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ECONOMIC AND DEVELOPMENT INCENTIVE COMMITTEE
Fargo, North Dakota

Regular Meeting Tuesday, July 23, 2024

The February meeting of the Economic and Development Incentive Committee of the City of Fargo,
North Dakota was held in the City Commission Room at City Hall at 1:00 p.m., Tuesday, July 23,
2024.

The committee members present or absent are:

Members Present: Dave Piepkorn, Mayor Mahoney, Jon Eisert, Erik Barner, Lucas Paper, Matt
Schlenvogt, and John Cosgriff.

Others Present: Robert Wilson, Jim Gilmour, Jackie Gapp, Michael Splonskowski
Others Absent: Levi Bachmeier

Commissioner Piepkorn called the meeting to order at 1:00 p.m.

Minutes Approved

A motion was made by John Cosgriff to approve the minutes from June 25, 2024. Matt Schlenvogt
seconded. Motion carries.

Minneapolis Federal Reserve — Housing Presentation

e Fargo population is growing and is up 16%
e Homeowner rate is up 45% due to younger and retired people.
e Fargo housing cost are up 27%
e ND Housing:
o Housing growth is keeping up with population growth. North Dakota has largely
avoided underproduction.
o Home values and rents are rising, but less than nationally and neighboring states.
o Housing affordability is falling in North Dakota and homes are becoming more
unaffordable in some metros.
e Homelessness is a housing problem. Prices of rent is more predicative of homelessness rates
than poverty levels, weather, and the rate of drug addiction or other mental health issues.
e Fargo needs more housing for senior citizens and disabled people.
e Mayor Mahoney stated that Fargo needs to do 15,000 living units in the next year. This year
there at about 500.
e Jim Gilmour stated that we need to work together which would mean that the city would
need to support affordability, increase supply, and streamline processes and rules.
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Inclusionary Housing Report

e s there a way that the city can require developers, either with or without incentives to

create some sort of inclusionary housing?

In a hot housing market, they will look at the 60% of the medium income and want you to
have at least 10% of your housing units below $960 a month. Fargo median rent is $1,000
compared to $1,500 in the Twin Cities.

e People that have 60% median income can afford over 90% of the apartments in Fargo.

e Jim Gilmour stated that he does not think that Fargo need an inclusionary housing
requirement to go with the city’s incentives. Commissioner Piepkorn stated that this is
something we need to monitor for the future.

e |s accessibility required for apartments if you have a certain number of units? Jim Gilmour
will look into this.

Bison Block Report

1400 Block of 12t Avenue North

3-Story building

Commercial businesses on the main floor

34 apartments of floors 2 and 3

Design requirements and redevelopments were discussed
e TIF Financing

o Without incentives, the rate of return would be less than3%. With incentives, the
rate of return was estimated at 11%.

o TIF assistance was provided over 15 years and the city agreed to reimburse the
developer with the cost of: land write-down, demolition of houses, and utility hook
ups.

e Financial benefits were discussed.

Growth Plan and PILOT Program Change

The PILOT program consists of four different ways to be used:
o New jobs
o Low income housing
o Housing downtown
o Housing in the core neighborhoods
e The proposed policy would add a fifth option. A redevelopment of an infill site.
e Should the city consider applications that would involve tearing down something with
relatively low value, not blighted, and in return give back something more in the future?
e New Redevelopment Infill:
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o Years 1-5: 100% exempt on the increased value of improvements

o Years 6-15: The percentage exempt will be based on a financial review and “but for”
test. The amount exempt will be no more than 90% of the improved value.

o Financial plans will be reviewed by the City financial consultant.

Discussion:

Jim Gilmour discussed the current downtown housing guidelines. He also brought up
that the PILOT term would be 17 years instead of 12 years. The committee will take a look at
the new guidelines and will give feedback at the next meeting.

PILOT Application for an Affordable Housing Project

e Dan Madler- Beyond Shelter
o Developed 580 affordable rental homes- 406 are affordable senior rental homes- 81
are ready for occupancy in 2024
o Most recent development is the Plaza Apartments (Old K-Mart)- July 11t people can
start moving in.
o Current demand for affordable rental housing for seniors. 39 units are leased and
172 on waiting list.
e 65" AveS
o Two 39-unit apartment buildings
o Multiyear 2 phase project
o 20% of the 78 units will be fully handicap accessible
e Requesting a 17-year pilot SO payment

A motion to forward the recommendation to the city commission was made by Mayor Mahoney
and seconded by Matt Schlenvogt. Motion carries.

