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Thomas Waarvik lives in a Faribault home that Rice County values at
$210,200. 

He’s not a big fan of tax incentives intended to lure businesses to
Faribault, but he’d be willing to pay a little bit more in property taxes to
attract the right company — maybe $10 or $20 max. 

Waarvik is actually paying more than 10 times that amount in extra taxes
just from a specific type of business incentive called tax increment
financing. Without TIF, the owner of a $210,000 Faribault home would
pay $1,710 in property taxes, according to the auditor/treasurer’s office.
With TIF, homeowners like Waarvik typically pay $1,978 — a $268, 15.7
percent increase.

“I wasn’t aware it was that much,” Waarvik said. “Personally, I think it’s
unfair that we have that much of an increased tax bill to pay for TIF
districts.”

TIF is just one type of incentive offered to businesses. Between July 2008
and January 2011, Rice County will pay $308,498 total to the companies
now receiving tax abatements. In 2010, five different companies will
receive a total of $725,969 in benefits under the Job Opportunity Building
Zone program.

All those dollar signs aim to bring in jobs or redevelop key parts of the
community — but they also shift costs away from new companies and
onto existing taxpayers. The community will be asked to weigh these
costs again in mid September at a joint public hearing to evaluate an $18



costs again in mid September at a joint public hearing to evaluate an $18
million incentive package for SAGE Electrochromics.

Such a decision isn’t easy. 

Scott Reineke, a RE/MAX broker with 25 years of experience in Faribault,
said businesses can simply go somewhere else if another community
offers a better deal. He noted that longtime companies have already
begun leaving Minnesota because they pay too much in taxes. Incentives
like these are vital to entice new businesses to the area.

“They’ll go to whichever state or community is going to give them the best
deal. Bottom line. Communities have got to be aggressive,” Reineke
said. 

But as Waarvik’s tax bill attests, these incentives have costs. 

Toby Rittner — president and CEO of the Council of Development
Finance Agencies, a Cleveland, Ohio-based association of public, private
and nonprofit development entities — said the competition between
communities interferes with analysis of what a project brings to a
community and what it’s worth. Local leaders show off their community to
business executives like NBA teams letting a star fly on the team jet.

“If you want my opinion, it absolutely clouds communities’ judgment.
There’s no doubt about it,” he said.

Suzanne Terry, a Faribault real estate agent with Edina Realty, said an
extra $100 to $200 in property taxes isn’t usually enough to sway a
family’s decision on a $200,000 or $300,000 home. Pricier special
assessments — levied on a property to pay for road improvements or
utility access — tend to have more effect. 

But the most important factors have less to do with tax policy and more to
do with the old real estate adage: Location, location, location.



“When people are looking at communities, they’re usually looking at
where they work and what the community has to offer,” she said.

State rules do spell out specific criteria projects must meet in order to
qualify for business incentives. The state Department of Employment and
Economic Development, for example, has a score sheet for awarding
JOBZ benefits that judges a proposal based on a community’s distress,
the number and wages of new jobs that the project will bring to the
community and the project’s return on investment.

TIF districts are also usually limited to a certain percentage of a city or a
certain number of jobs must be created, Rittner said. They’re intended to
spur development that wouldn’t happen without the assistance or help
important projects cross over the threshold to profitability. 

“The perception that this is corporate welfare is inaccurate,” he said. “A
high proportion of redevelopment wouldn’t happen without public
assistance.”

But those are baseline standards that don’t answer the difficult public
policy questions about whether a specific project is right for a specific
community at a specific time. 

“There’s really not a hard and fast guideline on this kind of of subject,” he
said.

States and communities can put processes into place that help guide
these decisions, though. Ohio requires communities to have a TIF review
council whenever they embark on such an incentive, he said. 

The councils evaluate the appropriateness of the proposal and ensure
companies follow through with their obligations afterward. Because
they’re composed of residents, they also build community buy-in. Such
councils are statutorily required there, but other cities have chosen to set
them up even without a state mandate, he said.



them up even without a state mandate, he said.

“Clawback provisions,” like those included in SAGE’s proposed business
incentive agreement, can also be effective — especially since states
began strengthening legal backing to enforce them about a decade ago,
Rittner said. They require businesses to pay back incentives if the project
doesn’t live up to its billing. 

Reineke said he thinks most homeowners are willing to pay more
property taxes to attract the companies for whom so many will end up
working. The community did a poor job creating economic development in
the past. Now that big projects are on the horizon, people are willing to
support them.

“Definitely, you’d pay that little bit more,” Reineke said. “It’s creating
jobs.” 

Tom Waarvik, who spent 16 years on City Council from 1976 to 1992,
initially looked on business incentives more favorably than he does now,
and he still thinks some have been effective. 

But he’s no longer comfortable erasing huge amounts off the tax rolls for
years at a time — especially for companies like SAGE that received
incentives at earlier stages of their development. The company received a
nearly $4.3 million city and state incentive package, including $500,000 in
federal money,  when it built its existing plant in 2003. 

“It seems to me that it’s kind of a money hole to pour money down,”
Waarvik said.

Whenever a project comes down the pipes, residents should carefully
review every proposal to ensure it’s the right match for Faribault, he said.

“We have to look at the number of jobs, the types of jobs, how it will
impact the employment economy in Faribault,” Waarvik said. “People get
excited about new companies coming — and I, too, would like to see



excited about new companies coming — and I, too, would like to see
those positive developments — but you have to look at the positives and
the negatives.” 

 

— Staff writer James Warden may be reached at 333-3127.

 


