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MEMORANDUM

To: City of Princeton

From: Tammy Omdal

Date: September 16, 2020

Re: Tax Increment Financing Assistance for Housing Project

The City of Princeton (the “City”) received an application from the Briggs Companies (the “Developer”) for
public financial assistance to assist with the development and financing of certain project costs for the
construction of two apartment buildings, constructed in phases, include approximately 49 rental units in each
of the two buildings (the “Project”). The Proposed is proposed to be market rate with an affordable
component.

The first building of the Project 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
building, 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. See Exhibit A for more information on the estimated Project cost, based on the Developer’s
pro forma. The Developer’s request for public financial assistance is to assist with the extraordinary costs,
including public 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. The timing
of commencement of the Project has not been confirmed, but for planning purposes is anticipated to begin in
2021.

This memorandum provides a review of the request based on Northland’s analysis of the Developer’s
application for assistance, including sources and uses of funds and operating pro forma for the Project. 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.

The present value of the tax increment revenue available to reimburse the Developer for project costs on a
pay-go basis over a 15-year term is approximately $2.8 million. The future value of the total payments to the
Developer, with interest at 3.0%, is estimated at $3.6 million. The Developer requested a 25-year term. The
additional 10 years would provide approximately $1.6 million of additional tax increment revenues to
reimburse project costs. Based on Northland’s analysis, the additional 10 years of assistance may not be
necessary for the project based on current assumptions. This conclusion may change as the assumption for
project costs are refined and updated by the Developer, including estimates for public improvements and
development fees, for example.
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The Developer’s anticipated source of funds for the Project (as shown in the application) includes a
combination of mortgage, contribution of the land, and deferral of the general contracting and development
fees.

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
tax increment revenue is proposed to come from the establishment of Tax Increment Financing District No. 9-
2 (the “TIF District”) within the existing Development District No. 9. The City plans to consider approval of the
establishment of the TIF District, following a public hearing on September 24, 2020. The City will not consider
approval of an agreement with the Developer for the financial assistance until a later date. Proposed terms
for assistance have not been presented or agreed to by the Developer. The specifics for the Projects are
subject to change.

The proposed plan for the TIF District is for the City to retain 100% of the increased net tax capacity from the
Project to pay certain eligible project costs. The City may retain up to 10% of the tax increment derived from
the Property to reimburse the City for the cost of administering the TIF District. The City may determine to use
tax increments to pay for City costs incurred that are directly related to the housing project and/or to
reimburse the Developer for eligible project costs. Eligible project costs may include land acquisition (the
Developer is planning to establish a separate legal entity to own and manage the Project), costs of site
preparation, street and utility improvements directly related to the housing.

Exhibit B provides a summary of the estimated potential tax increment cash flow from the TIF District, 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 City may determine to issue, and the Developer
may purchase a Tax Increment Financing Revenue Note (the “TIF Note”) in a maximum principal amount.
Based on a 15-year term for the assistance, the maximum estimated principal amount is $2.8 million. The TIF
Note will be payable solely from net available semi-annual tax increments. Net available semi-annual tax
increments is estimated to be based on 90% of the tax increment collected from the Project within the TIF
District, subject to final negotiation and agreement with the Developer. The TIF Note is assumed to 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 an estimated 3.0%, from the date of issue per
annum. As noted, the terms for the TIF Note are preliminary for planning purposes and have not been
negotiated with the Developer.

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. Exhibit A provides information on the sources and uses of funds for the
Project. 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:
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 The Developer plans for the estimated $15.4 million cost for the Project to be funded from a
combination of debt $13.1 million (85.0%), and equity and deferred construction management and
developer fees of $2.3 million (15.0%). 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
$2.8 million. 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
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 at 3.0% rate.

 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.

Process for Approval

The first step in creating the TIF District is the adoption of a Tax Increment Financing Plan for the TIF District
(the “TIF Plan”). The TIF Plan provides information about the Project to be funded with tax increment from
the TIF district and authorizes the use of tax increment from the district to pay TIF-eligible project costs,
among other items.
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A tax increment financing district established by the City must be established within the boundaries of a
Development District. The Development District is sometimes commonly referred to as a “Project Area”. The
City has previously established Development District No. 9. The boundaries of the Development District are
proposed to be set to be contiguous with the boundaries of the City. When a new tax increment financing
district is established by the City, the Development Program for the Development District, may be amended
and supplemented from time to time. The Development Program is a written plan that contains the statement
of objectives for the Development District and contains the information set forth in Minnesota Statutes. The
Development Program may be included in the same document that contains the TIF Plan, but the two plans
are separate and must comply with respective statutory requirements.

After the TIF District is established (TIF Plan adopted), the City may consider entering into a development (TIF)
agreement with the Developer for tax increment financing assistance at a future date. The City plans for this to
occur at a date following the public hearing date. The proposed terms of the agreement and project specifics
are still under discussion between the City and the Developer.

Notice to County and School District

Before the public hearing and the establishment of a TIF district, the City must provide certain notices to the
county and the school district, including providing a copy of a draft TIF plan. The county and school district may
comment on the proposed TIF district but cannot prevent the creation of the TIF district. On behalf of the City,
Northland submitted a letter and a draft copy of the TIF Plan for the TIF District to Mille Lacs County and
Independent School District No. 477 on August 25, 2020 asking to receive written comments. As of the date of
this memorandum no comments, written or oral, have been received by Northland.

Adoption of Modified Development Program and TIF Plan

Following the public hearing, the City Council may consider a resolution approving the modification to the
Development Program for Development District No. 9 and the establishment of the TIF District within the
Development District and the adoption of the TIF Plan relating thereto (the “Resolution”). The City Council
may consider adoption of the Resolution on the same date of the public hearing (after closing the hearing) or a
date following.
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EXHIBIT A

Total % of Total Per Unit

Sources of Funds

First Mortgage $13,106,685 85.0% $133,742

Other Private Funds (Cash/General Contracting) $1,312,945 8.5% $13,397

Developer Equity $1,000,000 6.5% $10,204

Total Sources of Funds $15,419,630 100.0% $157,343

Uses of Funds

Land Acquisition and Site Work $1,920,000 12.5% $19,592

Construction $10,939,970 70.9% $111,632

General Contracting $625,000 4.1% $6,378

Development Fee $400,000 2.6% $4,082

WAC and SAC $669,790 4.3% $6,835

Financing and Other Soft Costs $389,870 2.5% $3,978

Contingency $475,000 3.1% $4,847

Total Uses of Funds $15,419,630 100.0% $157,343

Number of Units 98

Briggs Company Affordable Housing Project

Developer Sources and Uses of Funds for Construction

City of Princeton
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YearofTIF
District

-
1

2
3

4
5

6
7
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284,808
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-
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0.97
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,3.0%
rate.Param

ountofTIF
Note

forPhase
IIis

estim
ated

at$1.3M
,15

yearterm
,3.0%

rate.The
source

offunds
does

notassum
e

a
m

ortgage
ofthe

TIF
note.

2/Assum
es

construction/developm
entfee

deferred.Pro
form

a
assum

es
no

construction
m

angaem
entfee

paid
atclosing.

The
pro

form
a

above
assum

es
the

deferred
fee

is
payable

w
ith

3.0%
interest.
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