The meeting was adjourned at 2:03 pm.
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THE CITY OF City Administration

Fa r 0 225 4th Street North
Fargo, ND 58102
FAR MORE é

MEMORANDUM
TO: Economic Development Incentive Committee
FROM: Jim Gilmour, Director of Strategic Planning and Research ﬁ-"

DATE: February 18, 2025

SUBJECT: Lennon Lofts TIF Request

The City received a request for Tax Increment Financing (TIF) assistance for the redevelopment
of a site at 220 6th Avenue North. Two building would be removed and replaced with a new
apartment building.

The buildings to be removed are a 6-unit apartment building and a single-family house. Both
buildings are vacant. The apartment building has been vacant since a fire in 2020.

The new development will be 22-unit apartment building. The development cost is estimated
at $3.4 million.

The developer is also requesting a 5-year Renaissance Zone property tax exemption. The
Renaissance Zone exemption will be reviewed by the Renaissance Zone Authority next week.

The application and the financial review are attached. The TIF request is for $487,304.
However, the estimated present value of the 10-year property tax exemption is $347,381,
which includes the Renaissance Zone and TIF property tax exemptions.

The request has been reviewed by one of the city’s financial advisors, PFM. PFM concludes that
project would not be feasible without public financial assistance.

Recommended Motion
Recommend approval of the request for Tax Increment Financing to the Fargo City Commission.
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City of Fargo
Application for Tax Increment Financing
Contact Information
Primary Contact Information: Andrew Hanson - 1630 1% Ave N Ste B PMB 7 Fargo ND 58102 —-
701.238.7098 — Andrew.hanson@goldmark.com

General Information

Name: Lennon Lofts, LLC — Limited Liability Company

Project Location: 220 6™ Ave N, Fargo ND 58102

Project Description: Re-development of two vacant buildings including a 6 plex and single-family home. A new
three-story multi-family building including 22 residential units (16 1ba/1ba and 6 2bd/1ba) and 21 enclosed surface
level parking spaces. See attached plans and renderings.

Proposed Schedule: Construction is estimated to start in Q2 of 2025. A proposed 12-month construction timeline
is planned with a second 12 months estimated for full stabilization of the building.

Lennon Lofts LLC will be applying for the 5-year RZ incentive and a 5-year TIF (total of 10-years).

Project Financials and Financing

Name of Developer: Lennon Lofts, LLC

Owner of Development: Lennon Lofts, LLC

Type of Project: Downtown Multi-Family

Dollar Request of TIF Assistance: $487,305 (see attached TIF eligible expenses)
Proforma: Stabilization is estimated in Q2 of 2027. See Attached

Total Project Costs: See ﬂ;ched

Hard Capital Costs: See Attached

Contributed Equity: See Attached

Loan Amounts/Terms: See Attached

Number/Type of Housing Units: 16 — 1bd/1ba units with an average of 480 square feet. 6 —2bd/1ba units with an
average of 1,100 square feet. 21 enclosed surface level parking spaces.
Commercial Space: N/A

Proposed Rent: $1,100 for a 1bd/1ba and $1,600 for a 2bd/1ba

Other Revenues: Pet rent of $2,028 per year

Expenses by Category: See Attached

Extraordinary Cost Breakout: See Attached TIF eligible expenses
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Lennon Lofts LLC - TIF Eligible Expenses

Site Acquisition

Purchase Price 300,000.00
Less assessed Value {land only) (70,900.00)
229,100.00
Demo & Site Clearing
Demolition 95,000.00
Site Clearing / Asbhestos Remediation
& Earthwork 55,000.00
150,000.00
Site Improvements
Right-of-way Improvements
New curb, sidewalks, and new curb cut 15,000.00
Utility Improvements / Right-of-way &
street repairs at utility connects 70,000.00
85,000.00
Total: 464,100.00
City Admin Fees (5%): 23,205.00
Total TIF Eligible Expenses: 487,305.00

Estimates

Estimates

Estimates

Estimates
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City of Fargo, North Dakota

Tax Increment Financing Program
“But-For” Report

Lennon Lofts LL.C

FCITY O F

February 14, 2025
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The purpose of this report is to establish and determine the allowable value of the Renaissance Zone (RZ)
property tax exemption and tax increment financing (TIF) (together “Public Assistance”) for Lennon Lofts,
a development by Lennon Lofts, LLC (the “Developer”).

