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Agenda Item: Beacon by EPIC Project Update and TIF Agreement Amendment

Submitted by: Todd Feland, City Administrator
Dan Gaustad, City Attorney
Maureen Storstad, Finance Director

Staff Recommended Action - Review and approve the Amended TIF Agreement, subject to final
review and approval of the City Attorney. (Additional Amendment Analysis in Bold)

April 22, 2024 — Committee Recommended Action: Motion by Vein, second by Weber to postpone
agenda item to City Council May 6, 2024 for further discussion. Motion carried unanimoulsy.

May 6, 2024 — Council Action:

Motion by Weber, second by Vein to approve with Council President Sande working with City Attorney Gaustad and developer on a final agreement which will
include a date certain for the construction of the 3rd building. Motion carried 4-2 with with Kvamme and Osowski dissenting and Lunski recused.

BACKGROUND AND ANALYSIS:

City Council Approval and Analysis Information from December 11 and 18, 2023
Committee of the Whole and City Council Meetings

On February 1, 2021, the Grand Forks City Council provided approval for the Beacon By EPIC
tax incentive as an 80 percent, up to 25-year term Tax Increment Financing (TIF) and TIF revenue
bonds to finance the public plaza improvement.

The property that is the subject of the Beacon by EPIC development is located at 710 1st Avenue
North, Grand Forks, ND 58201 (the old Townhouse Hotel) and is described as follows (the
“Beacon Development Property”):

Lots A, B, C, D and E, Block 2 of the Replat of Lot Two (2), Block Two (2),
Renewal Resubdivision No. 5 to the City of Grand Forks, according to the plat
thereof on file in the Office of the County Recorder within and for Grand Forks
County, N.D. as Document Number 819611.

Pursuant to N.D.C.C. §§ 40-05-24 and 40-58-20.2(4) the Grand Forks School Board approved the
TIF at its January 25, 2021 meeting and the Grand Forks County Commission provided its
approval of the TIF at its January 19, 2021 meeting, both entities supplied the City with written
documentation of this approval on January 28, 2021. The Grand Forks Park District has likewise
provided a general consensus to move forward with the same.

A final public hearing was held by the City Council on August 16, 2021 and resolutions by the
City Council for proposed Beacon By EPIC development plan (the “Beacon Development Plan”),
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the TIF District for this development and the TIF Agreement were approved by the City Council
on August 23, 2021.

Under the TIF Agreement, the Developer, at its sole cost and expense, is responsible to design,
construct and install the Public Plaza and City Parking Area and the three buildings that will
surround the Public Plaza (including infrastructure). The Public Plaza and City Parking Area are
described as the “Public Components.” This report may refer to just the Public Plaza, but such
reference does not and is not intended to exclude the City Parking Area or be an amendment of the
term Public Components used in the TIF Agreement.

When the original TIF Agreement was approved back in August, 2021, construction on the Beacon
Development commenced, and at this time significant work of two of the three buildings has
occurred, and work on the Public Plaza has also commenced.

Under the TIF Agreement, when the Public Components are completed and two of the three
buildings have been issued certificates of occupancy, title to the Public Components is to be
transferred to the City.

It is this title transfer that likewise triggers the City’s obligation to then reimburse the Developer
for the cost of constructing the Public Components — in sum to pay the purchase price for the
Public Components.

The way the TIF Agreement is set up, the amount payable by the City is generally to mirror a
payment 2/3 of the cost of the Public Components (plus the beautification funds discussed below)
when the City is transferred title, and the remaining 1/3 is paid later when the third building is
issued a certificate of occupancy.

The funds to make such payments would be made partially through bonds the City would issue
and as discussed below from beautification funds the City has designed in Economic Development
Fund 2163.

The repayment of the bonds comes from the tax increments, or increase in value of the property
prior to construction and the value after the buildings are constructed. This increase is referred to
as the “tax increment.”

The property tax mill rate is applied to the tax increment, and these revenues are directed to the
City to service the payment obligations under the bonds. From the perspective of the property
owner, there is no difference as to the amount of property tax that is payable. However, with a
TIF, it is the distribution of these property tax payments the property tax revenues that differs.
With a TIF, the property tax revenues are not distributed to the other property taxing entities that
generally occur with property tax payments. Instead, with a TIF, like that for the Beacon
Development, a portion of the property tax payments on the subject property (here from the three
buildings) is directed to the City and the City then uses such revenues to make payments on the
bonds.

