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1. DESCRIPTION OF PROJECT
A. Introduction

Section 66.1105(4)(d), Wis. Stats. Requires the "preparation and adoption of a project
plan for each tax incremental district.” This Project Plan is submitted in accordance with
this statutory requirement.

B. District Boundaries & Compliance with Statutory Eligibility Criteria

Tax Incremental District No., City of Milwaukee (TID 58 and/or District) consists of a 21
acre site bounded by W. Highland Ave., N. 6™ Street, W. Winnebago Street, and N. 11™
Street, extended. The District largely consists of numerous vacant, and blighted

buildings that formerly comprised the Pabst Brewing Co. complex. Pabst Brewing
ceased operations at this site in 1996,

The District satisfies the requirements of Wis. Stats. Sec 66.1105(4)(gm)(4)(a) as being a
"blighted area.”

The District 1s shown on Map 1, "Boundary and Existing Land Use,” and the “Structure
Condition” of the properties in the District is shown on Map 2, attached.

Exhibit 1 lists the sizes of the parcels that are “blighted” and those that meet the
definition of “vacant” property, as provided in Sec. 66.1105(4){(gm)(1):

e 71.2% of the District is “blighted;” and
¢ 13.8% is *“vacant.”

C. Project Plan Goals and Objectives
Goals and objectives for the District are:
1. To redevelop the former Pabst property into a mixed-use complex consisting of:
o 488,000 s.f. of retail space, including several entertainment venues, and

restaurants, as well as a gourmet grocery store, books-and-music store, a multi-
screen movie complex, a live-performance venue, a video games entertainment



facility, and associated retail venues. Letters of intent have been signed by the
House of Blues, Game Works, and Jenco Cinemas. Negotiations for the balance
of the space 1s continuing.

e 257,000 s.f. of office space; a mix of government and private-sector tenants is
anticipated.

e 250 units of apartments and condominiums consisting of 381,000 s.f. of
residential space ( ave. unit 1500 s.f.); and

e 3,800 stalls of parking provided through a combination of on-street spaces and
three parking structures, none to be owned by the City.

Please see Map 3, Proposed Improvements and Uses, for a site plan of the
redeveloped Pabst complex.

2. To generate and promote employment opportunities in and adjacent to the
District. The Developer estimates 1100 new jobs will be created on site.

3. To increase the property tax base of the community.

4. To remediate environmental contamination which impedes the development of
this vacant and blighted property.

D. Existing L.and Uses and Conditions in the District

The Pabst property is presently vacant and consists of numerous heavy industrial
buildings. The property had been used for over 150 years as a brewery and suffers
from an extended period of deferred maintenance. The District also includes
properties that are operated by MPS and MATC which are in a well-maintained
condition.

As an old industrial complex, numerous contaminants were discovered throughout the
site, including: petroleum volatile organic compounds (VOC) such as benzene,
toluene, and xylene, lead, naphthalene, and diesel range organics. Petroleum-
hydrocarbon related groundwater contaminants were detected at certain areas of the
property at concentrations exceeding the preventive action limits specified in the Wis.
Admm. Code. However, no groundwater contaminants have been detected at the site
at concentrations exceeding the NR 140 enforcement standards.

Substantial quantities of asbestos containing materials (ACM) have been detected
throughout the entire brewery complex. Several buildings are completely encased
with plaster cork mastic, a friable ACM. As expected, several thousand feet of pipe
runs contain ACM, which is also present in floor tiles, joint compounds, and window
glazing.



I

Due to their deteriorated condition and the extensive cost to renovate many of the
structures, the redevelopment plan calls for the demolition of twenty-one buildings,
consisting of 1.1 million s.f. The combined demolition and abatement budget for the
project is $13.4 million.

Due to these conditions, the site is considered blighted within the meaning of Section
66.1333 (2)(a), Wis. Stats. Thus, the proposed redevelopment will eliminate blight as
well as promote new development.

PROJECT PLAN PROPOSALS

The following is a description of the kind, number, and location of all proposed
public works or improvements within the District; as well as an estimate of the
project costs to be implemented as part of this Project Plan.

Estimated Capital Costs:

The City, pursuant to a Development Agreement with the Redevelopment Authority
of the City of Milwaukee, and Juneau Avenue Partners, LLC, the Developer of Pabst
City, will provide funding in the form of grants to the Developer for the project
pursuant to Wis. Stats. Sec. 66.1105 (2)(£)(1)(h) — i.e. contributions made under a
Redevelopment Plan pursuant to Wis. Stats. Sec. 66.1333 (13). The estimated total
cost of the Pabst City redevelopment is $315,066,000, as shown in Exhibit 3, hereto.

Of this amount, the City shall fund $39,000,000 of the above costs, with
disbursements made on a pro-rata basis with funds advanced by the Developer.
Hence, the City shall make a contribution to the overall cost of the project, not only to
selected categories of costs identified in Exhibit 3.

