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INTRODUCTION 

In accordance with its current Economic Development Strategy the City of McHenry can 
authorize a sales tax rebate as an incentive and means of encouraging the development, 
expansion or redevelopment of a property by a commercial sales tax producing business.  The 
Underutilized Property Tax Abatement and Incentive Program is an extension of this existing 
program, focusing on property tax abatement for qualified businesses, which may be utilized in 
conjunction with or as an alternative to a sales tax rebate for non-sales tax generating 
businesses.   

Property tax abatement is an incentive, authorized by Illinois State Statutes, that the City of 
McHenry may offer to a commercial or industrial business expanding an existing facility or 
locating a new facility to a formerly vacant building.  It allows a business to be rebated a portion 
of existing property tax revenue or the difference between the current property tax revenue 
from a building or site and the resulting property tax revenue after expansion, improvement, or 
new construction.  Since participating taxing district or districts involved forego property tax 
revenue, there must be a clear purpose and need for abatement.  The City of McHenry 
administers the process, does a preliminary evaluation of the proposed purpose and need and 
presents the application to the affected taxing districts for their consideration. 

PURPOSE AND NEED FOR PROGRAM 

The purpose of the Underutilized Property Tax Abatement and Incentive Program is to 
encourage reinvestment in existing improved vacant or underutilized properties through a 
property tax abatement program instituted through multiple taxing bodies.  Over time assessed 
valuations of vacant or underutilized properties decrease or remain stagnant hindering tax 
growth for all applicable governmental bodies, and the intent of this program through 
intergovernmental cooperation is to abate some portion of property tax increase over some 
agreed-upon time period following property redevelopment and/or reoccupation of a 
previously-vacant building.  City sales tax rebates can also be utilized in conjunction with 
property tax abatement. 

A goal of this program is to be able to effectively market specific properties to potential 
investors, developers and/or businesses, which at one time contained sales and/property tax 
producing businesses, were home to job-generating companies but due to various 
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circumstances have since been vacated, become obsolete due to the size of the land building or 
a combination thereof.  Below are properties which the City is specifically targeting for this 
program, but this does not preclude other properties from being eligible to participate in the 
program. 

EXAMPLES OF TARGETED PROPERTIES 

1. 2019 N Richmond Road (former location of Wal-Mart w/existing 115,923 sf. vacant 
building) 

2. 1900 N Richmond Road (former location of K-Mart/Sears w/existing 88,992 sf. vacant 
building) 

An additional goal of the program is to foster new capital investment in a property, which in 
turn generates additional assessed valuation and more return for impacted taxing bodies over 
time.  If a company builds a new building or makes capital improvements to an existing 
building, those investments would be considered new investment, as they represent an 
addition to the fair market value of the property and thereby increasing the total equalized 
assessed valuation of the property.  However, if a company buys an existing building and makes 
no additional improvements, property tax abatement may be an option; however, is not as 
nearly as lucrative because there may only be a nominal, if any increase, to the underlying 
assessed valuation. 

Property tax abatement would primarily be applied only to taxes levied against newly created 
assessed value for a property.  Below is an example which generally illustrates how the 
property tax abatement portion of this program, under ideal circumstances, would function for 
properties where new investment is created. 

Example:  For purposes of example of application of this property tax abatement policy assume 
the total ad valorem 2011 real estate tax bill, payable to the City in 2012, is $250,000 (revenue 
year*) for Property Z.  Let’s assume the total base year tax amount** is $130,000 and the base 
year in this example is 2009.  The total base year tax amount is subtracted from the total 
revenue year amount payable to the City for the specific revenue year, which in this example, is 
revenue year 2011.  Finally, let’s also assume 75% of the increase from the base year tax 
amount is being rebated to the developer and remaining 25% payable to the City of McHenry.  
Using this illustration the calculation would be: 
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Revenue Year 2011:   $250,000 

  Total Base Year Tax Amount 2009: $130,000 

       $120,000 

The difference under this example is then multiplied by percentage of abatement for the 
developer of Property Z, which in this example is: 

       $120,000     
       X         .75  

       $90,000  

Under this example for Revenue Year 2011 the City would receive $160,000, which is the sum 
of the Total Base Year Tax Amount of $130,000 plus $30,000, which equals 25% of the 
difference between the 2011 Revenue Year Tax Amount ($250,000) and the 2009 Total Base 
Year Tax Amount ($130,000).  The developer of Property X would receive a real estate tax 
abatement of $90,000, which is 75% of the difference between the 2011 Revenue Year Tax 
Amount due the City and the 2009 Total Base Year Tax Amount. 

* Revenue year means the year the real estate tax liability is assessed levied and accrues.  The 
revenue year tax is billed, due and payable during the next calendar year. 

