds are
not -obligations of the issuing municipality; are not general obligations or
general debt of the municipality; and therefore, need not be approved at an
election held pursuant to Article VII, Section 13 of the Arizona Constitu-
tion.

In October of 1977, shortly after the enactment of Chapter 139, the
City of Tucson sought to issue $1.5 million worth of tax increment bonds for
the Pueblo West Redevelopment Project. In accordance with Section 36-1484,
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A.R.S., the issue was submitted to the Attorney General for certification.
The Attorney General refused to certify the bonds arguing that they were in
violation of Article VII, Section 13 of the Arizona Constitution. Tucson
sought judicial review of the decision of the Attorney General requesting a
special order directing the Attorney General to certify the bonds so that
they could be jssued. The trial court and the Court of Appeals of Arizona,
Division Il agreed with the opinion of the Attorney General stating that
the issuance of tax increment finance bonds without an election was a viola-
tion of Article VII, Section 13 of the Constitution.

The reasoning of the court in reaching its decision is of some interest
‘because of the distinctions drawn by the court. The court found that,
because the source of revenue securing repayment of the bonds was an ad val-
orem property tax, which is a "general tax" of the city, the bonds were in
fact debt of the city requiring an election under the Constitution. Addi-
tionally, the court found that the tax increment financing scheme set forth
in Section 36-1488.01 was unconstitutional under the same section. As a
result of this finding the Court of Appeals, as had the trial court, refused
any further review of the statutes because of this overriding constitutional
flaw.

In 1986, a proposed amendment to the Arizona Constitution, in the form
of Senate Concurrent Resolution 1010, was introduced in the Arizona Legisla-
ture. The resolution would have amended the Arizona Constitution, and was
intended to address a variety of issues within the Chapter 139 tax increment
financing system, which was held to be unconstitutional. The introduction
of this resolution caused the debate that surrounded tax increment financing
during the late 1970's to be rekindled.

Specifically, SCR 1010 would have added a Section 22 to article IX of
the Arizona Constitution. That section would have directly authorized the
legislature to enact statutes providing for the exercise of tax increment
financing powers by cities and towns in the state.

SCR 1010 also would have amended the constitution to authorize the
issuance of tax increment financing bonds, provide that such bonds were not
debt under the provision of Article IX, Section 8, and specify that the
bonds did not require electoral approval pursuant to Article VII, Section
13. Finally, the SCR proposed that tax increment property tax collections
and expenditures be outside of the expenditure limitations imposed on local
governments pursuant to Article IX, Section 20 of the Arizona Constitution.

SCR 1010 was not passed by the Legislature during its 1986 session and
the remainder of this report will review tax increment financing as it was
structured by Chapter 139, Laws of 1977.

'
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Tax increment financing was originally developed in.the 1950's as a
technique for identifying and segregating property tax revenues that could
be dedicated to the financing of redevelopment projects within cities. It
is important to remember the historical context that contributed to the
development of this financing mechanism. The 1950's were a period of rela-
tively stable property values during which significant increases in taxable
value (assessed value) resulted primarily from the construction of new prop-
erty rather than inflationary pressures on existing property. The level of
property taxation and the associated property tax rates were moderate com-
pared to recent experiences. Finally, property taxes represented the pri-
mary source of revenue for local governments throughout the country.

The use of tax increment finance increased steadily until the mid-
1970's. Particularly during the 1970's, tax increment financing was a very
popular technique for generating revenues to finance urban redevelopment. It
was used extensively in many of the major cities in the State of California.
However, the operation of tax increment financing in the 1970's produced a
number of results substantially different than those initially envisioned
when it was developed two decades years earlier. The 1970's were a period
of substantial, continued inflation in property values. This difference
between the 1970's and the 1950's was responsible for much of the change in
the impact of tax increment financing. Inflationary increases in property
values greatly exaggerated the impact of tax increment financing both from
the perspective of the redevelopment districts and the existing property
taxing jurisdictions.

As a result of some of adverse impacts of tax increment financing and
its often over zealous utilization, the technique fell into general direpute
during the late 1970's and the early part of this decade.

SUMMARY OF THE ARIZONA PROPERTY TAX SYSTEM

In 1980, a comprehensive reform of the Arizona property tax system was
enacted into the Arizona Constitution. The reforms dealt with virtually
every aspect of the property tax system. Further, the system was developed
in conjunction with a substantial revision to the system for financing ele-
mentary and secondary schools in Arizona. This joint development was essen-
tial in light of the historic dependence of Arizona school districts on the
property tax.

The 1980 property tax reforms established a system of Timitations on
the amount of property taxes that could be imposed by counties, cities,
towns and community college districts. (School district property tax col-
lections are effectively limited through the education finance system and
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special district property tax collections are loosely controlled through a
series of tax rate and/or budget limitations.) Thus, the only unregulated
property tax after 1980 was the state property tax, which falls directly
under the control of the State Legislature.

The 1980 reforms were designed to protect property taxpayers from con-
tinually increasing property taxes and provide greater predictability of
future tax liability. During the 1970's, property taxes on individual prop-
erties tended to increase commensurate with increases in the taxable value
of the properties. Most increases in taxable value were attributable to
inflationary pressures and market pressures within the state. The reluc-
tance of property tax dependent governments to reduce tax rates resulted in
annual increases in property tax liabilities.

To address the problem of continually increasing property taxes, a Sys-
tem of "levy limitations” was enacted. These limitations, found in Article
IX, Section 18 of the Arizona Constitution, effectively eliminated the
annual increases in property tax liability resulting from increases in prop-
erty values. Simply stated, the levy limits force a taxing jurisdiction to-
reduce its property tax rate to offset inflationary increases in the taxable
(assessed) value of property within the jurisdiction. Therefore, the juris-
diction receives the same amount of property taxes each year regardliess of
increases in the assessed value. Two specific exceptions exist to this
simple rule. First, the overall collections of a jurisdiction are allowed
to increase by two per cent each year. Second, the total collections of a
Jjurisdiction are allowed to increase by an amount equal to the taxes that
are imposed and collected on newly constructed and previously untaxed prop-
erty. Thus, the limitation is frequently referred to as "the two per cent
plus new property levy limit".

The 1980 levy limitations have two primary effects. The first effect
is to protect taxpayers from increasing property tax bills. On average,
taxpayers' limited property taxes increased by two per cent each year. The
second is to limit the total collections available to finance government
operations.

The levy limitations have effectively controlled increases in property
taxes paid by individual taxpayers in the intervening years. The limita-
tions on property tax collecticns have also constrained the growth of gov-
ernment and resulted in a shift of reliance from property tax revenues to
other available sources (if any).

It is important to note that the levy limitation system enacted in
1980, while protecting taxpayers from increasing property tax liabilities,
does not drastically limit growth in assessed valuation for tax purposes as
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occurred in California followiny the passage of Proposition 13.

Since 1980, the total assessed value of property in Arizona has conti-
nued to grow as a result of two underlying causes. The first of these is the
construction of new property as the population and economy of the state con-
tinue to grow. The second cause of increased assessed valuation has been
continued market pressure (demand) for existing properties. Based on current
population and economic projections for the next several decades, there is
no reason to believe that either of these two underlying pressures on prop-
erty values is likely to disappear.

The examples that follow are intended to simply illustrate the oper-
ation of the property tax levy limitations as contained in the Arizona Con-
stitution. In all cases the initial tax rate is assumed to be $2.00; the
total assessed value in the first year is $§ 1,000,000; and therefore the
total property tax levy is $20,000.

TIXXEXAMPLE ONE - NO GROWTH¥**xx

TOTAL TOTAL GRONTH YALUE OF
TAX  ASSESSED TAX TAX IX NEW
YEAR YALUE RATE  COLLECTIONS COLLECTIONS PROPERTIES

1 $1,000,000 $2.00 $20,000

2 $1,000,000 $2.04 $20,400 2.00% $0
3 $1,000,000 $2.08 $20,808 2.00% $0
4 $1,000.000 $2.12 $21.224 2.00% $0
5  $1,000,000 $2.15 $21.649 2.00% $0

TOTAL ASSESSED YALUE INCLUDES:
NO INFLATIONARY GROWTH
NO NEW CONSTRUCTION

FECEEEXAMPLE THO - INFLATION ONLY®xs3x

TOTAL TAX TOTAL GROWTH YALUE OF

TAX  ASSESSED RATE TAX IN NEW
YEAR YALUE COLLECTIONS CCLLECTIONS PROPERTIES

1 $1,000,000 $2.00 $20,000

2 $1,100,000 $1.85 $20,400 2.00% $0
3 $1,210,000  $1.72 $20,808 2.00% $0
4 $1,331,000 $1.59 $21.224 2.00% $0
5 $1.464,100 $1.48 $21.649 2.00% $0

TOTAL ASSESSED VALUE INCLUDES:
10 % INFLATIONARY GRCATH
NO NEW CONSTRUCTION
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TR EXAMPLE THREE - CONSTRUCTION ONLY® <>

TOTAL TAX TOTAL GROWTH YALUE OF
TAX  ASSESSED RATE TAX IN NEW
YEAR  VALUE COLLECTIONS COLLECTIONS PROPERTIES
1 $1.000.000 $2.00 $20.000
2 §:.100,000 $2.04 $22.440 12.20%  $100,000
3 $1,200.000 = $2.08 $24,97¢C 11.27%  $100.000
] $1.300,000 $2.12 $27,591 10.50%  $100,000
5 $1.400,000 $2.16 $30,308 9.85%  $100.cC0C

TOTAL ASSESSED YALUE INCLUDES:
NO INFLATIONARY GROWTH
$100,000 NEW CONSTRUCTICN

BaxXEYAMPLE FOUR — INFLATION AND CONSTRUCTION®%xxx

TOTAL TAX TOTAL GROWTH VALUE OF
TAX  ASSESSED RATE TAX IN NEXW
YEAR  VALUE COLLECTIONS COLLECTIONS PROPERTIES
1 $1,000.000 $2.0C $20.000
2 $1,200,000 $1.85 $22.255 11.27%  $100.000
3 $1,420,000 $1.72 $24 4189 9.73%  $100,000
] $1,662.000 $1.59 $26,502 8.53%  $100,000
5 $1.928,200 $1.48 $28.51 7.58%  $100.000

TOTAL ASSESSED VALUE INCLUDES:
10 & INFLATIONARY GROWTH
$100,000 NEW CONSTRUCTION

In the first example, there 1is assumed to be no growth in total
assessed value. As shown the property tax collections grow by two per cent
per year (and the tax rate gradually increases).

In the second example, assessed values experience 10% inflation per
vear. Property tax collection still grow by only two per cent per year, how-
ever, the tax rate is forced down each year as property values continue to
grow.

In the third example, total assessed value is increased due to new con-
struction of $100,000 per year (and no inflationary increases). This time
property tax collections increase by more than two percent per year. Note
that the tax rates are equal to the rates in the first example where no
growth occurred. The increased property tax collections are derived from
taxes collected on new properties subject to tax at the same rate as pre-
viously existing properties.
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In the fourth example, both pressures on assessed value are illus-
trated. Total assessed value is increased due to inflation and new construc-
tion. Once again, the tax rate is reduced to offset the inflationary
increases in property values (as in example two) and the total tax collec-
tions increase due to the new construction (as in example three).

Hopefully, these examples will also prove useful in explaining the
impact of tax increment financing below.

SUMMARY OF THE ARIZONA EDUCATION FINANCE SYSTEM

Integrally related to the Arizona property tax system is the system of
financing elementary and secondary education within Arizona. Simply stated,
school districts determine an authorized “budget level®™ based on various
budget criteria (student population, etc.) and expenditure categories. The
districts are then, in effect, required to levy a "qualifying" property tax
as their “local effort" towards the financing of 1local education. The
“qualifying" "local effort" is determined by applying a statutorily estab--
lished tax rate (the qualifying tax rate) to the taxable value within a
school district.