PFM first reviewed the application to ensure that appropriate assumptions regarding property value, rent,
vacancy, expenses, and debt were used by the Developer. Based on those assumptions, PFM projected a
10-year cash flow, calculating an internal rate of return (“IRR"). We also made sure the Developer followed
the City of Fargo's (the “City”) Economic Development Incentives Policies and Guidelines (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.

City of Fargo, North Dakota Lennon Lofts LLC Reportl 1

Page 14



The project being proposed by the Developer includes the development of a 22-unit apartment building with
enclosed parking located at 220 6™ Avenue North.

The Developer estimates the construction will be completed in early 2026 with occupancy immediately
following. The Developer has requested Public Assistance in the amount of $487,305 to complete the
project.

City of Fargo, North Dakota Lennon Lofts LLC Report | 2
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Public Assistance Request

The Developer is requesting Public Assistance in the form of Renaissance Zone property tax exemption
and 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. The Developer is
asking for 5 years of RZ exemption, followed by 5 years of TIF exemption. The Policy states a 100%
exemption on the increased value of the improvements for the ten years.

Eligible TIF Expenditures
Site Acquisition 229,100
Demolition & Site Clearing 150,000
Site Improvements 85.000
Total $464,100
City Administrative Fees (5%) 23,205
Total TIF Eligible Expenses $487,305

The Policy limits the Public Assistance to 15% of hard construction costs, including the costs of acquisition.
Based on total hard construction costs of $2,761,581, plus the costs of acquisition of $300,000, the
Developer can receive up to $459,237. The Developer is requesting $487,305, which is above the maximum
allowed.

Land Cost
The Developer states the purchase price to acquire the property for the project is $300,000. Land

acquisition is reimbursable under the Policy. The Developer is requesting to be reimbursed $229,100 for
the land acquisition which complies with the Policy.

City of Fargo, North Dakota Lennon Lofts LLC Report I 3
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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 $300,000. The assessor's market value for the property totals
$159,700. The eligible amount for reimbursement is 150% of $159,700 which totals
$239,550.

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 $70,900. Based on an acquisition price of $300,000 the maximum
reimbursement is $229,100.

The lesser of the two tests detailed above is $229,100. The requested reimbursement amount for land
acquisition of $229,100 is equal to the amount allowed under the Policy.
Term

The Policy states the length of the term will be limited to 15 years or less. The Developer is requesting a
total of a 10-year term.

Public Assistance Estimate

PFM estimates that $524,054 of Public Assistance will be generated over the 10 years, assuming a 2.00%
market growth rate. Based on a discount rate of 5.25%, the present value of the estimated tax benefits is
$347,381 for the 10 years of the project when the RZ and TIF would be in effect. This is less than the total
eligible Public Assistance expenditures.

City of Fargo, North Dakota Lennon Lofts LLC Report | 4
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Project Financing

The Developer is investing 25% equity, or $849,533, and will be privately financing $2,548,599. The
Developer is additionally requesting annual Public Assistance in the total amount of $487,305. The private
financing is estimated to be a 25-year loan with an estimated interest rate of 7% resulting in an annual
principal and interest payment of $216,156.

City of Fargo, North Dakota Lennon Lofts LLC Report | 5
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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 operating expenses. The Developer is proposing rents of $1,100 for a one-
bedroom unit and $1,600 for a two-bedroom unit. The Developer has proposed a reasonable amount for
rent for the current market and location. Annual estimates of operating expenses for the 22-unit rental
development were provided, as follows; Insurance - $7,136, Maintenance and Utilities - $30,628,
Administration - $5,240, Property Management - $19,584, and Real Estate Taxes - $53,211 (without Public
Assistance). The total expenses are approximately 37% of gross operating income after stabilization.

