
 FARGO TAX EXEMPT REVIEW COMMITTEE 
JOINT MEETING WITH RENAISSANCE ZONE AUTHORITY 

Tuesday, June 25, 2019 – 1:00 p.m. 
City Commission Chambers, Fargo City Hall 

TAX EXEMPT REVIEW AGENDA 

1. Approve Tax Exempt Review Committee meeting minutes of 
1/22/2018

a. January 22, 2018 minutes [Page 1-2]

2. Tax Increment Financing Application by Roers Development
a. Application for Tax Increment Financing [Page 3-19 ]
b. TIF “But For” Financial Analysis [Page 20-28]

3. Staff Summary of Three PILOT Applications
a. Summary Overview of PILOT Applications Submitted [Page 29]

4. PILOT Application by Great Plains Antique Holdings, LLC (Kilbourne)
a. Application for 15 year Payment in Lieu of Tax [Page 30-36]
b. PILOT “But For” Financial Analysis [Page 37-44]

5. PILOT Application by Great Plains 1001 Holdings, LLC (Kilbourne)
a. Application for 15 year Payment in Lieu of Tax [Page 45-51]
b. PILOT “But For” Financial Analysis [Page 52-59]

6. PILOT Application by DFI Kesler, LLC (Kilbourne)
a. Application for 15 year Payment in Lieu of Tax [Page 60-68]
b. PILOT “But For” Financial Analysis [Page 69-76] 

Renaissance Zone Authority meeting immediately following 
Tax Exempt Review Committee meeting 



TAX EXEMPT REVIEW COMMITTEE 
Fargo, North Dakota 

Regular Meeting Tuesday, January 22, 2019 

The November meeting of the Tax Exempt Review Committee of the City of Fargo, North Dakota, 
was held in the City Commission Room at City Hall at 1:00 p.m., Tuesday, January 22, 2019.  
The committee members present or absent are:  
Present: Robert Wilson, Jim Gilmour, Jim Buus, Kent Costin, Chuck Hoge, Dave Piepkorn, Bruce 
Grubb, Mark Lemer, Erik Johnson, Jackie Gapp 
Absent: Joseph Raso, Mayor Tim Mahoney, Ben Hushka, Jessica Ebeling 
Others Present: Kati Wilcox, Randy Thorson 

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

Kent Costin made a motion to approve the minutes from the October meeting held on November 
27, 2018. Jim Buus seconded the motion, which carried.  

5 Year New Industry Exemption Application by CI Sport, Inc. 
Jim Gilmour introduced the application submitted by CI Sport, Inc. for a five-year New Industry 
exemption. CI Sport, which sells screen-printed and embroidered apparel and is currently located in 
downtown Fargo. The organization would like to acquire the Gander Mountain building, which 
would allow for more employment opportunities in the area, as well as higher-skilled job 
opportunities due an increase in space.  
Randy Thorson, President of CI Sport, estimates adding $1.5 million worth of new equipment to the 
facility. He explained this will allow “those $10 per hour jobs” to become automated processes and 
current employees to move to higher skilled, higher paying jobs. The larger space and new location 
will provide the ability for a second shift, meaning an increase in job opportunities in Fargo. CI Sport 
started with three employees completing mainly local, promotional projects. The company now 
employs over 100 people, sells to 2200 stores around the world, including Amazon.  
Commissioner Dave Piepkorn clarified that the larger facility is what will allow for the increase in 
equipment then asked Mr. Thorson to explain some of the challenges of the downtown location. 
There is one loading dock behind the building, which causes backups of semis and UPS trucks in an 
alley, which nearby condominium owners also utilize. The new facility will have two loading docks in 
spaces that are more convenient for both shipping and receiving.  
Commissioner Piepkorn inquired about incentives offered in other cities. Mr. Thorson stated 
Moorhead did make offers and he had checked West Fargo as well. Commissioner Piepkorn 
explained that CI Sport is one of the longest standing businesses in downtown Fargo. Randy 
Thorson is a long-time Fargo resident and serves on other committees in the city. There are benefits 
to maintaining a relationship with organizations with such strong ties to Fargo.  
A partner company, Global Acquisition, purchased the property and will lease the building to CI 
Sport. Chuck Hoge asked if this lease is longer than the five-year exemption, and Mr. Thorson 
explained that it is.  
Robert Wilson inquired about any lessons learned regarding businesses such as CI Sport purchasing 
and repurposing big-box stores. Mr. Thorson explained selling this large of a building could be 
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difficult to sell from a real estate perspective but could also hold great opportunity for businesses 
like his.  
At Mark Lemer’s request, Jim Gilmour clarified the request is for exemption on the entire building 
for only five years. CI Sport will also continue to own and pay taxes on the space downtown.  
After no further questions were presented, Jim Buus made a motion to approve the application, 
which Bruce Grubb seconded. The motioned carried.  

