
PROPERTY TAX INCENTIVE APPLICATION FOR 

DFI BJ, LLC 

(formerly DFI Kesler, LLC Project) 

 

 

SUGGESTED MOTION: 
Move to participate in the request for a payment in lieu of taxes (PILOT) incentive for a mixed-
use project submitted by DFI BJ, LLC for a 10-year period.  
 
OR  

 

SUGGESTED MOTION: 
Move to not participate at this time in the request for a payment in lieu of taxes (PILOT) incentive 
for a mixed-use project submitted by DFI BJ, LLC for a 10-year period, and to negotiate the terms 
of the property tax incentive with the city as described in N.D.C.C. Chapter 40-05-24.  
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Project DFI BJ LLC Units Parking
Project Value $7,975,350 41 30
Land Value $176,000 Commercial
Mills 0.2886 5,620

Land Taxes New Taxes Incentive
Proposed 
Schedule

Year 1 $2,414 $0 PILOT $2,908
Year 2 $2,414 $0 PILOT $2,908
Year 3 $2,414 $0 PILOT $2,908
Year 4 $2,414 $0 PILOT $2,908
Year 5 $2,414 $0 PILOT $2,908
Year 6 $2,414 $0 PILOT $2,908
Year 7 $2,414 $0 PILOT $2,908
Year 8 $2,414 $0 PILOT $2,908
Year 9 $2,414 $0 PILOT $2,908
Year 10 $2,414 $0 PILOT $2,908

KESLER PROJECT - SOUTH PARCEL

















DFI Kesler % Bd Ex PILOT Pymt Full Bldg Tax Benefit PV of Benefit PILOT &  Land Tax County Share PLT County Addl PILOT Co Share Impr Tax Full Impr Net Tax Benefit PILOT & Tax %  Bd Ex
Parcel Number 01-2381-00330-000 1 100% $404 $115,084 $114,680 $109,700 $2,944 $70 $19,829 $19,898 $115,108 $94,875 $22,772 82%

01-2381-00420-000 2 100% $404 $115,084 $114,680 $105,000 $2,944 $70 $19,829 $19,898 $115,108 $94,875 $22,772 82%
Address 617/621 1 Ave. N. 3 100% $404 $115,084 $114,680 $100,500 $2,944 $70 $19,829 $19,898 $115,108 $94,875 $22,772 82%
Date Application Received 6/4/2019 / 6/10/2019 4 100% $404 $115,084 $114,680 $96,200 $2,944 $70 $19,829 $19,898 $115,108 $94,875 $22,772 82%
1st Publication Date 6/17/2019 5 100% $404 $115,084 $114,680 $92,000 $2,944 $70 $19,829 $19,898 $115,108 $94,875 $22,772 82%
2nd Publication Date 6/24/2019 6 100% $404 $115,084 $114,680 $88,100 $2,944 $70 $19,829 $19,898 $115,108 $94,875 $22,772 82%
TRC Meeting Date 6/25/2019 7 100% $404 $115,084 $114,680 $84,300 $2,944 $70 $19,829 $19,898 $115,108 $94,875 $22,772 82%
Commission Hearing Date 7/15/2019 8 100% $404 $115,084 $114,680 $80,600 $2,944 $70 $19,829 $19,898 $115,108 $94,875 $22,772 82%
Notice Delivery To School/County 6/13/2019 9 100% $404 $115,084 $114,680 $77,200 $2,944 $70 $19,829 $19,898 $115,108 $94,875 $22,772 82%
School/County 30-Day Response 7/13/2019 10 100% $404 $115,084 $114,680 $73,800 $2,944 $70 $19,829 $19,898 $115,108 $94,875 $22,772 82%
Exemption Type PILOT 11 0% $0 $115,084 $0 $0 $0
Estimated Improvements Value $7,975,350 12 0% $0 $115,084 $0 $0 $0
Building Value to Remain Taxable $28,000 13 0% $0 $115,084 $0 $0 $0
Current Land Value $176,000 14 0% $0 $115,084 $0 $0 $0
County Share of Levy (%) 17.3% 15 0% $0 $115,084 $0 $0 $0
Anticipated Tax Growth 0.0% 16 0% $0 $115,084 $0 $0 $0 If County Completely Opted Out 
Current Mill Levy 288.6 17 0% $0 $115,084 $0 $0 $0
Number of Years Granted 10 18 0% $0 $115,084 $0 $0 $0
Discount Rate (for Present Value) 4.50% 19 0% $0 $115,084 $0 $0 $0
Total Gross Estimated Benefit $1,146,803 20 0% $0 $115,084 $0 $0 $0
Present Value of Benefit $750,700 TOTALS $4,040 $2,301,686 $1,146,803 $907,400