Public Works or Improvements:
Specific public works and public improvements to which pro-rata funding assistance
will be provided in the District, include but are not limited to:

Reconstruction, resurfacing or new construction, as needed, plus installation of
street lights, street trees, street furniture, signage and similar improvements for

the following street segments:

» W. Highland Ave., between [-43 and N. 6™ Street



W. Juneau Ave., between I-43 and N. 6™ Street

W. Winnebago St., between [-43 and N. 6™ Street.

N. 10™ Street, between W. Highland and W. Winnebago (new street)
N. 9" Street, between W. Highland and W. Winnebago (new street)

Tax Incremental District Project Costs:
Total estimated project costs for TID 58 are as follows:

Grant to Redevelopment Authority for Grant to Developer | $39,000,000
Pursuant 1o Development Agreement

Project Administration and Job Training 2,000,000
TOTAL CAPITAL COSTS 41,000,000
Capitalized Interest 6,520,000
Scheduled Bond Interest 24,050,000

71,570,000

Total TID 58 Estimated Project Cost

The Development Agreement for the Pabst City District will include a “reset” provision
through which the TID Project Cost may be reduced but not increased. Specifically,
should the amount of equity raised by the Developer (including equity raised from
Historic Tax Credits), the amount of New Market Tax Credit funds and / or the amount of
any brownfield remediation grants awarded to the project exceed the amounts upon
which the $39,000,000 City contribution is based, or if the total project costs are less than
shown in Exhibit 3, then the Project Costs shall be reduced by 85% of the excess funds
raised from other sources, or 85% of the savings in total project costs.

The need for the $39 million TID Project Cost, is based, in part, on the Developer
obtaining no funding through Federal or State Historic Tax Credits, $62,500,000 through
New Markets Tax Credits, and $3 million in brownfield grants from the State of
Wisconsin.



B. Project financing and timetable for expenditures:
All expenditures and TID Project Costs are to be incurred during 2005-7.

The City of Milwaukee will provide financing for Project Costs through one or more
issues of tax-exempt and taxable general obligation bonds.

C. List of Estimated Non-Project Costs:

As provided in Exhibit 3, the estimated total cost of the Pabst City project is $315
million. That portion of these costs not funded by the Tax Increment District
represents the non-project costs for TID 58.

C. Proposed Method of Relocating any Persons to be Displaced:
No persons or businesses are to be relocated or displaced.

D. Statement Indicating How District Creation Promotes the Orderly Development
of the City:

The district creation will revitalize an area of the City that has been largely dormant since
1996. The Pabst City project will replace a complex of vacant industrial shells with
466,000 s.f. of retail and entertainment space, 282,000 s.f. of office space, 250 units of
apartments and condominiums, and 3800 spaces of parking to support these new uses and
adjacent institutions. Ultimately, the tax base in this District is expected to grow to
$185,000,000. In addition, the developer estimates approximately 1100 new jobs will be
located in the District.

E. Proposed changes of zoning ordinances, master plan, if any, map, building codes
and city ordinances:

The zoming for the District is currently IH (Industrial Heavy). The zoning is planned to
be changed to Detailed Planned Development.

F. Economic Feasibility Study

S.B. Friedman & Co. has prepared an analysis of the project’s need for financial
assistance and an economic feasibility study of the proposed TID. See Exhibit 6.



APPENDIX
List of Exhibits
Map 1: Boundary and Existing Land Use
Map 2: Site and Structure Condition
Map 3: Proposed improvements

Exhibit 1: Listing of properties in District, and designation of
“blighted” and “vacant” properties.

Exhibit 2: Detailed estimate of Project Costs

Exhibit 3: Consolidated Pabst City Budget

Exhibit 4: City Attorney's Opinion

Exhibit 5: Metes and Bounds description of District boundary.

Exhibit 6: Economic Feasibility Study
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Exhibit 2: Detailed estimate of TID Project Costs.

Estimated Capital Costs:

The City, pursuant to a Development Agreement with the Redevelopment Authority
of the City of Milwaukee, and Juneau Avenue Partners, [LI.C, the Developer of Pabst
City, will provide funding in the form of grants to the Developer for the project
pursuant to Wis. Stats. Sec. 66.1105 (2)(£)(1)(h) — i.e. contributions made under a
Redevelopnient Plan pursuant to Wis. Stats, Sec.66.1333 (13). The estimated total
cost of the Pabst City redevelopment 1s $315,066,000, as shown in Exhibit 3, hereto.

Of this amount, the City shall fund $39,000,000 of the above costs, with
disbursements made on a pro-rata basis with funds advanced by the Developer.
Hence, the City shall make a contribution to the overall cost of the project, not only to
selected categories of costs identified in Exhibit 3.



Exhibit 2: Detailed estimate of TID Project Costs.

Estimated Capital Costs:

The City, pursuant to a Development Agreement with the Redevelopment Authority
of the City of Milwaukee, and Juneau Avenue Partners, LLC, the Developer of Pabst
City, will provide funding in the form of grants to the Developer for the project
pursuant to Wis. Stats. Sec. 66.1105 2} H)(1)(h) — i.e. contributions made under a
Redevelopment Plan pursuant to Wis. Stats. Sec.66.1333 (13). The estimated total
cost of the Pabst City redevelopment is $315,066,000, as shown in Exhibit 3, hereto.