Under the approved Beacon Development TIF, 80% of such property tax revenues are paid over
to the City and in turn will be used to make the payment on the bonds. The other 20% of the
property tax revenues will be distributed among the various property taxing entities, just like any
other property tax revenue is.



The City finance department, with the assistance of the assessment department, has done some
analysis to estimate the maximum amount of the bonds that the TIF revenues from the Beacon
Development Property could support. With the incremental value of two buildings, it is estimated
the TIF revenues can support a $4,800,000 maximum bond. With the incremental value of the
third building, it is estimated the TIF revenues can support a $2,300,000.00 maximum bond. Thus,
the total amount of the bonds that the TIF property tax revenues from the Beacon Development
Property can support is $7,100,000.00.

It was always anticipated the actual construction costs for the Public Plaza will exceed the amount
of the bonds that could be issued, and to fill that gap, the City had previously set aside
$1,150,752.00 of designated beautification funds within the City’s Economic Development Fund
2163. At this time, the Developer has provided an estimate of $8,402,059 to complete the Public
Plaza. Further refinement may still be needed given the estimated $7,100,000 from the bonds and
the $1,150,752.00, there is still remains a $151,307 shortfall. However, the bulk of the cost of the
Public Plaza will be covered.

The Developer has proposed some changes to the development over the course of its construction.
First, the third building will now include a hotel (along with other commercial areas and
residential). To accommodate an adequate entrance into the building, due to the operation of a
hotel, the Developer wishes to replat this particular lot and the adjacent Public Plaza lot. The replat
would increase the size of the Lot E of the Beacon Development Property, where the building with
the hotel is to be located, to become 35,485+ square feet, and decrease the size of the Lot C of the
Beacon Development Property, where the Public Plaza, is located to become 43,560+ square feet.
The Developer has stated that even with the reduction in the size of the Public Plaza lot, it will not
affect the features to be installed for the Public Plaza and the size of the Public Plaza is still larger
than the plaza in the Lights Development in West Fargo.

Also, the Developer is requesting the $1,150,752.00 of beautification funds currently to be used
for the payment of costs and expenses for the Public Plaza. It was originally anticipated this would
not be paid until the Public Plaza is completed.

As part of this request for the early payment of such funds, the successful and good faith
negotiations occurred between the Developer, the Developers bank (Bank Forward) and the City
so that the City’s funds are adequately secured and assurances are provided that the Public Plaza
will be completed, and which evidences the continued and significant financial commitment by
the Developer and its financing bank to this project and the City of Grand Forks.

These negotiations led to the following:

1. The Developer must deposit at least $2,500,000 of funds into an account that will be
controlled by Bank Forward as to distributions from such account and any distributions
are solely for purposes of paying the costs and expenses for the construction and
completion of the Public Plaza.

2. Bank Forward will receive a signed sworn construction statement by Community
Contractors to ensure the City funds ($1.1M), plus Developer funds ($2.5M) and plus
Bank Forward’s loan proceeds, there are sufficient funds to pay all costs to construct
the Public Plaza and the Public Plaza will be completed.

3. The City would not be expected to provide the $1.1M of its funds until both events
described in item 1 and 2 above have occurred and Bank Forward’s loan, that is to
provide the remaining funds for the construction of the Public Plaza, is closed.
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Upon items 1 and 2 above occurring, and the City providing its $1.1M of funds, the
Developer will execute a mortgage to grant the City a first lien on Lot C (where the
Public Plaza is to be located) and Lot E (where the 3™ building with the hotel is to be
located).

Upon items 1 and 2 above occurring and the City providing its $1.1M of funds, Bank
Forward will subordinate its lien interest to the lien interest of the City from the
mortgage on Lots C and E — thus putting the City in a first lien position.

This above, along with some other proposed changes, prompted modifications to the TIF
Agreement which are summarized as follows:

1.