Building Tax To Remain $404 Current Land Tax $2,540 

NOT STARTED CALCULATION OF ADDITIONAL TAX DUE TO COUNTY
Land Value Improvent Value Year Mill Levy CO Levy % Full Impr Net Tax Co Share Impr Tax

$28,000 $7,975,300 2021 288.66 49.90 17.3% $115,108 $19,898 
$28,000 $7,975,300 2022 288.66 49.90 17.3% $115,108 $19,898 
$28,000 $7,975,300 2023 288.66 49.90 17.3% $115,108 $19,898 
$28,000 $7,975,300 2024 288.66 49.90 17.3% $115,108 $19,898 
$28,000 $7,975,300 2025 288.66 49.90 17.3% $115,108 $19,898 
$28,000 $7,975,300 2026 288.66 49.90 17.3% $115,108 $19,898 
$28,000 $7,975,300 2027 288.66 49.90 17.3% $115,108 $19,898 
$28,000 $7,975,300 2028 288.66 49.90 17.3% $115,108 $19,898 
$28,000 $7,975,300 2029 288.66 49.90 17.3% $115,108 $19,898 
$28,000 $7,975,300 2030 288.66 49.90 17.3% $115,108 $19,898 
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Purpose 
 
The purpose of this report is to establish and determine the allowable value of the payment in lieu of taxes 
(PILOT) tax exemption for DFI Kesler, LLC (the “Developer”) (Kilbourne Group).  
 
PFM first reviewed the application/proforma to ensure that appropriate assumptions regarding property 
value, rent, vacancy, and expenses were used by the Developer. Based on those assumptions, PFM 
projected a 15-year cash flow, calculating an internal rate of return. The following report details PFM’s 
analysis and conclusions concerning the viability of the proposed project without the subsidy. The proposed 
project will be an investment of the Developer so PFM also calculated an internal rate of return for the 
project.  
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Project 
 
The project being proposed by DFI Kesler, LLC includes constructing 95 market rate apartment units, retail 
space, and structured parking at 624 2nd Ave N and 617/621 1st Ave N. The apartments will range from 
studio units at approximately 575 square feet to three bedroom units at approximately 1,340 square feet. 
There will also be structured parking available, as well as retail space. As noted in the previous section, the 
proposed project is to be an investment property for the Developer.  
 
The Developer has stated that the construction will be completed by April 2021 with occupancy immediately 
following. The Developer has requested PILOT financing assistance in an amount in excess of $2.23 million 
on a present value basis to complete the project. This amount is based on projections of the future tax 
payments less the projected PILOT payments. Both the estimated tax payments and estimated PILOT 
payments assume a property value increase of 1.70% per year. This amount assumes five years of 100% 
exemption, followed by 10 years of 64% exemption.  
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Project Financing 
 
The Developer is investing 26% equity, or $5,570,985, and will be privately financing $15,750,936. The 
Developer is additionally requesting PILOT assistance through annual property tax savings. The private 
financing is estimated to be a 25-year loan at a 5.85% interest rate resulting in an annual principal and 
interest payment of $1,243,785.  
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Return Analysis 
 
In calculating the internal rate of return, PFM first analyzed the Developer’s assumptions including expected 
monthly rent, vacancy rate, and the operating expenses. The Developer is proposing a rent of $970 per 
month for studio units, $1,300 per month for one bedroom units, $1,850 per month for two bedroom units, 
and $2,100 per month for three bedroom units. The Developer provided estimates of annual operating 
expenses, as follows; General and Administrative - $14,396, Marketing - $71,981, Repairs/Maintenance - 
$122,368, Utilities - $187,151, Property Tax - $279,835, Insurance - $4,319, and Management Fee - 
$71,384. The total expenses, assuming the Developer pays full real estate taxes, are approximately 38% 
of gross operating income. PFM used the given assumptions for Year 1 and, using a 2% inflationary factor 
for expenses and 1.70% for revenues, developed a 15-year cash flow. PFM assumed Year 1 vacancy rate 
would be 35% for 10 months of the year assuming an April 1 occupancy and 5% beyond Year 1.  
 
