PROPERTY TAX INCENTIVE APPLICATION FOR
ENCLAVE DEVELOPMENT

(Jim Gilmour)

SUGGESTED MOTION:

Move to participate in the request for a Tax Increment Finance (TIF) District in the City of Fargo
submitted by Enclave Development for new housing on property located southeast of Oak
Street and 6" Avenue North for up to a fifteen-year period.

OR

Move to NOT participate in the request for a Tax Increment Finance (TIF) District in the City of
Fargo submitted by Enclave Development for new housing on property located southeast of Oak
Street and 6% Avenue North for up to a fifteen-year period.




THE CITY OF

Fargo
FAR MOREé

ADMINISTRATION DEPARTMENT

September 28, 2020 RECEIVED
CASS COUNTY COMMISSION

SEP 30 2020

Chad Peterson, Chairman
Cass County Commission
211 9th Street South
Fargo, ND 58103

Mr. Peterson,

According to N.D.C.C. Chapter 40-05-24, if the City of Fargo anticipates granting a property tax
incentive for more than five years, the Chairman of the County Commission must be notified by
letter. Within thirty days of receipt of the letter, the County Commission shall notify the City of
Fargo whether they intend to participate in the incentive.

The City of Fargo has received an application from Enclave Development for Tax Increment
Financihg (TIF) incentives for new housing on property that would be in a renewal plan. The
property is located southeast of Oak Street and 6th Avenue North.

The incentive would be granted in the form of a TIF note that would repay the developer from
TIF property taxes for approved TIF costs. The TIF request is for extraordinary costs to make
the site suitable for development. These include:

Soil Correction and Remediation

Public Infrastructure

Land Acquisition/Write Down

Flood Associated Levee Design and Construction
Building Demolition

Access road

Legal and TIF Fees

Tax Increment Financing costs have been estimated at a present value of $3,589,204. The
maximum period of the TIF district would be 15 years. The property has a value now of
$1,278,900. The value of the completed project is estimated at more than $21 million.

Please respond at your earliest convenience with the determination made by the County
Commission regarding the participation.

Thank you.

7722

Gilmour

CC: Robert Wilson

225 4" Street N. « Fargo, ND 58102 * Phone (701) 241-1310
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THE CITY OF

Fargo
FAR MOREé

TO: TAX EXEMPT REVIEW COMMITTEE

MEMORANDUM

FROM: JIM GILMOUR, STRATEGIC PLANNING DIRECTOR%
DATE: SEPTEMBER 15, 2020
SUBJECT: REQUEST FOR TAX INCREMENT FINANCING - RIVER LOFTS

The Fargo City Commission authorized a financial review of a proposed housing project
at 505 Oak Street North. The developer is requesting Tax Increment Financing.
Preparation of the renewal plan and development agreement are dependent on the
recommendation of the Tax Exempt Review Committee. | have attached the following
information for your review.

Request for TIF, City Commission memo and project location map.
Application for TIF and site plans.

TIF Program “But-For” Report prepared by PFM.

Statement from Engineering Department on proposed levee.

PON~

The proposed development would include about 117 apartments and 14 condominiums.
Several factors make it very expensive to develop the site. The factors include very
poor soils, demolition costs, public infrastructure costs, land acquisition costs and the
need for a flood protection levee.

Some key aspects of the project include:

Project cost of $25 million

131 housing units, including 14 condos

Project completion in 2022

$3.2 million TIF costs

TIF district needs to last for 15 years

Developer takes on debt for TIF costs and is repaid from TIF income
Flood protection benefits

Potential to encourage investment in the neighborhood

PFM, the City’s financial adviser, concluded, “The project would not be feasible without
public assistance.”
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THE CITY OF Page 15

argo _
FAR MOREé %

MEMORANDUM

TO: FARGO CITY COMMISSION

;
4

FROM: JIM GILMOUR, STRATEGIC PLANNING DIRECTOR ’/ /.

DATE: JULY 22, 2020
SUBJECT: REQUEST FOR TAX INCREMENT FINANCING

The City of Fargo received a request for Tax Increment Financing (TIF) for a
proposed project to be located southeast of 6th Avenue North and Oak Street. A

copy of the request is attached.

The block is mostly vacant. There is one 4-unit apartment building and a
single-family rental house that are occupied. Three vacant houses are in poor
condition and not suitable to occupy. Two houses and a small apartment building
were demolished 3 or 4 years ago because of their poor condition, and that land

has remained vacant.

The proposed project would redevelopment of the site, demolishing the existing
buildings and preparing the site for redevelopment. The plan is to construct a
building of about 130 housing units, with the top floor being about

14 condominiums.

The site appears to have blighted conditions, need for infrastructure and the need
to remove debris prior to redevelopment. Tax Increment Financing may be needed
for the redevelopment of this site. The property is zoned DMU that allows

high-density residential.

Fargo TIF policy calls for the City Commission to review the request to determine if
staff should proceed to work with the developer on a renewal plan, and forward an
application to the City financial advisors for review.