The state, through equalization aid, then provides sufficient money to
close the gap between the level of the "local effort" property taxes and the
authorized budget level of the district.

This system provides an adequate (authorized) level of available reve-
nues for all students in all districts regardless of the amount of taxable
property in the district . In other words, in those districts with substan-
tial levels of taxable assessed value a greater percentage cf the district's
total budget is financed using "local" property taxes and a lesser percent-
age is financed through equalization aid. In a low assessed value district,
more of the district's budget will come from equalization assistance and
less from ltocal property taxes. Taxpayers' property tax liability to the
district is thereby limited.

Thus, the education financing system limits a taxpayer's property tax
1iability to school -districts to approximately the level of the qualifying
tax rate multiplied by the taxpayer's assessed value. However, unlike juris-
dictions bound by the constitutional levy limits the district's tax rate is
not necessarily reduced to offset inflationary increases in property values.

The following example illustrates the relationship between local prop-
erty taxes, assessed values and "equalization assistance" in the financing
of school districts in Arizona. The district is assumed to have an "author-
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ized budget level of $30,000 and assessed value of $500,000 in the first
year; and an initial "qualifying" and actual tax rate of $4.12.

xxxxxEQUCATION FINANCE EXAMPLEX***¥

DISTRICT DISTRICT  DISTRICT TOTAL TOTAL
BUBGET ASSESSED TAX TAX EQUALIZATION
YEAR  LIMIT YALUE RATE  COLLECTIONS  ASSISTANCE
1 $30,000 $500,000 $8.12 $20,600 $9,400
2 $32,400 $540,000 $4.12 $22,248 $10,152
3 $3¢,992 $583,200 $L.12 $24,028 $10,964
i $37,791 $629,856 $4.12 $25,950 $11,841
5 $40,815 $680,244 $4.12 $28,026 $12,189
ASSUMPTIONS -

8% GROWTH IN BUDGET AND RCL = DSL
8% GROWTH IN VALUE

In the example above, given the district's authorized budget level, the
amount of "equalization assistance" is computed by multiplying the dis-
trict's "qualifying" tax rate, $4.12 {and actual tax rate in this example) by
the district's assessed value, $500,000. The resulting “"qualifying levy"
($20,600 in the first year, $28,026 in the fifth year) is subtracted from
the district budget and the difference is the amount of equalization assis-
tance ($9,400 in the first year, $12,789 in the fifth year).

Several differences between this example and the earlier tax limit
examples bear particular notice. First, note that the tax rate remains con-
stant throughout the five years and the district's tax collections increase
commensurate with the growth of assessed value -- unlike the earlier
examples where the tax rate declined as values increased and the tax collec-
tions remained relatively constant. Second, the "equalization assistance”
mechanism assures the availability of sufficient revenue to reach the
authorized budget level. No such assurance exists for most of the jurisdic-
tions subject to the constitutional levy limits.
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THE RELATIONSHIP BETWEEN TAX INCREMENT FINANCING AND THE ARIZONA
PROPERTY TAX SYSTEM

As discussed above, a number of property taxing jurisdictions in Ari-
zona are subject to constitutionally imposed levy limitations. Due to the
constitutional status of these levy limits, the computation of the maximum
permissible levy must occur without regard for the existence of redevelop-
ment districts.

The amount of revenue generated by the tax increment financing system
is a direct function of the growth in assessed valuation within the redevel-
opment area and the level of property tax rates established for the various
jurisdictions overlapping that area. As mentioned above, the amount of
taxes collected on the increased valuation are no longer received by the
taxing jurisdiction but are instead transferred to the tax increment finan-
cing district for the designated projects. As a result of the 1980 property
tax reforms, the impact of tax increment financing on a jurisdiction subject
to the levy limitation will vary depending upon the cause of the increased
assessed valuation.

Because of the provisions of the levy limitation, the permissible
amount of property tax collections authorized in the Constitution for a
jurisdiction subject to the levy limitation will increase by the amount of
taxes collected from the new property (in addition to the two per cent
annual growth). However, tax increment financing requires that those tax
collections be used to finance redevelopment projects and not paid to the
Jjurisdictions imposing the tax rate. This means that the increased revenue
that would otherwise be received by the taxing jurisdiction is instead div-
erted to the redevelopment projects.

Alternatively, increases in assessed valuation that are the result of
the increased market value of existing properties do not generate additional
property tax revenues for those jurisdictions subject to the levy limit.
Increases in assessed valuation due to changes in market value are offset by
a reduction in the tax rate of those jurisdictions subject to the levy limi-
tation. The property tax collections of the jurisdiction remain the same
even though assessed valuations are increasing (temporarily ignoring the
allowable two per cent increase). However, the property taxes generated by
applying the tax rate of the jurisdiction against the increased assessed
valuation, within the redevelopment district, must be diverted to redevelop-
ment. These lost revenues cannot be made up under the provisions of the
levy limitation and therefore the other taxing jurisdictions will experience
an actual loss in revenues when compared to prior years.
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The examples that follow simply illustrate the operation of tax incre-
ment financing in conjunction with the property tax levy limitations con-
tained in the Arizona Constitution. In all cases the initial tax rate is
assumed to be $6 ($2 each for the county, for the city, and for the commu-
nity college); the total assessed value in the first year is $1,000,000; and
therefore the total property tax levy is $60,000. Further, a redevelopment
district is assumed to be created in the second year with an initial
assessed valuation of $50,000.

FEXEECXAMPLE ONE - NO GROWTH¥3*xx

TOTAL  COMBINED  TOTAL GROWTH TAX
TAX  ASSESSED  TAX TAX IN INCREMENT
YEAR  VALUE RATE  COLLECTIONS COLLECTIONS AV,

TIF REMAINING
TAX TAX
COLLECTIONS COLLECTIONS

|
|
|
!
1 $1,000,000 $5.00 $60,000 |
|
!
|
|

2 $1,000,000 $6.12 $61,200 2.00%  $50.000 $0 $61,200
3 $1,000,000 $6.24 $62,424 2.00% 350,000 $0 $62,424
4 $1,000,000 $6.37 $63,672 2.00%  $50.000 $0 $63,672
5 $1.000.000 $6.49 $64,946 2.00%  $50,000 $0 $64.946

TOTAL ASSESSED VALUE INCLUDES:
NO INFLATIONARY GROWTH
NO NEW CONSTRUCTION

XXEXCXAMPLE THO - INFLATION ONLY****x

TIF REMAINING
TAX TAX
COLLECTIONS COLLECTIONS

TOTAL ~ COMBINED  TOTAL GROWTH TAX
TAX  ASSESSED  TAX TAX IN INCREMENT
YEAR  VALUE RATE  COLLECTIONS COLLECTIONS AV,

!
!
!
I
1 $1,000,000 $6.00 $60,000 ' |
|
l
l
!

2 $1,100,000 $5.56 $51,200 2.00%  $50,000 $0 $61,200
3 $1,210,000 $5.16 $62,424 2.00%  $55,000 $258 $62,166
4 $1,331,000 $4.78 $63,672 2.005  $60,500 $502 $63.170
5 1,464,100 $4.44 $64,946 2.00%  $66,550 $734 $64,212

TOTAL ASSESSED VALUE INCLUDES:
10 % INFLATIONARY GROWTH
NO NEW CONSTRUCTION

EXEXAMPLE THREE - CONSTRUCTION ONLY****

TIF REMAINING
TAX TAX
COLLECTIONS COLLECTIONS

TOTAL ~ COMBINED  TOTAL GROWTH TAX
TAX  ASSESSED  TAX TAX IN INCREMENT
YEAR  VALUE RATE  COLLECTIONS COLLECTIONS AV,

|
|
|
!
$1,000,000  $6.00 $60,000 ;
|
|
|
|

1

2 §1,100,000 $6.12 $67.,320 12.20%  $50,000 $0 $67.320
3 $1,200,000 $6.24 $74,909 11.27%  $55,000 $312 $74,597
4 $1,300,000 $6.37 $82.774 10.50%  $60,000 $637 $82,137
5 $1,400,000 $5.49 $30,92¢4 9.85%  $65,000 $974 $88,950

TOTAL ASSESSED VALUE INCLUOES:
NO INFLATIONARY GROWTH
$100,000 NEW CONSTRUCTION EACH YEAR ($5,000 IN TIF A.V.)



Page 13

xxxxZyAMPLE FOUR - INFLATION AND CONSTRUCTION®*xxx

TOTAL  COMBINED  TOTAL GROWTH TAX l TIF REMAINING
TAX ~ ASSESSED  TAX TAX IN INCREMENT | TAX TAX
YEAR  VALUE RATE  COLLECTIONS COLLECTIONS AV, {COLLECTIONS COLLECTIONS

1 $1,000,000 $6.00 $60.000

l
2 31,200,000 $5.56 $66,764 11.27%  $50,000 | $0 $56,764
3 $1,420.C00 $5.16 $73,258 9.73%  $60,000 | $516 $72.742
& $1,662.000 $4.78 $19.507 §.53%  §71,000 | $1,005 $78.502
5 $1,928,200 $4.44 $85.533 1.58%  $83,100 | $1.468 $34,065

TOTAL ASSESSED VALUE INCLUDES: -
10 % INFLATICNARY GROWTH
$100,000 NEW CONSTRUCTION EACH YEAR  ($5,000 OF NEW CONSTRUCTION IN TIF A.V.)

In the first example, there is assumed to be no growth in total
assessed value. As shown, the total property tax collections grow by 2% per
year. There are no tax increment collections because the assessed valuation
of the redevelopment district (tax increment A.V.) does not increase above
the base amount.

In the second example, assessed values experience 10% inflation per
year. Property tax collections, in total, stili grow by only 2% per year;
the tax rate is forced down each year; and some tax increment collections
occur. Because of the reduction in the tax rate (resulting from the infla-
tionary growth 1in assessed valuation), the tax increment collections
directly correspond to losses in the property tax collections that would
otherwise " be received by the existing taxing jurisdictions. In this
example, the $734 of tax increment collections in the fifth year represents
the difference between the $64,946 received by the jurisdictions in the
first example and the $64,212 received in the second example.

In the third example, total assessed values increase due to new con-
struction of $100,000 per year ($5,000 of which occurs in the redevelopment
district) and no inflationary increases. This time, total property tax col-
lections increase by more than 2% per year and tax increment collections
occur. The $974 in tax increment collections in the fifth year is attribut-
able to new construction within the redevelopment district just as the
growth in the remaining tax collections is attributable to new construction
outside of the district. It is important to note that the tax rates in this
example are equal to the tax rates in the first example where no growth
occurred. Also, the tax increment collections are augmented as a result of
the gradual growth in the tax rate. This is because the "incremental val-
ues" are subject to tax at the same rate as on other properties.
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In the fourth example, both pressures on assessed value are illus-
trated. Total assessed value is increased due to inflation and new con-
struction. Once again, the tax rate is reduced to offset the inflationary
increases in property value (as in Example 2) and the total tax collections
increase due to the new construction (as in Example 3). These combined
forces result in the greatest amount of tax increment collections as both
inflation and new construction compound the amount of increases in value
within the redevelopment district. Note that the tax rates are reduced in
this example, as in the second example, as a result of the inflationary
increases in property values. This is the reason that the total tax incre-
ment collections do not equal the sum of the tax increment collections due
to inflation in the second example and construction in the third example.
The reduction in the tax rate (as the result of the inflationary increases)
offsets some of the gain due to the new construction.

These examples help to illustrate one of the basic conflicts between
tax increment financing and the Arizona property tax system. While
increases in assessed valuation attributable to new construction result in
increased property tax collections, increases in assessed valuation that -
result from inflationary pressures do not result in increased property tax
collections. Therefore, any inflationary growth in assessed valuations
within a redevelopment district will necessarily result in, not a diversion
of increased property tax revenues, but rather a diversion of existing prop-
erty tax revenues away from existing property taxing jurisdictions to the
redevelopment projects. In other words, every dollar available for the
financing of redevelopment projects is a dollar reduction experienced by the
other taxing Jjurisdictions. The greater the rate of inflation and the
longer the term of the program the more extreme the effect.

