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Executive Summary

The City of Grand Forks, ND (the “City”) retained Baker Tilly Municipal Advisors (“BTMA”) to review a
request for public financial assistance from Beacon NW Real Estate Holdings LLC, Beacon East Real
Estate Holdings, LLC, and CDJTB4, LLC (the “Applicant”). The Applicant proposes construction of a
296,297 square foot mixed-use development with 236-units of multi-family and 25,762 square feet of
commercial space (the “Project”). The Project involves acquiring 2 already built mixed-use buildings and
construction of a third building.

The Applicant requests a 100% property tax abatement via Payment in lieu of taxes (“PILOT”) for 5 years
on the two already existing buildings and a 100% PILOT for 8 years (Renaissance Zone) on the new building
(the “Incentive”). The City seeks to understand whether the Project reasonably requires the requested
financial assistance in the current marketplace.

The profitability measurement used to evaluate the need for assistance is the return on investment, termed
the internal rate of return (“IRR” or “Return”). To determine the likelihood that the Project would be
undertaken without the Incentive, the Applicant’s estimated IRR without Incentive is compared to the Return
sought by investors in similar projects in the current marketplace.

BTMA reviewed the Applicant’s pro forma, underlying assumptions, and documentation regarding Project
financing, construction costs and operations. Minor adjustments to the Applicant's pro forma were
necessary to estimate the unlevered internal rate of Return which can be compared to industry benchmarks
for other multi-family and retail developments.

BTMA determined that the Applicant’s assumptions, financial model, and pro-forma are reflective of current
market costs and trends, and that such a development could not be supported with the proposed rents. Our
Analysis demonstrates that the requested Incentive is necessary for the Project to complete the Applicant’s
capital stack. The most significant variables impacting the Return are tied to the thin marginal revenues of
developing multi-family housing projects and the elevated cost of construction and sitework. The graphic
on the following page illustrates the forecasted IRR compared to the market benchmark returns from the
PWC Real Estate Investor Survey, First Quarter 2026.

A summary of the Report’s key points is as follows.
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Project Description

Assistance Request

Project Cost Analysis

Operating Revenues and Expenditures

296,297 square foot multi-family housing
development with 236 units and 25,762
square feet of first-floor commercial

5-8 year 100% PILOT

Estimated costs are a fair represenation of
the market and align with industry
benchmarks

Rents appear elevated compared to the
market while expenses align with industry
benchmarks

The Project would not likely be pursued in the
current marketplace without the requested
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PURPOSE AND APPROACH

Purpose and Approach

BTMA evaluated Project information provided by the Applicant - including Project financing, timing,
revenues and operating costs - to measure the Applicant’s expected profit relative to Project risks. If it is
assumed that the Project is owned and operated as an investment, a measure of return can be calculated
considering the time value of money and an assumed sale of the asset(s) at an appropriate market price.
This Analysis is termed the internal rate of return (“IRR” or “Return”) and estimates the profitability of an
investment. To determine the likelihood that the Project would be undertaken without public assistance, the
Applicant’s estimated levered IRR, without assistance, is compared to the return sought by investors for
like projects in the current marketplace.

Unless stated otherwise, this Report references Incentive amounts in terms of net present value (NPV),
rather than gross value. The Incentive gross value is simply the total amount of money expected to be
received in the future, without considering how time affects its worth. The Incentive net present value
recognizes that money today is worth more than the same amount in the future because of interest, inflation,
or other investment opportunities. Depending on the structure of the Incentive, the benefits of the Incentive
may be spread across multiple years; therefore, it is necessary to express the value of those future dollars
in today’s terms.

Disclosure and Reliance

This Analysis is not an opinion of the Project’s feasibility, including the likelihood the relevant trade area will
absorb the Project during the development period forecast by the Applicant. Rather, BTMA was engaged
to independently review the Applicant’s assumptions for the Project and determine whether the Project
would likely realize an acceptable market rate of return in the current marketplace. BTMA has based this
Analysis upon projections provided by the Applicant. BTMA has completed due diligence to review the
Applicant’s projections using its institutional knowledge and, where applicable, third-party sources. BTMA
utilized the Applicant’s projections as provided unless otherwise noted.

Where BTMA suggests alternative projections or assumptions, the reason and source of the proposed
alternatives are described. Projecting outcomes for projects of this nature involves subjective judgment
which may or may not prove correct. BTMA makes no representations or warranties, expressed or implied,
as to the predictive accuracy of this Analysis, and nothing herein is, or shall be relied upon as, a
representation or warranty with respect to future result.

