MEMORANDUM

TO: Trustee Bill Johnston, Chairperson
Economic & Community Development Committee Members
FROM: Jennifer Ganser, AICP, Assistant Director of Community Development

MEETING DATE: November 12, 2018

SUBJECT: 101-109 S. MAIN STREET PROPERTY - RFP REVIEW UPDATE —

SUPPLEMENTAL MEMO

Below please find supplemental information related to the ECDC memo on 101-109 S. Main
Street.

1. Pages 2, 12, and 13 of the staff memo include information on the incentive requests by
Holladay and Luxica. Please see the extended paragraphs below, noting that some
dollars are in Present Value. New text is in red.

Updated KMA report reflecting updated sales tax numbers from Holladay.

Three pictures from Holladay on the recently completed “Burlington Station” project in
downtown Downers Grove.

W

Incentive Requests: The Holladay incentive request would be fully covered by the increase in
equalized assessed valuation (EAV) increment reimbursement from the Downtown TIF
exclusively from the property redevelopment ($150,000 annually with a cap of $525,000).
Funds from the existing Downtown TIF generated from other properties will not be sought.
Should Holladay be selected, they would also seek a pass-through performance based sales
tax sharing arrangement specifically and limited to Prairie Food Co-op ($500,000). Holladay
is offering $1,500,000 for the property.

The owner equity is 24% ($7,750,000) and the Present Value (PV) of the Village assistance
is 1% ($440,000). These percentages correspond with the pie charts in the KMA report. The
pie charts are in PV. They are based on construction costs only. The pass-thru incentives for
Prairie Food Co-op are not included. That incentive will occur after the building is
constructed and only if Prairie Food Co-op occupies the space.

Incentive Requests: The Luxica incentive request has changed with their proposal. They now
seek a combination of funds from the existing Downtown TIF District, and sales/places for
eating tax sharing ($500,000 in TIF funding plus $900,000 sales/places for eating tax sharing
for 15 years or whichever comes first). Should Luxica be selected, they would also seek a
pass-through performance based sales tax sharing arrangement specifically and limited to
Prairie Food Co-op ($500,000) and TIF assistance ($70,000). Luxica is offering $1 for the

property.
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The owner equity is 15% ($922,984) and the Present Value (PV) of the Village assistance is
22% (81,177,016). These percentages correspond with the pie charts in the KMA report.
The pie charts are in PV. They are based on construction costs only. The pass-thru
incentives for Prairie Food Co-op are not included. That incentive will occur after the
building is constructed and only if Prairie Food Co-op occupies the space.
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MEMO

TO: Village of Lombard, Illinois

FROM: Kane, McKenna and Associates, Inc.

RE: Luxica and Holladay Revised Proposals
DATE: November 7, 2018

Since our Memo to the Village dated November 6, 2018, we have reviewed additional
information provided only by Holladay Properties (“Holladay”) with respect to Holladay’s
proposed development and have provided an updated Proposal Summary in Exhibit A hereto
together with a Summary of Additional Property Tax Benefits in Exhibit B hereto that now also
reflects changes made by Holladay identifying that the additional 3,000 square feet of retail
space would be occupied entirely by a restaurant. No additional changes to the analysis of the
Luxica Development described and analyzed in the Memo dated November 6, 2018 were made.
The discussion herein reflects a restatement of the analysis provided in the Memo dated
November 6, 2018 that now includes the revisions to the description and analysis of the
additional 3,000 square feet of retail space would be occupied by a restaurant.

The original KMA reviews were limited to the review of developer financial projections
related to the respective proposed developments and preparation of projections of TIF
incremental property taxes, sales taxes and food and beverage taxes increment related to the
developments. Furthermore, the prior reviews only reflected the incremental property, sales and
food and beverage tax benefits for a ten (10) year period. The review in this Memo is intended
to update the information provided to the Village in prior reports by providing updated analyses
of:

1) incremental property, sales and food and beverage tax benefits for a twenty (20
year period) based on updated information related to proposed tenants as provided
by the developers and assuming that the final year of collection of TIF
incremental property taxes is 2024; and

2) property tax benefits to all taxing districts that will receive property taxes from
the respective proposed developments upon the expiration of the TIF District
during such twenty (20) year period.