The second step in determining the internal rate of return is to determine the earned incremental value of
the property over a 10-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 Public Assistance the Developer would
have about a 6.49% internal rate of return based on a 10-year internal rate of return. The Developer would
have about a 10.96% internal rate for 10 years if it received the Public Assistance. 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 in Year 10 of 1.11x without assistance, with a Year 6 coverage of 1.01x. If the City
provided assistance to the project the maximum debt coverage is projected to be 1.37x in Year 10, with a
Year 6 coverage of 1.25x.

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 debt
coverage ratio. We also looked at how much the rental rates would have to fluctuate in order to achieve a
reasonable debt coverage. Lastly, we looked at a combination of the two scenarios. For the sensitivity
analyses, we assumed a reasonable debt coverage ratio of 1.20x by year 5.

Sensitivity Scenario 1 — Project Costs

The project would have to be reduced by $405,025 or 15.9% in order for the project to become viable
without assistance. This reduces the amount to be financed from $2,548,599 to $2,143,573 and reduces
the annual payment from $216,156 to $181,804 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 apartment rental rates would have to
increase by 12.9%. PFM believes this is a high increase to the Developer’s proposed rents. This increases
annual rental revenue from $326,400 to $368,447. PFM believes the current proposed rents are reasonable
rental rates and does not believe an increase this large would 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 apartment rental rates. The
analysis showed that project costs would have to be reduced by $203,888 or 8.0% and rental rates would
have to increase by about 6.4%. Either of these events could occur but may be unlikely to occur 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.

City of Fargo, North Dakota Lennon Lofts LLC Report | 6
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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, and monthly expenses. 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 10.96%. In addition, the coverage ratio in Year 10 is
estimated to be 1.37x. The estimated internal rate of return is appropriate given the risk level for this type
of project. Based on the information provided to PFM, the calculated internal rate of return and the coverage
requirements, PFM concludes the project would not be feasible without Public Assistance.

City of Fargo, North Dakota Lennon Lofts LLC Report | 7
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F THE CITY OF City Administration
a r 0 225 4th Street North

Fargo, ND 58102
FAR MORE é

MEMORANDUM

TO: Economic Development Incentive Committee
FROM: Jim Gilmour, Director of Strategic Planning and Research ﬁ
DATE: February 19, 2025

SUBJECT: Skyline TIF Request

The City received a request for Tax Increment Financing (TIF) assistance for the redevelopment
of a site in the 1100 block of 18th Street North. Seven residential buildings have been
demolished and will be replaced with a new apartment building.

Redevelopment started following City Commission approval of a Renewal Plan in 2018. That
plan encouraged the developer to immediately remove two dilapidated houses and remove
others as appropriate. Last year, the developer removed the remaining five houses. Section
1.7 of the 2018 Renewal Plan stated that the City may consider TIF assistance in the future, so
property acquisition and demolition costs can be eligible for TIF assistance. | have included the
Renewal Plan for your information.

The new development will be 88-unit apartment building. The development cost is estimated
at $21.6 million. Construction is to begin in April of this year and be completed in June 2026.

The developer is also requesting a 15-year property tax exemption. The request is for a 100%
exemption or 5 years, a 75% exemption or 5 years and a 50% exemption for 5 years.

The application and the financial review are attached. The TIF request is for $2,157,750.
However, the estimated present value of the property tax exemption is $1,149,248.

The request has been reviewed by one of the city’s financial advisors, PFM. PFM concludes that
project would not be feasible without public financial assistance.

Recommended Motion
Recommend approval of the request for Tax Increment Financing to the Fargo City Commission.
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City of Fargo
Application for Tax Increment Financing

Contact Information

James Roers Shannon Roers Jones
200 45 St S Suite 200 200 45% St S Suite 200
Fargo, ND 58103 Fargo, ND 58103
701-356-5050 701-356-6418
Jim@roers.com shannon@roers.com

General Information
e Name and description of Corporation/Partnership:
o Skyline LLC
e Project Location:
o Southeast block of 18™ St N and 12" Ave N Fargo ND 58102
e Project Description with conceptual plans:

o 88 unit, 5 story apartment building with enclosed parking for 60 vehicles, 48 surface
parking stalls, and associated handicap accessible improvements. Project will include
improvements to sidewalks along 18" St N and 12" Ave N.

o Conceptual Plans are attached.

e Propose Schedule:

o Demolition of the existing structures completed Fall of 2024. Construction to begin April

of 2025 with completion in June of 2026.