Of this amount, the City shall fund $39,000,000 of the above costs, with
disbursements made on a pro-rata basis with funds advanced by the Developer.
Hence, the City shall make a contribution to the overall cost of the project, not only to
selected categories of costs identified in Exhibit 3.
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CITY OF MILWAUKEE

GRANT F. LANGLEY
City Attomay

RUBOLPH M. KONRAD
PATRICK B. McDONNELL

LINDA ULISS BURKE
Deputy City Attorneys
EXHIBIT 4
OFFICE OF CITY ATTORNEY
800 CITY HALL
200 EAST WELLS STREET
MILWAUKEE, WISCONSIN 53202-3551
TELEPHONE (414) 286-2601
TDD 286-2025
FAX {414} 286-8580
June 2, 2005

Mr. Rocky Marcoux, Commissioner
Department of City Development
809 North Broadway, 2" Floor
Milwaukee, WI 53202

RE:  Project Plan for Tax Incremental District Number 58 (Pabst City)

Dear Commissioner Marcoux:

Form CA-43

THOMAS O. GARTNER
BRUCE D. SCHRIMPF
ROXANE L. CRAWFORD
SUSAN D, BICKERT
HAZEL MOSLEY
STUART 8. MUKAMAL
THOMAS J. BEAMISH
MAURITA F. HOUREN
JOHN .I. HEINEN
MICHAEL G. TOBIN
DAVID J. STANQSZ
SUSAN E. LAPPEN
JAN A. SMOKOWICZ
PATRICIA A. FRICKER
HEIDI WICK SPOERL

ELLEN H. TANGEN
MELANIE R. EWANK
JAY A, UNORA

DONALD L. SCHRIEFER
EDWARD M. EHRLICH
LEONARD A. TOKUS
VINCENT J. BOBOT
MIRIAM R. HORWITZ
MARYNELL REGAN

G. O'SULLIVAN-CROWLEY
DAWN M, BOLAND
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Pursuant to your request, we have reviewed the Project Plan for the above-captioned Tax

Incremental District No. 38.

Based upon that review, it is our opinion that the plan is complete and complies with the provisions
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GRANT F. LANGLEY

REFERRED . | City Attorney

pv_MApcoU ¥ /&Q
T0__SoHERER. Iy S/,

nere b~lp-0S.

L1 ACTION Assistant City Attorney
TOGMS 93730 wpmp? o oo
1035-2005-572 \5(

TSt

Wy

g%izﬁxmmp ,,,,, 5
DRanup

THOMAS O. GARTNER



EXHIBIT 6

TIF Feasibility Report

PROPOSED PABST CITY
REDEVELOPMENT PROJECT

Prepared for:

City of Milwaukee

Submutted:
May 4, 2005

g;"‘v’S. B. Friedman & Company

Beed Exwse Advizors oesd Davedopmeant Consaltont




'#‘"& B. Friedman & Company

Recd Estate Advisors and Development Consultants

23} N, LaSalle S1., Suite 820 « Chivage, Hlinols 666011302 « 312/424-4250 » Fax: 312/424-4262 « www.FriedmanCo.com

May 4, 2005

James Scherer

Vice President

Milwaukee Economic Development Corp.
&09 N. Broadway

Milwaukee, Wi 53201

Dear Mr. Scherer,

Pursuant to our agreement, S. B. Friedman & Company, in association with Vistara Construction
Services, has prepared this analysis of TIF feasibility for the proposed Pabst City redevelopment
project.

The scope of our engagement included reviewing the proposed project pro forma and application
for TIF assistance. We also studied the level of need for City assistance, the incremental property
tax revenues likely to result from the project as proposed, and the size of bond issue that TIF
revenues from the project could support.

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 guaranty 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
financizl 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.

S. B. Friedman & Company ! Development Advisors
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S. B. Friedman & Company is not an accounting firm and has not followed the procedures
established by the American Institute of Certified Public Accountants in connection with prospective
financial information.

Our report and prospective financial analysis are 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
guoted in any offering circular or registration statement, prospectus, loan, or other agreement or
document.

We appreciate the opportunity to have been of service to the City of Milwaukee.

Sincerely,

S. B. Friedman & Company

p Aot %

Stephen B. Friedman, AICP, CRE Tony Q. Smith
President Senior Project Manager

S. B. Friedman & Company 2 Development Advisors
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1. Project Description and Study Approach

Based on information provided by Juneau Avenue Partners (the developer) and direction
provided by the City of Milwaukee’s Department of City Development (DCD), 8. B. Friedman
& Company (SBFCo) has produced a TIF Feasibility Report for the proposed Pabst City project.

Project Description

The Pabst City project is proposed on the site of the former Pabst Brewery complex at the
southeast corner of the intersection of Interstate 43 and the Park East freeway in the northwest
portion of Downtown Milwaukee. The project as proposed consists of over 1.1 million square
feet housed in a mix of rehabilitated and newly constructed buildings located in a 6 %2 block area.
The proposed program includes:

« About 488,000 square feet of retail uses, including specialty shops, entertainment and
restaurants

e 257,000 square feet of office space

« 381,000 square feet of residential space, including apartments and for-sale condominiums

« 3,800 stalls of parking primarily provided in three structures

The materials submitted in the developer’s January 25, 2005 TIF application and subsequent
discussions with Juneau Avenue Partners indicated that the Pabst City project was at the time
divided into four somewhat financially discrete elements: the Brewery (mixed-use
entertainment, residential, retail, and office), the Building 29 Office component, the County
Parking Garage, and the Office/Gift Shop/Blue Ribbon Hall complex (to be owned and
operated separately by a separate entity). In subsequent discussions with Juneau Avenue
Partners and reviews of the updated project pro formas, the Brewery and Building 29 Office
components have been treated by the developer and SBFCo as a single project for the purposes
of evaluating TIF need. This change is primarily a result of the developer’s current assumption
that the Historic Tax Credit and easement donation equity included in the original January 25,
2005 TIF application pro forma is no longer likely to be available to the project.