5 Year New Industry Exemption Application by Prairie Products LLC 
The application was withdrawn, with a possibility of returning in February. Commissioner Dave 
Piepkorn clarified there was nothing further to discuss with this agenda item.  

Final Discussion on Revisions to Tax Exempt Review Committee Policy & Guidelines  
Jim Gilmour included the latest updates of the Tax Exempt Review Policy for one last review before 
presenting the changes to the City Commission. He included one addition pertaining to the periodic 
reporting, which will not be required after all stated goals have been met or necessitate applicants 
to pay back a prorated incentive amount if they are not. There will also be opportunity to extend 
goals up to two years if needed and with approval at a public meeting.  
After discussion among committee members, it was decided to alter the order of two paragraphs 
under the ‘Additional Policy and Procedures’ section as it allows for more permissive language in 
the policy. Commissioner Piepkorn asked that the final copy be posted to the website prior to the 
next commission meeting.  
Robert Wilson stated the Cass County Commissioners appreciated Jim Gilmour’s presentation on 
the policy updates. It was well received and members now have a better understanding of how the 
process works.  

Commissioner Dave Piepkorn adjourned the meeting at 1:19pm. 

Page 2



Page 3



Page 4



Page 5



Page 6



Page 7



Page 8



Page 9



Page 10



Page 11



Page 12



Page 13



Page 14



Page 15



Page 16



Page 17



Page 18



Page 19



 

 

 

 

City of Fargo, North Dakota 
Tax Increment Financing Program 

“But-For” Report 
University Drive and 11th Avenue North 

 

 

 

 

 

 

June 11, 2019 

  

Page 20



 

 

Table of Contents 
 

 Page 

1. Purpose 1 

2. Project  2 

3. Assistance Request 3 

4. Project Financing  4 

5. Return Analysis 5 

6. Conclusion 7

Page 21



Purpose 
 
The purpose of this report is to establish and determine the allowable value of the tax increment financing 
(TIF) for University Drive and 11th Avenue North, a development by Roers (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. 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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Project 
 
The project being proposed by the Developer includes the development of an 85-unit rental apartment 
building and seven townhomes located at University Drive and 11th Avenue North. The intent of the 
Developer is to sell the townhomes upon completion. 
 
The Developer stated the construction will be completed in July 2021 with occupancy immediately following. 
The Developer has requested TIF assistance in the amount of approximately $950,000 to complete the 
project. 
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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. According to Policy #3, the maximum TIF assistance is 15 years and the 
Developer is asking for a 10-year exemption.  
 
Requested Reimbursement 
 
Below is the detailed requested cost of the proposed project to be reimbursed. 
 

Demolition of buildings, asbestos and tree removal $   220,000 
Public Infrastructure 435,000 
Land Write Down 465,000 
Legal and TIF Fees        65,000 
Total Requested Cost to be Reimbursed $1,185,000 

 
The Developer is requesting a total of approximately $950,000 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 $11,592,425 the Developer can 
receive up to $1,738,863. The Developer is requesting approximately $950,000 which is 
below 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 $5,000,000 as equity which is over 35% of the total capital costs.   

 
 
Land Cost 
 
The Developer states the purchase price to acquire the property for the project is $2,107,000 including the 
land value at $189,700. The price is based on the actual purchase price of the property. Land acquisition 
is reimbursable under the Policy. The Developer is not requesting to be reimbursed for the land acquisition, 
however, they are asking to be reimbursed for land write down costs.  
 
 
Policy #3 
 
Policy #3 states the length of the term will be limited to 15 years or less. It is the intention of the City to 
enter into an agreement that limits the TIF payments to a maximum of 10 years.  
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Project Financing 
 
The Developer is investing 35% equity, or $5,000,000, and will be privately financing $9,100,000. The 
Developer is additionally requesting annual TIF assistance in the total amount of approximately $900,000. 
The private financing is estimated to be a 30-year loan with an estimated interest rate of 5.50% resulting in 
an annual principal and interest payment of $626,129. The application states the project will be completed 
by July 2021.  
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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 seven townhomes. The Developer is 
proposing rents of $725 for studio, $895 for a one-bedroom unit, $1,300 for a two-bedroom unit and $1,800 
for a three-bedroom unit. The Developer has proposed a reasonable amount for rent for the current market. 
The Developer also provided estimates of sale prices for the townhomes, listing two 2-story townhomes at 
$264,900 and five 2.5-story townhomes at $274,900. Annual estimates of operating expenses for the 85-
unit rental development were provided, as follows; Maintenance Costs - $85,850, Utilities - $112,200, 
Miscellaneous fees - $21,250, Real Estate Taxes - $179,796 a year (PFM estimate), and Administration 
Costs - $94,211. The total expenses are approximately 52% of gross operating income, excluding the 
revenue gained from selling the townhomes. The operating expense assumptions appear reasonable, 
though the total expenses as a percentage of gross operating income is higher than average because of 
low rents proposed by the Developer.  
 
