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’i'S. B. Friedman & Company

Real Estate Advisors and Development Consultants

221 N. LaSalle St,, Suite 820 « Chicago, lilinois 60601-1302 « 312/424-4250 + Fax: 312/424-4262 + www.FriedmanCo.com

Date: November 17, 2008

To:  Redevelopment Authority of the City of Milwaukee

From: S. B. Friedman & Company

Re:  TID Economic Feasibility Analysis- Kaiser Tannery Site Redevelopment:

S. B. Friedman & Company (“SBFCo™) was engaged by the City of Milwaukee Department of
City Development (DCD) to review TID capacity and requests for TID assistance for two related
components of the redevelopment of the Kaiser Tannery site at 32" and Hampton. The requests
have been made by Bishop’s Creek Community Development Corporation (*Bishop’s Creek™)
and Common Bond Communities (“Common Bond™), both in conjunction with the development
of a 55-unit mixed-income rental residential project (referred to in this memo as Phase 1A). This
memo summarizes our findings regarding:

® Our understanding and evaluation of the two developers’ requests for assistance and
financing plans.

¢ The potential level of incremental property taxes to be generated by the proposed
Common Bond Phase 1A Project (the “Project”) and inflationary growth in value of
property in the surrounding taxkeys within the proposed TID boundary;

k

» The estimated time frame over which this incremental revenue stream would amortize
newly issued TID debt supporting approximately $1.6 million in TID expenditures for
infrastructure, site remediation and preparation, land, matching grants for home
improvements, and administrative costs.

Context and Background

SBF(Co’s assumptions regarding the development program and timing of this project are current
as of September 2008 and are based on updates received via phone and e-mail correspondences
with DCD, Bishop’s Creek CDC (the “Master Developer”), and Common Bond Communities
(the “Developer™).

e Bishop’s Creck has already acquired the overall 32™ and Hampton site, and has
performed some demolition and abatement work to date, at a reported cost of about
$850,000.

* The proposed transaction between Bishop’s Creek and Common Bond calis for Common
Bond to purchase the site for $700,000 and develop the proposed 55-unit rental project.
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o Per the sale contract with Common Bond and lender/tax credit investor requirements,
Bishop’s Creek is obligated to perform the balance of the demolition and abatement work
ultimately contemplated for the site simultaneously with Phase 1A.

e Bishop’s Creek ultimately intends to follow Phase 1A with additional development,
potentially including commercial, hospitality, and/or cultural uses.

e Bishop’s Creek and Common Bond have separately requested TID assistance for their
respective master development and vertical development activities. TID assistance of
$650,000 is contemplated to Common Bond, and $485,000 to Bishop’s Creek, including
$150,000 of public sewer improvements.

Pro Forma Review

Bishop’s Creek and Common Bond provided pro formas for each entity’s aspects of Phase 1A of
the Kaiser Tannery redevelopment.

BISHOP’S CREEK CDC

SBFCo reorganized pro forma information provided by Bishop’s Creek to illustrate the sources
and uses of funds anticipated for the CDC’s portion of Phase 1A. Table 1 on the following page
summarizes our understanding.

This analysis shows TID assistance totaling $485,000 to the CDC during the construction phase
to assist with the CDC’s provision of site prep and environmental cleanup. This funding is
comprised of $150,000 in TID costs to cover City construction of sewer improvements necessary
to facilitate the project, and $335,000 in assistance with site preparation, demolition, and
remediation.
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Bishop's Creek/Commeon Bond Project
Table 1: Bishop's Creek Sources, Uses, and Potential TID Gap Funding

