W. Martin Morics, C.RPA.

Comptrolier

Michael J. Daun
Peputy Compirolisr

John M. Egan, CRA.

Spevial Daputy Comptroder

) raig D, Karmnmhol
Office of the Caomptroller scpﬂac«g %é@iﬁfﬁﬁ

July 19, 2007

Members of the Zoning, Neighborhoods
& Development Committee

200 East Wells Street, Room 205

Milwaukee, WI 53202

RE: TID 70 — 735 N. Water Street Project

Dear Committee Members:

File 060961 authorizes the creation of Tax incremental District (TID) 70, - the 735 N. Water Street
Project - and approves the related project plan and term sheet. TID 70 was initially heard by the
Zoning, Neighborhoods & Development Committee on March 20, 2007. This file contains a term
sheet and project plan updated from the original term sheet and project plan presented at your
March 20" meeting,

As described in our letter of February 27™ (attached), TID 70 is intended to assist Developer,
Compass Properties, enhance 731 and 735 North Water Street in an office - residential
redevelopment project. Under the current proposal, total project costs are estimated at $22.9
million, of which $3.2 million is provided through City TID assistance. Proposed TID assistance
consists of $1.6 million for riverwalk improvements (including ADA upgrades), $1.5 million in
“gap” financing for the Project and $155,000 in capitalized interest. Previously, City TIF assistance
was to include $1.4 million in riverwalk improvements, $1.3 million in restoration of the building’s
corpice, and $1.1 million in TID administration, contingency and other expenses. The reduction in
City TID assistance from $3.8 million to $3.2 million marginally improves the feasibility of the
proposed TID.

Proiect Costs (Prior} Proiect Costs (Current)
Riverwalk 1,351,297 Riverwalk 1,553,922
Cornice Repair 1,318,861 Project Gap Financing 1,500,000
Admin, Contingency & Other 1,085,214 Capitalized interest 185,382
Total City Sources 3,765,372  Total City Sources 3,208,314
Developer Equity & Loans 18,446,082  Developer Equity & Loans 18,722,348

TOTAL PROJECT COSTS 22,211,464 TOTAL PROJECT COSTS 22,931,662
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TID 70 - 735 N. Water Street Project; July 19, 2007

Under the revised terms, the City would provide a $1.5 million grant to the Developer who will
finance this grant through a loan to the City. Repayment of this loan by the City is now proposed at
a lower interest rate equivalent to the City’s cost of funds for General Obligation (GO) debt (about
4.25%). The $1.7 million in riverwalk improvements and capitalized interest cost will be financed
by the City with GO debt - again at a lower interest rate than the original proposal. This is a
significant improvement from the original proposal where the entire $3.8 million in proposed City
TID assistance was to be financed by Developer at the Developer’s costs of funds (6%-6.5%). As
we noted in our February, 27™ letter, this added cost had negated any benefit from using tax
incremental financing.

The proposed reduction in City of Milwaukee interest costs to that of the City’s cost of funds
preserves the financial benefit of using tax incremental financing. This benefit to city of Milwaukee
taxpayers is an approximate 13% cost “discount” resulting from the City transferring a portion of
the Project’s costs outside the City of Milwaukee through Milwaukee County, Milwaukee Area
Technical College and the Milwaukee Metropolitan Sewerage District. With this financial discount
preserved, there is now an economic benefit associated with the use of TID funds for this project.

In addition to the reduction in City interest costs, the revised plan transfers City financed
improvements from the proposed cornice replacement to overall project “gap” financing. However,
as we noted in our previous letter, the riverwalk and the cornice repair are likely to generate little if
any additional property income or property tax increments as these improvements are not essential
to the economics of the project. As such, the private development creating the property tax
increments is likely to proceed with or without the TID assistance. Hence, in our opinion, the
proposed TID does not meet the required “but for” test of a TID. However, Developer asserts (see
attached letter) that “it is essential that the entire project, including the Riverwalk and facade
improvements, move forward at the same time as one project.” Should your Comumittee and the
Common Council choose to proceed with the proposed Project in its entirety, including both the
riverwalk and cornice repair, the financing of these improvements as a tax increment district as now
proposed is a cost effective approach to financing these improvements.

Please contact me should you have any questions concerning this letter.

