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MEMORANDUM

To: City of Princeton

From: Tammy Omdal

Date: December 17, 2020

Re: Tax Increment Financing Assistance for Housing Project

The City is proposing to enter into two agreements with Rum River Residential Suites, LLC to provide tax
increment financing assistance for the construction of two apartment buildings, constructed in two phases, to
include approximately 49 rental units in each of the two buildings (the “Project”). The Project is proposed to
be market rate with an affordable component.

The City Council approved the establishment of Tax Increment Financing District No. 9-2 (the “TIF District”) on
September 24, 2020 (Resolution No. 20-53) providing the City the authority to consider assistance for the
Project.

The first building will be located along First Street and the second building will be located just behind the first
building, on a site that is owned by the Developer. The first building is proposed to be completed and at 50%
occupancy by 2022 and full occupancy by 2023. The second building is proposed to be completed and at 50%
occupancy by 2024 and full occupancy by 2025. The Developer’s plan and timing is contingent on receiving
public financial assistance to assist with the affordable component of the market rate buildings, among other
items.

The cost for the Project (inclusive of 98 units, both buildings) is estimated at approximately $15.4 million in
today’s dollars. The Developer’s request for public financial assistance is to assist with the extraordinary costs,
including land and site improvements, and the cost to be provide the affordable housing units. The Developer
has represented that it will not undertake the Project as proposed without public financial assistance.

It is Northland’s opinion that the Project as proposed, which includes indoor parking, is unlikely to occur but
for the proposed public financial assistance, inclusive of the tax increment financing. Without the assistance,
the Project is not expected to achieve the level of debt service coverage and returns needed to secure the
necessary private financing and equity.

Public Financial Assistance

Due to the extraordinary costs associated with acquisition and development of the Project, the Developer is
seeking public financial assistance from the City in the form of pay-go tax increment financing assistance. The
financial assistance will come from the tax increment revenue generated within the TIF District.

Exhibit A provides a summary of the estimated potential tax increment cash flow from the TIF District and
assistance to the Developer, based on certain assumptions. State law provides that the increase in property
taxes from the captured tax capacity (from the increase in market value) applied against the local tax capacity
rates may be captured to assist the Project. Referendum market value taxes and the State of Minnesota
property tax for commercial property (not applicable for residential property) are not captured for tax
increment financing.

To reimburse the eligible costs incurred by the Developer, the agreement for Phase I provides that the
Developer will purchase a Tax Increment Financing Revenue Note (the “TIF Note”) in maximum principal
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amounts of $1,379,000. The agreement for Phase I provides for a maximum principal amount of $1,151,000
for the TIF Note.

The TIF Notes are not a general obligation of the City. The TIF Notes are payable solely from net available semi-
annual tax increments from the Project. Net available semi-annual tax increments is estimated to be based on
90% of the tax increment collected from each of the two buildings within the TIF District.

The TIF Note will bear simple, non-compounding interest from the date that the City determines paid invoices,
as paid by the Developer, in compliance with the terms of an agreement, at a rate of 4.25% from the date of
issue per annum.

Review of Need for Assistance

Northland conducted a review of the Developer’s application for financial assistance and pro forma as
submitted to the City. Northland reviewed project cost estimates to ensure all anticipated sources and uses for
the Project were properly included. Based on our review of the pro forma and under current market
conditions, we find that the Project, as proposed, may not reasonably be expected to occur solely through
private investment within the reasonably near future. Due to the costs associated with construction of the
affordable housing units (among other extraordinary costs), the Project as proposed is feasible only through
assistance, in part, from tax increment financing. This conclusion is supported by the following:

 The Developer plans for the estimated $15.4 million cost for the Project to be funded from a
combination of debt, equity, and deferred construction management and developer fees. The
present value of the estimated future tax increment revenue from the TIF Note payments to the
Developer reduces the effective cost of the Project by $2,530,000. Based on estimated net operating
income, the effective return without the public financial assistance is not at a level the Project, as
proposed, would proceed.