BTMA has no financial interest in the Project. BTMA is compensated through a fee agreement with the City
of Grand Forks.



THE PROJECT

The Project

The subject property is located on the southeast corner of North 8" St and 2™ Ave N, bound by 15t Ave N
to the South. There are five parcels in the Property which are listed below. The Property is approximately
4.22 acres in size. An image of the subject property’s parcel’s is provided below.
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Parcel Number: 44-2811-00005-004 (0.60 Acres)
Parcel Number: 44-2811-00005-002 (0.88 Acres)
Parcel Number: 44-2811-00005-001 (0.93 Acres)
Parcel Number: 44-2811-00005-003 (1.36 Acre)
Parcel Number: 44-2811-00005-005 (0.45 Acre)

The Applicant proposes construction of one new apartment building after acquiring 2 already existing
buildings. The two existing buildings are Beacon 1923 with 60 units of multifamily and a total measured
area of 91,869 square feet and Beacon East Spirit with 77 units of housing and a total measured area of
102,810 square feet. The building to be built is known as Beacon #3 and has a proposed 87 units of
multifamily and a total measured area of 101,618 square feet in total. Combined 296,297 square feet and
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236 units of multi-family housing. Below is an overview of the three buildings and their associated housing
units, leasable commercial space, and parking spaces.

Type Beacon 3 Beacon 1923 Beacon Spirit Total
East
11 9 2 19

Studio

1 Bedroom 69 44 36 142
2 Bedroom 7 14 21 40
Short Term Rental - 5 - 5

Condos - - 18 18
Total Units 87 72 77 236
Underground 70 40 35 145
Parking

13t Floor Parking 23 - - 23
Total Parking 93 40 35 168

Commercial, In 1,534 9,541 14,687 25,762
square feet
Tenants and lease and/or sale structure for the commercial space is unknown at the time of this Analysis.
A full rent schedule for the multifamily units is provided in the analysis of the Applicant’s financial model.

The Applicant anticipates an 18 month construction timeline. Lease up of units in Beacon 3 is expected in
2027 and commercial leasing is expected to begin in 2027. Full stabilization is assumed in 2029.
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A site map is provided below.
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THE PROJECT

Total Project sources and uses are summarized in the following table.

| Sources | Amount | % of Project Total

Equity $13,557,214 22.02%
Debt 48,000,382 77.98%
Total Sources $61,557,596

luses | Amount | % of Project Total

Acquire Beacon 1923 $17,725,275 28.79%
Acquire Beacon Spirit East 22,955,107 37.29%
Land 900,000 1.46%
Construction 17,800,000 28.91%
Civil Storm & Survey 30,000 0.05%
Architect & Engineering 150,000 0.24%
Project Contingency 125,000 0.20%
Signage 50,000 0.08%
Common Area & Exercise 50,000 0.08%
Commercial Tl's $20/sf 30,680 0.05%
Development Fee 900,000 1.46%
Equity/Finance/Closing 50,000 0.08%
Appraisal/Title/Bank Fee 30,000 0.05%
Leasing & Startup 100,000 0.16%
Legal & Accounting 20,000 0.03%
Property Taxes 50,000 0.08%
Construction Interest 6% 591,534 0.96%
Total Uses $61,557,596



DESCRIPTION OF ASSISTANCE REQUEST

Description of Assistance Request

The Applicant requests a 100% property tax abatement via Payment in lieu of taxes (“PILOT”) for 5 years
on Beacon 1923 and Beacon Spirit East and a 100% PILOT for 8 years on Beacon 3 (the “Incentive”). The
table below shows the total gross and net present values of the abatement in property taxes for the duration
of the incentive.

Requested Incentive Net Present Value (6%)

5-year 100% PILOT on Spirit and 2,504,336 2,104,974
1923

8-year 100% PILOT on Beacon #3 2,503,167 1,931,309
Total Incentives $5,007,501 $4,036,284

In the Return Analysis’s with-Incentive calculation, the PILOT is treated as a reduction in expenses.
Review of Applicant’s Financial Model

The Applicant provided a pro forma and sizing model detailing timing, financing, operating revenues and
expenditures and assumptions for the Project. Utilizing the baseline pro forma provided by the Applicant,
BTMA calculated the internal rate of return with and without the requested Incentive. The Return realized
by the Applicant is a result of the assumptions used in the creation of the operating pro forma. Therefore,
several steps must be taken to analyze the reasonableness of the assumptions used.