The second step in determining the internal rate of return is to determine the earned incremental value of 
the property over the 15-year period. That value, along with the net operating income cash flows, was used 
to calculate the internal rate of return. PFM determined that without PILOT assistance the Developer would 
have about a 7.33% internal rate of return. The Developer would have about a 9.99% internal rate of return 
if it received the public assistance for the full 15 years. A reasonable rate of return for the proposed project 
is 10% - 15%. 
 
Another measure of feasibility and project viability is the debt coverage ratio. PFM has projected a maximum 
debt coverage ratio of 1.29x without assistance in the first 15 years with a Year 4 coverage of 1.00x. If the 
City provided assistance to the project the maximum debt coverage is projected to be 1.36x with a Year 4 
coverage of 1.23x. The minimum coverage of 0.69x occurs in Year 1 when the project is still assumed to 
be in the rent-up period. Debt coverage is important to developers when securing financing for their projects. 
Many times banks will require a minimum coverage in the range of 1.10x – 1.50x.  
 
Using PFM’s “without assistance” cash flow as the base scenario, PFM ran sensitivity analyses in order to 
determine if the project would be likely to occur without public assistance.  For the first sensitivity analysis, 
PFM analyzed how much project funds would have to decrease in order to produce a reasonable internal 
rate of return. We also looked at how much the rental rates would have to fluctuate in order to achieve a 
reasonable internal rate of return. Lastly, we looked at a combination of the two scenarios. For the sensitivity 
analyses, we assumed a minimum debt coverage of 1.20x and a minimum internal rate of return of 10.00%. 
 
Sensitivity Scenario 1 – Project Costs 
 
The project would have to be reduced by $2,201,921 or 10.3% in order for the project to become viable 
without assistance. This reduces the amount to be financed from $15,750,936 to $14,124,332 and reduces 
the annual debt service payment from $1,243,876 to $1,115,421. It is somewhat unlikely that a reduction 
in project costs of this magnitude would occur at this stage in the process.  
 
 Sensitivity Scenario 2 – Rental Rates 
 
In order for the project to be viable without public assistance, the rental rate would have to increase by 
more than 14.6%. This increases annual revenue from $2,868,887 to $2,342,694 in Year 5. PFM believes 
this is a large increase to rents and is unlikely to occur.  
 
Sensitivity Scenario 3 – Combination of Project Costs and Rental Rates 
 
The final scenario looks at both a reduction of project costs and an increase in rental rates. The analysis 
showed that project costs would have to be reduced by $1,121,921 or 5.3% and rental rates would have to 
increase by 7.2%. Both of these options occurring is unlikely, but it is possible so it should be considered.  
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The above scenarios show the circumstances in which the project would become viable without public 
assistance. Based on the information provided PFM’s analysis demonstrates that the project as currently 
anticipated is unlikely to occur “but-for” the public assistance. 
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Conclusion 
 
The Developer will bear all the risk involved with the project. The Developer is dependent on a number of 
factors before and after the project is completed, including project costs, occupancy of the units, the rental 
market, and monthly expenses. Both the internal rate of return without assistance and the debt service 
coverages are low. The base scenario without assistance along with the sensitivity analyses demonstrate 
that the project would likely not be feasible without assistance. 
 
PFM determines that with public assistance, based on 5 years of 100% property tax exemption followed by 
10 years of 36% exemption, the Developer’s internal rate of return, based on the assumptions outlined in 
this report, would be 9.99%. Furthermore, the Year 4 debt coverage ratio increases from 1.00x to 1.23x 
when assistance is provided. Based upon the information provided, the project would not be feasible “but-
for” public assistance as it is currently shown by the Developer.  
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