**Total Base Year Tax Amount refers to the existing property tax bill prior to new capital 
investment and reoccupation of a previously-vacant property.  In this instance property tax 
abatement is only applicable to taxes levied against the increase in property assessed valuation 
from tax years following completion of capital improvements.  Increase in assessed valuation 
resulting from new investment is predicated on when improvements are completed, occupancy 
is granted and how this coincides with the actual timing of the partial/full reassessment of the 
property.   
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GENERAL PROGRAM CRITERIA 

1. Property must be located within City of McHenry corporate limits; 
2. Proposed use/redevelopment of property must generally be consistent with the 

Guidelines for Economic Incentives included in approved City of McHenry Economic 
Development Strategy; 

3. Proposed use/redevelopment of property must be consistent with City of McHenry 
Comprehensive Plan; 

4. Property must contain at least one existing principal building; 
5. Principal or a minimum of one building on property must contain a minimum of 50,000 

gross square feet of continuous usable space (Subdivided buildings containing 50,000 
square feet or greater in total square footage will generally not be considered); 

6. Taxpayers are required to file an annual certification that the property for which the tax 
exemption has been granted continues to be used for industrial or commercial 
purposes; 

7. The property on which the tax is to be abated must be owner-occupied or leased. In the 
case of leased properties, the developer/owner of the leased property will need to be a 
party to the abatement agreement with a renewable option after 5 years, they could be 
granted 10-year abatement.  A company must submit a signed lease of a minimum of 3-
years in order to be eligible to apply for property tax abatement.  Tax abatement will 
not be offered in excess of the length of the lease; however, should a company have for 
example a 5-year lease with a renewable option after 5 years; they could be granted 10-
year abatement. Should the company choose not to renew their contract after five 
years, the abatement would cease; 

8. Businesses receiving tax abatement must abide by the Illinois Prevailing Wage Act, and 
comply with all other relevant local, state and federal regulations; 

9. Abatement will be calculated based on annual increases in assessed valuation following 
base year irrespective of changes in tax rates; 

10. It shall be required that any firm seeking an abatement of taxes utilize qualified 
contractors who utilize regional labor when initiating improvements to its real estate, 
subject to the following:  The only allowable exceptions are for services that are not 
provided locally within the City of McHenry; 
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11. The number of years of tax abatement, percentage and/or amount of the annual 
abatement and the total multi-year tax abatement will be determined on a case by case 
basis; 

12. Businesses proposing to relocate operations within the City of McHenry and seeking a 
property tax abatement and/or sales tax rebate must demonstrate the expansion 
cannot be accommodated at the current site due to constraints, including but not 
limited to: 
a. lack of adequate street or road capacity or access; 
b. lack of available contiguous land for expansion; 
c. excessive land costs in the current location; 
d. reconstruction requires a shutdown of operations; 
e. structurally or functionally obsolete facility; 
f. lack of adequate utility capacity; 

PROCESS 

Abatement requests are reviewed on a case-by-case basis as to their economic, strategic 

and fiscal impacts upon a taxing district or districts.  Once a request is submitted, the City of 

McHenry evaluates it and approaches the impacted taxing districts to secure an indication 

of their support for the project.  If a taxing district or districts expresses an interest in 

supporting the application, the City of McHenry will convene a meeting or teleconference 

among interested parties to review the proposed project, including status of other state and 

local incentive applications and the taxing district or districts’ approval process.  The goal is 

to develop the parameters for a Letter of Intent, including proposed abatement level, the 

approval process/schedule and the submission under confidentiality of required 

information.  If all parties sign on to the Letter of Intent, the City of McHenry will formulate 

a Property Tax Abatement Agreement for approval by the taxing district or districts’ 

governing board(s), the City of McHenry and other affected parties.  After the agreement is 

executed by all parties, the City of McHenry will record it against the impacted property.   

The City and every applicable taxing district(s) must approve an ordinance each year 

property tax abatement is authorized by an agreement.  Following passage by the governing 
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board the approved ordinance must be certified by each taxing authority.  The ordinance 

should include the property parcel identification number, title holder and the approved 

abatement percentage.  The ordinance must be filed simultaneously with the McHenry 

County Clerk’s Office and the McHenry County Treasurer’s Office.  All abatement ordinances 

must be filed with the Clerk’s and Treasurer’s Offices no later than the following March of 

the proposed tax abatement year.   For example an ordinance authorizing a property tax 

abatement for 2013 taxes must be filed no later than March 2014. 

IMMEDIATE REPAYMENT OF PROPERTY TAX ABATEMENT WILL BE REQUIRED UNDER ANY OF 

THE FOLLOWING CONDITIONS 

1. There is a material misrepresentation in the company’s application; 
2. The business becomes insolvent, but only in the event the insolvency causes the 

subject property to cease operations; 
3. The sale of the subject property or assignment of the Tax Abatement Agreement, 

except as may be provided in the Property Tax Abatement Agreement; 
4. The construction of residential improvements on the subject property, provided, 

however, that in the event said residential improvements are identified by separate
 Permanent Index Numbers (PIN), the cancellation of the abatement shall apply 
only to the abatement attributable to those PIN numbers so identified; 

5. The company files tax rate objections or otherwise challenges the rate of taxes 
levied by and extended by the taxing jurisdictions during a period of time 
commencing on the date of the Property Tax Abatement Agreement and concluding 
on December 31st of the third year following  when the last abatement provided for 
is realized; 

6. Assignment of this Agreement or the subject property ceases to be operated as 
originally intended, except as provided in the Property Tax Abatement Agreement. 

7. The tax abatement will be canceled if the private individual or entity relocates its 
facility outside of the City of McHenry; 

8. The Final Tax Abatement Agreement shall terminate in the event that the project is 
not fully constructed, or the agreement is not formally amended, and operating as 
proposed within three (3) years of the date of the Final Tax Abatement Agreement; 
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9. Any company approved for tax abatement will be required to maintain operations at 
the project location for three years following the termination of the abatement or 
be required to repay the abatement to the issuing taxing district(s). 
 