Study Approach

In addition to reviewing the developer’s overall proposed plan and TIF application for the Pabst
City site, SBFCo, in conjunction with Vistara Construction Services, Inc. reviewed and
considered the following key factors affecting the TIF feasibility of the proposed project:

« Pro forma information contained in the original January 25, 2005 TIF application, as well
as subsequent iterations and versions in electronic format

« Construction cost budget and supplemental information provided by Turner Construction,
Inc. on behaif of the developer

+ Key financing assumptions embedded in Juneau Avenue Partners’ pro formas through
review of industry sources and interviews with key informants

S. B. Friedman & Company ! Development Advisors
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o Market study information for retail and residential (condominium and apartment) uses
produced on behalf of the developer by Retail Market Analysis, Inc. and Tracy Cross
Associates, respectively

o Supplemental retail market information provided by the developer subsequent to the
mitial TIF application

» Developer’s proposed New Markets Tax Credits and historic-related equity assumptions
based on interviews with key informants

+ Key assumptions regarding retail income and anchor NOI participations through
discussions with key informants

» Available information on leases under negotiation to date, including letters of intent
(L.OIs)

» Assessment techniques likely to be used as a basis for property taxation, based on key
informant interviews with the Milwaukee Assessor’s Office

» Real property assessment data from the City Assessor’s Office for each key project
component in order to validate the potential assessments for Pabst City within the overall
context of the City as a whole

« Potential bonding assumptions as provided by DCD and the City of Milwaukee Office of
the Comptroller to be used in evaluating financing capacity

S. B. Friedman & Company 2 Development Advisors



2. Need for Financial Assistance

Pursuant to our engagement with the City of Milwaukee, SBFCo reviewed key assumptions
included in the developer’s pro forma for the Pabst City project, as well as their resulting
implications for TIF need.

Pro Forma Assumptions

SBFCo has reviewed several versions of Juneau Avenue Partners’ pro forma for the Pabst City
project, beginning with the pro forma included in the January 25, 2005 TIF application. In
addition, Vistara Construction Services has reviewed the proposed construction budget as
provided by Turner Construction on behalf of the developer.

[

Residential Rents and Sales Prices. The apartment rents and condo sales price
assumptions included in the original January 25, 2005 TIF application were developed
without benefit of a formal residential market study. A residential market study, prepared
by Tracy Cross & Associates, was provided to SBFCo by the developer on March 29,
2005. This study indicated market support for the proposed condo and apartment uses,
and recommended price points and unit configurations for each product type. The
average sale prices and rents in the Tracy Cross report were somewhat higher than those
originally assumed in the TIF application. At SBFCo’s suggestion, the assumed condo
sales prices were increased in the developer’s pro forma from $200 to about $209 per
square foot (after downward adjustments to reflect detached parking for some units, and
upward adjustments to reflect upper-floor and corner unit premiums) to match the
conclusions of the Tracy Cross study. Likewise, the assumed velocity of sales was
increased from 3 units per month to 4. Assumed apartment rents were also increased
from $1.12 to $1.36 per square foot to reflect the findings of the study.

Retail Rent Escalations. The developer’s initial pro forma assumed average annual
retail rent escalations of about 1% per year, as compounded every five years. At
SBFCo’s suggestion, this assumption was increased to 2% per year to reflect more typical
industry assumptions and estimates of inflation.

Developer Fee. The initial January 25, 2005 pro forma assumed a developer fee equal to
5% of project hard costs and tenant improvements. This formula yielded a combined fee
of about $11.4 million for the Brewery and Building 29 Office components. At SBFCo’s
suggestion, this fee level was reduced to 3.5% of Total Development Costs, yielding a
revised fee amount in the developer’s April 29, 2005 pro forma of about $10.4 million.

Corrections. SBFCo identified several calculation errors in the various versions of the
pro forma, which have been corrected by the developer in the April 29, 2005 pro forma.
These include:

o Full recognition of condo sales proceeds in income stream of project

o Full use of all available cash reserves

o Calculation of loan balance for Building 29 Office component

o Use of the correct current tax rate in calculating Office component taxes

S. B. Friedman & Company 3 Development Advisors
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s Forward Capping. The original pro forma provided in the January 25, 2005 TIF
application estimated the sale value of the project at the end of the investment analysis
term based on Year 10 income. Based on discussion and mutual agreement with SBFCo,
the developer changed this assumption to Year 11 income to reflect typical investment
analysis techniques.

» Construction Cost. Vistara’s review of the anticipated project construction costs
assessed major line items within the schematic design information available at this stage
in the proposed project. Vistara has indicated to SBFCo that, while its assumptions for
certain cost line items differ from the developer’s budget, on an overall basis these
differences are within a normal industry range for a project at the current stage of design.