The updated analysis herein relates primarily to updating the analyses based on revised
information related to the proposed users of the developments and to reflect the property tax
benefits to each of the taxing districts that will receive property taxes from the respective
developments upon the expiration of the TIF District.
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Holladay Proposal

Revisions to Proposed Development and Users

Holladay has indicated that they have identified a potential restaurant user for the
additional 3,000 square feet of retail space included in the development (in addition to the Prairie
Foods retail space). In any event, Holladay intends to provide the necessary infrastructure
improvements to that space during construction of the development to support a restaurant type
of business due to the lower cost of doing so at the time of construction so as to allow Holladay
to pursue such tenants as a restaurant and/or coffee shop.

The analysis of the Holladay Development now reflects the incremental property tax,
sales and food and beverage tax benefits relating to the additional 3,000 square feet of retail
space (over and above the Prairie Foods retail space) assuming that all of the additional retail
space would generate sales and food and beverage taxes.

Attached as Exhibit C are revised projections of incremental property, sales and food and
beverage taxes that supplement the analysis that was provided in the Revised Preliminary
Review of Proposals dated August 13, 2018 with respect to the Holladay Development.

In addition to revised projections of incremental property, sales and food and beverage
taxes in Exhibit C, Exhibit C also includes an analysis of the property tax benefits (2025 through
2039) to each of the taxing districts after the expiration of the TIF District.

Financing Structure

Holladay’s financial proposal remains the same and reflects that Holladay Properties has
indicated that it currently has available $22 million in equity capacity based funds of Holladay
Properties and commitments from various investment partners which would allow Holladay to
finance up to $150 million in development at 80% leverage. Furthermore, Holladay continues to
anticipate that the capital structure for the project to be 25% equity/75% bank financing to be
structured as follows:

Developer Equity $ 7,750,000
Debt Financing & Other Equity 23,250,000
Village Assistance (Present Value — Payable

Over Time From TIF Funds) 440,000

Total $31,440,000
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The following chart provides and illustration of Holladay’s proposed financing structure
(using the present value of the Village Assistance assuming a rate of 4%).

Holladay - Project Financing Sources
$440,000 $7,750,000

E Owner Equity (24%)
[ Loans & Other Equity (75%)

O Village Assistance (1%)

$23,250,000

The above analysis is intended to only reflect the costs and benefits directly requested for
the Holladay Development and does not include the Village assistance requested by or on behalf
of Prairie Foods Co-op.

The proposed sale price of the real estate to Holladay has not changed since the October
ECDC meeting.

Revisions to Village Assistance

Holladay has indicated that the request for reimbursement of TIF eligible costs by Prairie
Foods Co-op would be funded by Holladay without any increase in the incentives requested by
Holladay.

There are no other changes to the request for Village Assistance by Holladay.
Luxica Proposal
The revisions to Luxica’s proposal primarily relates to changes in the components of the

Luxica Development, square footage of the Luxica Development and the proposed financing of
the revised Luxica development.
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Revisions to Proposed Development and Users

Luxica has revised its proposed development by (i) decreasing the total square footage of
retail/commercial space from 32,000 square feet to 24,500 square feet, (ii) eliminating the
residential component, (iii) decreasing the total construction budget, and (iv) decreasing the
amount of Village assistance. The following is the revised description of proposed retailers for
the Luxica Development:

Building
Retailer Sq. Ft./
Description # Units
Prairie Food Co-op 12,000
Food Hall 1,500
Lilac Brewery 2,000
Prairie Path Kitchen & Tap 3,000
Guac N Tacos 1,500
National Food/Bev. Retailer 2,500
Simple Soil 2.000
Total Retail 24,500

Attached as Exhibit D are revised projections of incremental property, sales and food and
beverage taxes that supplement the analysis that was provided in the Revised Preliminary
Review of Proposals dated August 13, 2018 with respect to the Luxica Development.