Step One — Evaluate Project Costs

The first step in analyzing the Return to the Applicant is to determine if the assumed Project costs are
reasonable. If the Applicant experiences cost savings, absent any other changes, the Applicant will realize
a greater return. Where applicable, BTMA compared estimated Project costs to third-party sources to gauge
the reasonableness of the Applicant's pro forma assumptions and to consider whether alternative
assumptions should be utilized.

Construction Costs

The Applicant’s hard construction cost estimate equates to $175.17 per square foot (“PSF”) for the entirety
of the 101,618 square foot development of Beacon #3 in addition to the building’s underground and main
level parking. A preliminary construction budget from a general contractor was provided by the Applicant
for the project.

To provide a cost comparison, BTMA utilized the RSMeans Data from Gordian to estimate the cost of
construction in the Grand Forks, North Dakota submarket using characteristics and parameters similar to
the indicated preliminary designs. RSMeans data provides accurate and regularly updated construction
cost estimates, which can be used as a reference point to verify the reasonableness of the Applicant’s
estimated costs.



REVIEW OF APPLICANT’S FINANCIAL MODEL

Construction estimates can vary widely depending on the building material and type of framing used. For
Beacon 3’s multi-family component, RSMeans estimated a per square foot cost of $169.93 PSF. For
Beacon #3's underground and main level parking garage, RSMeans estimated a per square foot cost of
$85.69 PSF. Combining the two separate estimates from RSMeans and controlling for redundant aspects
of the estimate, RSMeans shows a cost of construction of $178.334 PSF. The Applicant’s estimated cost
of $175.17 PSF is -1.77% lower than the RSMeans estimate.

The Applicant’s estimated construction costs appear reasonable and maintained for this Analysis.
Sitework

The Applicant didn’t provide any sitework costs. This is assumed reasonable as much of the sitework
already occurred when Beacon 1923 and Beacon Spirit East were constructed prior to their acquisition by
the Applicant.

Acquisition Costs

The Applicant’s pro forma shows a total combined acquisition cost of $41,588,608 for the two already-
constructed buildings and the site of Beacon 3.

The cost of acquisition for the 91,869 square foot Beacon 1923 building was $17,725,275, or $192 PSF.
The City Assessor provided a value of $12,636,000. The Applicant provided an appraisal report produced
by CBRE Valuation and Advisory Services dated June 6, 2025, which lists the following conclusions.

MARKET VALUE CONCLUSION

Appraisal Premise Interest Appraised Date of Value Value Conclusion
Prospective As Complete Fee Simple Estate November 29, 2025 $13,000,000
Prospective As Stabilized Fee Simple Estate August 29, 2026 $13,710,000
As ls Fee Simple Estate May 29, 2025 $11,550,000

Compiled by CBRE

The cost of acquisition for the 102,810 square foot Beacon Spirit East building was $22,955,107 or $223
PSF. The City Assessor provided a value of $14,835,000 for the building and $580,000 for the associated
parking lot. The Applicant provided an appraisal report produced by Appraisal Services Inc. dated April 22,
2025, which lists the following conclusions.

MARKET VALUE CONCLUSION

VALUATION SCENARIO INTEREST APPRAISED EXPOSURE TIME EFFECTIVE DATE VALUE
As-Is Market Value Fee Simple Estate 9 to 12 Menths April 22, 2025 $16,960,000
Prospective Stabilized Value with Condos Fee Simple Estate 9 to 12 Months October 1, 2026 $18,770,000
Prospective Stabilized Value - 77 Apartments Fee Simple Estate 9 to 12 Months May 1, 2026 $17,770,000
Prospective Scenario 3 $18,240,000

Unpaid Special Assessment Balance $787

There is a noticeable difference between the Applicant’'s acquisition costs for Beacon 1923 and Beacon
Spirit East and their respective third-party appraisals. The Applicant has clarified that acquisition costs are
elevated due to the financial issues of the prior developers of the two buildings.



REVIEW OF APPLICANT’S FINANCIAL MODEL

BTMA is still in dialogue with the Applicant to ensure their acquisition costs are fairly represented due to
the complex acquisition of the two existent buildings from the prior developer. However, to produce a
conservative analysis, sensitivity tests around the acquisition costs are performed at the end of this
Analysis. While the actual acquisition costs are maintained for this Analysis, the lowest as-is purchase value
of the two buildings is used for the sensitivity test at the end of the Analysis.