Resulting TIF Need/”But For”

The developer’s April 29, 2005 pro forma, as reviewed by SBFCO, indicates a need for $39
million in up-front assistance based on the following key assumptions in addition to those
described above:

« Going-in cap rate of 9% for construction loan sizing
e Loan-to-value ratio of 65%
» Terminal cap rate of 10.5%

These assumptions appear to have been chosen by the developer to reflect a conservative
estimate of how the project might be evaluated by debt and equity providers. SBFCo believes
these assumptions are within market ranges, and that the developer’s rationale for choosing
conservative assumptions is primarily based on:

e The complexity of the project—both the mix of uses and the proposed rchabilitation
component

« The scarcity of comparable properties in the market to serve as indicators of how debt
and equity markets will respond

The developer’s projections using these assumptions, as shown in Tables | and 2 on the
following pages, provide for an annual cash-on-cash preferred return of 10% for the developer’s
and outside investor’s equity, an overall equity IRR of 20.3% for the Building 29 Office
component, and a developer equity IRR of 23.1% for the Brewery component. Outside investor
IRR for the Brewery component is shown at 20.3% for Years 6-10 of the project, and calculated
by SBFCo to be about 13.5% for Years 1-10%. SBFCo has reviewed the pro forma assumptions
leading to these return calculations, and believes that:

s These assumptions would reasonably lead to returns in the ranges shown with up-front
TIF assistance of $39 million

« Although the returns shown for the Building 29 Office component appear to be at the
aggressive end of the spectrum, particularly In terms of early-year cash flows, the overall
returns indicated by the developer fall within ranges that have been observed in the
market

S. B. Friedman & Company 4 Development Advisors
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City of Milwaukee Pabst City TIF Feasibility

Sensitivity of TIF Need to Key Variables

During the course of our review of the proposed Pabst City project, SBFCo identified a number
of factors affecting the projected need for up-front TIF assistance. Due to the size, complex
nature, and current stage of development of the proposed project, a number of important
variables affecting TIF need cannot be predicted with a high degree of certainty at this time. The
following factors were identified by SBFCo as key variables that could potentially reduce the
project’s need for up-front assistance:

« Historic Tax Credits/Easement Donation Equity, The January 25, 2005 TIF
application included approximately $20 million in equity generated by a combination of
federal and state tax credits and tax deductions from historic easement donations. In a
revised pro forma submitted to SBFCo on April 12, 2005, the developer indicated that it
was no longer likely that the Building 29 Office component would qualify for these
historic-related equity sources. The developer’s April 12, 2005 pro forma did not
indicate a resulting TIF need greater than the original $39 million. This is largely due to
the correction of an error identified by SBFCo in the January 25, 2005 TIF application
pro forma, which had omitted about $18.2 million in condo sales proceeds. If the project
is determined to be eligible for historic tax credits/easement donation equity, it appears
that the need for TIF subsidy would decrease by roughly the same amount.

+ Supportable Construction Debt (Loan to Value Ratio and Going-In Cap Rate).
Extensive discussion has taken place between SBFCo, the developer, and City officials
regarding appropriate assumptions for cap rates and loan to value ratios. The primary
effect of these factors is on the assumed amount of construction debt that can be secured.
The pro forma provided by the developer on April 12, 2005 assumed a 75% loan to value
ratio with a going-in cap rate of 9% and a terminal cap rate of 10.5%. These assumptions
indicated supportable construction debt of about $135 million for the Brewery component
of the project. However, the developer reduced the loan-to-value assumption to 65% in a
pro forma provided to SBFCo on April 29, 2005. The basis provided by the developer for
this reduction was two-fold: a) that more aggressive income assumptions changed as a
result of discussions with SBFCo would likely cause construction lenders to use a more
conservative loan-to-value ratio, and b) that ongoing discussions with lenders suggested
that a loan-to-value ratio of less than 70% was more realistic in any case. The
developer’s revised assumptions resulted in supportable construction debt of about $121
million in the April 29, 2005 pro forma. 1f additional construction debt can be leveraged,
the need for TIF would likely be reduced.

¢ Terminal Cap Rate Assumption and Equity Returns. The terminal cap rate
assumption primarily affects the projected internal rate of return (IRR) on outside
investor and developer equity. It has a significant effect on the anticipated future sale
value of the project, which typically makes up a large component of equity returns,
Projected IRR is generally an important measure of the ability of a project to attract
investor equity. In this case, the developer has indicated that because of the specific
nature of the Pabst City project, annual cash-on-cash returns on equity (shown in the pro
forma at a minimum of 10% per year) are more important than IRR as a benchmark for
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attracting investor capital. The rationale behind this distinction appears to be based on
the difficulty of predicting the sale terms to a future owner for a project as uncommon as
Pabst City. If equity investors ultimately use a more aggressive cap rate than the 10.5%
currently assumed in the developer’s pro forma, it appears likely that additional equity
could be attracted, thus potentially reducing the need for TIF assistance.

¢ Retail Base Rents and Tenant Improvement Allowances. The project pro forma
includes retail rental income estimates on a space-by-space basis for the entire project.
Supplemental materials supplied by the developer to SBFCo indicate that leasing
progress to date has produced more favorable base rents and tenant improvement
allowances than assumed in the pro forma. If these trends continue throughout the lease-
up of the project, the potential effect would be a significant improvement in annual
income to the project. If construction debt for the project is eventually sized based on
more favorable base rent and T1 information than is currently assumed, it appears likely
that additional debt could be attracted, thus reducing the need for up-front TIF as a
financing source.