In summary, Jjurisdictions subject to the Tlevy Jlimitation will be
deprived of increases in property tax collections that would occur as the
result of the addition of new property to the tax rolls and will experience
an actual reduction in property tax collections in those instances where
assessed valuations increase as a result of increases in market value.

It is also important to note that the majority of jurisdictions receiv-
ing property taxes have no control over the creation, Size or scope of rede-
velopment project areas.

Finally, it is also important to note that the impact of these property
tax collection transfers will be particularly acute in the case of county
governments. This is because counties are particularly dependent upon the
property tax as a primary source of revenue and have limited access to
alternative revenue sources.
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THE RELATIONSHIP BETWEEN TAX INCREMENT FINANCING AND THE ARIZONA
EDUCATION FINANCE SYSTEM

As discussed above, the financing of elementary and secondary education
within Arizona is integrally related to the property tax. The amount of
"equalization assistance" provided to individual school districts is a
direct function of the amount of assessed value within the district. Fur-
ther, school districts use local property taxes to fund a significant por-
tion of their budgets.

Tax increment fipancing diverts the property taxes collected from a
portion of the assessed valuation within a redevelopment district, which
would otherwise be subject to taxation by. a school district. Thus, there is
a conflict between the existing tax increment financing statutes and the
existing education finance system in Arizona. The implementation of tax
increment financing in Arizona would necessitate conforming changes be made
to one or both of the systems. Depending upon the conforming changes, the
impact of tax increment financing on the school finance system would differ..

The implementation of a tax increment financing system wili result in a
loss of property taxes that would otherwise be received by school districts
that overlay the redevelopment . district. The amount of property tax collec-
tions diverted to the redevelopment projects must be made up through one of
two alternatives. Either a school district must raise its local property
tax rate to make up for the diverted collections or the state must provide
additional equalization assistance to replace the diverted collections.

The fo]]oWing three charts illustrate the effect of these two alterna-

tives on the hypothetical district used, earlier in this report, to iilus-
trate the operation of the education finance system.

*EFXCNUCATION FINANCE EXAMPLE**¥xx

DISTRICT  DISTRICT  DISTRICT TAX | TIF DISTRICT |

BUDGET ASSESSED TAX INCREMENT | TAX TAX |

YEAR  LIMIT VALUE RATE VALUE | COLLECTIONS COLLECTICAS |

=== | |

1 $30,000 $500,000 $4.12 ; $20,600 |

2 $32,400 $540,000 $4.12 $25,000 | $0 $22,248 |

3 $34,992 $583.200 $4.12 $21.000 | $82 $23,945 |

‘ $37,181 $629,856 $4.12 $29,160 | $171 $25,719 |

5 $40,815 $680,244 $4.12 $31,493 | $268 $27,159 |
ASSUMPTIONS:

8% GROWTH IN BUDGET AND RCL = OSL

8% GROWTH IN VALUE
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sxesEQUCATION FINANCE EXAMPLE - INCREASED TAX RATES**®**

DISTRICT  DISTRICT  DISTRICT mw| TIF DISTRICT |

BUDGET ASSESSED TAX INCREMENT | TAX ™o

YEAR  LIMIT VALUE RATE VALUE | COLLECTIONS COLLECTIONS |

S | i

1 $30,000 $500,000  $4.12 | $20,600 |

2 $32,400 $540,000  $4.12 $25,000 | $0 $22,248 |

3 $34,992 $583,200  $4.13 $27,000 | $83 $24,028 |

L$31.19 $629,856  $4.15 $29,160 | $113 $25,950 |

5 $40,815 $680,204  $4.16 $31,493 | $210 $28,026 |
ASSUMPTIONS :

8% GROWTH IN BUDGET AND RCL = DSL
8% GROWTH IN VALUE

WxXXEDUCATION FINANCE EXAMPLE - INCREASED ECUAL. ASST.»»exx

DISTRICT DISTRICT  DISTRICT TAX ! TIF DISTRICT |

BUDGET ASSESSED TAX INCREXENT | TAX TAX |

YEAR  LIMIT VALUE RATE YALUE | COLLECTIONS COLLECTIONS i

=== | !

1 $30,000 $506,900 $4.12 ] $20,600 !

2 $32,400 $540,000 $4.12 $25,000 | $0 $22,248 |

3 $34,992 $583,200 $4.12 $27,000 | $82 $23,945 |

4 $37.19 $629,856 $4.12 $29,160 | $1n $25,719 |

5 $40,815 $580,244 $4.12 $31,493 | $268 $27,759 1
ASSUMPTIONS:

8% GROWTH IN BUDGET AND RCL = OSL
8% GROWTH IN VALUE

In the first example if the jocal school district tax rate is allowed
to increase as in the first example, it will dincrease from $4.12 in the
first year to $4.16 in the fifth year. This translates to increased prop-
erty taxes being paid by all taxpayers within the school district, including
those residing outside of the redevelopment district. District tax collec-
tions are increased by $267 ($28,026 - $27,759) in the fifth year. In addi-
tion, it is important to note that the tax rate increase compounds the tax
increment collections up to $270 in the fifth year from $268.

The second table illustrates the other alternative mechanism available
to replace the diverted tax increment collections. If the school district
tax rate is held constant at $4.12 (only the "frozen" assessed value within
the redevelopment district is utilized in the computation of the "qualifying
local levy" and the levy of local district property taxes), the operation of
the tax increment system will result in an increase in equalization assis-
tance of $268 in the fifth year. This additional equalization assistance
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would most likely have to come from increased state general fund appropria-
tions for education assistance.

The tax increment financing system that exists in California specifi-
cally provides for the state to make up for any loss in property tax collec-
tions of school districts through increased equalization assistance.

For the purposes of this analysis, it is most important to note that
the same amount of revenue will have to be made up in either instance if
school districts are to maintain their expenditures at the same level as in
the absence of the redevelopment district.

OTHER ASPECTS OF TAX INCREMENT FINANCING

In addition to the issues discussed above, a number of other important
questions and concerns involving tax increment financing must be addressed
prior to any implementation of any such system in Arizona. Some of these
include:

The diversion of "tax increment® property taxes could include those
attributable to “secondary”, as well as, “"primary" tax rates. The diversion
of secondary property taxes, which are often pledged to secure and finance
general obligation bond issues, might impair existing bond contracts and
could endanger the repayment of outstanding bond issues. Further, the issu-
ance of new general obligation bonds, with their accompanying new tax rates,
would cause tax increment collections to increase substantially.

Tax increment collections might be surprisingly unpredictable. The lack
of predictability could occur because other jurisdictions determine the tax
rates used to calculate the "increment", and through voter authorization may
impose additional taxes that may effect the “increment”. Alternatively,
substantial increases in the market values of properties located outside the
redevelopment district, but within the boundaries of property taxing juris-
dictions that overlay the district, will result in decreased tax rates for
those jurisdictions subject to levy limits. The lower tax rates may result
in lTower "incremental" collections.

Federal tax reform may also directly affect the tax status of the
interest on "tax increment" bonds.
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CONCLUSIONS

At the time of its initial development, tax increment financing was clearly
an effective mechanism for generating revenues to support redevelopment projects
within a redevelopment area. However, it was developed several decades ago in an
environment substantially different from that which exists in Arizona today. It
was a time when the property tax system was subject to significantly fewer
restrictions and controls and when property values for tax purposes were signifi-
cantly less volatile than they have been in recent years.

Clearly, tax increment financing does not easily mesh with the Arizona prop-
erty tax system as it has existed since the enactment of the 1980 reforms. If
implemented within the existing tax system, it will undoubtedly result in sub-
stantial shifts of revenues between existing property taxing jurisdictions and
the redevelopment district. Further, depending upon the resolution of a variety
of policy issues that must be addressed before it can be implemented, it may
result in shifts in the tax burden from property taxpayers to other types of tax-
payers.

Although not discussed in detail in this report, it is generally accepted
that tax increment financing has been the subject of various abuses 1in other
states. Many of these abuses undoubtedly result from operation of the system in
an environment substantially different from that for which it was originally
designed.

The implementation of a tax increment financing system in Arizona would have
the effect of radically changing the priority of access to property taxes within
our state. Currently, all political jurisdictions, authorized to levy property
taxes, have equal access to the available taxable value of property within their
boundaries. The level of taxation is restricted through a variety of limitations
either constitutional or statutory, which differ depending upon the particular
character of the taxing jurisdiction. However, in all instances, the implementa-
tion of a tax increment financing system would clearly place the highest priority
for access to property tax revenues under the control of those bodies creating
and operating redevelopment districts.

This shift in the priority of access to the property tax in Arizona clearly
delineates the public policy decision that must be made when considering the
potential implementation of tax increment financing. The principal issue that
must be addressed prior to the implementation of a tax increment financing scheme
is the relative merit and the relative priority of redevelopment projects within
Arizona cities vis-a-vis the financing of general city operation, counties, com-
munity collieges, primary and secondary education, and ultimately state govern-
ment.



Page 19

APPENDIX 1

CHAPTER 139, 33RD LEGISLATURE, SECOND REGULAR SESSION
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SUPERIOR COURT IN THAT COUNTY, REQUIRE OE OR MORE HEARINGS OR CONFpm
ENCES AT WHICH THE PARTIES MUST ATTEND IN ORDER T0 FURTHER THE Pumpger
OF THIS ARTICLE. THE COURT MAY ALSQ GRANT EXEMPTIONS FROM SUCH A Locs,

AND MANDATORY RULE IF TO DO OTHERWISE WOULD CAUSE UNDUE RARDSHIP

Sec. 16, Title 25, chapter 3, Arizona Revised Statutes, {s

amended by adding a2 new article 4, to read:
ARTICLE 4. ALIENATION OF AFFECTIONS

25-341. Abbrogation of alienation of affection action
THE COMMON LAW CAUSE OF ACTION FOR ALIENATION OF KFTECT

ABOLISHED.

Appreved by the Governor - May 31, 1977

F¥ed in the Qffice of the Secretary of State - Mav 31, 1977

656

IONS 1S

sute of Arizond
:r:;-:hird Legislature

first
wn

Megular Session

CHAPTER 139
SEMATE BILL 1300

AN ACT

NMUTING TO PUBLIC HEALTH AND SAFETY; PRESCRIBING NATURE OF OBLIGATION AND SOURCES

AL R Co w wm o un os .—

OF PAYMENT FOR REDEVELOPMENT BONDS: PROYIOING FOR TAX INCREMENT FINANCING
OF REDEVELOPMENT PROJECTS; PROVIDING FOR THE ALLOCATION OF TAXES; PRO-
VIDING FOR PLEDGE OF MONIES ALLOCATED TO MUNICIPALITIES FOR PAYMENT OF
PRINCIPAL AND INTEREST ON REDEVELOPMENT PROJECT LOANS, ADVANCES OR
INDEBTEDNESS; PRESCRIRING CONTENTS OF REDEVELOPMENT PLANS; PROVIDING FOR
SPECTAL TAX INCREMENT FUNDS AND PAYMENT INTQ SUCH FUNDS; PROVIDING FOR

THE TRAMSHITTAL OF CERTIFICATION AND DESCRIPTION OF LAND WITHIN REDEVELOP-
MENT PROJECT AND OTHER DOCUMENTS TO COUNTY ASSESSOR, CLERK OF BOARD OF
EQUALIZATION, DEPARTMENT OF REVENUE AND OTHER ASSESSING OFFICER; PROVIDING
FOR TRANSMITTAL OF STATEMENT PERTAINING TO ALLOCATION OF TAXES TO AFFECTED
TAXING AGENCIES; PROVIDING FOR ABSTRACT OF TAX AND ASSESSMENT ROLL; PRO-
YIDING FOR CERTAIN EXPIRATION; PROVIDING. FOR CERTAIN DELAYED REPEAL:
MMENDING SECTION 36-1481, ARIZOMA REVISED STATUTES; AMENDING TITLE 36,
CHAPTER 12, ARTICLE 3, ARIZOWA REVISED STATUTES, BY ADDING SECTION 36~
1488.01; AMENDING SECTION 36-1481, ARIZONA REVISED STATUTES, AS AMENDED

8Y THIS ACT, EFFECTIVE FROM AND AFTER JULY 1, 1979, AND REPEALING SECTION
36-1488.01, AS ADDED BY THIS ACT, EFFECTIVE FROM AND AFTER JULY Y, 1979.