Developer Fee

The developer fee is not included in the Applicant’s internal rate of return because the developer fee is not
a profit margin. Rather, it is compensation for:

Assembling the Project team

Securing financing (debt + subsidies)

Managing pre-development and entitlements

Overseeing construction and lease-up

Taking financial risk (often unreimbursed time and expenses)

The Applicant lists a developer fee of $900,000 or 4.3% of the construction costs for the Project. While a
typical range for market-rate developments is often between 5.00%-10.00%, some developers choose to
compensate themselves exclusively through the Return.

The Applicant’s developer fee is considered reasonable.
Soft Costs, Contingency, and Other Expenses

The Applicant’s budget provides a detailed overview of various soft costs which have been aggregated.
These include architect and engineering costs, insurance, and other fees. Each of these components total
6.12%. The Applicant built a relatively small contingency into the hard construction cost estimates of less
than 1%. BTMA has observed a 5.00% construction contingency as standard. Expenses related to soft
costs and contingency can vary, but the industry standard for budgeting typically ranges between 5.00%
and 10.00% for market-rate developments. The Applicant’s softs costs and contingency assumptions are
considered reasonable as they fall within the industry range.

Step Two — Evaluate Operating Revenues and Expenditures

Operating Revenues — Multifamily

The Applicant provided detailed revenue assumptions for the multi-family and commercial components of
the Project. Operational revenue for Beacon 3’s commercial and multi-family leases will start in 2027,
however, multifamily revenue from Beacon 1923 and Beacon Spirit East is already being realized. The
basis for the Applicant’s operating revenues are current market data and real current leases.

The Applicant provided lease revenue assumptions for all apartment units and miscellaneous sources of
income associated with the multifamily component such as amenity fees, renters’ insurance, and parking.
Across all three buildings the average monthly lease revenue for studios is $1,021, for 1-bedrooms - $1,433,
and for 2-bedrooms - $1,887. The rent PSF ranges from $1.70 for studios to $1.54 PSF for 2-bedrooms.
The weighted average monthly lease revenue across the three buildings per unit is $1,480. The Applicant
assumes 5% vacancy across all unit types.

11



REVIEW OF APPLICANT’S FINANCIAL MODEL

To evaluate the Applicant’s multi-family rent and vacancy assumptions, BTMA compared the Applicant’s
estimates to market data available from CoStar. CoStar groups cities, villages, and towns by markets and
submarkets. The Project is located within the Grand Forks, North Dakota market. Costar reports the
following historical and current key performance indicators for the Grand Forks market.

Current Quarter Units Vacancy Rate Asking Rent Effective Rent Aht'c;‘ri;:;ion Delivered Units Undarn(ii:nstr
4 & 5 Star 1,135 4.2% $1.528 $1.488 0 o] 1]

3 Star 6,078 3.5% $1,270 $1,265 3 0 1]
18& 2 Star 2,975 3.9% $800 $795 0 1] 1]
Market 10,188 3.7% $1,173 $1,164 3 0 0
Annual Trends 12 Menth I-Lii&:;i;:l ;“’I:I?ta Peak When Trough When
Vacancy 0.6% (YOY) 9.1% 4.5% 13.0% 2008 Q1 3.1% 2025 Q1
Absorption Units 119 190 (13) 516 2015 Q4 (92) 2021 Q2
Delivered Units 187 178 15 610 2016 Q2 1] 2021 Q2
Demolished Units 0 0 2 1] 2026 Q1 1] 2026 Q1
Asking Rent Growth 3.8% 1.5% 2.1% 5.9% 2025Q3 -2.4% 2009 Q4
Effective Rent Growth 3.7% 1.5% 2.1% 6.3% 2025 Q3 -2.0% 2009 Q4
Sales Volume $42M $12.8M N/A $57.8M 2020 Q3 50 2023 Q3

The following are Costar’s projections for performance indicators for the Grand Forks market's 4- & 5-star
multi-family.

Vacancy Market Rent Effective Rents
Year Units Percent Ppts Chg Per Unit Per SF % Growth Ppts Chg Units Per SF
2030 63 5.6% 0.2 $1,643 $1.56 1.6% (0.3) $1,600 $1.52
2029 61 5.4% 0.2 $1,618 $1.53 1.8% (0.2) $1,575 $1.49
2028 59 5.2% 0.3 $1,589 $1.50 21% 0.2 $1,547 $1.47
2027 56 4.9% 04 $1,557 $1.47 1.8% 0.5 $1,516 $1.44
2026 51 4.5% 0.1 $1,528 $1.45 1.4% (0.9) $1,488 $1.41
YTD 47 4.2% (0.2) $1,528 $1.45 2.0% (0.3) $1,488 $1.41
2025 50 4.4% 2.2 $1,508 $1.43 2.3% (4.8) $1,503 $1.42

The Applicant’s vacancy assumptions of 5% appear reasonable compared to the 4- & 5-star market. The
Applicant’s weighted average lease revenue per unit of $1,480 appears to nearly match the market's
effective rent of $1,488 for other 4- and 5-star properties. However, on a PSF basis their lease revenue of
$1.54-$1.70 PSF is elevated compared to Costar’s average of $1.45 PSF for 4- and 5-star units.