In addition to revised projections of incremental property, sales and food and beverage

taxes in Exhibit D, Exhibit D also includes an analysis of the property tax benefits to each of the
taxing districts after the expiration of the TIF District.

Revised Financing Structure

The budget for the Luxica development reflected that development costs total
$6,232,000. The revised proposal reflects that the Village would provide a portion of the Village
Assistance upfront from existing TIF funds with the remainder of the Village Assistance to be
paid to the Developer from a combination of TIF funds and sales and food and beverage tax
sharing over a period of time to be structured as follows:
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Developer Equity
Debt Financing & Other Equity
Village Assistance (Upfront by TIF Funds)
Village Assistance (Present Value — Payable
Over Time From TIF Funds)
Village Assistance (Present Value — Payable
Over Time From Sales Taxes)
Total

150 North Wacker Drive T: 312.444.1702
Suite 1600 F: 312.444.9052
Chicago, lllinois 60606

$ 922,984
4,132,000
100,000

362,990

The following chart provides and illustration of Luxica’s updated financing structure
(using the present value of the Village Assistance assuming a rate of 4%).

$1,077,016 . 5922,984

$100,000 /-~

Lucxica - Project Financing Sources

@ Owner Equity (15%)
. t1Loans & Other Equity (66%)
$4,132.000 ’,i: @ Village Assistance (Upfront) (2%)

/ O Village Assistance (Over Time) (20%)

The above analysis is intended to only reflect the costs and benefits directly requested for
the proposed development and does not include the Village assistance requested by or on behalf

of Prairie Foods Co-op.

Luxica has indicated that the financing of the Village assistance over time would be
provided by additional equity or other sources available to Luxica as follows:

Village Assistance (Present Value — Payable
Over Time From TIF Funds)
Village Assistance (Present Value — Payable
Over Time From Sales Taxes)
Other Necessary Developer Equity
Total

$ 362,990

714,026
922,984
$2,000,000

The proposed sale price of the real estate to Luxica has not changed since the

October ECDC meeting.
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Village Assistance

The revised proposal reflects a significant decrease in amount of Village
Assistance requested. The revised request for Village Assistance from TIF funds includes
$100,000 of TIF funds in the first year with four additional payments of $100,000 for a total of
$500,000 of TIF funds (present value of $100,000 + $362,990 = $462,990 assuming a discount
rate of 4% over a period of 5 years). In addition the revised Village Assistance request includes
the total amount of $900,000 (present value of $714,026 assuming a discount rate of 4% over a
period of 11 years) payable from the amounts remaining of the 50% of the Village share of the
State Sales Taxes and 50% of the food and beverage taxes after providing for the incentive
payment to Prairie Foods. Luxica has requested that term of the incentive be extended to 15
years to allow for the payment of the portion of the incentive payable from the sales and food
and beverage taxes. It should be noted that the analysis herein indicates that the projections of
sales and food and beverage taxes reflect that the incentive could be paid within eleven (11)
years. Generally, this is requested to provide a developer additional time to receive the incentive
if

The amount of the TIF Assistance requested ($500,000) exceeds the amount of TIF
increment projected to be generated by the development ($260,706) which deficiency ($239,294)
would be required to be paid from other TIF funds. Furthermore additional review of a detailed
development budget is necessary to determine whether there are sufficient TIF eligible costs.

At the request of the Village, the revised analyses herein reflect an analysis of projected
taxes based on a 20 year term (2020-2039). Furthermore, Luxica has requested that Luxica have
the ability to receive the sales and food and beverage tax incentives over a 15 year period
although the analysis herein reflects that the incentive could be paid within 11 years based on the
conservative assumptions used in the analyses herein. The concept of terminal value was not
included in the revised analyses. The original analyses reflected a 10 year term primarily due to
the general limitation of incentives being provided for a period not to exceed 10 years unless
specifically requested by the applicant as provided in the Village’s incentive policy.
Furthermore, the proposed terms of the leases for the development were for terms of 10 years
and there was no guarantee the same tenants would be occupying the spaces.