Sincerely,

A

W. in Mori
Comptroller

Cc Richard Marcoux,
James Scherer
Allison Rozek
Emma Stamps

Attachments (2)
CDK/MID/7-17-07



Y Nagtin bMordcs, TRA

Richaet J. Dan

Trapeaty Currpinchar

CEMCHAL
=20

l\fi i l"%f&{lkee Otfice of the Comatraller

February 27, 2007

Members of the Zoning, Neighborhoods
& Development Committce
266 Hast Wells Swreet, Room 203

Mitwaukee, Wi 53202
RE: File 060961 - Proposed TID 69: 735 N. Water 5t Project

Dear Committee Members:

File #060961 mrhorizes the crestion of Tax Incremental District {TID) 69, 735 N. Water Street Project, and approves the
related project plan and ferm sheet. The proposed TID is intended to assist Developer, Compass Properties (Compass),
redevelop 731 and 73§ North Water Street. The proposed District includes only the properties at 731 and 735 North Water
Sireet and the adjoining riverwalk. Total TID fimding is $3.8 million with total TID project costs of $22.2 million. Uses and

sources of the proposed project are:

USES SOURCES
Rivarwalk $ 1,351297 Cily Grant Funded Developerioan § 3,765,372
Comice Repajr 1,318,861 Developer Equity and Loans 18 446 002
Admin, Contingency & Other 1,095214 .
Total Pubiic TD Costs 3,765,372 $ 22,211,454
Office Construciion 787381
Residential Construction 5,311,265
SaR Costs 5,260 955
Totat Devetoper Costs 18,448,092

TOTAL PROJECT COSTS § 22211464

Through a $1.3 million comice repair, the proposed TID would provide for preservation of the architectural character of the 735
North Water Street building as well as cextain riverwalk improvements including ADA accessibility. The DCD relied on the
Cancord Group to prepare 2 cost estimate for this work which our Office did not review. DCD indicates that the riverwalk in
question received no prior City assistance.  Estimated riverwalk costs modestly exceed the City’s riverwalk and dockwall
policy limits of $2,000 per linear foof and $800 per linear foot, respectively. However, this funding policy pertains only to the
coastruction of new riverwalk, not the rehabilitation of existing riverwalk segments which presumably should cost less than an
emticely new riverwalk, . Our Office did oot exanine the reasonablesess of the proposed riverwalk rehabilisation and
enhancement costs. In exchange for the City’s $3.8 million THD contribution, Compass will provide a 99 year facade easement
for T35 North Water and a public access easement for the existing riverwalk segmeont,

Is the Project Likely to be Successful
The success of the project is confingent on comstruction completion and adequate and sestsined fease-up of the office

component of the project. As such, the return on investment of the entire project must be sufficient fo attract private equity and
debt finarscing to the proposed project. 'We have recalculated Developer’s rate of return, ignoring Compass” prior iiveéstmént in
the property and considering only the estimated cash flows related to the proposed project. This approach is appropriate as it
ignores the developer’s sunk costs and calculates the return on Developer’s new investent based only on the additional retum
due to the proposed project. Given this, the infernal rate of rotum to Compass i5 estimated a1 16.1% before taxes which is
sifficient for a project of this type. We therefore conciude that it lkely for Compass 1o aftract the debi and equity fnancing
conumitmens necessary for the Hmely completion of the proposed project.  Sdll, the importance of Compass oblaining all
project Rrencing commitments prior to any City cash disbursement to this project &s essential.

Regarding the likely success of the project cnce completed, there does exist ocoupairy risk for the office space - risk inherent
i all downtfown class B office spece with which this office space is Hkely to compete. In the past, vacancy rates for such office

space in downtown Milwaukee have fluctuated from rates at or below 70% to well over 90%, The excellent location of this
dy
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building, however, works to mitigate occupancy risk for the office space. In summary, once afl private debt and equity
financing commitments bave been finalized, the proposed project has a reasonable iikelihood of success.

Is the City’s $3.8 million TED investment necessary for the proposed project to proceed?

Both DCD staff and the DCD consuttant (SB Friedman & Company) state that the TID financed improvements are likely to
generate littie if any additional income for the property and therefore do not improve either the sale vaiue of the improved
property or the Developer’s retum on investment’. The sole focus of commercial jenders and potential investors is on the
cashflows generated by the project. Since the proposed TII improvements do not enhance cashflows, they will not enhance
Compass' ability to atiract project financing. Therefore, the proposed TID improvements are likely to have no bearing on
the Develuper’s decision to proceed with the proposed project. Since these improvements are not necessary for the
economics of this project, the proposed TID dees aot meet the “hat for™ test historically anaiyzed by our office and as
stated in the City’s TIF Guidelines ... “TIF assistance will be limited to the amounf aecessary to make & project

financialty feasible.”