12



REVIEW OF APPLICANT’S FINANCIAL MODEL

The following is Costar’s observed data for market rent per unit by bedroom across the entire multifamily
market in Grand Forks.
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The Project is presumed to fall under the 4- and 5-star classification and CoStar doesn’t break down market
rent per unit by bedroom by star classification. However, it does appear the Applicant’'s lease revenue
assumptions may be aggressive on a per square footage basis.

The Applicant’s vacancy assumption of 5% appears elevated compared to the 4- and 5-star market's 4.2%
vacancy. This serves to reduce the Applicant’s Return and to produce a conservative Analysis, additional
sensitivity analysis around vacancy assumption was performed later in this Analysis.

The Applicant also provided additional revenue assumptions. These represent revenue from standard
ancillary fees, parking, pet fees, and utility reimbursements. In 2027, the Applicant projects these to be
almost $531,500 per year or about 13.8% of the total revenues from the multi-family portion of the Project.

Finally, the Applicant has short-term rental revenue from 5 units in the Beacon 1923 building. The
Applicant’s proforma shows revenue from $90 per night with 20 nights per month booked.

The Applicant’s multi-family lease revenue assumptions appear slightly aggressive while their vacancy
assumptions are slightly below market expectations. While their elevated lease revenue assumptions are
maintained to produce a conservative report, a sensitivity analysis for their vacancy assumptions is
performed at the end of this Analysis.

Operating Revenues — Retail

The Applicant also provided an annual rent revenue assumption for the 25,762 square feet of commercial
space at stabilized capacity of $412,192 which equates to $16 PSF. The Applicant assumes no vacancy.

13



REVIEW OF APPLICANT’S FINANCIAL MODEL

To evaluate the Applicant’s retail rent and vacancy assumptions, BTMA compared the Applicant’s estimates
to market data available from CoStar. The Project is located within the Grand Forks market. Costar reports
the following historical and current key performance indicators for the Grand Forks market.

Current Quarter

Malls

Power Center

Neighborhood Center

Strip Center
General Retail
Other

Market

Annual Trends

Vacaney

Net Absorption SF

Deliveries SF

Market Asking Rent Growth

Sales Volume

RBA Vacancy Rate Mark;te':tski"g Availability Rate N Abss:rpﬁ"" Deliveries SF oni;'::;'ti -
992,286 0% $12.41 0% 0 0 0
532,890 0% $18.95 0% 2,363 0 0
318,828 0% $14.41 1.9% 0 0 0
386,272 3.2% $15.31 4.8% 1475 0 0

4,378,994 0.4% $15.84 0.5% 0 0 0
0 - - - 0 0 0
6,609,270 0.4% $15.48 0.7% 3,838 0 0
12 Month "xf;"r:;:' ;‘;:‘;z’:t Peak When Trough When
-0.2% (YOY) 1.6% 0.6% 4.6% 2020 Q4 0.2% 2024 Q3
11.6K 41,759 (8.680) 276,561 2014 Q2 (192,173) 2021 Q1
17K 40,333 571 263,614 2014 Q2 0 2025 Q1

0.2% 1.1% 1.2% 3.3% 2024 Q1 -2.4% 2009 Q3

$25M $13.3M N/A $43.1M 2025 Q2 $60K 2010 Q3

The following are Costar’s projections for performance indicators for the Grand Forks market.

Year
2030
2029
2028
2027
2026
YTD

Per SF
$16.49
$16.31
$16.09
$15.82
$15.56
$15.48

Market Asking Rent Vacancy

Index % Growth Vs Hist Peak SF Percent Ppts Chg
129 1.1% 6.3% 52,717 0.8% 0.1%
127 1.3% 5.1% 45,442 0.7% 0.1%
126 1.7% 3.7% 39,518 0.6% 0.1%
124 1.6% 1.9% 35,760 0.5% 0.1%
122 0.3% 0.3% 31,019 0.5% 0%
121 0.2% -0.2% 29,004 0.4% 0%

The Applicant's commercial lease revenue estimate of $16 PSF is considered reasonable.