The concept of terminal value or capitalized value is frequently used in the real estate
investment industry as one of the methods to determine market value of real property primarily
based on either current or future rental rates and market investment rates. The assumption is that
buildings continue to stand for many decades (if not centuries) and that there is continuous value
to the owner based on the owner’s ability to re-lease a property continuously no matter the term
of a current lease or the current occupant. The real estate investor does not rely on the sole
expectation that the current tenant, or type of tenant, will continuously occupy the space in
judging the value of the property.
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Unlike Luxica, the Village does not have control over the type of tenants that ultimately
occupy the space. Upon the completion of the payment of the incentives, the Village and Luxica
will have somewhat divergent interests whereby Luxica’s goal, like many real estate investors,
will be to maximize revenues by leasing the spaces for the maximum amount of rent whereby the
Village will continue to desire to have the users of the development be generators of sales and
food and beverage taxes. It is not uncommon to see a sales tax generating business replaced with
a non-sales tax generating business. Furthermore, any agreements by owners of property to limit
the amount of non-sales tax generating use is of minimal benefit as the Village could encounter a
situation whereby the Village would have the difficult choice of either a non-sales tax generating
user occupying a space or have the space remain vacant and would be in a situation requiring it
to waive those rights to restrict use.

There is no guarantee, that beyond the initial term of the proposed leases that a sales tax
generating user would be occupying the proposed spaces or even for the remaining term of the
proposed leases. Therefore, any analysis of projected revenues beyond the initial terms of the
proposed leases is very speculative and, in particular with respect to smaller users, even more so.

Additional Information

Since the original proposal, Luxica has provided additional information relating to
significant changes in the development including, but no limited to, the financing structure and
the proposed tenants. The financing structure continues to require that Luxica provide
significant resources to provide for the initial costs of the development. Furthermore, the
introduction of the potential inclusions of well-known tenants may impact the potential amount
of additional rent that at times is paid by such well known tenants and the impact on Luxica’s
investment return.
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Revised Proposal Summary



Village of Lombard - Downtown TIF RFP Review
Proposal Summary 2018 (11/7/18 Updates in Green)

1) Summary of the
Proposed Developments:

Luxica

24,500 sq.ft.
Retail/Commercial
Development - including
12,000 sq. ft. PFC Co-op
grocery Store

Holladay

120 unit market rate luxury
rental building, with an
additional 3,000 sq.f. restaurant
space and 12,000 sq.ft. PFC Co-
op grocery store. (Total
commercial space now at 15,000
sq. ft.)

Est. Completion Date

Const. commence 7/19 -
occupancy 10/20

Const. commence 7/19 -
occupancy 1/21

2) Summary of Estimated
Development Costs, Financing
Pland and Requested Assistance:

TIF Increment Assistance (upfront)

TIF Increment Assistance (over time)

Sales/F&B Tax Assistance (over time)
Total TIF/Development Assistance

Total Project Costs

Developer Financing Plan
Developer Equity
Debt Financing & Other Equity
Village Assistance
Total Financing

Developer Funding Requirement (at closing)
Debt Financing

Village Assistance (Upfront)

Equity & Other Sources

Total Funding Requirement

$100,000

$400,000
$900,000 (over time)

$1,400,000

$6,232,000

$922,984 (15%)
$4,132,000 (66%)
$1.177,016(19%)

$6,232,000 (100%)

$4,132,000 (66%)
$100,000 (2%)

$2,000,000 (32%
$6,232,000 (100%)

$150,000 annually/cap of $525,000

$31,000,000

$7,750,000 (24%)
$23,250,000 (75%)

$440,000 (1%)
$31,500,000 (100%)

$7,750,000 (25%)
$0

23,250,000 (759
$31,000,000 (100%)

3) Co-op Tax Incentives

Sales Tax Rebate

TIF/Development Assistance

$500,000 (30% share Yr.1-2,
40% thereafter for ten years)

$500,000 (30% share Yr.1-2,
40% thereafter for ten years)

$70,000 $0

4) Incremental Tax
Projections (Village Only):

All amounts Present Value (PV) @
TIF Incr. Property Taxes (2020-2024)
Village Portion of Prop. Taxes (2025-2039)
Sales Taxes (2020-2039 Yrs.)
Food and Bev. Taxes (2020-2039)
Total Benefit(1)