Previously Expended Construction TOTAL

LSES

Land Acyuisition S 500,000 ) 500,000
Environmental

Previously Incurred/Submitted Eligible & Matching Environ. Costs (submitted to Dept. of Commerce} $ 185,346 s 185,346
Biiled Environmental Costs Thru 8/31/08 S 12,488 S 12,488
Est. Incurred Environmental Costs Thru 10/03/08 3 11,000 | S 11,000
Est. iIncurred Environmentat Costs for October, 2008 $ 20,000 S 20,000
|Bldg. #17 Sub-basement Clearance Activities 3 12,0005 12,000
Capacitor Evaluation/Removal/Cleanup Costs (PCBs) $ 15,000 | § 15,000
Haz./Non-Haz. Waste Disposal (waste drums & capacitors containing PCBs) & reporting 5 15,000 | S 15,000
Pre-demo lead based painl remediation (required for beneficial re-use of materialsfon-site crushing) $ 60,000 s 60,000
Bidg. #17 LUST site soil excavation/removal/disposal (in excess of PECFA allowance) 3 30,000 | 30,000
Lot 1 Playground area coniaminated soil remediation/delineation 5 50,000 | 50,000
Tanning Vat Impacted Soil assessment, excavation/removal & capping activities S 150,000 [ $ 155,000
Aboveground Storage Tank Cleaning/Removal/Assessment $ 25,000 | 8 25,000
High capacity well abandonment (found at site on November 12) S 50,000 | S 50,000
Former "Powerhouse” Area PCB Cleaning (required prior to demalition) s 5000 | S 5,000
Asbestos Containing Material (ACM) investigation and survey S 10,000 ) 10,000
Additional de-watering on November 12 for high capacity well abandonment 3 2,000 8 2,000
Brownfield Grant request preparation fees (EPA and Dept. of Commerce grant applications) s 7,500 s 7,500
Est. Post-cleanup instaltation of monitoring wells S 20,000 S 20,000
Est. One year of post-remediation monitoring well sampling S 25,000 | S 25,000
Est. Preparation and submittal of remediation and monitoring reports to Wisconsin DNR 3 20,0001 5 20,000
Demoliticn and Abatement

Previcusly Incurred/Submitted Eligible & Matching Environ. Costs (submitted to Dept. of Commerce) S 305,748 s 305,748
Pre-demoltion s 100,000 s 100,000
Site Clearance/Demoition s 675,000 | & 675,000
Erosicn Centrol 5 10,000 | $ 10,000
Site Grading/Stormwater s 100,000 | § 100,000
Utility Disconnection/Abandonment S 50,000 | § 50,000
Additional Clearance & Demoltion waste disposal s 75,000 | 5 75,000
Other Site Development

24 hour site security required prior te and during the 2004 site demolition after July, 2004 fires 5 60,000 s 60,000
Post fire structural evaluation studies (the Harwood Analysis) s 5,000 3 5,000
Site security —- fencing and boarding up of windows 5 40,000 s 40,000
Soft Costs

Legal 3 65,000 S 65,000
TOTAL $ 1,351,082 | § 1,360,000 | $ 2,711,082
NON-TID SOURCES

Common Bond Land Payment ) 233,333 $ 233,333
Commerce Grant 3 214,000 | § 536,000 | § 750,000
CDC Equity S 1,137,082 | 255,667 | S 1,392,749
TOTAL $ 1,351,082 | $ 1,025,000 | § 2,376,082
Project Surplus or (Shortfall) S - s {335,000)| $ {335,000}
POTENTIAL TID CONTRIBUTION

Potential City TID- Gap Financing s 335,000 (S 335,000
Plus Sewer Construction Costs S 150,000 | & 150,000
TOTAL $ - |3 485,000 | § 485,000

Source: Bishop's Creek CDC and S. B. Friedmon & Company




DRAFT Kaiser Tannery Redevelopment Feasibility City of Milwaukee

Although Bishop’s Creek is a not-for-profit and is pursuing a mission-driven redevelopment plan
for the site, SBFCo evaluated Bishop’s Creek’s potential return on investment via the proposed
project and potential subsequent phases in order to benchmark the proposed level of TID
assistance. This analysis incorporates all known costs associated with the Phase 1 project. The
CDC’s potential revenues and cost offsets for this project include:

TID assistance of $335,000

Wisconsin Department of Commerce grants totaling $750,000

The conftract sale price to be paid by Common Bond for the Phase 1A site of $700,000
Hypothetical future revenues that could be realized by Bishop’s Creek if it were to sell
the balance of the site for other projects

Table 2: Estimated Inflow and Outflow of Funds- Bishop's Creek CDC
Kaiser Tannery Project

TOTAL
Revenues/Grants
Common Bond Land Sale/Lease 68,169 sf@ $ 1027 s 700,000
Potential Additional Land Value
{from subsequent phases) 157,777 sf@ $ 830 $ 1,341,105
Cornmerce Grants s 750,000
TiD Assistance (Excluding Sewer} $ 335,000
Total Revenues $ 3,126,105
Costs/Repayments
Land Acquisition S 500,000
Environmental s 725,334
PBemolition/Abatement $ 1,315,748 f
Other Site Development s 105,000
Legal s 65,000
Total Costs $ 2,711,082
Net Profit or {Loss} 5 415,022
Profit as % of Total Costs 15%
TID Gap Financing Assistance S 335,000
Plus TID-Funded Sewer Improvements S 156,000
TOTAL TID ASSISTANCE TO CDC S 485,000

Source: Bishop’s Creek CDC and S. B. Friedman & Company

SBFCo used an assumed sale price of $8.50 per square foot for the balance of the site as an
allowance based on typical sales of development-ready land for neighborhood retail.

Based on these assumptions, Bishop’s Creek’s net financial gain is estimated at 15% of project
costs. The proposed level of City assistance appears reasonable based on the following key
factors:
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* Bishop’s Creek expended the initial purchase funds of $500,000 to obtain site control in
2004, while many of the revenues in the below schedule are deferred until future phases
of development.

* Bishop’s Creek’s proposed future phases of development include non-profit uses, which
would be unlikely to support substantial land purchase costs. Thus, the CDC’s actual
revenues may well be significantly lower than those shown in Table 2 for future phases.

¢ Bishop’s Creek is making significant expenditures toward site preparation, demolition,
and abatement, including the land purchase monies to be paid by Common Bond.
Further, 1/3 of the purchase price is to be deferred until completion of the Phase 1A
project.

COMMON BOND COMMUNITIES

SBFCo has reviewed the pro forma for the 55-unit Phase 1A rental project supplied by Common
Bond on 10/14/08. Projected sources and uses for the project are as follows:

Table 3: Common Bond Pro Forma Summary

Sources of Funds
Hard Debt TS 1m0
LMTC Equity o S 6844348
_Milwaukee Housing Trust Fund/Other Grant Sources s 599,386
Deferred Developer Fee s 358,000
DeferredlandCost S 300,000 ~
TID Assistance S 650,000
Total Sources S 10,252,348
Uses of Funds
Acquisition $ 700,000
Hard Costs S 6,640,417
_Soft Costs Excluding Financing $ 701,100
Financing Costs and Capitalized Interest R $ 806,225
Operating Reserves 5 204,606
Developer Fees S 1,200,000
Total Uses of Funds S 10,252,348

Sources: Common Bond, S. B. Friedman & Company

It appears that reduced Low-Income Housing Tax Credit (LIHTC) pricing and more stringent
lender requirements are reducing the availability of tax credit equity and senior mortgage from
typical historical levels. In addition, based on discussions with Common Bond, lender
requirements regarding developer fee, expense reserves, and operating expense assumptions have
become more stringent since their initial debt sizing for the project took place. These factors are
contributing to the financing gap causing the project’s need for TID assistance.
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Per discussions with DCD, the developer fees and proposed level of fee deferral appear to be
within the City of Milwaukee’s typical guidelines for LIHTC projects. Further, Bishop’s Creek
CDC is deferring a portion of the $700,000 purchase price of the project site until at or after
project completion, thus helping to facilitate the Phase 1A project. As noted above, the
remainder of the sale proceeds are to be used to pay for on-site demolition and abatement
activities.