Ba it wmacted by the Legislature of the State of Arizona:
© re :oction 1. Section 36-1481, Arizona Revised Statutes, {s amended

ad:

36-1481. Issuance of bonds

A, A wunicTipalTty may Tssue bonds frem-time-te-time in fts
dlxcretion to finance the undertaking of any redevelopment project under
this article, including the payment of principai and intsrest upon any
Mvances for surveys and plans for redevelopment projects, &nd may also
153ue refunding bonds for the paymant or retirement of such bonds
previously fssued by 1t. Such bonds shal) be made payable, as to both
:"“‘C'Pﬂ and {nterest, solely from the income, procesds, revenues and
unds of the municipality, INCLUDING TAX INCREMENT FUNDS RECEIVED PUR-
SUARY TO SECTIOM 36-1488.01, derived from or held in connection with its
wndertaking and carrying out of redevelopment projects under this

657
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financed n whole or in part with the
articled. :}eﬁm g&zgt ;uh:yp:yr:uent of such bonds, both as to principa)
przc::t:rest. may be further or exclusively secured by a pledge of any
::m. grant or contribution from the federal government or gtmksoum'
in ald of any redevelopment projelts of the municipality unde en under
this article and by a mortgage of any af such redevelopment projects.

B. THE BONDS AND OTHER OBLIGATIONS OF THE MUNICIPALITY ISSUED
PURSUANT TO SUBSECTION A OF THIS SECTION ARE NOT A (INERALP&B.L‘IrGATION 0R
GENERAL DEBT OF THE MURICIPALITY, THE STATE OR ANY OF ITS Oé ICAL sug-
DIVISIONS, AND MEITHER THE MUNICIPALITY, THE STATE, NOR aﬂlu m;rs
POLITICAL SUBDIVISIONS ARE GEMERALLY LIABLE FOR THEM, NO! o EVENT
SHALL THE BONDS OR OBLIGATIONS GIVE PISE TO A GENERAL 08LI ! ON OR
LIABILITY OF THE MUNICIPALITY, THE STATE OR ANY OF ITg %FGCAP(L”SUB-
DIVISIONS, OR A CHARGE AGAINST THEIR GENERAL CREDIT O . NFUND ERS,

OR BE PAYABLE FROM ANY FUNDS OR PROPERTIES OTHER THAN THOSE S OR
PROPERTIES SPECIFICALLY DESCRIBED IN SUBSECTION A OF THIS SECTION AND
THOSE BONDS AND OBLIGATIONS SHALL SO STATE ON THEIR FACE. Bonds issued
under this sectfon shall not constitute an {ndebtedness uitMn'the waaning
of any constitutional or statutory debt 1imitation or nstrig: on. Bonds
1ssued under the provisions of this article are declared tow1 I:su.d for
an essential public and governmental purpose, and together with interest
thereon and income therefrom, shall be exempted from all taxes.

C. Bonds issued under this section shall be authorized by resolu-
tion of the local governing body, may be {ssued 1n one or wore serfes,
shall bear such date or dates, be payable upon demand or mature at such .
time or times, bear interest at such rate or rates, be in such denomimthm
or denominations, be in such form either coupon or registered, carry suc
conversion or registration privileges, have such rank or priority, be
executed fn such manner, be payable in such medium of payment, at such
place or places, and be subject to such terws of redemption, with or
without premium, as provided by the resolutfon or trust indenture or

d pursuant thereto.

mrtg.%o:v 1;::“; b:‘ndsuuy be sold at not less than par at public ules‘
mld after notice published once at least ten days prior to the sale r;
4 newspaper having a genersl circulstion in the area of operation and in
such other medium of publication as the municipality determines, or may
be exchanged for other bonds on the basis of par, but such bonds may bed
3o1d to the federal government st private sale at not less than par, and,
1f less than al) of the authorized principal mmount of such bonds lre1
301d to the federsl governwent, tha balance may be sold at private s:e:d
at not less than par at an interest to the wmunicipality of not to “ld
the interest cost to the municipality of the portfon of the bonds so

to the federal govermment. .

E. 1f any of the public officials of the municipality whose sig:l
turts appear on any bonds or coupons {ssued under this article cuscn
be such officials before del{very of tha bonds, their signatures sha
nevertheless be velid and sufffcient for all purposes the same nf iy
offictals had remained in offfce until delivery. Any provision o
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to the contrary notwithstanding, bonds issued pursuant to this article
shall be fully negotiable.

F. In any action or proceedings fnvolving the validity or enforce-
abi1ity of any bond issued under this article or the security therefer
FOR SUCH BOND, the recitation fn substance in the bond that it has been
{ssyed by the municipality in connection with a redevelopment project
shall be conclusive proof that the bond was issued for such purpose and
such project shall be conclustvely deemed to have been planned, located
and carried out in accordance with the purposes and provisions of this
article.

6. NEITHER THE MEMBERS OF THE GOVERNING BOOY OF A MUNICIPALITY OR
A COMMISSION NOR ANY PERSONS EXECUTING THE BONDS ARE LIABLE PERSONALLY OM
THE BONDS BY REASON OF THEIR ISSUANCE.

Sec. 2. Title 36, chapter 12, article 3, Arizona Revised Statutass,
{s amended by adding section 36-1488.01, to read:

36-1438.01. Property tax increment; redevelopment plans

A, IN THIS SFCT%W.ZUN[ESE THE CORTEXT GWIEEEE li%mlh'zs:

1. “TAXES" INCLUDES ALL LEVIES ON AN AD VALOREM BASIS ON LAND,
REAL PROPERTY, PERSONAL PROPERTY OR OTHER PROPERTY NOT OTHERWISE EXEMPTED
FROM SUCH LEVIES BY THE CONSTITUTION OR STATUTES OF THIS STATE.

2. "TAXING AGENCY" MEANS ANY CITY, INCLUDING CHARTER CITY, TOWN,
COUNTY OR SCHOOL DISTRICT, INCLUDING COMMON SCHOOL DISTRICTS, UMIFIED
SCHOOL DISTRICTS, HIGH SCHOOL DISTRICTS AND COMMUNITY COLLEGE DISTRICTS.

B, ANY REDEVELOPMENT PLAN MAY CONTAIN A PROPERTY TAX INCREMENT
PROVISION UNDER WHICH TAXES, IF ANY, LEYIED UPON TAXABLE PROPERTY IN A
REDEVELOPMENT PROJECT EACH YEAR BY QR FOR THE BENEFIT OF ANY TAXING AGENCY
AFTER THE DATE THE LOCAL GOVERNING BODY APPROVES THE REDEVELOPMENT PLAN,
INCLUDING ANY AMENDMENTS TO SUCH PLAN, INCORPORATING PROPERTY TAX INCRE-
PEXT PROVISIONS, SHALL BE DIVIDED AS FOLLOWS:

1. THAT PORTION OF THE TAXES WHICH WOULD BE PRODUCED BY THE RATE
AT WHICH THE TAX IS LEVIED EACH YEAR BY OR FOR EACH TAXING AGENCY UPON
THE ASSESSED VALUE OF THE TAXAA!E PROPERTY IN THE REDEYELOPMENT PROJECT
AS SHOMN UPON THE ASSESSMENT AMD TAX ROLL USED IN COMMECTION WITH THE
TAXATION OF SUCH PROPERTY BY SUCH TAXING AGENCY, LAST EQUALIZED PRIOR TO
THE DATE ON WHICH THE LOCAL GOVERNING BOOY APPROYED THE REDEVELOPMENT
PLAN, SHALL BE ALLOCATED AND WHEN COLLECTED SHALL BE PAID INTO THE FUNDS
OF THE RESPECTIVE TAXING AGENCIES AS TAXES BY OR FOR THE TAXING AGENCIES
OM ALL OTHER PROPERTY ARE PAID. FOR THE PURPOSE OF ALLOCATING TAXES
LEYIED BY OR FOR ANY TAXING AGENCY OR AGENCIES WHICH DID NOT INCLUDE THE
TERRITORY IN A REDEVELOPMENT PROJECT ON THE DATE OF APPROVAL OF THE
PEDEVELOPMENT PLAN BY THE LOCAL GOVERNING BODY, BUT TO WHICH SUCH TERRITORY
HAS BEEN ANNEXED OR QTHERWISE INCLUDED AFTER SUCH DATE, THE ASSESSMENT AND
TAX ROLL OF THE COUNTY LAST EQUALIZED OM SUCH DATE SHALL BE USED IN
?&TAN&N?ETHE ASSESSED YALUATION OF THE TAXABLE PROPERTY IN THE PROJECT

2. THAT PORTIQN OF THE LEVIED TAXES EACH YEAR IN EXCESS OF SUCH

mn SHALL BE ALLOCATED AND WHEN COLLECTED SHALL BE PAID INTO A SPECIAL

OF THE

MUNTCIPALITY TO PAY THE PRINCIP
YONIES ADVAN RINCIPAL OF AND INTEREST ON LOANS,

CED TO OR ANY INDEBTEDKESS, INCURRED BY SUCH MUNICIPALITY TO

! 659
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{CE OR REFINANCE, IN WHOLE OR IN PART, SUCH REDEVELOPMENT PROJECT,

55 AND UNTIL THE TOTAL ASSESSED VALUATION OF THE TAXABLE PROPERTY [y
5 CT EXCEEDS THE TOTAL ASSESSED VALUE OF THE TAxAg
DEVELOPMENT PROJE LE
ERTY IN SUCH PROJECT AS SHOWN BY THE LAST EQUALIZED ASSESSMENT Anp
ROLL REFERKED TO IN PARAGRAPH 1 OF THIS SUBSECTION ALL OF THE TAXEs
£0 AND COLLECTED UPON THE TAXABLE PROPENTY IN SUCH REDEVELOPMENT

FCT SMALL BE PAID INTO THE FUNOS OF THE RESPICTIVE TAXING AGEMCIES,
"SUCH LOANS, ADVANCES AND INDEBTEDNESS, TF ANY, AND INTEREST THEREOM,

BEEN PAID, ALL MONIES THEREAFTER RECEIVND FROM TAXES UPON THE TAXAB(f
ERTY IN SUCH REDEVELOPMENT PROJECT SHALL BE PAID INTO THE FUNDS OF Thp
ECTIVE TAXING AGENCIES AS TAXES OM ALL OTHER PROPERTY ARE PAID.

C. IN ANY REDEVELOPMENT PLAN GR IN THE PROCEEDINGS FOR THE ADVANCE
ONIES, OR MAKING OF LOANS, OR THE INCURRING OF ANY INDEBTEDNESS, gy
MUNICIPALITY TO FINANCE OR REFINANCE, IN WHOLE OR IN PART, THE REDE-
PMENT PROJECT, THE PORTION OF TAXES MENTIONED IN SUBSECTION B, PARA-
H 2 OF THIS SECTION MAY BE IRREVOCABLY PLEDGED FOR THE PAYMENT OF
PRINCIPAL OF AND INTEREST ON SUCH LOANS, ADYANCES, OR INDEBTEDMESS,

D. IF A REDEVELOPMENT PLAN CONTAINS A PROVISION REGARDING PROP-
TAX INCREMENTS AS PERMITTED BY SUBSECTION B OF THIS SECTION, THE
YELOPMENT PLAN SHALL ALSO CONTAIN THE FOLLOWING PROVISIONS:

1. A LIMITATION ON THE LENGTH OF TIME FOR WHICH TAX [NCREMENT
MUES MAY BE COLLECTED AND ALLOCATED FOR REDEVELOPMENT.

2. A LIMITATION ON THE PRINCIPAL AMOUNT OF BONDED INDEBTEDNESS TQ
H TAX INCREMENTS ARE PLEDGED WHICH CAN BE OUTSTANDING AT ANY ONE

FOR THE REDEVELOPMENT PROJECT.