Project Financials and Financing
e Name of Developer:

o RDG2LLC
e Ultimate owner of development:
o Skyline LLC

e Type of Project (Commercial, Downtown, Mixed-Use):
o Multi-Family/Student Housing in the UMU zoning area
e Dollar request of TIF assistance:
o Approximately $2,033,000 — See attached ‘TIF Exemption-Estimated Tax Generation’
e Minimum of a 10-Year Proforma, showing the year in which the property is at full rent
o Preliminary Proforma attached
e Total project cost:

o $21.6M

e Hard Capital Costs
o $18.3M

e Contributed equity:
o $5.4M

e Loan amount(s) with terms (anticipated rate, first maturity, final maturity):
o Final loan package currently being finalized. $16.2M, 6.5% interest rate with 5 year
maturity with a 25 year amortization
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Number of housing units by type:

O O O O ©

88 units in total

17 - Efficiency Units — Various layouts
24 - 1-BR units — Various layouts

35 — 2-BR units — Various layouts

12 — 3-BR units — Various layouts

Proposed rents by housing unit types:

O O O O

Efficiency Units — $1,200-51,250/month
1-BR units — $1,300 - 51,450/month
2-BR units — $1,650 - $1,725/month
3-BR units — $2,150 - $2,250/month

Detailed assumptions for any other revenues:

O
O

1% floor {covered parking) - $125 stall/month
On-grade parking - $75/month

Expenditures broken out by category:

Extraordinary Costs broken out by cost. (Land, demolition, public facilities)

Land Cost S 1,330,000
Construction Cost 18,539,000
Architecture/Engineering 502,000
Financing/construction period interest 83,000
Developer Fee 900,000
Contingency 251,000

Total Expenditures $ 21,605,000

Land S 1,330,000
Building Demolition 375,000
Environmental 250,000
Public Works/Utilities 100,000

Tota Extraordinary Costs S 2,055,000
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The purpose of this report is to establish and determine the allowable value of tax increment financing (TIF)
for Skyline LLC, a development by RDG2, LLC (the “Developer”).

PFM first reviewed the application to ensure that appropriate assumptions regarding property value, rent,
vacancy, expenses, and debt were used by the Developer. Based on those assumptions, PFM projected a
10-year cash flow, calculating an internal rate of return (“IRR"). We also made sure the Developer followed
the City of Fargo's (the “City”) Economic Development Incentives Policies and Guidelines (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.

City of Fargo, North Dakota Skyline LLC Report| 1
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The project being proposed by the Developer includes the development of a 88-unit apartment building with
parking located at 18" Street North and 12!" Avenue North.

The Developer estimates the construction will be completed in June 2026 with occupancy immediately
following. The Developer has requested TIF assistance in the amount of $2,033,253 to complete the project.

City of Fargo, North Dakota Skyline LLC Report | 2
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TIF Assistance Request

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. The Developer is asking for 15 years of TIF exemption. The Policy states
a 100% exemption on the increased value of the improvements for the first five years, followed by 75%
exemption for the next five years, and 50% exemption for the next five years.

Eligible TIF Expenditures

Land 1,330,000
Building Demolition 375,000
Environmental 250,000
Public Works/Utilities 100,000
Total $2,055,000
City Administrative Fees (56%) 102,750
Total TIF Eligible Expenses $2,157,750

The Policy limits the TIF assistance to 15% of hard construction costs, including the costs of acquisition.
Based on total hard construction costs of $18,539,000, plus the costs of acquisition of $1,330,000, the
Developer can receive up to $2,980,350. The Developer is requesting $2,033,253, which complies with the

policy.
Land Cost
The Developer states the purchase price to acquire the property for the project is $1,330,000. Land

acquisition is reimbursable under the Policy. The Developer is requesting to be reimbursed the full
$1,330,000 for the land acquisition which complies with the Policy.

City of Fargo, North Dakota Skyline LLC Report | 3
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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 $1,330,000. The assessor’s market value for the property in 2018,
the year the Developer acquired the property was $951,500. The eligible amount for
reimbursement is 150% of $951,500 which totals $1,427,250.