 The total average cost per housing unit is estimated at approximately $157,000 (in today’s dollars) for
the construction of the 98 units, including the cost of the parking. Each building for the Project will
include 13 studio units, 22 one-bedroom units, and 14 two-bedroom units. Based on Northland's
experience with similar projects and given the location of the Project, we would expect total
development costs to range between $97,000 and $160,000 per unit. The total per unit project cost is
generally within this range.

 The estimated average gross monthly rent per unit for the first building, in the first stabilized year of
the Project, is estimated at approximately $1,054 per month (in year 2023). The Project is estimated
to include three stories, with indoor and surface parking. Monthly average gross rents are estimated
at $636-$950 for the studios, $1,075 for a one-bedroom unit to $1,200 for a two-bedroom unit. A
minimum of 20% of the units are planned to be affordable at 50% of the average median income
(AMI) for Mille Lacs County as of fiscal year 2020 is $72,600). The annual total gross rental income for
the first building is estimated at approximately $620,000 in the first year of stabilized occupancy,
before adjusting for estimated apartment vacancy and rental loss of 5%.

 The total annual expense, operating and non-operating, is estimated at $5,125 per unit (after
completion of both buildings). This includes a 5% management fee and approximately $265 per unit
(2%) for replacement reserve. This includes an estimated average $3,091 per unit for real estate taxes.
The contribution to reserves is reasonable and the projected total annual expense is within industry
standards.

 The estimated average debt service coverage with tax increment financing is estimated to average
1.19X during the first five years of stabilized operations, and without tax increment assistance the
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average is 0.95X. The coverage for the mortgage without the tax increment is not at a level that we
would expect the Project, as proposed, to proceed. The financing of this type of project would be
expected to be at a minimum of approximately 1.2X coverage.

 The deferred construction fee and developer fee is projected to paid within the first ten years of
operations. The beginning balance is estimated at $1,025,000, and the pro forma assumes this
balance will be repaid with interest.

 The estimated annual cash on cash return (net annual operating income divided by total development
project costs) with tax increment financing is estimated to average 5.4% during the first five years of
stabilized operations and 4.2% without tax increment assistance. The cash on cash return is
reasonable for this type of project and the proposed source of financing.

City Council Action

Should the City Council agree with the conclusions reached and wish to have the project proceed then the City
Council will need to consider approval of the following:

 Resolution Authorizing Modification to Tax Increment Financing Plan for Tax Increment Financing
District No. 9-2 and Execution of Development Agreements

The proposed resolution includes modification to the Tax Increment Financing Plan for the TIF District in order
to adjust the estimated line item project costs within the adopted budget for the TIF District. The proposed
modification does not change the total budgeted project costs for the TIF District. Exhibit B provides
information on the proposed modification to the budget for the TIF District.
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EXHIBIT B

Total Modification

No. 1

Estimated Tax Increment Revenues (from tax increment generated by the district)

Tax increment revenues distributed from the county $7,684,000 $7,684,000

Interest and investment earnings $50,000 $50,000

Sales/lease proceeds $0 $0

Market value homestead credit $0 $0

Total Estimated Tax Increment Revenues $7,734,000 $7,734,000

Estimated Project/Financing Costs (to be paid or financed with tax increment)

Project costs

Land/building acquisition $1,000,000 $1,000,000

Site improvements/preparation costs $0 $3,331,000

Utilities $0 $0

Other public improvements $0 $0

Construction of affordable housing $3,583,000 $252,000

Small city authorized costs, if not already included above $0 $0

Administrative costs $509,000 $509,000

Estimated Tax Increment Project Costs $5,092,000 $5,092,000

Estimated financing costs

Interest expense $2,642,000 $2,642,000

Total Estimated Project/Financing Costs to be Paid from Tax Increment $7,734,000 $7,734,000

Estimated Financing

Total amount of bonds to be issued $5,092,000 $5,092,000

City of Princeton

Tax Increment Financing District No. TIF District No. 9-2

Projected Tax Increment

Briggs Apartment Project