Potential TID Expenditures

Within the proposed TID, the City of Milwaukee intends to include additional residential parcels
to the west of the project site. These parcels are anticipated to generate incremental property
taxes through inflationary increases in value, and the TID will provide funding for neighborhood
improvements in this area. Per the pro forma analyses described above and discussions with the
City of Milwaukee on the parameters of the proposed TID, our understanding is that the likely
amount to be financed by the district is about $1,585,000 in net proceeds, comprised of:

» $485,000 in assistance for Bishop’s Creek CDC (sewer improvements and gap financing)
e  $650,000 in assistance for Commeon Bond Communities

e $300,000 to create a neighborhood improvement fund for areas west of the former Kaiser
Tannery site.

e $150,000 to fund City administrative costs

The following section outlines our tests of TID capacity to support these expenditures. ;

Projected Incremental Property Taxes

SBFCo projected TID revenues arising from the Phase 1A project and the broader TID area to
evaluate the supportability of the proposed TID expenditures.

KEY ASSUMPTIONS

e Increment Drivers. The development assumptions driving these projections were
limited to the 55-unit Phase 1A project. Additional TID revenues are assumed to arise
from growth in property values in the remainder of the TID. Any additional development
on the Kaiser Tannery site would likely accelerate TID amortization and/or allow the
City to make future TID expenditures to assist development.

+ Timing. Per information provided by the Developer, construction of Phase 1A is
anticipated to begin in late early 2009 and the project is anticipated to reach full
occupancy the end of calendar year 2009. Thus, the anticipated full assessed value of the
project would be realized in 2010.
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Valuation of Phase 1A. SBFCo consulted with the Office of the City Assessor to gain
insight on the likely assessed value of the Common Bond project after development and
lease up. These assumptions lead to an overall assessed value of the project of $1,770,000
in 2008 dollars at stabilization.

Property Value Growth Rates. The assessed values were inflated at a rate of 2.0%
from 2008 values for the purposes of estimating total project valuation. At full
assessment in 2010, total assessed valuation is estimated to be approximately $1.83
million.

Property Tax Rate. SBFCo held discussions with the Office of the City Comptroller to
determine likely property tax trends over the near term. Over the most recent 10 and 20-
year periods, property tax rates have declined at a compound annual rate of about 2%.
However, short-term trends in school district funding and property values are likely to
cause the tax rate to stabilize or increase in the nearer term. Therefore, for the purposes
of these projections, SBFCo assumed the tax rate for 2008 assessment year (2009
collections) would increase by 4%, and remain flat in the following calendar year.
Following this period, we assumed that the applicable tax rate would decline at the 10-
year compound annual rate of 2.08%.

Base Value. A review of the assessment history of the Kaiser Tannery site indicates that
it was sold in 2004 and assessed at $326,000 during that time. However, in 2005 the
assessment value dropped to $150,000 and remained there through the latest assessment
in 2008. Given this, SBFCo assumed the site would not likely increase in value until
redevelopment occurs and therefore used $150,000 as the base value.

P

PROJECTED INCREMENT

Phase 1A. Based on the valuation and phasing described above and the anticipated base
value of the Kaiser Tannery site of $150,000, SBFCo estimates an undiscounted TID
revenue stream totaling $1,184,000 over a 27-year maximum life of the district. This
projection is detailed in appendix Table A-1 at the end of this memo.

Balance of District. The greater TID district boundary inciudes approximately 400
parcels and is bounded roughly by West Hampton Avenue to the north, West Congress
Street to the south, North 32™ Street to the east, and North 38™ Street to the west. The
TID boundary also includes the parcel at the northwest comer of West Hampton Avenue
and North 32™ Street. The value of the broader district in 2008 was approximately $31.7
million. The value of all parcels in the greater district was projected to increase at 2% per
year, and was inflated at this rate to yield an estimated 2009 base value of about $32.3
million. The undiscounted TIF revenue stream from the inflationary growth in value of
these parcels is projected at approximately $5.4 million over a 27-year life span of the
district.