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
assessor's land value was $123,400 in 2018 when the property was purchased by the
Developer. Based on an acquisition price of $1,330,000 the maximum reimbursement is
$1,206,600.

The lesser of the two tests detailed above is $1,206,600. The requested reimbursement amount for land
acquisition of $1,330,000 is greater than the amount allowed under the Policy.
Term

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

TIF Estimate

PFM estimates that $1,849,287 of TIF will be generated over the 10 years, assuming a 2.00% market
growth rate. Based on a discount rate of 5.25%, the present value of the estimated tax benefits is
$1,149,248 for the 15 years of the project when the TIF would be in effect. This is less than the total eligible
TIF expenditures.
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The Developer is investing 25% equity, or approximately $5,400,000, and will be privately financing about
$16,200,000. The Developer is additionally requesting annual TIF assistance in the total amount of
$487,305. The private financing is estimated to be a 25-year loan with an estimated interest rate of 6.5%
resulting in an annual principal and interest payment of $1,312,603.
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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 operating expenses. The Developer is proposing rents of $1,300-$1,450
for a one-bedroom unit, $1,650-$1,725 for a two-bedroom unit, and $2,150-$2,250 for a three-bedroom
unit. The Developer has proposed a reasonable amount for rent for the current market and location. Annual
estimates of operating expenses for the 88-unit rental development were provided, as follows; Insurance -
$78,120, Administration - $107,877, Maintenance - $91,300, Utilities - $110,600, and Real Estate Taxes -
$160,286 (without public assistance). The total expenses are approximately 31% of gross operating income
after stabilization.

The second step in determining the internal rate of return is to determine the earned incremental value of
the property over a 10-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 public assistance the Developer would
have about a 7.55% internal rate of return based on a 10-year internal rate of return. The Developer would
have about a 10.68% internal rate for 10 years if it received the public assistance. 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 in Year 10 of 1.29x without assistance, with a Year 6 coverage of 1.10x. If the City
provided assistance to the project the maximum debt coverage is projected to be 1.39x in Year 10, with a
Year 6 coverage of 1.20x.

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 debt
coverage ratio. We also looked at how much the rental rates would have to fluctuate in order to achieve a
reasonable debt coverage. Lastly, we looked at a combination of the two scenarios. For the sensitivity
analyses, we assumed a reasonable debt coverage ratio of 1.20x by year 5.

Sensitivity Scenario 1 — Project Costs

The project would have to be reduced by $1,900,203 or 11.7% in order for the project to become viable
without assistance. This reduces the amount to be financed from $16,200,000 to $14,299,797 and reduces
the annual payment from $1,312,603 to $1,158,639 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 apartment rental rates would have to
increase by 10.4%. PFM believes this is a high increase to the Developer’s proposed rents. This increases
annual rental revenue from $1,692,246 to $1,867,667. PFM believes the current proposed rents are
reasonable rental rates and does not believe an increase this large would 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 apartment rental rates. The
analysis showed that project costs would have to be reduced by $355,800 or 5.9% and rental rates would
have to increase by about 5.2%. Either of these events could occur but may be unlikely to occur 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, and monthly expenses. 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 10.68%. In addition, the coverage ratio in Year 10 is estimated
to be 1.39x. The estimated internal rate of return is appropriate given the risk level for this type of project.
Based on the information provided to PFM, the calculated internal rate of return and the coverage
requirements, PFM concludes the project would not be feasible without public assistance.
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RENEWAL PLAN FOR TAX INCREMENT DISTRICT NO. 2018-03

This is a renewal plan for property within Block 3 of Beardsley's Addition. The plan
identifies property already appropriate for redevelopment, but does not describe in detail
the plans for redevelopment. When the type of redevelopment is available for review,
this plan will be amended to describe the project to be constructed.

Subsection 1.1. Definitions.

For the purposes of the Renewal Plan, the following terms shall have the meanings
specified below, unless the context otherwise requires:

“City” means the City of Fargo, a municipal corporation under the laws of the State of North
Dakota.

“City Commissian” or "Commission” means the Fargo City Commission.

"Comprehensive Plan” means the City's GO 2030 Comprehensive Plan, including the
objectives, policies, standards and programs to guide public and private land use, development,
redevelopment and preservation for all lands and water within the City as and when such plan is
adopted and finalized.