There were transfers of the parts of the Beacon Development Property to other
entities related to the Developer — these other entities are Beacon East Real Estate
Holdings, LLC and Beacon NW Real Estate Holdings, LLC. These two entities
were added to the agreement.

The description of Building 3 (at Section 1.11) includes a hotel being part of the
building.

The terms relating to the City Additional Funds (being the $1,150,752) and a
mortgage to secure these funds were added and are now in Sections 1.17 and 1.18.

The City Building Space is now being designated to be in Building 2, and in turn
Section 1.24 was modified to reflect the same.

Targeted Property Values were updated based on further analysis by the assessing
department. See Section 1.61.

The method to the amount payable for the Public Components — referenced as
“Total Reimbursable Public Costs” at Section 1.63 was updated to reflect two
separate bond issuances will occur. Again, the calculation is to reflect the amount

maximum bond amount the TIF revenues can support.

Updates as to dates of completion for the three buildings and the Public
Components in Sections 2.1.8, 2.1.9, 2.2.3 and 2.2.4 are to be made.

Provides for the re-platting of Lots C & E at Section 2.3.4.

Section 3.3 addresses the following:

(a) The payment of the City Additional Funds (being the $1,150,752),

(b) Creation of a first lien mortgage from the Developer to the City on to Lot C
(Public Plaza lot) and Lot E (the lot with building 3 that will have hotel) to
secure such pre-paid funds

(©) Subordination by Bank Forward of its mortgage to the City’s mortgage, and

(d) Conditions that must be met before the City Additional Funds are paid out,
as per the proposal outlined above and other conditions.



(e))  This Section also includes a repayment of the City Additional Funds plus
3% interest if the Public Plaza is not done by July 1, 2025. If done before
then, and title to the Public Plaza is transferred to the City (which only
occurs when the Public Plaza is completed), then no repayment of the
Additional City Funds is required — such payment effectively becomes part
of the purchase price.

10. In connection with the payment of the City Additional Funds, attached is the
mortgage to secure this payment and create a lien in favor of the City in Lot C
(Public Plaza lot) and Lot E (the lot with building 3 that will have hotel).

11. Updates to Section 4.2 to include updated values.

12. Update to Section 4.3.2, as to the amount payable to Developer — the first payment
being the maximum bond that TIF revenues on the first two buildings will support
and the second payment being the maximum bond that TIF revenues on the third
building will support. Regardless, the agreement makes clear that the total payable
will not exceed the total of the actual construction costs.

13. In connection, a purchase agreement for title transfer and purchase of the Public
Plaza has been negotiated that is consistent with the terms TIF Agreement.

Finally, The Management Agreement to manage the Public Plaza after construction was modified.
Originally, there was to be an agreement between the City and an entity called Beacon Events,
Inc., a non-profit corporation. Beacon Events, Inc. was to have a board of directors consisting of
3 appointed by the City, 3 by the School District, and 2 by the Park District and 1 by the Developer.
It was then anticipated Beacon Events, Inc would contract with an entity, likely one related to
Developer that is managing the West Fargo facility.

After some initial meetings of Beacon Events, Inc.’s board members, this set up seemed too
complicated and one that involved issues as to who the employing entity would be and raised
concerns as to liability of this non-profit entity. Accordingly, what is now proposed, is the
management agreement be directly between the City and an EPIC related entity to run the day to
day operations. Also, if the City Council is inclined, a commission, similar to the Alerus
Commission, that would have more direct oversight of the day to day management entity could be
created and the agreement now includes reference to such possibility.

City Council Requested TIF Agreement Amendment Approval and Analysis Information
for April 22 and May 6. 2024 Committee of the Whole and City Council Meetings

The City administration to include the City Administrator, City Attorney, and Finance Director met
with representatives of EPIC on Thursday, April 18, 2024 to discuss the Beacon by EPIC Project.
The City administration received information that EPIC is not able to move forward financially with
the third building at this time. Due to the third building not being built at this time, The Beacon
Plaza baseline project will need to be reduced as the value of the third building will not be included
in the bonding to pay for The Beacon Plaza. With the City Council approval of the TIF Development
Amendment construction is expected to commence this spring with construction of The Beacon Plaza
and with an anticipated construction completion in September of 2024.