RECOMMENDED MOTION: Authorize staff to submit a TIF application to the

financial advisor for review, prepare a renewal plan and a development agreement
for redevelopment of property southeast of 6th Avenue North and Oak Street.

Attachments
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<> E N C L Av E P:701.478.4300

12ND STREET N STE. 102
FARGO, ND 58102

enclavecompanies.com

City of Fargo
Application for TIF

Contact Information
Primary Contact: Austin Morris, Enclave Development
12" St N #102 Fargo, ND 58102

(701) 478-4300; austin@enclavecompanies.com

General Information

Project Location 505 Oak St N Fargo, ND 58102
Project Description with conceptual plans See attached
Propose Schedule Construction start contingent on TIF determination

Estimated Completion Spring 2022
Project Financials and Financing

Name of Developer Enclave Development, LLC & Craig Development, LLC
Ultimate owner of development Craig Enclave OG, LLC

Type of Exemption Tax Increment Financing

Dollar request of TIF assistance See Pro Forma for Delta

Term of request property tax payments Fifteen (15) year property tax increment exemption
Minimum of a 10-Year Proforma See Confidential Pro Forma provided to third party consultant
Total project cost See Confidential Pro Forma

Hard Capital Costs per Policy & Guidelines See Confidential Pro Forma

Contributed equity See Confidential Pro Forma

Loan amount(s) with terms See Confidential Pro Forma. 5 Year Term.

Number of housing units by type 117 Multifamily Rental Units, 14 Condominium Units
Square footage of commercial space None

Proposed rents by housing unit types See Confidential Pro Forma

Detailed assumptions for any other revenues See Confidential Pro Forma

Expenditures broken out by category See Confidential Pro Forma

Extraordinary Costs per Policy & Guidelines See Confidential Pro Forma

DEVELOP ¢« CONSTRUCT * MANAGE
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The purpose of this report is to establish and determine the allowable value of the tax increment financing
(TIF) for 505 Oak Street North, a development by Enclave Development (the “Developer”).

PFM first reviewed the application to ensure that appropriate assumptions regarding property value, rent,
condo sales, vacancy, expenses, and debt were used by the Developer. Based on those assumptions,
PFM projected a 15-year cash flow, calculating an internal rate of return (“IRR”). We also made sure the
Developer followed the City of Fargo’s (the “City”) Tax Increment Financing Policy (the “Policy”) including
the allowable costs and the Developer's calculations for determining the amount of allowable subsidy

financing. The following report details PFM's analysis and conclusions concerning the viability of the
proposed project without the subsidy.
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The project being proposed by the Developer includes the development of an 117-unit rental apartment

building and 14 condos located at Oak Street North and 5" Avenue North. The intent of the Developer is to
sell the condos upon completion.

The Developer estimates the construction will be completed in the Spring of 2022 with occupancy

immediately following. The Developer has requested TIF assistance in the amount of approximately
$4,450,000 to complete the project.
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The Developer is requesting assistance in the form of tax increment financing under the City's Tax
increment Financing Policy. The Policy provides public assistance to a development through tax increment
financing for private development. According to Policy #3, the maximum TIF assistance is 15 years and the
Developer is asking for a 15-year exemption.

Requested Reimbursement

Below is the detailed requested cost of the proposed project to be reimbursed.

Soil Correction and Remediation $1,125,000
Public Infrastructure 425,000
Land Acquisition/Write Down 1,650,000
Flood Associated/L.evee Design & Construction 625,000
Building Demo, Clearing, Tree Removal 275,000
Site Constraints/Access Road 265,000
Legal and TIF Fees 85,000
Total Requested Cost to be Reimbursed $4,450,000

The Developer is requesting a total of approximately $4,450,000 of costs to be reimbursed.

Policy #8

Policy #8 limits the TIF assistance to 15% of hard construction costs, including the costs
of acquisition. Based on total hard construction costs of $21,625,081 the Developer can
receive up to $3,243,762. The Developer is requesting $4,450,000 which is well above the
maximum allowed. Policy #8 also states that the Developer must provide at least 10% of
total capital costs as Developer’'s equity in the project. It is estimated the Developer will
contribute $6,482,949 as equity which is 25% of the total capital costs.

Land Cost

The Developer states the purchase price to acquire the property for the project is $2,850,000 including the
land value at $952,300. The price is based on the actual purchase agreement of the property. Land
acquisition is reimbursable under the Policy. The Developer is requesting to be reimbursed $103,199 for
the land acquisition which complies with Policy #5.

Policy #6

The Policy states that the maximum eligible land costs to be recouped by the
Developer should be limited to the lesser of:

1.) The total acquisition cost for the property, provided that the acquisition cost
is no more than 150% of the assessor’s market value of the property. The
Developer’s cost to acquire the property is $2,850,000. The assessor’'s market
value for the property totals $1,278,300. The eligible amount for reimbursement is
150% of $1,278,300 which totals $1,917,450. The Developer's reimbursement
request of $1,650,000 is within the allowable reimbursable amount under this
policy.
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2.) The difference between what was paid by the Developer for the property less
the assessor’s market value for the land (as opposed to land and buildings).
The current assessor's land value is $952,300. Based on an acquisition price of
$2,850,000 the maximum reimbursement is $1,897,700.