“County” means Cass County, North Dakota.

“Development” means the construction of new buildings, structures, or improvements; the
demolition, alteration, remodeling, repair or reconstruction of existing buildings, structures or
improvements; the acquisition of equipment; and the clearing and grading of land on industrial or
commercial property in the Renewal Area.

“Renewal Area” means the property described in Subsection 1.4 of this Plan.

“Renewal Plan” or “Plan” means this Plan adopted by the Commission for the Renewal
Area.

“State” means the State of North Dakota.

“Tax Increment Financing Act’ or "TIF Act’” means North Dakota Century Code,
Section 40-58-20, as amended.

“Tax Increment Bonds” means any general obligation or revenue tax increment bonds or
notes issued by the City to finance the public costs associated with the TIF District as stated in this
Plan, or any obligations issued to refund the Tax Increment Bonds.

“Tax Increment Financing District” or “TIF District” means Tax Increment Financing District
No. 2018-03.

“Urban Renewal Law"” means North Dakota Century Code, Chapter 40-58.
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Subsection 1.2. Statutory Authority.

The creation of the Renewal Area is authorized by the Urban Renewal Law. Specifically
the creation of the Renewal Area is authorized under North Dakota Century Code,
Sections 40-58-01.1(7) and (14), which provide that the local goveming body may designate
industrial or commercial property, a slum or blighted area, or combination of these properties as
appropriate for a development or renewal project.

The Urban Renewal Law provides that communities develop a “workable program” for the
use of public and private resources to facilitate the development of industrial or commercial
properties, eliminate and prevent the development or spread of slums and urban blight, encourage
needed urban rehabilitation, provide for the redevelopment of slum and blighted areas, or
undertake these activities or other feasible municipal activities as may be suitably employed to
achieve the objectives of the workable program. North Dakota Century Code, Section 40-58-04.

Subsection 1.3. Statement of Public Purpose

In adopting the Renewal Plan 2018-03, the City Commission intends to make the following
findings:

(a) The Renewal Area includes a blighted area.

Factual basis: This Renewal Area is blighted due to the presence of deteriorated
or deteriorating structures (unsound basements or foundations, inadequate roofing,
deteriorated siding and windows) which substantially impairs the sound growth of a
municipality, retards the provision of housing accommodations or constitutes an
economic or social liability and is a menace to the public health, safety, morals, or
welfare in its present condition and use. Photos of the Renewal Area can be found
in Attachment A.

(b) The Renewal Area is a residential property.

Factual basis: The renewal area is residential and considered blighted as
described in (a) above. Blighted residential areas are eligible for renewal.

(c) The Renewal Area is appropriate for a development or renewal project.

Factual basis: The renewal area is designated in the Roosevelt/NDSU
Neighborhood Land Use Plan for higher-density residential development. The
property is zoned University Mixed Use, which allows and requires higher density
housing.

(d) Comparable replacement dwellings or housing is available to persons displaced
by the proposed redevelopment project.

Factual basis: Many of the properties are vacant. There are vacant houses and
apartments in the neighborhood and north Fargo.
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(e) The Plan conforms to the Comprehensive Policy Plan for the City as a whole.

Factual basis: The City Commission has found that the proposed development is
consistent with the goals that are embodied in the GO 2030 Comprehensive Plan.
Most notably, the proposed development seeks to address several key initiatives of
the GO 2030 plan, including initiatives fortoc Promote Infill, Quality New
Development, and High Quality Affordable Housing near NDSU. In addition, the
proposed development conforms to the Raosevelt/NDSU Neighborhood Land Use
Plan. The proposed use of the property is consistent with zoning, adjacent
residential land use and transportation facilities. The proposed development will not
burden the existing infrastructure as the property is served with the water and sewer
main lines.

Subsection 1.4. Description of Renewal Area

The renewal area is located southwest of NDSU in the Roosevelt Neighborhood. This
subsection provides maps showing information for properties on the block. The boundary of the
renewal area is one area on the block, with the yellow line as the perimeter. This block is zoned
University Mixed Use (UMU). See Attachment B.