The Beacon Plaza baseline project will include estimated funding as follows.

TIF Bonding Capacity - $4,800,000.00.

City Beautification Funds - $1,150,752.00.

Developer Funds (EPIC/Community Contractors/Dakota Commercial) - $600,000.00.
Total Funds - $6,550,752.00.

The Beacon Plaza baseline project will include the following significant project components.

General plaza construction.

Stage.

Water splash feature.

Hockey arena with rented ice chiller and Zamboni.
Sound, lights, and WIFI.

City space in 1923 building with restroom allowance.

The Beacon Plaza baseline project will not include the following significant project components.

Video and technology.

Marquee entrance sign.

Purchase of ice chiller.

A Portion of the furniture, fixtures, and equipment.

The Beacon Plaza revenue bond:

Timeline is attached regarding steps involved in the bond issuance:
o This timeline will be revised — dates expected to shift out one month as most recent
estimate to have bond proceeds in September

The following, in general terms, are modifications in the Beacon TIF Development Agreement:

The changes to be made are to reflect cost-reducing changes in the plans for the Public Plaza,
and in turn the TIF Bond being supported by the TIF revenues from Building 1 and Building
2. The amount of the TIF Bond will still be limited based on the TIF revenues from the value
of Building 1 and 2. Also, there would be only one payment for the Public Plaza — a change
from the current agreement where two payments were to be made (the first payment when
the Building 1, Building 2 and the Public Plaza are done and the second payment when the
Building 3 was completed).

References to funding and servicing of the TIF Bonds will be based on value Building 1 and
2 only — again due to modified public plaza.

Provisions would be added to the agreement that TIF revenues from Building 3 and its value,
when built, would be used to pay costs to complete items that were not originally completed
with the build-out of the public plaza. A second TIF Bond could be issued for such additional
items, and the bond amount would not exceed the amount that the TIF revenues from
Building 3 could service.

The provisions regarding the time to complete the Public Plaza would be modified to the fall
of 2024, and for Building 3 it would be open ended.

The agreement would be modified to show what is paid with TIF Bond upon completion of
the Public Plaza would be based on value of Buildings 1 and 2 only — again the bond would
not exceed the amount that the TIF revenues from the value of Building 1 and 2 can
support. Of course, the maximum amount payable for the Public Plaza would not exceed the
cost of Public Plaza — for example, if the $1,150,752 of City beautification funds plus the
maximum amount of the bonds exceeds the cost for the Public Plaza, then the bond amount
would be reduced.

The terms regarding the early and advance payment of the beautification fund payment of
$1,150,752 remains the same, with one exception. The conditions for such payment would
stay the same, including a first lien mortgage on the Public Plaza lot and the lot where
Building 3 is to be constructed, closing of the Developer’s loan with Bank Forward, the funds



of which will be used solely to build the Public Plaza, certification that there are sufficient
funds to complete the Public Plaza (as modified). However, the one condition of the
Developer’s depositing money into an account at Bank Forward, which funds are to be used
solely to construct the Public Plaza, is changed in that Developer would deposit $600,000-
$700,000 rather than $2,300,000-$2,500,000. The reduction resulting of the deposit resulting
from modifications to the plans for the Public Plaza.

Various Definitions will need to be modified to reflect the change — the primary change being
that with modifications to Public Plaza plans, the TIF Bond will be supported based on the
TIF revenues from Building 1 and 2 only. TIF revenues from Building 3 would be used to
complete items that were not completed from the modification of the plans.

In the event another party acquires the lot where Building 3 is located, they would have to
agree to be bound by the TIF agreement. I would also anticipate provisions to assure the
buyer would have the ability to construct a building that has been contemplated (multi-story
mixed used building).

Changes in the purchase agreement for the Public Plaza will be made to reflect the change in
the amount to be paid for the Public Plaza.

City administrative staff will provide an overview of the TIF Development Agreement Amendment.

EPIC representatives will be available to provide an overview and update as the developer.

SUPPORT MATERIALS:

¢ Bond Issuance Timeline.

e Staff Report approved December 18, 2023.
e Presentation from December 18, 2023.

e Signed amended TIF Agreement.