The lesser of the two tests detailed above is $1,897,700. The requested reimbursement for land acquisition
of $1,650,000 is allowable under Policy #6.

Policy #3

Policy #3 states the length of the term will be limited to 15 years or less. The Developer is requesting the
full 15-year term.

TIF Estimate

PFM estimates that $4,984,046 of TIF will be generated over the 15 years assuming a 1.50% market growth
rate. Based on a discount rate of 4.55%, the present vaiue of the estimated TIF cash flow is $3,589,204.
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Project Financing

The Developer is investing 25% equity, or $6,482,949, and will be privately financing $19,448,848. The
Developer expects to pay down the loan principal with the condo profits in the estimated amount of
$4,926,650. The Developer is additionally requesting annual TIF assistance in the total amount of
approximately $4,450,000. The private financing is estimated to be a 25-year loan with an estimated interest
rate of 4.55% resulting in an annual principal and interest payment of $981,955, after the principal paydown.
The application states the project will be completed by the Spring of 2022.
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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, operating expenses, and the sale of the condos. The Developer is proposing
rents of $925 for studio, $1,125 for a one-bedroom unit, $1,450 for a two-bedroom unit and $1,850 for a
three-bedroom unit. The Developer has proposed a reasonable amount for rent for the current market and
location. The Developer also provided estimates of sale prices and fit up allowances for the condos which
range from a sale price of approximately $360,000 with a $60,000 fit up allowance for a 1,240 square foot
condo to approximately- $765,000 with a fit up allowance of $105,000 for a 2,470 square foot condo. Annual
estimates of operating expenses for the 117-unit rental development were provided, as follows:
Maintenance Costs - $39,602, Utilities - $133,861, Miscellaneous fees - $52,138, Real Estate Taxes -
$215,558 (apartments), $33,338 (seven unsold condos), and Administration Costs - $210,985. The total
expenses are approximately 34% of gross operating income, excluding the real estate taxes for the unsold
condos and the revenue gained from selling the condos.

The second step in determining the internal rate of return is to determine the earned incremental value of
the property over a 10- and 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 TIF assistance the Developer
would have about a 9.00% internal rate of return based on 15 years and 10.04% for a 10-year internal rate
of return. The Developer would have about a 12.52% internal rate of return for 15 years and 13.91% for 10
years. if it received the public assistance. In addition, PFM also looked at the internal rate of return if Cass
County was excluded from the property tax exemption starting in Year 6. In that case, the 15-year IRR is
estimated to be 12.22% while the 10-year IRR is estimated to be 13.67%. A reasonable rate of return for

the proposed project is 13% - 20%.

Another measure of feasibility and project viability is the debt coverage ratio. PFM has projected a maximum
debt coverage ratio (not accounting for the one-time revenue from the condo sales) in Year 15 of 1.22x
without assistance, with a Year 6 coverage of 1.06x. If the City provided assistance to the project the
maximum debt coverage is projected to be 1.59xin Year 15, with a Year 5 coverage of 1.39x. The maximum
debt coverage ratio if the County did not participate after Year 5 would be 1.53x in Year 15, with a Year 6
coverage of a 1.34x

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 reasonable internal rate of return of 16.50%.

Sensitivity Scenario 1 — Project Costs

The project would have to be reduced by $4,160,000 or 16.0% in order for the project to become viable
without assistance. This reduces the amount to be financed from $16,610,523 to $13,490,523 and reduces
the annual payment from $981,955 to $914,476 for the loan. It is unlikely that a reduction in project costs
of this magnitude would occur at this stage in the development.

Sensitivity Scenario 2 — Rental Rates

In order for the project to be viable without public assistance, the rental rates would have to increase by
30.5%. PFM believes this is a high increase to the Developer's proposed rents. This increases annual rental
revenue from $1,644,900 to $2,140,139. PFM believes the proposed rents are reasonable rental rates and
does not believe an increase this large would occur.
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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 $2,000,000 or 7.7% and rental rates would have to
increase by about 16%. While either of these events could occur, PFM does not believe they are likely to
occur, especially together.

The above scenarios show the circumstances in which the project would become viable without public
assistance. PFM has determined that the project 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 buildings, the
rental market, monthly expenses, and the ability to sell the condos at the projected sales price. The base
scenario without assistance along with the sensitivity analyses demonstrates that the project would be

unlikely to be feasible without assistance.

PFM has calculated that with public assistance, and based on the assumptions outlined in this report, a 10-
year internal rate of return is estimated to be 13.91%. In addition, the coverage ratio in Year 10 is estimated
to be 1.48x. The estimated internal rate of return is low given the risk level for this type of project. Based
on the internal rate of return and the coverage requirements, PFM concludes the project would not be

feasible without public assistance.
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CRAIGS OAK GROVE ADDITION TO THE CITY OF FARGO TOPO
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