» Assumption of Percentage Rent Income. The Juneau Avenue Partners pro forma
assumes that income from retail percentage rent equals 2% of base rent income in years |
and 2, and 4% in subsequent years. At the sales productivity levels currently projected
by the developer, retail percentage rent income is not anticipated to exceed these levels.
However, if the project is highly successful, conversations with Terremark Partners, the
project’s leasing broker, suggest that it might be reasonable to assume percentage rent
income of 10% of base rent beginning after stabilization. The impact of improved
percentage rent income over pro forma would largely be on equity returns for the
developer and outside investor on an annual basis and at the time of an eventual sale or
refinancing.

« Anchor Tenant Sales Performance. The Juneau Avenue Partners pro forma includes
income from proposed NOI participations with the entertainment anchor tenants. These
assumptions appear to be based on sales projections provided by the tenants. If the sales
performance of these anchors exceeds projected levels, the project would likely realize
greater income from the NOI participations. Recent sales performance information on a
newly-opened House of Blues location in Cleveland shows sales exceeding projections
by about 45%. Without more detailed information on the anchor tenants’ sales projection
methodology and operating expenses, it is difficult to assess the potential upside potential
(or downside risk) to the project from the NOI participation income. However, the
probable effect would, like improved percentage rent income, be on annual equity
dividends and the ultimate sale/refinancing value of the project.

Another possibility regarding the anchor tenant NOI participations is that one or more
tenants might choose to buy out these agreements before the full term is completed. One
scenario under which these tenants might be motivated to perform these buyouts is if they
were becoming publicly held companies, and wanted to increase their ability to raise
investor capital. These buyouts would likely occur under favorable terms for the project
owners, and would therefore likely generate additional cash returns to equity.
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Construction Cost of Building 29 Office. If the Building 29 Office component of the
project is not eligible for historic tax credit and easement donation benefits, it appears
likely that construction cost for this component would be reduced as a result of relaxed
requirements for the scope of the rehab. An estimate from Turner Construction provided
by the developer indicates a reduction of about 4% in the hard cost of this component if
tax credits are not pursued. According to Vistara Construction, a sub-consultant to
SBFCo, cost differentials between historic tax credit-leve! rehabs and non-histonic rehabs
can range up to 15% due to the ability to replace certain building components with
similar materials, time savings due to the lack of federal/state review, and the increased
pool of contractors that can be used. The difference between a 10% and a 4% cost
savings in Building 29 amounts to a reduction in project cost of about $1.1 million, which
would potentially reduce the need for TIF assistance.

Block 2 Parking Garage Financing. As described in the “Project Structure” section of
this report, the County Parking Garage component is somewhat financially isolated from
the Brewery/Building 29 Office components of the project. The primary assumed source
of funds to construct the Block 2 Garage is County bond proceeds, with about $2.5
million in New Markets Tax Credit and brownfield grant funds earmarked to facilitate
demolition, remediation, and site preparation. In addition, the entire $10.2 million
acquisition cost for the Pabst City site, including the portion corresponding to the County
Garage site (indicated to be about $1.4 million by the developer) is currently absorbed in
the Brewery/Building 29 Office pro forma, including the portion corresponding to the
County Parking Garage site.  The terms of the transfer of ownership of this parking
structure between the developer and the County are reportedly not yet negotiated, and
therefore may vary from the assumptions currently reflected in the project pro forma. It
is difficult to assess the potential benefit to the Brewery/Building 29 Office pro forma
from these negotiations, but SBFCo estimates at this point that the magnitude of this
benefit might be as much as $3 million (a $1.4 million land reimbursement plus the
portion of NMTC and brownfield grant funds over and above the amount needed for site
preparation). This benefit would likely result in a corresponding reduction in TIF need.

SBFCo ran a sensitivity analysis scenario reflecting a reasonably possible combination of the
factors described above in order to evaluate the potential effects on TIF need. The assumptions
used for this analysis were as follows:

No historic tax credit or easement donation equity

Supportable construction debt of $135 million for the Brewery component based on a
70% loan to value ratio and an 8.5% going-in cap rate.

Construction debt for the Building 29 Office component based on 70% loan to value and
a 9% going-in cap rate

No change in the 10.5% terminal cap rate assumption for both the Brewery and Building
29 Office components

No change in pro forma retail base rent, Tl allowance, and percentage rent assumptions
No change in anchor tenant NOI participation income assumptions

10% cost reduction in Building 29 construction costs

No change in County Parking Garage financing assumptions

S. B. Friedman & Company g Development Advisors
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SBEFCo’s analysis indicates that the level of up-front TIF assistance necessary to achieve
comparable return levels for the Building 29 Office Component and Brewery for both developer
and outside investor equity (years 1-10 and 6-10) to those shown in the developer’s April 29,
2005 pro forma would be about $31 million under the scenario described above. Table 3 on the
following page illustrates this scenario for the Brewery component of the project.

Recommended Methods of Addressing Key Variables

As discussed in the prior section, the project’s potential need for TIF assistance is highly
dependent on a number of factors that cannot fully be predicted at this peint in the project. In
order to address these variables, SBFCo recommends that a “reset” mechanism be incorporated
in the City’s agreements with the developer.