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 TIF assistance the Developer would 
have about a 2.43% internal rate of return. The Developer would have about a 9.79% internal rate of return 
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 3 of 2.49x without assistance after the sale of the townhomes in Years 1 and 
2, with a Year 5 coverage of 0.97x. If the City provided assistance to the project the maximum debt coverage 
is projected to be 2.96x in Year 2, with a Year 5 coverage of 1.46x.  
 
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 10.00%. 
 
Sensitivity Scenario 1 – Project Costs 
 
The project would have to be reduced by $2,326,500 or 16.50% in order for the project to become viable 
without assistance. This reduces the amount to be financed from $9,100,000 to $7,598,500 and reduces 
the annual payment from $626,129 to $522,818 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 $1,122,360 to $1,464,680. PFM believes the 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 rental rates. The analysis 
showed that project costs would have to be reduced by $1,410,000 or 10.0% and rental rates would have 
to increase by 11.95%. While either of these events could occur, PFM does not believe they are likely to 
occur at once. 

Page 26



 
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 townhomes 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, based on 10 years of TIF assistance, the Developer’s 
internal rate of return, based on the assumptions outlined in this report, would be 9.79%. 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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ASSESSMENT DEPARTMENT 

321 – 4th Street N. • Fargo, ND 58102 • Phone (701) 241-1340 • Fax (701) 241-1339 

TAX EXEMPT REVIEW COMMITTEE PILOT APPLICATION SUMMARY 

Scheduled Meeting Date: 6/25/2019 

APPLICATION #1 

Applicant Great Plains Antique Holdings, LLC (Kilbourne) 
Address 1017 4th Ave N 
Parcel Number 01-2382-03253-000
Project Type Apartments in Downtown Area Plan 
Project Timing Commencement of operations December 2020 
Request 15 Year PILOT on increased value of project 
Comments PILOT Payment structured to retain tax amount currently being paid 
Policy Concerns Meets existing policy for downtown apartments & significant development 

APPLICATION #2 

Applicant 1001 Holdings, LLC (Kilbourne) 
Address 1001 NP Ave. & 28 10th St. N. 
Parcel Number 01-2382-02530-000 & 01-2382-02745-000
Project Type Apartments and commercial development 
Project Timing Commencement of operations late 2020 – early 2021 
Request 
Comments PILOT Payment structured to retain tax amount currently being paid 
Policy Concerns Meets existing policy for downtown apartments & significant development 

APPLICATION #3 

Applicant DFI Kesler, LLC (Kilbourne) 
Address 624 2nd Ave. N., 617 & 621 1st Ave N. 
Parcel Number 01-2381-00350-000, 01-2382-00330-000 & 01-2382-00420-000
Project Type Apartments, retail,  and parking 
Project Timing Commencement of operations April 2021 
Request 
Comments PILOT Payment structured to retain tax amount currently being paid 
Policy Concerns Meets existing policy for downtown apartments & significant development 

15 Year PILOT on increased value of project 

15 Year PILOT on increased value of project 
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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 Great Plains Antique Holdings, LLC (Kilbourne Group) (the “Developer”).  
 
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 Kilbourne Group (the “Developer”) includes constructing 68 apartment units 
at 1017 4th Avenue North. The apartments will range from studio units of approximately 596 square feet to 
three bedroom units of approximately 1,292 square feet. There will also be 90 structured parking stalls 
available. 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 December 2020 with occupancy 
immediately following. The Developer has requested PILOT financing assistance in an amount in excess 
of $1,087,000 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 two years of 90% exemption, and a 10% decrease in exemption 
each year for the remaining eight years.  
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Project Financing 
 
The Developer is investing more than 46% equity, or $5,227,346, and will be privately financing $6,023,978. 
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 $448,192.  
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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 $975 per 
month for studio units, $1,075 per month for one bedroom units, $1,550 per month for two bedroom units, 
and $1,950 per month for three bedroom units. The Developer provided estimates of annual operating 
expenses, as follows; General and Administrative - $8,998, Marketing - $44,988, Repairs/Maintenance - 
$76,480, Utilities - $116,970, Property Tax - $178,372, Insurance - $2,699, and Management Fee - $52,617. 
The total expenses, assuming the Developer pays full real estate taxes, are approximately 41% 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 40% for 12 months of the year assuming a January 1 occupancy and 5% beyond Year 2.  
 