E. THE MUNICIPALITY MAY ADOPT PROPERTY TAX INCREMENT PROVISIONS
. PART OF A REDEVELOPMENT PLAN EITHER AT THE TIME OF ADOPTION OF A
VE|L.OPMENT PLAN, OR THEREAFTER AS AN AMENDMENT TO A REDEVELOPMENT
‘s WHETHER SUCH PLAN HAS BEEN OR IS APPROVED BEFORE OR AFTER THE DATE
+ SECTION BECOMES LAW. IF PROPERTY TAX INCREMENT PROVISIONS ARE ADDED
ODIFIED BY AN AMENDMENT TO A REDEVELOPMENT PLAN, WHETHER SUCH REDE-
“UTNT PLAN IS ADOPTED BEFORE OR AFTER THE DATE THIS SECTION BECOMES

T LAST EQUALIZED ASSESSMENT AND TAX ROLL REFEFRED TO IN SUBSECTION
SAGRAPH 1 OF THIS SECTION WHICH SHALL BE USED TO DETERMINE THE
SION OF TAXES AS PROVIDED IN SUBSECTION B SHALL BE THE ASSESSMENT AND
ROLL LAST EQUALIZED PRIOR TO THE APPROVAL OF THE REDEVELOPMENT PLAN
HE LOCAL GOYERNING BODY, WHEN SUCH APPROYAL WAS FIRST GIVEN AND PRIOR
KY AVENDMENT OF SUCH PLAN.

F. THC PORTION OF TAXES SPECIFIED BY SUBSECTION 8, PARAGRAPH 2 OF
SECTION SHALL NOT BE ALLOCATED AND PAID FOR THE FIRST TIME UNTIL THE
YEAR WHICH BEGINS AFTER THE NOVEMBER 1 NEXT FOLLOWING THE APPROYAL BY
LOCAL GOVERHING BOOY OF A REDEVELOPMENT PLAN WITH PROPERTY TAX :
EMEKT PROYISIONS, OR OF AMENDMENTS ADDING SUCH PROYISIONS TO A =
YELOPMENT PLAN. SUCK TAXES WILL BE ALLOCATED AND PAID ONLY IF THE
6 REQUIRED BY SUBSECTION 1 OF THIS SECTION HAS BEEN MADE.

E. IF A MUNICIPALITY PREPARES A REDEVELOPMENT PLAN WHICH PPOVIDES
THE DIVISION OF TAXES AS PEPMITTED BY THIS SECTION, OR PREPARES AN
DHENT TO SUCH REDEVELOPMENT PLAN WHICH SO PROYIDES, IN ADDITION TO
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ANY OTHER NOTICE AND HEARING REQUIREMENTS ESTABLISHED IN SECTION 36-1479,
THE MUNICIPALITY SHALL TRANSMIT TO THE GOVSRNING BODY OF EACH TAXING
AGEMCY WHICH LEVIES TAXES UPON ANY PROPERT( IN THE PROJECT AREA, AND WHICH
WoULD BE AFFECTED BY A DIVISION OF PROPERTY TAX INCREMENTS, A COPY OF THE
PROPERTY TAX INCREMENT PROVISIONS AND A STATEMENT THAT IF THE PROVISIONS
ARE ADOPTED TO PERMIT SUCH A DIVISION OF TAX REVENUES, PROPERTY TAXES
RESULTING FROM INCREASES IN VALUATION ABOVE THE ASSESSED VALUE AS SHOWN

ON THE LAST EQUALIZED ASSESSMENT AND TAX ROLL MAY BE ALLOCATED FOR REDE-
YELOPMENT PURPOSES, RATHER THAN BEING PAID INTO THE TREASURY OF THE TAXING
AGEMCY. THE MUNICIPALITY SHALL TRANSMIT SUCH DOCUMENTS BY REGISTERED MAIL
AT LEAST THIRTY DAYS PRIOR TO THE DATE SET FOR PUBLIC HEARING REQUIRED 8Y
SECTION 36-1479 ON THE REDEVELOPMENT PLAN OR AMENDMENT TO SUCH PLAN.

H. ALL FUNDS RECEIVED BY A MUNICIPALITY FROM THE COUNTY TREASURER
AS I7S PORTION OF TAXES DESCRIBED IN SUBSECTION B, PARAGRAPH 2 OF THIS
SECTION SHALL BE DEPOSITED IN A SPECTAL TAX INCREMENT FUND WHICH SKALL BE
HELD SEPARATELY FROM ALL OTHER FUNDS HELD BY THE MUNICIPALITY. PAYMENT
OF SUCH FUNDS BY THE COUNTY TREASURER SHALL BE MADE IN THE SAME MANNER AS
PAYMENT OF OTHER AD VALOREM COLLECTIONS 1S MADE TO CITIES AND TOMNS PRE-
SCRIBED BY SECTION 42-487,

I, AFTER THE ADOPTION BY A LOCAL GOVERNING BODY OF A REDEVELOPMENT
PLAN WITH PROPERTY TAX IHCREMENT PROYISIONS, OR THE AMENDMENT OF SUCH A
PLAX TO INCLUDE SUCH PROVISIONS, OR THE AMENDMENT OF A PLAN CONTAINING
SUCH PROVISIONS TO ALTER THE PROJECT BOUNDARIES, THt CLERK OF THE MUNICI-
PALITY SHALL FILE WITH THE ASSESSOR AND CLERK OF THE BOARD OF EQUALIZA-
TION IN THE COUNTY IN WHICH THE REDEVELOPMENT PROJECT IS LOCATED AND
WITH THE DEPARTMENT OF REVEKUE, CERTIFICATION THAT SUCH ACTION HAS
BEEN TAKEN AND A MAP OR PLAT INDICATING THE BOUMDARIES OF THE PROJECT AREA.
SUCH DOCUMENTS SHALL ALSO BE TRANSMITTED TO THE OFFICER OR OFFICERS PER-
FORMING THE FUNCTIONS OF ASSESSOR FOR AMY TAXING AGENCIES WHICH, IN
LEYYING OR COLLECTING ITS TAXES, DO NOT USE THE COUNTY ASSESSMENT ROLL
OR DO NOT COLLECT ITS TAXES THROUGH THE COUNTY AND TO THE GOVERNING BODY
OF EACH OF THE TAXING AGENCIES WHICH LEVIES TAXES UPON ANY PROPERTY IN
THE PROJECT AREA. THE DOCUMENTS REQUIRED IN THIS SUBSECTION SHALL BE
TRANSMITTED TO THE APPROPRIATE AGENCIES WITHIN THIRTY DAYS, BUT i NO
EVENT LATER THAN THE NOVEMBER 1 PRECEDING THE TAX YEAR FOR WHICH TAXES
ARE TO BE DIVIDED AS PROVIDED HEREIN,

J. THE ABSTRACT OF THE TAX AND ASSESSMENT ROLL PREPARED BY THE
CLERK OF THE COUNTY BOARD OF EQUALIZATION PURSUANT TO SECTION 42-248 SHALL
SHOW THE VALUATION OF TAXABLE PROPERTY WHICH 1S LOCATED IN A REDEVELOPMENT
PROJECT AREA FOR WHICH PROPERTY TAX INCREMENT PROVISIONS HAVE BEEN ADOPTED,
MO SHALL INDICATE THAT SUCH PROPERTY IS WITHIN THE BOUNDARIES OF A REDE-
YELOPMENT PROJECT.

K. THE GOYERNING BODY OF A MUNICIPALITY MAY CREATE A REDEVELOP-
MENT DISTRICT FINANCED OR PARTIALLY FINANCED BY PROPERTY TAX INCREMENT
FIKAMCING PURSUANT TO THE PROVISIONS OF THIS SECTION, EXCEPT THAT SUCH
OISTRICT MAY NOT:

1. CONTAIN MORE THAN FIVE PER CENT OF THE TOTAL ASSESSED VALUATiON
OF THE MUNICIPALITY. FOR THE PURPOSES OF THIS PARAGRAPH THE FIVE PER
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CENT LIMITATION SHALL BE COMPUTED BY TOTALING THE ASSESSED VALUATION OF
EACH SUCH PROJECT AS OF THE DATE OF INITIAL APPROVAL OF SUCH PROJECT.

2. INCLUDE WITHIN THE TAX INCREMENTAL FINAKCING PORTION OF THE
PLAN PROVISIONS FOR THE CONSTRUCTION, ALTERATION OR REPAIR OF PUBLIC
BUILDINGS.

L. WHIN ESTABLISHING A DISTRICT PURSUANT TO THIS SECTION, THE
GOVERNING BODY OF A MUNICIPALITY MUST FIND THAT SUCH DISTRICT WILL PRO-
VIDE FOR SLUM CLEARANCE OR BLIGHT REDUCTIONS AND CONTAIN PROJECTS WHICH
WILL INCREASE THE ECONOMIC VITALITY OF THE DISTRICT AND THE MUNICIPALITY,

Sec. 3. Section 36-1481, Arfzona Revised Statutes, as amended by
section 1 of this act, s amended to read:

36-1481. lssuance of bonds

A. A municipality may issue bonds in its discretion to finance
the undertaking of any redevelopment project under this article, fnclud-
ing the payment of principal and interest upon any advances for surveys
and plans for redevelcpment projects, and may also issue refunding bonds
for the payment or retirement of such bonds previously issued by 1t.

Such bonds shall be made payable, as to both principal and interest,
solely from the {ncome, proceeds, revenues and funds of the municipalityy-
4ne)ud6ng-tax-4ncrenen!-lunds—recetved‘purnulnt-tc-seetton-ii-IQSGvO}y de-
rived from or held in connection with its undertaking and carrying out

of redevelopment projects under this article, whether or not they are
financed in whole or in part with the proceeds of such bonds, but payment
of such bonds, both as to principal and finterest, may be further or ex-
clusivaly secured by a pledge of any loan, grant or contribution from the
federal government or other source, in aid of any redevelopment projects
of the municipality undertaken under this article and by a mortgsge of
any of such redevelopment projects.

B. Fhe-bonds-and-other-ehbitqations-of-the-mnigipality-tssved
pursunn!-to-subseo!iun-A-oi-\htQ-lcaiton-are-not-i-gonornl-cb&#gat4on~ev
gnnerul-‘ebc~a¢~the--un‘e‘pnltQy,-(ho-lta!cvor-uny-of-&01-;03‘\4.;!-sub-
dbv‘s(en;,-aud-ne4!her-!h¢-nuntctpcl6ty.~tha-s\nl|,-nor—|ny-tf—‘ii-pil#!-
4||¥-suhdtv$stoun-are1genor|l‘y-l4|b3|-Ior—theny-nor-‘n-cny-nvon\-sha¥8
Ihe-bonds-ar-ah%lgl!to»l-gtvc-vtue-to-.-genern}-oh‘tgl!icn-or—%4|b6¥4ty
oC-!ho-nun‘e&pn%tty,-che—stn(e-or-nny-of—4tl-pc¥t!te:i-nub“v*s‘ansy-cr
a-churge-ugn4nst~lheOr~gcncrn%-crelt!~ev-tan4ng-pc~erny-or-be-pnynb%e
fron-nny»‘uuda-or-proper!‘es-othcr-!han-thone-iundl-or-pVOP!F'*OI~!!GC“’
4eui!y~ieser4bed-4n-subsclt#ou~h-o'-|his-seetton-lui~ih¢le-h¢nds-nn‘
ex}igationa-shali-se-stave-en-their-fasey Bonds 1ssued under this sec-

tion shall not constituts an indebtedness within the meaning of any
constitutional or statutory debt limitation or restriction. Bonds {ssued
under the provisions of this article are declared to be {issued for an
essential public and governmental purpose, and together with interest
thereon and {ncome therefrom, shall be exempted from all taxes.