$224,871
58,143
2,620,641
1,789,871
$4,693,526

5) Less Assistance and
Village Benefit

All amounts Present Value (PV) @
TIFAssistance (Upfront)
TIF Assistance (Over Time)
Sales & F&B Sharing (Over Time)
Co-op TIF Assistance
Co-op Sales Tax Sharing

Total Assistance and Village
Costs

Projected Revenue Impact

$100,000
362,990
714,026
70,000
298.659

£270,007

o5}

1,545,67°¢

$3,147,851

$0
436,429

$2,641,700

6) Other Taxing District Property Tax Benefits (after TIF Expiration)

Other Taxing Dist. Prop. Tax Benefits(2025-2039)(PV) @

$731,964

$4,717,942

Projected Revenue Impact (Other Taxing Dist.) $3,879,815 $7,359,642
7) Anticipated Sale Cost of 1 and $1 $1,500,000
Projected Revenue Impact $3,879.816 $8.859,642

Notes:

@ Preliminary review by Village counsel has determined costs requested to be reimbursed from TIF are not eligible

costs - a determination would need to be made if other sources areavailable
2 . . . .
“ In order to allow for a comparison relating to amounts that are received "upfront" with amounts that are expected

to be received over a period of time, amounts that are projected to be received over time are valued by determining

the present value of such amounts based on a rate of interest of 4%

& Subject to final negotiations with the Village Board.

A-1




EXHIBIT B

Summary of Taxing Districts Property Tax Benefits
(After TIF Expiration)



Village of Lombard, Illinois

101-109 Main Street Redevelopment

Tax Analysis - Summary Comparison (Actual Dollars)

Village Revenues:

Property Taxes to the TIF (2020-2024)
Food and Beverage Taxes (2020-2024)

Sales Taxes (2020-2024)

Property Taxes to Village (2025-2039)
Food and Beverage Taxes (2025-2039)

Sales Taxes (2025-2039)

Total Village Revenues

Other Taxing Districts Property Tax

Revenues (2025-2039):
School District #44
High School District #87
College District #502
Helen Plum Library District
Lombard Park District
Du Page County
Du Page County Health

Du Page County Forest Preserve

York Township

York Township Road

Du Page Airport Authority
Total Other Taxing Districts

Total Revenues

Total Incentives:

Project TIF Incremental Taxes
Area Wide TIF Incremental Taxes

Sales & F&B Tax Sharing
Total Incentives

Net Revenues

Luxica Holladay
Development Development
260,706 1,411,481
462,091 72,331
703,634 241,104
96,272 619,760
2,197,138 373,602
3,345,620 1,191,763
7,065,461 3,910,041
611,536 3,936,817
360,474 2,320,581
37,446 241,062
73,228 471,414
65,450 421,338
19,701 126,828
7,240 46,606
20,117 129,505
7,209 46,408
7,024 45218
2.557 16,461
1,211,982 7,802,238
8,277,443 11,712,279
260,706 525,000
239,294 0
900,000 0
1,400,000 525,000
6,877,443 11,187,279



EXHIBIT C

Holladay Development
Preliminary Tax Pro Formas



EXHIBIT C-1

Holladay Development
Preliminary Sales Tax Pro Forma
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EXHIBIT C-2

Holladay Development
Preliminary Food and Beverage Tax Pro Forma
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EXHIBIT C-3

Holladay Development
Preliminary TIF Tax Pro Forma and Total Incremental Taxes
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EXHIBIT C-4

Holladay Development
Preliminary Property Tax Pro Forma —
Taxing District Property Tax Benefits (After TIF Expiration)
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EXHIBIT D-2

Luxica Development
Preliminary Food and Beverage Tax Pro Forma
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EXHIBIT D-3

Luxica Development
Preliminary TIF Tax Pro Forma and Total Incremental Taxes
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EXHIBIT D-4
Luxica Development

Preliminary Property Tax Pro Forma —
Taxing District Property Tax Benefits (After TIF Expiration)
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