Overall, the Phase 1A project appears to represent about 18% of the undiscounted TID revenues
over the maximum statutory life of the district. On a present value basis, it represents a slightly
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higher percentage because the Phase 1A incremental value stabilizes early in the TID, while
district-wide inflationary increment grows at a more gradual pace.

TID Debt Amortization

SBFCo calculated anticipated bond amortization assuming that the entire $1.59 million of public
expenditures occurs in early 2009, and is provided in the form of TID-backed general obligation
debt. Our bonding assumptions include the following, per assumptions provided by the Office of
the City Comptrolier:

e Interest Rates. General assumption of 4.5% interest on annual debt service interest
payments. Shortfalls against the scheduled debt service (if any) would be covered by the
local government investment pool and carry a 4.75% interest charge until paid off.

o Term. 17 years, including two interest-only payments in Years 2 and 3 funded from
capitalized interest reserves, followed by 15 years of level principal and interest
payments.

» Issuance Costs. The projections assume an issuance cost allowance of 1.0% of net bond
proceeds.

These assumptions result in a total bond issuance amount of about $1.8 million to yield the
targeted net proceeds of $1.6 million.

SBFCo estimates that the accumulated surpluses against scheduled annual debt service would
exceed the outstanding bond principal amount in 2026 (TID Year 18)—thus allowing the district
to be potentially retired at this point, These calculations are shown in appendix Table A-2 at the
end of this memo. This is within the time frame (although toward the longer end) generally
deemed acceptable by the City of Milwaukee for residential TIDs.

Conclusions

Based on the assumptions and calculations described in this memo, SBFCo estimates that the
increment from the proposed Phase 1A Kaiser Tannery project and surrounding district could
produce sufficient revenues to fully amortize the proposed TID expenditures of $1.59 million by
Year 18 (2026).
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Limitations of Our Engagement

The scope of our engagement included reviewing the developer’s stated assumptions regarding
project program, timing, and pricing, projecting the incremental property tax revenues likely to
result from the project as proposed, and evaluating amortization of proposed new public costs
provided by the Department of City Development.

Our projections are based on estimates, assumptions, and other information developed from our
research, knowledge of the industry, and meetings with you and the developer during which
certain information was obtained. Sources of information and bases of estimates and assumptions
are cited in the report. We deem our sources of information to be reliable, but no guarantee can
be offered as to the reliability of information obtained from others. Some assumptions inevitably
will not materialize, and unanticipated events and circumstances may occur, therefore, actual
results achieved during the period covered by our analysis will necessarily vary from those
described in our report and the variations may be material.

The terms of this engagement are such that we have no obligation to revise the report or
associated financial analyses to reflect events or conditions which occur subsequent to the date of
the report. These events or conditions include without limitation economic growth trends,
governmental actions, acts of war or terrorism, additional competitive developments,
construction delays, cost overruns, labor availability and costs, interest rates, and other market
factors. However, we will be available to discuss the necessity for revision in view of these
changes or market factors.

Our study did not ascertain the legal and regulatory requirements applicable to this project,
including zoning, other state and local government regulations, permits, and licenses. No effort
was made to determine the possible effect on this project of present or future federal, state, or
local legislation, including any environmental or ecological matters. Further, we have not
evaluated management's effectiveness, nor are we responsible for future marketing efforts,
programming, and other management actions upon which actual results will depend.

Our report is intended solely for your information, the Joint Review Board, and the City Council,
and should not be relied upon for any other purposes. Otherwise, neither the report nor its
contents, nor any reference to our Firm may be included or quoted in any offering circular or
registration statement, prospectus, loan, or other agreement or document.
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