C. Bonds issued under this section shall be authorized by
resolution of the local governing body, may be i{ssued in one or more
series, shall bear such date or dates, be payable upon demand or mature
at such time or times, bear interast at such rate or rates, be in such
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denomination or denominations, be fn such form
, either cou
carry such conversion or registration privileges, havecsuzznr:;tr:g‘Ste"d'
priority, be executed in such manner, be payable fn such medium of
g:znenti 2t such place or places, and be subject to such terms of
emption, with or without premium, as provided by the resolutfon or
trust éndegtu;ebordmortgage {ssued pursuant thereto,
+ Such bonds may be sold at not less than par at public
held after notice published once at least ten dayspprior :o the ::}:‘1n
[ n:uspaper having a general circulation in the area of operatfon and 1n
such other medfum of publicatfon as the municipality determines, or may
be\;xchanged for gther bonds on the basis of par, but such bonds may be
:: ] to the federal government at private sale at not less than par, and
ldess than all of the authorized principal amount of such bonds |;e '
:: :o1the federal government, the balance may be sold at private sale
then?nte::ittESth:; :a an 1?t:rt§t to the municipality of not to exceed
e mun
to the fedora) sove nt.u cipality of the portion of the bonds sold
E. If any of the public officials of the muni
cipalfty whose
signatures appear on any bonds or coupons {ssued under thisylrticlc
i:::: ;:v::tzzgtsgfglcil}?dbefore delivery of the bonds, their signatures
va and sufficient for all purposes th
1f the officials had remained in office un i rovision
til delivery. An
of law to the contrary notwithstanding, bonds 1ssued gursuu:tp:gvlzlgn
thiC]: sh?ll be fully negotiable.
. In any action or proceedings involving the validit
:n:orceubility of any bond 1ssued under this arglcle or the {e::rity
1: ::c: bond, the recitation in substance fn the bond that {t has been
sh:¥] beycggzlzg?::igllI:yt;ntc:g:ection with a redevelopment project
roo ] bond was tssued for such
:ﬁghc:::izgt shall be conclusively deemed to have been p#innzgtn?:zl::g
i out in accordance with the purposes and provisfons of this
Cr--Neither-the-mambers-of-the
-governing-bedy-of-a-muntgipalie
er-a-commission-ner-any-persens-exceuiing-the-bonds-are- , -
on-'be-bonds-by-relson-of-their-4ssuln¢e3 nveare-Hadle-personaiiy

iec.S:é ‘Dell ed repeal
. tion 3%-|133.Ul. Ari
effective from and after July It %g;;.kuvixnd Statutes, 15 repeated

B. Upon repeal of section 36-1488.01, Ari
- . zona Revise
::zrluthor1zatlon of & municipality to 1ssu; bonds to be soguisstg;':;x
ement funds pursuant to this act and the authorization to pay the

principal and intarest on such bond reme
pursuant to this sct shall t-rninnt:.from tx fne nt funds recetved

Sec. 5. Effective datas

A. The provisTons of sec
from and afier Ju]l z' ‘97;. tion 3 of this act shall become effective

B. Except as provided by subsection A of
this secti -
vistons of this act shall become effective as provided b; ?:;.th‘ pre

Approved by the Governor - May 31, 1977
Filed in the Office of the Secretary of State - May 31, 1977
663
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(3] Adverting to the facts of the present
case, the appellant was clearly in close
proximity to the automobile at the time of
the accident. The more difficult question is
whether appellant’s activity was an integral
part of the occupancy and use of the vehi-
cle. This determination turns on whether
appellant was participating in the activity
of putting tire chains on the car at the time
of the accident. No question appears as to
the necessity or the desirability of putting
the chains on the car in furtherance of its
legitimate use and operation. It is true
that, at the time of the accident, appellant
was waiting to perform specific physical
assistance, but the record does not suggest
any inconsistent activity or abandonment of
purpose. While her preceding photographic
activities could not be said to be a part of
the tire chaining effort, appellant had put
the camera away and had been expressly
summoned to the rear of the vehicle by
Santa Maria to assist him in fastening the
chains to the left rear tire. The record
clearly indicates that appellant was stand-
ing two or three feet from the rear cf the
car waiting to fulfill her function in this
process and had been so standing for a
period of one minute or less to five minutes
at the time the accident occurred.

. Appellee contends that even if appellant
intended to assist Santa Maria in the chain-
ing operation, intention alone is insufficient
to create coverage. In this regard, appellee
cites Testone v. Allstate Insurance Co, su-
pra; New Amsterdam Casualty Co. v.
Fromer, 75 A 23 645 (D.C.1950); and Lau-
tenschleger v. Royal Indemnity Co., 15 N.C.
App. 579, 190 S.E.2d 406 (1972). While we
agree with the proposition that intention
alone would be insufficient, the operative
facts here clesrly indicate that not only had
the appellant sctually been actively partici-
pating in the overall tire chaining project,
but also that her location at the time of the
accident was controlled by the necessity of
her continued participation. Therefore, this
is not a case of mere intention.

We do not find within the four corners of
the record before the trial court upon the
parties’ cross-motions for summary judg-
ment a disputsble factual isaue in regard to
appellant’s participation in the task of put-

ting tire chains on the car at the time of the
accident. Accordingly, and as a matter of
law, we hold that at the time of the acci-
dent, appellant’s activities were in such
close proximity to the car and so related to
its operation and use as to be an inteyral
part of her occupancy and use of the car.
She was therefore “upon™ the car within
the meaning of the policy provision.

Since we do not find any dispute on fac-
tual issues and in view of our interpretation
of the meaning of the subject language in
the policy, the judgment of the trial court is
reversed and the case remanded with in-
structions to enter judgment that coverage
is available to appellant under the unin-
sured motorist provisions of appellee’s lia-
bility policy and that appellee is obligated
to proceed with arbitration.

Judgment is reversed and remanded with
instructions.

OGG, P. J., and JACOBSON, J., concur.
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thorities, requesting special order directing
Attorney General wo certify tax increment
bonds issued by municipality for redevelop-
ment projects under state slum clearance
and redevelopment law. The Superior
Court, Pima County, Cause No. 176308,
James C. Carruth, J., held that the tax
increment financing scheme was unconsti-
tutional, and municipality appealed. The
Court of Appeals, Hathaway, C. J., held
that the property tax increment provisions
were unconstitutionsl under state constitu-
tional provision requiring that questions
upon bond issues or special assessments be
submitted to the vote of affected real prop-
erty tax payers.

Affirmed.

1. Municipal Corporations =906

A muricipality is not affected by a
bond issue or special assessment when it in
no way incurs liabiiity for payment.

2. Municipal Corporations <=854(1),
918(1)

Municipal revenue bonds or obligations
payable out of a special fund separate from
the city's general funds do not require an
election before they may be issued. and are
not affected by constitutional restrictions
on municipa! indebtednesy. . A.R.S.Const.
Art. 7, § 13.

3. Municipal Corporations =907

State’s property tax increment scheme
vnder the slum clesrance and redevelop-
ment law was unconstitutional under con-
stitutional provision requiring that ques-
t.ons upon bond issues or special assess-
ments be submitted to the vote of affected
resl property tax payers. since tax incre-
ment provisions allowed pledge of proceeds
‘rom ad valorem taxation to pay off munic-
iral property tax increment bonds, and
since an election was required even if pro-
mosed increase in indebtedness would not
violate constitutionsl debt limitations.

A RS §36-1471 et seq.; A.R.S.Const. Art.
7.6 13.

4. Municipal Corporations e=410(1),
918(1)

Under state constitutional article re-
quiring that questions upon bond issues or
special assessments be submitted to vote of
real property tax pavers of political subdivi-
sions affected by such questior, the electors
of the affected district shall ‘be given a
voice in accepting or rejecting a proposed
expenditure which ultimately pledges their
district’s general taxing power; an election
is required even if the proposed increase in
indebtedness would not violate constitution-
al debt limitations. A.R.S.Const. Art. 7,
§ 13.

O'Connor, Cavanagh, Anderson, West-
over, Killingsworth & Beshears, P. A by M.
E. Rake, Jr. and Larry L. Smith, Phoenix,
for plaintiff/appellant.

Robert K. Corbin, Atty. Gen. by Charles
S. Pierson, Asst. Atty. Gen,, Phoenix, for
defendant/appelice.

Stephen D. Neely, Pima County Atty. by
Rose Silver, Deputy County Atty., Tucson,
for real party in interest/appellee, Pima
County.

DeConcini, McDonald, Brammer, Yetwin
& Lacy, P. C. by J. Wm. Brammer, Jr,
Tucson, for real party in interest/appellee,
Tucson Unified School District No. 1.

Stolkin & Weiss, P. C. by Ronald J. Stoi-
kin, Tucson, for rea! party in interest/ap-
pellee, Pima County Community College
Distnct.

OPINION

HATHAWAY, Chief Judge.

In this appeal. we are faced with the
question of the constitutionality of Anzo-
na's property tax increment financing
scheme under the slum clearance and rede-
velopment law, A.R.S. Secs. 36-1471, et seq.

Our legislature has defined a method of
redevelopment of slum or blighted areas
within municipalities. After a f{inding of
necessity has been made by the local gov-
erning body, a slum clearance and redevel-
opment commission may be formed to pre-




r@.

L

CITY OF TUCSON v. CORBIN 85
Cite as 128 Ariz. 83 (App.)

pare a redevelopment plan.! A municipali-
ty is given broad powers of eminent domain
a'nd disposal of property in a redevelopment

1. A.R.S. Secs. 36-1473, 36-1476, 36-1479.
2. A.R.S. Secs. 36-1478, 36-1480.

3. A.R.S. Sec. 36-1481 provides in part:
“Issuance of bonds
A. A municipality may issue bonds in its
discretion to finance the undertaking of any
redevelopment project under this article, in-
cluding the payment of principal and interest
upon any advances for surveys and plans for

redevelopment projects, and may also issue |

refunding bonds for the payment or retire-
ment of such bonds previously issued by it.
Such bonds shall be made payable, as to both
principal and interest, solely from the in-
come, proceeds, revenues and funds of the
municipality, including tax increment funds
received pursuant to Sec. 36—1488.01, derived
from or held in connection with its undertak-
ing and carrying out of redevelopment
projects under this article, ...
B. The bonds and other obligations of the
municipality issued pursuant to subsection A
of this section are not a general obligation or
general debt of the municipality, the state or
any of its political subdivisions, and neither
the municipality, the state, nor any of its
political subdivisions are generally liable for
them, nor in any event shall the bonds or
obligations give rise to a general obligation or
liability of the municipality, the state or any
of its political subdivisions, or a charge
against their general credit or taxing powers,
or be payable from any funds or properties
other than those funds or properties specifi-
cally described in subsection A of this section
and those bonds and obligations shall so
state on their face. Bonds issued under this
section shall not constitute an indebtedness
within the meaning of any constitutional or
statutory debt limitation or restriction.
Bonds issued under the provisions of this
article are declared to be issued for an essen-
tial public and governmental purpose, and
together with interest thereon and income
therefrom, shall be exempted from all taxes.”
- A.R.S. Sec. 36-1488.01 provides in part:
“Property tax increment; redevelopment
plans
A. In this section, unless the context other-
- wise requires:

1. ‘Taxes’ includes all levies on an ad va-
lorem basis on land, real property, personal
property or other property not otherwise ex-
empted from such levies by the constitution
or statutes of this state.