DCD staff asserts that the primary objectives of the proposed TID is the preservation of the historical character of downtown
throtugh the restoration of facades as stated in the City’s Downtown Plan as well as providing public access to the riverwalk
segment in accordance with the City’s riverwalk and dockwall funding policy. In addition to these concerns, the us¢ of TID
financing saves the City of Milwaukee taxpayer a portion of the cost of these improvements because the TID effectively
transfers cost to taxpayers outside the city of Milwaukee through Milwaukee County, Milwaukee Area Technicat College and
the Milwaukee Metropolitan Sewerage District. This cost transfer results in au approximate cify laxpayer savings of about
13 cents on the dellar aod can provide economic jastification for procecding. Unforunaiely, this 13% “discount” is offset
by the added financing costs related to a proposed use of a developer loan to the City to finance TID costs. Since the TID fails
the economic “but for” test as there is no resulting financial benefit, TID financing may not be the most appropriate mechanism
to fund the proposed private and public improvements. The added cost of the (DCD coasultant assumed) 6% rate charged
by the TID developer loan versus the 4% rate for City GO debt negates any taxpayer benefit from using the TID. In
addition to not meeting the economic “but for™ fest, there is also no financial benefit to the City of Milwankee taxpayer
to justify the use of TID funds. Further, no excessive development risk appears to be preseat in this project to justify
the higher cost of developer loan financiag. There is no econowmic jestiffeation for developer financing for this project
unless the developer can obtain financing at an interest rate at or below that of City GO borrowing.

Conclusions and Recommendations
1. The proposal does not meet the economic “but for” test discussed in previous TID letrers and included in the City’s

TIF Cuidelines. Alternatively, other City of Milwaukee financing sources should be explored to finance this
project. If the Common Council wishes to proceed with this proposed TID, the preject should be finasced through
City GO debt financing. To finance this project through a devetoper loan as recommended by DCD is likely to cost
an additional $650,000 over the fife of the foan and negates the ecopomic advantage of ssing TIF financing.

2. Alternatively, the Term Sheet and Development Agreement should be amen<ded so that the interest of the developer
Isan be o greater than the City’s cost of funds.

3. Should the Common Council proceed with this proposed TID, no TID funds should be released until the DCD
Commissioner and the City Comptrolier have approved their release. Such a release would be contingent upon
Developer providing decumentation supporting private debt and cquity commitmenis sefficient to support the
proposed preject. Should required conditions be inciuded in these financing commitments, sach conditions shouid
be satisfied prior to release of any City TID funds.

Should vou have any questions regarding this letter, please contact me Immediately.

Sincerely,

Co Richard Marcoux, Allison Rozek, James Scherer, Emma Stamps
COE/mid2-16-07

P eCosrs associated wih the comice replacerment nd riverwalk.. wouid not add sehstantially 15 the meome gensrating potential
of the property.”. Gap Anelvsis fo the Neorth Water Street Properly $.8. Friedman & Company, fanuary 25, 2007,
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July 18, 2007

W. Martin Morics
Comptroller

City of Milwaukee

200 E. Wells Street
Room 404

Milwaukee, WI 53202

Dear Mr. Morics:

We have submitted a revised proposal to the City of Milwaukee for the redevelopment of our
property at 731-735 N. Water St. and the adjacent Riverwalk after consultations with the City

and Aldermen.

It is our position that this building is in a key location downtown and on the Riverwalk system.
As such, it is essential that the entire project, including the Riverwalk and fagade improvements,
move forward at the same time as one project. The City and its consultant have reviewed the
total project and agree that gap financing is justified and is a cost effective approach to financing

these improvements.

It is our hope that you and the Aldermen review this project as proposed and determine that it is
essential that it move forward as one project and that the City financing being proposed is

justified.
We strongly believe that this building is unique in many ways and that the proposed
improvements are needed to sustain it as a key part of downtown.

We greatly appreciate your time and attention to this proposal and your willingness to review our
revised proposal. Should you have any questions, we would be pleased to answer them.

Sincerely,

Sheldon Oppermann
Regional Manager
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