Operating Expenditures — Multifamily

The Applicant’s operating pro forma expenditures are summarized as follows. Operating expenses are
aggregated. The basis for the Applicant’s operating expenditures are current market data and performance

of comparable proiects

Applicant Operating Expenses

Management Maintenance
16% 16%

Operating ’ \ Administrative

2% 4%

Utilities
14%

Taxes and
Insurance

48%

14



REVIEW OF APPLICANT’S FINANCIAL MODEL

For the multi-family component, the Applicant assumed annual expenses of $5,005 per unit when excluding
taxes. This equates to a gross annual operating expense of $1,121,306 or $5.91 PSF for the total leasable
multifamily area.

Costar provides robust data for operational expenses in the Grand Forks market. Based on the data
available from Costar, average operating expenditures for a typical multi-family development in the Grand
Forks area is $4,620 per unit. Operating expenses can vary widely by market and specific development;
including wider industry standards, the Applicant’'s estimated operating expenditures of $5.91 PSF or
$4,751 per unit is considered reasonable.

Operating Expenditures — Commercial

For the commercial component, the Applicant assumed a gross annual expense of $194,386 which equates
to $0.46 PSF. According to the PWC Real Estate Investor Survey, First Quarter 2026, average operating
expenses for a retail development range between $0.10 and $1.00 PSF with an average of $0.37 PSF.

The Applicant's commercial operating expenditure assumptions appear reasonable.

Step Two — Evaluate Hypothetical Sale Assumptions

The third step in analyzing the Return to the Applicant is to determine the value of a hypothetical sale of
the assets in the final year of the operating pro forma. The determination of the potential market value of
the Project, through a hypothetical sale, is necessary as it allows for the inclusion of the value of the assets
in the rate of return calculation. The calculation of an IRR without the hypothetical sale would result in an
understated Return. The assumption of a hypothetical sale should not be interpreted to convey that the
Applicant intends to sell elements of the Project proposed for ownership and operation at the assumed or
any other date. Per industry standards, BTMA assumes the hypothetical sale in year 10.

The critical assumption when valuing the asset at the time of the hypothetical sale is the capitalization rate.
The estimated net operating income is divided by the capitalization rate, which results in the assumed fair
market value of the asset. The capitalization rate is intended to represent the yield of an investment over
one year and is also a useful measure of risk.

BTMA compared the forecasted Project Returns and evaluated the capitalization rates based on third-party
reference, the PWC Real Estate Investor Survey, First Quarter 2026, a national survey which publishes
data on the commercial real estate marketplace sampled from active investors. According to the PWC
Survey, capitalization rates for the national apartment market in Q1 of 2026 range between 4.25-6.50%,
with an average of 5.25%.

BTMA also utilized CoStar’s data for capitalization rates specific to the Grand Forks market for multifamily
buildings. The graphs below illustrate the difference in the distribution of capitalization rate data from CoStar
specifically for 4-5-star buildings in the Grand Forks market compared to the overall distribution of
capitalization rates in the Grand Forks area. According to CoStar, the Grand Forks average capitalization
rate is 8.5%.

15



REVIEW OF APPLICANT’S FINANCIAL MODEL

4-5 STAR MARKET CAP RATE DISTRIBUTION MARKET CAP RATE DISTRIBUTION
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Due to the mixed-use nature of the Project, BTMA also referenced CoStar’s data for capitalization rates
specific to the Grand Forks market for retail buildings. The graphs below illustrate the difference in the
distribution of capitalization rate data from CoStar specifically for 4-5-star buildings in the Grand Forks
market compared to the overall distribution of capitalization rates in the Grand Forks area. According to
CoStar, the Grand Forks average capitalization rate is 8.3%.
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Due to the impact of the capitalization rate on the Project’'s Return and due to the limited sample size of
recent 4-5-star property sales in the Grand Forks’ market observed by CoStar, data from other North
Dakota and South Dakota markets were reviewed. These other markets affirmed the Grand Forks data; for
example, CoStar showed a cap rate of 8.9% for multifamily in Fargo, North Dakota. Considering the data
reported by CoStar and the PWC survey, BTMA modeled the final sale with a 7.5% terminal capitalization
rate which aligns with the market average for the area.