2. ‘Taxing agency’ means any city, includ-
ing charter city, town, county or school dis-
trict, including common school districts, uni-
fied school districts, high school districts and
community college districts.

project area.? Redevelopment projects may
be financed by municipal bonds, and, since
1977, by property tax increment bonds.?

B. Any redevelopment plan may contain a
property tax increment provision under
which taxes, if any, levied upon taxable prop-
erty in a redevelopment project area each
year by or for the benefit of any taxing agen-
cy after the date the local governing body
approves the redevelopment plan, including
any amendments to such plan, incorporating
property tax increment provisions, shall be
divided as follows:

1. That portion of the taxes which would
be produced, taking into account any credit
or rebate against such tax levy or reduction
in taxes to be collected, by the rate at which
the tax is levied each year by or for each
taxing agency upon the assessed value of the
taxable property in the redevelopment
project area as shown upon the assessment
and tax roll used in connection with the taxa-
tion of such property by such taxing agency,
last equalized prior to the date on which the
local governing body approved the redevelop-
ment plan, shall be allocated and when col-
lected shall be paid into the funds of the
respective taxing agencies as taxes by or for
the taxing agencies on all other property are
paid. For the purpose of allocating taxes
levied by or for any taxing agency or agen-
cies which did not include the territory in a
redevelopment project area on the date of
approval of the redevelopment plan by the
local governing body, but to which such terri-
tory has been annexed or otherwise included
after such date, the assessment and tax roll
of the county last equalized on such date
shall be used in determining the assessed
valuation of the taxable property in the
project area on such date.

2. That portion of the levied taxes each
year in excess of such amount shall be allo-
cated and when collected shall be paid into a
special fund of the municipality to pay the
principal of and interest on loans, monies
advanced to or any indebtedness, incurred by
such municipality to finance or refinance, in
whole or in part, such redevelopment project.
Unless and until the total assessed valuation
of the taxable property in a redevelopment
project area exceeds the total assessed value
of the taxable property in such project area
as shown by the last equalized assessment
and tax roll referred to in paragraph 1 of this
subsection all of the taxes levied and collect-
ed upon the taxable property in such redevel-
opment project area shall be paid into the
funds of the respective taxing agencies.
When such loans, advances and indebted-
ness, if any, and interest thereon, have been
paid, all monies thereafter received from tax-
es upon the taxable property in such redevel-
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The concept of tax increment financing
originated in California in the early 1950's.¢
As a result of increasing difficulties in se-
curing federal funding for redevelopment
projects, use of this financing technique has
increased, particularly over the last 10
years. Arizona's statutes are very similar
to those of many other states which have
adopted tax increment financing. These
statutes do not require voter approval prior
to issuance of tax increment bonds.

In a typical project utilizing tax incre-
ment financing, the redeveloping municipal-
ity finances its activities by issuing bonds to
be repaid from future tax increments for
the duration of the project. The assessed
valuation of the property within the rede-
velopment area is determined as of a partic-
ular date. This is referred to as the “frozen
base value” or “base year assessed value.”
After the bonds are sold and redevelopment
occurs, the assessed valuation of the project
property generally rises, which results in
additional ad valorem tax revenues from
that area. The difference in revenues re-
ceived before and after the redevelopment,
the *‘tax increment,” is paid into a special
fund and applied to repayment of the tax
increment bonds. Only revenues above and
beyond what would have been collected
from the property owners under the base
year assessed valuation are diverted into
the repayment fund. When the bonds are
fully repaid from the captured increments,
the allocation to the special fund terminates
and the full taxes are disbursed to the
respective taxing authorities.’

opment project area shall be paid into the

funds of the respective taxing agencies as
taxes on all other property are paid.”

4. CalHealth & Safety Code Sec. 33670 (West
1973).

3. “This overall process provides local govern-
ments with a flexible funding source for rede-
velopment activity that avoids much of the
red-tape and delay associated with grant pro-
grams. In some states, TIF [tax increment
financing] also avoids the constraints of vot-
er approval and municipal borrowing or debt
limitations. However, these advantages in
administrative flexibility and circumventing
local political pressure creates greater poten-
tial for abuse by redevelopment officials, par-

In October 1977, the Tucson City Council
adopted Resolution No. 10347, authorizing
the issuance of $1.5 million of tax increment
bonds for the Pueblo West Redevelopment
Project. Pursuant to A.R.S. Sec. 36-1484,
the proposal was submitted to the attorney
general for certification. The attorney
general refused to certify the bonds, stating
that “the bonds authorized by the City for
issue would not be issued in accordance
with the Constitution and laws of the State
of Arizona.” The attorney general listed 12
reasons for his conclusion.

The city then filed the instant action
against the attorney general and the three
other taxing authorities affected,® request-
ing a special order directing the attorney
general to certify that the Pueblo West tax
increment bonds could be issued. The trial
court ruled that the bonds were invalid and
that the tax increment statutes adopted by
the legislature were unconstitutional as cre-
ating a debt without an election in violation
of Ariz.Const. art. 7, Sec. 13, as well as
creating a “new tax” in violation of sections
3, 6 and 9 of article 9 and section 13 of
article 4, part 2 To facilitate appeal, the
trial court ruled in favor of the attorney
general on all the remaining issues.

Ariz.Const. art. 7, Sec. 13 provides:
“Submission of questions upon bond is-
sues or special assessments

Questions upon bond issues or special as-
sessments shall be submitted to the vote
of rea] property tax payers, who shall
also in all respects be qualified electors of
this State, and of the political subdivi-
sions thereof affected by such question.”

ticularly when projects appear economically
feasible without such public assistance.
(Footnotes omitted)”” Dawvidson, “Tax Incre-
ment Financing as a Tool for Community
Redevelopment,” 56 U.Det.J.Urb.L. 405, 408
(1978). See also, Note, "Urban Redeveiop-
ment: Utilization of Tax Increment Financ-
ing,” 19 Washburn L.J. 536 (1980).

8. Appellees Pima County, Tucson Unified
School District No. | and Pima County Com-
munity College District took no active part in
the case below and have filed no answenng
briefs ‘n this court. Al three parties have
agreed to abide by the decision of this court on
the briefs submitted.
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The question before us is whether the
ijssuance of property tax increment bonds
constitutes a debt of the city which “af-
fects” it, requiring an election under this
provision.

[1,2] It has long been established that a
municipality is not affected by a bond issue
or special assessment when it in no way
incurs liability for payment. City of Globe
v. Willis, 16 Ariz. 378, 146 P. 544 (1915).
For this reason, municipal revenue bonds or
obligations payable out of a special fund
separate from the city’s general funds do
not require an election before they may be
issued, and are not affected by constitution-
al restrictions on municipal indebtedness.
Guthrie v. City of Messa, 47 Ariz. 336, 56
P.2d 655 (1936). The city contends that tax
increment bonds fall into the category of
revenue or special fund obligations deserib-
ed in Willis and Guthrie. It points out that
the tax increment statutes provide that
such bonds shall not give rise to a general
cbligation or liability of the municipality
and “shall not constitute an indebtedness
within the meaning of any constitutional or
statutory debt limitation or restriction.”?
Further, the city argues, the tax increments
are placed in a special fund to pay off the
bonds and that the only obligation under-
taken by the city is to collect and pay over
the incremental tax revenues, if any, result-
ing from any increased valuation within the
redevelopment project area. We agree that
under the statutory scheme the city’s gener-
al funds would not be liable even in the
event that no incremental tax revenues are
ever collected. The parties stipulated be-
low and it appears uncontradicted that ad
valorem taxation presently affects the
property in question, that the probabilities
are that such taxation will continue to exist
in the future, and that the fair market
value of the property will probably increase
in the future.

f3] Notwithstanding the legislature’s re-
cital that tax increment bonds do not con-
stitute a debt within the meaning of Ariz.
Const. art. 7, Sec. 13, we must look to the
transaction for what it is, and not what it is

7. A.R.S. Sec. 36-1481(B).
pra.

See footnote 3, su-

called. City of Phoenix v. Phoenix Civic
Auditorium & Convention Center Ass'n, 99
Ariz. 270, 408 P.2d 818 (1965), reh. 100 Ariz.
101, 412 P.2d 43 (1966). The Phoenix Civic
Auditorium opinions are particularly in-
structive on the issue before us. In that
case, a lease-back agreement under which
the City of Phoenix was to condemn land
and lease it to a nonprofit association,
which would construct a civic center and
rent the land back to the city, was held to
create a debt upon the city exceeding the
constitutional debt limitation. The su-
preme court stated that the issuance of
bonds which are not payable from general
funds but solely from revenues of an inde-
pendent revenue-producing asset or utility
does not constitute a debt of the municipali-
ty, but that the lease-back terms amounted
to a purchase agreement which made “the
general taxing power of the City” the real
“security for the debts.” On rehearing, the
court held that if the lease was amended to
provide that the proceeds of ad valorem
taxes could not be subjected to payment of
rent, the lease would not violate the Arizo-
na Constitution.

The key constitutional infirmity in Arizo-
na's tax increment statutes is that they
allow the pledge of proceeds from ad valo-
rem taxation to pay off municipal property
tax increment bonds. Even though the in-
cremental tax revenues are placed into a
special fund, the “special fund” doctrine of
City of Globe v. Willis, supra, and Guthrie
v. City of Mesa, supra, does not remove
these bonds from the category of obliga-
tions which must be approved by the voters
under our constitution. Our supreme court
has addressed the special fund doctrine by
quoting at length from a Washington Su-
preme Court opinion, State ex rel. Wash-
ington State Finance Committee v. Martin,
62 Wash.2d 645, 384 P.2d 833 (1963):

*‘That the special fund doctrine is a use-

ful and valid tool of government is appar-

ent when one thinks of all of the institu-
tions and devices of government sup-
ported by it. But the true test of its




88 128 ARIZONA REPORTS

application here is not what comes out of
the fund, but what goes into it. If the
revenues in it derive exclusively from the
operation of the device or organ of
government financed by the fund, as in
the case of a toll bridge, or the operation
of the State Liquor Control Board, or
from sales or leases of publicly owned
lands, any securities issued solely upon
the credit of the fund are not debts of the
state, but debts of the fund only. But if
the state undertakes or agrees to provide
any part of the fund from any general
tax, be it excise or ad valorem, then secu-
rities issued upon the credit of the fund
are likewise issued upon the credit of the
state and are in truth debts of the state.
Hence, we must take care that the em-
ployment of peripheral doctrines do not
lead us away from the main point of the
case. What is a debt of the State of
Washington? Any obligation which must
in law be paid from any taxes levied
generally is, we think, & debt of the state.
It matters little whether the tax be ad
valorem or an excise.’

- - * . > -

We agree with the Washington court that
where the bonds are payable only from a
constitutionally authorized fund, which is
separate and distinct from the State's
general revenues, the bonds thus funded
are obligations of the special fund and
not of the state.” Arizona State High-
way Commission v. Nelson, 105 Ariz. 76,
80, 459 P.2d 509, 513 (1969).

See also, Tucson Transit Authority, Inc. v.

Nelson, 107 Ariz. 246, 485 P.2d 816 (1971).