As the project moves toward construction, the project’s sources and uses of funds will become
better established though debt and equity commitments, guaranteed maximum price construction
contracts, and resolution of any outstanding issues regarding historic/New Markets tax credits.
SBFCo recommends that any additional construction debt, outside investor equity, and other
sources of funds that can be raised would serve to reduce the City’s TIF commitment. In order
to incentivize the developer to maximize these sources, the City would allow reductions under
the reset mechanism to take place on a less than dollar-for-dollar basis with the additional
savings accruing to the project. The current proposed City share of such savings is 85%.

The reset mechanism directly or indirectly addresses six of the eight key variables described in
this section—including the variables that will be more fully resolved and defined as construction
contracts are secured and debt and equity commitments are made. Factors primarily affecting
annual operating-year cash flows and sale/refinancing value would not be likely to affect the
reset outcome, but could be addressed through City upside participations in annual cash flows
and equity distributions at sale or refinancing events.

8. B. Friedman & Company 10 Development Advisors
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3. Incremental Property Tax Revenues

In order to evaluate the time frame of repayment for the proposed $39 million in up-front TIF
assistance, SBFCo projected future incremental property taxes revenues to be generated by the
proposed Pabst City project, as well as potential amortization of the associated bonds.

TIF Projection Assumptions and Methodology

Table 4 on the following page shows SBFCo’s projections of incremental property taxes. These
projections indicate total undiscounted tax collections of about $85.4 million between 2006 and
2029, yielding a present value (discounted at 5%) in 2006 dollars of about $44.3 million. Our
methodology and key assumptions are described below:

e Timing of Assessments. A construction schedule provided by Turner Construction
indicates that completion of most components of the proposed project would take place in
summer of 2007. Accordingly, SBFCo assumed 25% assessment for the project
components assumed by the developer to be substantially occupied in Year 1-—the retail,
Building 29 Office, and taxable parking garage components.

e Tax Rate. Our analysis considered historical trends in the overall City of Milwaukee
property tax rate over the past 5, 10, 13, and 20-year periods. The tax rate has trended
downward over all of these analysis periods at compound annual rates ranging from
about 1.3% (20-year history) to 3.4% (lO-year history). For our analysis, SBFCo
assumed a tax rate declining at 1.62%, the average rate of decline for the past 5 years.
The overall tax rate is assumed to stabilize at 2% {320 per $1,000 of taxable value),
which is projected to occur in the year 2020. Table A-1 in the appendix of this report
shows the tax rate history leading to this calculation.

s Valuation Approach. Based on discussions with the Milwaukee Assessor’s Office, it
appears likely that the income approach to valuation would be used to estimate taxable
value for the leased components of the Pabst City project. For the net leased project
components, such as retail and non-county office, $BFCo used a direct cap rate of 10%
on income projections based on the developer’s pro forma to project taxable value
throughout the 23-year projection period. For project components where property (ax is
part of the developer’s NOI calculation, SBFCo removed the developer’s anticipated
property tax payments from the NOI calculation, and then converted this pre-tax NOI to
taxable value with a tax-loaded cap rate equal to 10% plus the tax rate.

We then compared the resulting values with property tax comparables from the assessor’s
citywide database of properties in order to ensure that the income-based valuations were
in line with other assessments in the City of Milwaukee. Our projected values for each
component of Pabst City, with the exception of the retail component, are based on the
lower of the income-based and comps-based valuation approaches.
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City of Milwaukee Pabst City TIF Feasibility

Inflation of Property Values. Because a declining tax rate was used for the Pabst City
TIF projections, the assumptions for the growth rate of for-sale residential and other
properties differ somewhat from those used in the recent Park East TID projections. In
the Pabst City projections, condo values are projected to increase by 3.5% while all other
project components are projected to grow in value at 2% per year for valuations based on
comps. Income-based valuations are projected to increase at the rate of growth indicated
by NOI growth, generally 2% per year or less. These growth rates are counteracted by
the projected declines in the tax rate, yielding an overall result similar to the Park East
TID projections, which assumed 2% growth in condos and 0% growth in all other
properties with a constant tax rate.

County Portions of Project. It is assumed in SBFCo’s projections that the entire County
Garage structure would be tax-exempt. The small (about 7,800 square foot) proposed
retail component within the County Garage structure, although potentially taxable if
occupied by private tenants, was not included in the projections to allow for potential
changes to the County Garage building program and/or the possibility that this small
retail component might be tenanted in a manner that does not produce property tax
revenue.

Retail Valuation. For the retail component, SBFCo used a modified income approach to
reflect methodological discussions with the Assessor. These discussions suggest that the
assessor might discount income-based valuations purely based on NOIT by:

o Discounting income results by up to 15% to reflect typical shopping center ratios
of non-recoverable expenses to income

o Using cap rates higher than would be typically found in industry sources such as
Korpacz in order to reflect uncertainty regarding the true sale value of a project
for which few if any comparables exist in the City of Milwaukee, as well as the
typical assessment levels for other retail properties in the City

In order to develop our income-based assessment estimates, SBFCo discounted the
developer’s projected lease income for the retail spaces by 15%, and then divided the
result by a 10% cap rate. This produced values about $158 per square foot. SBFCo was
unable to identify properties likely to be comparable to the retail component of the Pabst
City project. Therefore, the income-based values were compared to comps-based values
derived from citywide retail properties built in 1980 or later, with extreme outliers
removed:

o Smali Retail- $153/square foot, equal to the upper-quartile of values citywide

o Large Retail/Entertainment Anchors- $111/square foot, equal to the median of
citywide retail

o Grocery- $72/square foot, equal to the median of citywide grocery stores

o Restaurant- $190/square foot, equal to the upper-quartile of restaurants citywide