Outside of standard project Return analysis, another measure of project feasibility is the Debt Service
Coverage Ratio (DSCR), which is a calculation detailing the ratio by which net operating income exceeds
the debt-service payments for the project. If the DSCR is greater than 1.0x it indicates the project has net
operating income that is greater than the debt service payment by some margin; conversely if the DSCR is
less than 1.0x it indicates the project is incapable of meeting its debt service payment and would need to
seek additional revenue sources in order to pay its debt. Typical lending standards will require a DSCR of
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greater than 1.0x as a measure of cushion in the event that actual revenues and expenses are different
than what has been projected.

The Applicant’'s average DSCR without the Incentive in the first ten years of the Project is 1.00x. While with
the Incentive, the average DSCR in the first ten years of the Project increases to 1.14x.

Internal Rate of Return

The profitability measurement used to evaluate the need for assistance is the return on investment, referred
to as the internal rate of return (“IRR” or “Return”). To determine the likelihood that the Project would be
undertaken without the Incentive, the Applicant’s estimated IRR without Incentive is compared to the Return
sought by investors in similar projects in the current national apartment marketplace, according to the PWC
Investor Survey.

The following graph illustrates the estimated unlevered range of returns that investors currently seek in the
multifamily asset class, according to the Q1, 2026 PWC Survey, and the estimated unlevered rate of Return
for the proposed development.

Internal Rate of Return Analysis (IRR)

12.00%

10.00%

q PwC Range (Upper Boundary), 9.50%

8.00%

6.00% 1 PwC Range (Lower Boundary), 6.00%

4.00%

2.00% @- Project IRR - With Incentive, 2.01%
€ Project IRR - Without Incentive, 1.00%

0.00%

Due to the elevated acquisition cost for Beacon 1923 and Beacon Spirit East, the Analysis was also
performed using the 3™ party appraisals’ as-is market value of $11,550,000 and $16,960,000, respectively.
This reduces the Project’s costs by $12,170,382 or nearly 20%. This increases the Applicant’s unlevered
Return without the incentive to 3.89% and with the incentive to 5.14%. Even with this substantial decrease
in Project costs, the Project falls short of the Return sought by investors in similar projects in the current
national apartment marketplace.
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Conclusion

BTMA determined that the proposed Project without the requested incentive has a forecasted Return that
is below the national average benchmark return, making it unlikely that the Project would be undertaken
without the requested Incentive in the current market. Our Analysis demonstrates that the requested
Incentive is necessary for the Project to complete the Applicant’s capital stack and realize a reasonable
market rate of return. The most significant variables impacting the Return are tied to the thin marginal
revenues of developing mixed-use developments and the elevated cost of construction and capital.
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Appendix — Data Sources

CoStar Group

PWC Investor Survey

RS Means

www.costar.com

CoStar Group (NASDAQ: CSGP) is a leading
global provider of commercial and residential real
estate information, analytics, and online
marketplaces. Included in the S&P 500 Index and
the NASDAQ 100, CoStar has provided data and
information services for over 37 years to the
commercial real estate market. The platform
allows access to a comprehensive inventory of
over 7 million properties, twenty million lease and
sale comparables, and 8.3 million commercial
tenants.

www.pwc.com

The PwC Investor Survey is a trusted source of
research and investment criteria. For over 35
years, the PWC Investor Survey has provided
data and insights for commercial real estate
investors. The PwC Investor Survey includes
regional and national data for investor
expectations concerning commercial real estate
and is published on a quarterly basis. Survey
participants represent a cross-section of major
institutional equity real estate investors who invest
primarily in institutional-grade property. Survey
results are intended to be interpreted as
expectations and does not reflect actual property
performance.

www.rsmeans.com

Gordian is a leading provider of facility and
construction cost data, software and services for
all phases of the building lifecycle. A pioneer of
Job Order Contracting (JOC), Gordian’s offerings
also include proprietary RSMeans Data and
facility intelligence solutions. The RS Means
square foot estimator uses a predictive pricing
model based on national, regional, and local data
for a variety of commercial real estate
developments.

20


http://www.costar.com/
http://www.pwc.com/
http://www.rsmeans.com/

APPENDIX — GLOSSARY OF COMMON TERMS

Appendix — Glossary of Common Terms

Basis Point

Capitalization Rate (Cap Rate)

Development Land / Pad Sites

Developer’s Fee / Profit

Discount Rate
Equity

Levered Return

Management Fee

Net Lease

Net Operating Income (NOI)

Operating Expenses

Replacement Reserve

Tenant Improvement Allowance

Unlevered Return

1/100th of a percentage point (0.01%)

The relationship between a single year’s net
operating income expectancy and the market
price or value. Also a useful measure of risk.