Despite the presumption in favor of the
constitutionality of a legisiative enactment
and our duty to view any attack in favor of
the validity of the statute, New Times, Inc.
v. Arizona Board of Regents, 110 Ariz. 367,
519 P.2d 169 (1974), we are constrained to
hold that the provisions of our slum clear-
ance and redevelopment law which autho-
rize tax increment financing in its current
form are unconstitutional as violative of
Ariz.Const. art. 7, Sec. 13. The Supreme
Court of Kentucky reached the same resuit
in Miller v. Covington Development Au-

thority, 539 S.W.2d 1 (Ky.1976), stating that
ad valorem taxes cannot be put in the “spe-
cial fund” category, and that any obligation
payable from ad valorem taxes is a debt.
The Supreme Court of Iowa, while holding
that state’s tax increment statutes constitu-
tional on due process and other grounds,
also held that property tax increment bonds
must be treated as a municipal debt obliga-
tion:
“The purpose of Sec. 3 [Iowa’s constitu-
tional debt limitation, similar to Ariz.
Const. art. 9, § 8], as indicated by the
special assessment and revenue bond
cases, is to prevent the general taxes of a
political subdivision from becoming over-
burdened by obligations. The taxes
which will be used to pay the proposed
urban renewal bonds and interest will be
general taxes. This is not a case of a
special assessment tax which was never
intended to be used, and could not be
used, to meet other expenses of the city.
Nor is this a case where the bonds are to
be paid from the operating revenues of a
municipal enterprise which generates in-
come, such as a power plant.
Ultimately the ‘credit’ of a city is its
power to levy general taxes. When it
pledges all or part of that power, it
pledges its credit and in a realistic sense
incurs an obligation. We think the bonds
must realistically be treated as a debt for
the purposes of Sec. 3.
Clearly the urban renewal bonds would
constitute a constitutional debt if they
were payable from the general revenues
of the city without limitation. We think
the result is not different because Sec.
403.19 carves out a certain portion of a
city's general revenues and limits the lia-
bility of the city to those revenues. If
the result were otherwise, a city could
divide its general revenues into several
special funds, each with a bond issue re-
stricted to recourse against its own
fund—and thus commit large portions of
the city’s revenues without regard to Sec.
3. The constitutional debt Ilimitation
could thus be virtually nullified.” Rich-
ards v. City of Muscatine, 237 N.W.2d 48,
64 (Iowa 1975)

(4] We:
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[4] We perceive another reason why an
election must be heid in this instance. The
electors of the affected district shall be
given a voice in accepting or rejecting a
proposed expenditure which ultimately
pledges their district’s genera! taxing pow-
er. An election is required even if the
proposed increase in indebtedness would not
violate constitutional debt limitations.
Ackerman v. Boyd, 14 Ariz. 77, 244 P.2d 351
(1952); see also, Tribe v. Salt Lake City
Corp., 540 P.2d 499 (Utah 1975) (Henriod, C.
J., dissenting).

We have reviewed the tax increment
statutes of other jurisdictions together with
case law interpreting these provisions and
find no authority which dictates a different
conclusion. The majority of these statutes
have not been attacked on constitutional
grounds in their respective jurisdictions. It
is’ significant to note that California, the
state which first adopted tax increment fi-
nancing, amended its constitution to allow
such financing in the face of its debt limita-
tion provisions. Cal.Const. art. 16, Sec. 16.

The trial court correctly declared the in-
stant bond issue invalid and the tax incre-
ment financing scheme set forth in A.R.S.

Secs. 36-1481 and 36-1488.01 unconstitu- -

tional under Ariz.Const. art. 7, Sec. 13. We
do not address the additional objections
raised by counsel since the statutes do not
survive this initial constitutional barrier.

Affirmed.

HOWARD and RICHMOND, JJ., concur.
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Defendant was convicted in the Superi-
or Court, Gila County, Cause No. 6797-A,
Lloyd Fernandez, J., of aggravated assault
and he appealed. The Court of Appeals,
Hathaway, C. J., held that: (1) jury was
properly instructed to consider effect of
voluntary intoxication upon defendant, and
(2) trial court was properly permitted to
use, as factors in aggravation, fact that
there was a threatened infliction of serious
injury, and that there was a dangerous
instrument or deadly weapon involved.

Affirmed.

1. Criminal Law +=774

In prosecution for aggravated assault,
jury was properly instructed to consider
effect of voluntary intoxication upon de-
fendant. A.R.S. §§ 13-105, subd. 5, 13-503,
13-1203, subd. A, par. 2, 13-1204, subd. A,
par. 2.

2. Criminal Law ¢=986.2(1)

Trial court, in sentencing for aggrava-
ted assault, properly used as factors in ag-
gravation that there was threatened inflic-
tion of serious injury and that there was a
dangerous instrument or deadly weapon in-
volved. A.R.S. §§ 13-105, subd. 5, 13-503,
13-1203, subd. A, par. 2, 13-1204, subd. A,
par. 2.
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SENATE CONCURRENT RESOLUTION 1010



REFERENCE TITLE: tax increment financing

STATE OF ARIZONA
37th LEGISLATURE

2nd Regular Session

SENATE Referred on  February &, 1986
Rules
S.C.R. 1010
Introduced Government
Finance

February 4, 1986

Introduced by Senator Lunn

A CONCURRENT RESOLUTION

PROPOSING AN AMENDMENT TO THE CONSTITUTICN OF ARIZONA RELATING TO PUBLIC DEBT,
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REVENUE, AND TAXATION; PROVIDING FOR TAX INCREMENT FINANCING PLANS IN
CITIES AND TOWNS; PRESCRIBING PROCEDURES, CONDITIONS AND LIMITATIONS;
PROVIDING FOR BONDS AND OTHER EVIDENCES OF INDEBTEDNESS; PROVIDING FOR
EXEMPTION FROM DEBT, LEVY AND EXPENDITURE LIMITATIONS; PROVIDING FOR
EXEMPTION FROM ELECTION REQUIREMENT FOR BONDS, AND AMENDING ARTICLE IX,
CONSTITUTION OF ARIZONA, BY ADDING SECTION 22.

Be it resolved by the Senate of the State of Arizona, the House of
Representatives concurring:
1. The following amendment of article IX, Constitution of Arizona,
by adding section 22, is proposed to became valid when approved by a
majority of the qualified electors voting thereon and upon procliamation of
the governor:
22. Tax increment financing
SECTION 22. A. THE LEGISLATIRE MAY PROVIDE FOR THE
EXERCISE BY CITIES AND TOWNS OF TAX INCREMENT FINANCING POWERS
AUTHORIZED BY THIS SECTION AND MAY ENACT LAWS TO AUTHORIZE AND
REGULATE SUCH FINANCING, INCLUDING ANNEXATION AND OTHER
TERRITORIAL ADJUSTMENTS.
B. A CITY OR TOWN MAY ADOPT TAX INCREMENT FINANCING
PLANS TO APPLY TO REDEVELOPMENT AREAS AS DEFINED BY LAW WITHIN
ITS BOUNDARIES. A PLAN MAY ALLOCATE TO THE CITY OR TOWN ALL OR
PART OF THE PROPERTY TAXES LIMITED UNDER SECTION 18 OF THIS
ARTICLE WHICH ARE LEVIED BY THIS STATE OR ANY TAXING
JURISDICTION ON PROPERTY IN A TAX INCREMENT FINANCING PROJECT
AREA AND ATTRIBUTABLE TO INCREASES IN THE ASSESSED VALUATION
OF THE PROPERTY ABOVE THE LIMITED ASSESSED VALUE OF THE
PROPERTY IN A BASE YEAR. THE BASE YEAR SHALL NOT BE ANY YEAR
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BEFORE THE YEAR IN WHICH THE PLAN IS ADOPTED. IF THERE IS NO

INCREASE IN THE LIMITED ASSESSED VALUE UNDER SECTION 18 OF

THIS ARTICLE OF THE PROPERTY IN THE TAX INCREMENT FINANCING

PROJECT AREA ABOVE THE TOTAL LIMITED ASSESSED VALUE FOR THE

BASE YEAR, NO AMOUNT MAY BE ALLOCATED TO A CITY OR TOWN AS TAX

INCREMENT MONIES. PROPERTY TAXES LIMITED UNDER SECTION 18 OF

THIS ARTICLE WHICH ARE ALLOCATED TO A CITY OR TOWN BY A TAX

INCREMENT FINANCING PLAN, WHEN COLLECTED, SHALL BE PAID TO THE

RESPECTIVE CITY OR TOWN. ALL OTHER TAXES, WHEN COLLECTED,

SHALL BE PAID TO THE RESPECTIVE TAXING JURISDICTION WHICH

LEVIED THE TAXES. AT SUCH TIME AS ALL COSTS AND EXPENSES

INCURRED IN CONNECTION WITH A PLAN HAVE BEEN PAID, NO FURTHER

TAX INgREMENT FINANCING ALLOCATION RELATING TO THAT PLAN MAY

BE MADE.

C. A TAX INCREMENT FINANCING PLAN MAY PROVIDE FOR

ISSUING BONDS OR OTHER OBLIGATIONS TO FINANCE OR REFINANCE ALL

OR PART OF A TAX INCREMENT FINANCING PLAN AND PROVIDE FOR THE

IRREVOCABLE PLEDGE OF TAX INCREMENT MONIES TO PAY THE DEBT

OBLIGATIONS AND FOR USING THE MONIES FOR DIRECT PAYMENT OF

PLAN OBLIGATIONS. TAX INCREMENT MONIES PAID DIRECTLY OR FROM

BONDS OR FROM OTHER DEET SOURCES MAY BE EXPENDED BY CITIES AND

TOWNS FOR CAPITAL EXPENSES, LAND ASSEMBLAGE, ADMINISTRATIVE

EXPENSES DIRECTLY RELATED TO A REDEVELOPMENT PROJECT, EXPENSES

INCURRED IN CONNECTION WiITH AUTHORIZING AND ISSUING BONDS OR

WITH INCURRING OTHER DEBT OBLIGATIONS AND SUCH OTHER PURPQSES

AS THE LEGISLATURE AUTHORIZES.

D. TAX INCREMENT MONIES ALLOCATED BY A TAX INCREMENT

FINANCING PLAN SHALL BE EXCLUDED IN COMPUTING A CITY'S OR

TOWN'S LIMITATION ON AD VALOREM TAXATION PURSUANT TO SECTION

19 OF THIS ARTICLE.

E. THE EXPENDITURE LIMITATION PRESCRIBED BY SECTION 20

OF THIS ARTICLE DOES NOT APPLY TO THE ALLOCATION, PAYMENT OR

EXPENDITURE OF TAX INCREMENT MONIES.

F. BONDS ISSUED OR OBLIGATIONS INCURRED PURSUANT TO A

TAX INCREMENT FINANCING PLAN:

1. DO NOT CONSTITUTE AN INDEBTEDNESS FOR PURPOQES OF

THE DEBT LIMITATIONS PRESCRIBED BY SECTION 8 OF THIS ARTICLE.

2. ARE NOT SUBJECT TO SUBMISSION TO A VOTE OF QUALIFIED

ELECTORS PURSUANT TO ARTICLE VII, SECTION 13, BUT THIS

PARAGRAPH DOES NOT PROKIBIT THE GOVERNING BODY OF A CITY OR

TOWN FROM SUBMITTING ANY QUESTION RELATING TO ISSUING SUCH

BONDS TO A VOTE OF THE QUALIFIED ELECTORS OF THE CITY CR TOWN.

2. The proposed amendment (approved by a majority of the members
elected to each house of the legislature, and entered upon the respective
journals thereof, together with the ayes and nays thereon) shall be by the
secretary of state submitted to the qualified electors at the next reqular
general election, or at a special election called for that purpose, as
provided by article XXI, Constitution of Arizona.
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Tax increment financing

S.C.R. 1010 proposes a constitutional amendment to authorize the use of
tax increment financing by cities and towns.

Tax increment financing is a mechanism which allocates a portion of
property tax revenues within the tax increment financing district to pay
the costs of development of the area within the district. That portion of
property taxeés designated for the district is determined by establishing a
base year in which property values are frozen for existing taxing jurisdic-
tions and any revenue resulting from valuation increases above that base is
allocated to the district. Under S.C.R. 1010 only primary property values
are to be frozen.

~ S.C.R. 1010 allows for the issuance of bonds or other obligations which
are to be paid from tax increment revenues. The bonds issued under the tax
increments plan are exempt from the limitations on the bonded indebtedness
of cities and towns. The S.C.R. also specifies that tax increment revenues
are exempt from the levy and expenditure 1limits established 1in the
constitution.
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