These comparables produced an overall blended value per square foot of about $126 in
2004 dollars and about $142 at stabilization. The comps-based values are about 11%
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City of Milwaukee Pabst City TIF Feasibility

lower than the income-based approach. In light of the higher-than-market rents proposed
for the Pabst City project, and a proposed ownership and management structure that
appears likely to allow the Assessor’s Office access to full and accurate rent roll data,
SBFCo based the retail valuation on the higher, income-based methodology. The results
of these calculations are shown in Table A-2 in the appendix of this report.

s Condo Valuation. Based on the prices indicated in a residential market study prepared
by Tracy Cross, Inc. for the project, the condo component is anticipated to fetch sales
prices of about $208 per square foot exclusive of any upgrades. SBFCo compared this
price point to a sample of condos sold in Downtown Milwaukee in 2004. Although the
Pabst City price point is about 10% higher than the average of the comparables, SBFCo
based the valuation of the condo component on the pro forma sales prices for two key
reasons:

o The Tracy Cross market study provides a comfort level that the pro forma sales
prices will be achieved

o The pro forma sales price is expressed in 2005 dollars, while the Pabst City
condos are anticipated to sell between 2007 and 2009

Calculations of taxable value for the condo component are shown in Table A-3 in the
appendix of this report.

e Office Valuation. Projected income-based valuations of the 40,000 square foot Brewery
and larger Building 29 Office components were compared to a sample of newer
downtown Class B office properties. The income-based valuation produced very similar
(within 1% at stabilization) results to the comps approach for the smaller Brewery Office
component, and slightly lower values for the Building 29 Office component. These
calculations are shown in Table A-4 in the appendix of this report.

e Apartment Valuation. Income-based valuation of the Pabst-City apartment component
indicated taxable value of about $93 per square foot at stabilization, about 16% higher
than a sample group of comparable apartment properties in and around Downtown
Milwaukee. For our projections, we set the value for the Pabst City apartments equal to
the average of the comparable properties. These calculations are shown in Table A-5 in
the appendix of this report.

e Parking Valuation. The projected NOIs for the taxable garages included in the Pabst
City project indicate a taxable value at stabilization of about $5,300 per parking space,
about 60% of the value of a sample of Downtown Milwaukee parking garages. This may
be partially due to the fact that a portion of the parking in Pabst City is to be dedicated for
condo and owners and certain retailers, and will not be available for flexible revenue-
generating use. The income-based valuation was used in our projections. These
calculations are shown in Table A-6 in the appendix of this report.

¢ Personal Property Valuation. Based on discussions with a personal property specialist
with the Milwaukee Assessor’s Office, SBFCo used for these projections an assumption
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City of Milwaukee Pabst City TIF Feasibility

of $40 per square foot in initial personal property value for the retail and non-County
office portions of the project, plus a value of $75,000 per movie screen in the cinema
component. After substantial lease-up of the project, these values are anticipated to
depreciate on a ten-year schedule. At the end of each ten-year period, it is assumed that
personal property value is replenished to 100% of the original level, without inflation.
These calculations are shown in Table A-7 in the appendix of this report.

Projected Amortization of TIF Debt

The Pabst City developer’s request for TIF assistance is in the form of an up-front grant. SBFCo
assumes that one or more GO-backed bonds would need to be issued in order to facilitate this
structure. We used the following key assumptions regarding the bonding in order to develop our

projections:

o Interest Rates. Based on input from DCD and the Office of the Comptroller, SBFCo
assumed an interest rate of 4.5% on the bonds, with a 3.5% reinvestment rate of any
capitalized interest reserves.

e Issuance Date/Capitalized Interest Period. The projections assume a bond issuance
date of January 1, 2006. The current construction schedule for the project indicates
substantial delivery of most of the leasable space i approximately July/August of 2007.
If the project is partially assessed in 2007 and approaches full assessment in 2008, it
appears that sufficient revenues to support debt service will first become available in
early 2009. Therefore, the projections assume three full years of capitalized interest.

¢ Issuance Costs. Based on discussions with DCD and the Office of the Comptroller, the
projections assume an issuance costs allowance of 0.5% of total bond proceeds.

Based on the assumptions above, the proposed $39 million up-front TIF grant to the Pabst City
project would require a bond issuance of approximately $46.5 million. When this amount is
compared with the streamn of projected incremental property tax revenues described in the
previous section of this report, SBFCo projects amortization of the full amount of the bond in the
year 2025, including capitalized interest payments in years 2006 through 2008, and variable
principal and interest payments in the 17 subsequent years. This projected amortization is shown
in Table 5 on the following page.

Table 6 on the page immediately following Table 5 shows projected amortization if the net bond
proceeds are increased from $39 million to $41 million to reflect job training and other City
costs. Under this scenario, full amortization takes place under the parameters described above in
2027, including capitalized interest payments in years 2006 through 2008, and variable principal
and interest payments in the 19 subsequent years

S. B. Friedman & Company 16 Development Advisors
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4. Appendix: TIF Projection Detail
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