Land that has been purchased, readied for
development (i.e. entitlements and infrastructure),
and subsequently sold to builders.

A market-derived figure that reflects the amount a
developer expects to receive for their contribution
to a project and risk.

Assumed rate of return used to discount future
cash flows back to their present value.

Cash provided by the Developer for the Project or
share of ownership.

The use of borrowed funds to increase the yield
(return) that would otherwise be realized on an
equity investment when there is no debt financing
(see “Unlevered Return”).

An expense representing the sum paid for or the
value of management services, including
incentives, expressed as a percentage of total
revenue.

A lease in which the landlord passes all expenses
on to the tenant. As an investment, an income-
producing property leased, often for 20 years or
longer, to a creditworthy tenant.

Income remaining after deduction of all the
property’s operating expenses.

The ongoing expenditures incurred during the
ordinary course of business necessary to maintain
and continue the production of gross revenues,
not including reserves, debt service, and capital
costs.

Amount allocated for periodic replacement of
building components during a property’s economic
life.

A dollar amount (usually expressed as an amount
per square foot) provided to the tenant by the
landlord for the construction of tenant
improvements, which may or may not equal the
cost of remodeling.

Assumes that a Project is financed and completed
entirely with cash from the Developer and no debt.
BTMA’s preferred approach when estimating the
internal rate of return.
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Economic development is a team sport. Successful projects are driven by community collaboration. Baker Tilly’s
experience serving entities across the public sector, and our abilities to leverage the firm’s private sector expertise,
brings unique perspectives to understand community-wide goals in support of sustainable economic development. We
take a holistic approach to managing project needs while bringing the community’s vision to life.

The members of Baker Tilly’s economic development team contributing to this report include the following.

Tom L. Kaleko, Principal

Tom leads Baker Tilly’s municipal advisory professionals in Missouri and
Kansas. He has provided financial advice to cities and counties

since 2005. Previously, he served for 20 years in various city

management capacities. Tom has extensive experience helping high-
growth communities address their capital needs. He specializes in the

areas of economic development and development finance — aiding in the
evaluation and financing of mutually beneficial public-private partnerships.
Tom has advised on some of the largest economic development projects
across Missouri and Kansas with investment totaling in the billions of dollars.

Tom earned a Master of Public Administration from the University of Kansas
and a Bachelor of Business Administration from the University of Tennessee.
He is a registered Municipal Advisor and Municipal Advisor Principal with the
Securities and Exchange Commission.

(816) 333-7294
Tom.Kaleko@bakertilly.com

Kolbe Krzyzanowski, Manager

Kolbe joined the firm in 2021, bringing experience in local government and
economic development. Before joining Baker Tilly Municipal Advisors, LLC,
Kolbe worked as an independent research consultant and economist for a
large city in Missouri. He played a crucial role in the preparation of a

$1.7 billion annual budget, provided analytical support for strategic initiatives,
created complex financial models, and conducted policy, program, fiscal, and
economic analyses, including developing cost-benefit and feasibility studies for
economic development projects.

Kolbe earned a Master of Arts in economics and Bachelor of Arts in economics
from University of Missouri — Kansas City. He is a registered Municipal Advisor
with the Securities and Exchange Commission.

(916) 333-6899
Kolbe.Krzyzanowski@bakertilly.com
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Lucas Peterson, Senior Consultant

Lucas Peterson joined the firm in 2022, bringing experience in state and local
government. Lucas began his career at the State of Kansas, working directly
with local leaders to revitalize rural communities, acquiring a range of policy
experience from affordable housing to childcare. After a year-long city
management fellowship with a suburban community, Lucas joined Baker Tilly
where he has focused on assisting communities with grant management and
fully utilizing Federal resources like the American Rescue Plan Act.

Lucas earned a Bachelor of Science from Kansas State University and a
Master of Public Administration from the University of Kansas.

(816) 518-0026
Lucas.Peterson@bakertilly.com

Joshua Davis, Consultant

Joshua is a consultant within Baker Tilly’s public sector advisory practice. He
provides analytic and quantitative support on economic development projects
and the issuance of municipal debt. Joshua'’s professional background
includes previous work in governmental affairs and was a recipient of the
Energy Policy Institute’s Bartlett Fellowship at The University of Chicago.

Joshua earned a Master of Public Policy from The University of Chicago —
Harris School of Public Policy and a Bachelor of Arts from Oklahoma City
University. He is a registered Municipal Advisor with the Securities and
Exchange Commission.

(608) 240-2445
Joshua.Davis@bakertilly.com
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