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 7.46% internal rate of return. The Developer would have about a 9.01% 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 1.73x without assistance in the first 15 years with a Year 4 coverage of 1.49x. If the 
City provided assistance to the project the maximum debt coverage is projected to be 1.84x with a Year 4 
coverage of 1.82x. The minimum coverage of 0.96x 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. The debt service coverage 
is high for this project due to the large, upfront equity contribution which results in less debt. 
 
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 $1,586,324 or 14.10% in order for the project to become viable 
without assistance. This reduces the amount to be financed from $6,023,978 to $5,174,657 and reduces 
the annual debt service payment from $448,192 to $385,000. 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 
16.55%. This increases annual revenue from $1,187,166 to $1,366,215 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 $1,125,132 or 10% and rental rates would have to 
increase by 4.80%. 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 
coverage are very 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 
two years of 90% exemption, and a 10% decrease in exemption each year for the remaining eight years, 
the Developer’s internal rate of return, based on the assumptions outlined in this report, would be 9.01%. 
Furthermore, the Year 4 debt coverage ratio increases from 1.49x to 1.82x 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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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 Great Plains 1001 Holdings, LLC (Kilbourne Group) (the “Developer”).  
 
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 Great Plains 1001 Holdings, LLC includes constructing 161 apartment units 
at 1011 Northern Pacific Ave N. The apartments will range from units at approximately 530 square feet to 
three bedroom units at approximately 1,499 square feet, including five townhomes with about 1,365 square 
feet. There will also be structured parking available, as well as a corner restaurant and walk up units. 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 Late 2020 (phase 1) and Early 2021 
(phase 2) with occupancy immediately following. The Developer has requested PILOT financing assistance 
in an amount in excess of $3.06 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 2% per year. This 
amount assumes five years of 100% exemption, followed by two years of 90% exemption, and a 10% 
decrease in exemption each year for the remaining eight years.  
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Project Financing 
 
The Developer is investing 46% equity, or $14,520,397, and will be privately financing $16,997,152. 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% interest rate resulting in an annual principal and interest 
payment of $1,244,977.  
  

Page 56



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 $995 per 
month for studio units, $1,275 per month for one bedroom units, $1,655 per month for two bedroom units, 
$2,250 per month for three bedroom units, and $2,275 per month for townhomes. The Developer provided 
estimates of annual operating expenses, as follows; General and Administrative - $20,757, Marketing - 
$103,784, Repairs/Maintenance - $176,432, Utilities - $269,837, Property Tax - $395,777, Insurance - 
$6,227, and Management Fee - $121,059. The total expenses, assuming the Developer pays full real estate 
taxes, are approximately 37% of gross operating income. PFM used the given assumptions for Year 1 and, 
using a 2% inflationary factor for expenses and 1.7% for revenues, developed a 15-year cash flow. PFM 
assumed Year 1 vacancy rate would be 20% for 10 months of the year assuming a March 1 occupancy and 
5% beyond Year 2.  
 
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 7.77% internal rate of return. The Developer would have about a 9.40% 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 1.84x without assistance in the first 15 years with a Year 4 coverage of 1.54x. If the 
City provided assistance to the project the maximum debt coverage is projected to be 1.89x with a Year 4 
coverage of 1.86x. The minimum coverage of 0.97x 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. The debt service coverage 
is high for this project due to the large, upfront equity contribution which results in less debt. 
 
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 internal rate of return of 10.00%. 
 
Sensitivity Scenario 1 – Project Costs 
 
The project would have to be reduced by $3,230,549 or 10.25% in order for the project to become viable 
without assistance. This reduces the amount to be financed from $16,997,152 to $15,254,944 and reduces 
the annual debt service payment from $1,244,976 to $1,117,366. 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 
15.0%. This increases annual revenue from $3,141,748 to $3,550,564 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 $2,048,641 or 6.5% and rental rates would have to 
increase by 5.5%. 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. 
 
  

Page 58



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 
coverage are very 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 
two years of 90% exemption, and a 10% decrease in exemption each year for the remaining eight years, 
the Developer’s internal rate of return, based on the assumptions outlined in this report, would be 9.40%. 
Furthermore, the Year 4 debt coverage ratio increases from 1.54x to 1.86x 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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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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