There are 18 properties on the block, a mix of single-family, duplexes and multi-family
buildings. There are three multi-family buildings, each with 12 housing units. Three of the
properties are two unit buildings. There are also ten single-family houses. Seven of the
single- family homes are quite old, being over 70 years old.

There are 7 properties in the renewal area. Of those seven properties, six are single-
family houses and one appears to be single-family house converted to a two unit building. See
Attachment C.

Bison Gold Investments is the owner of 7 of the 18 properties on the block. Two
single-family houses on the block appear to be owner occupied. The other nine properties
appear to be rental housing. See Attachment D.

There are two houses in the renewal area that are vacant, severely blighted and
dilapidated. The owner of these properties plans to demolish these houses with the
encouragement of the City. See Attachment E that shows the location of the dilapidated
houses.

Subsection 1.5. Demolition of Structures and Redevelopment

Plans for the future redevelopment is not known at this time. It is expected to be multi-family
housing for students and staff at North Dakota State University. The type of housing will
depend on market conditions at the time of the development. The housing will comply with the
current or future zoning of the area.
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The Development of the Renewal Area includes the following initial activities:

Demolition & Site Cleaning/Grading — This cost is the estimate of the cost to remove
existing buildings and foundations, trees and concrete, and inspect for and remove
asbestos, plus fill and grade the site. The estimate is $15,000 per structure. The City
will encourage the owner of dilapidated and substandard properties on this block to
demolish the properties and maintain the property as green space until new structures
can be developed.

Land Acquisitions — The developer has already acquired the properties. Any public
assistance for land purchase would be determined based on a financial review of future
redevelopment plans.

Administration — Administration costs are equal to about five percent of the development
assistance of the above costs.

These costs represent estimated costs for planning purposes, and may be different
when this plan is implemented with a development agreement. The development agreement
costs will be determined after a review by City financial advisors. The maximum allowed costs
will be specified in the development agreement.

Subsection 1.6. Land Use Atiributes.

(a) Zoning. The property is zoned UMU (University Mixed Use). No zoning or platting
changes are required to allow redevelopment on these properties.

(b)  The property is zoned UMU ((University Mixed Use), which allows commercial and
requires residential density of 18 units per acre.

(c) Building Requirements. All properties within this district are subject to the
provisions of the City of Fargo Building Codes and the Land Development Code.

(d) Plan relationship to land use objectives (land uses, improved traffic, public
transportation, public utilities, recreational and community facilities, and other public
improvements.) The land use objective for this project complies with the UMU
(University Mixed Use) zoning district, the redevelopment goals of the GO 2030
Comprehensive Plan and the Roosevelt Neighborhood Plan. The development
provides for new residential dwelling units within an existing residential
neighborhood.

Subsection 1.7. Redevelopment and Financing

The City of Fargo may consider providing Tax Increment Financing to assist with
redevelopment of this area. However, a Tax Increment Financing is not being created as part of
this renewal plan. Creation of a Tax Increment Financing District and an agreement to assist the
developer would require amendment of this plan and adoption of a developer's agreement.
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The City anticipates that implementation of this Renewal Plan may involve certain public
costs. Under North Dakota Century Code, Sections 40-58-20 and 40-58-20.1 allow the use of
funds received from tax increments to be applied to certain specified costs. If the City decides to
provide costs those costs would be for property acquisition, demolition and site cleanup, and public
works improvements.

If the City decides to finance certain costs of the Development, it will be through the
issuance of a Tax Increment Financing Note to the Developer. The maximum term of the note
would be 15 years. Based on current tax rates, annual TIF revenue would be approximately 1.4%
of the increased value.

The amount of any public assistance will be based on City of Fargo Tax Increment
Financing policies, a review of the financial needs of the project, the vacancy rate for apartments in
the vicinity of NDSU and the quality of the new development.

By adoption of this Renewal Plan, the City of Fargo is encouraging owners of dilapidated
structures to demolish those structures immediately and to maintain that property as green space
until they are ready to build new on the property. Property owners are also encouraged to maintain
existing structures to comply with city housing codes, or demolish the structures.

Subsection 1.8. Renewal Plan Amendments

The City anticipates that this Renewal Plan will be amended prior to final implementation.
These amendments may, provide details on the new buildings, provide incentives to the developer,
create a Tax Increment Financing District and incorporate a schedule for implementation.
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