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Today’s Agenda
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l. Demographics Expanded Il.  Negotiating Incentive & Risk Management
3. Housing Shortage - Not Just a Pandemic ll. - TIF Revenue Bond Model
Problem IV. Economic Development Incentive Agreement
l.  So... What happened to the housing supply?? V.  Prosand Cons
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4. Incentivizing Development
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. Incentive on Paper
lIl.  Project Size Matters
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MEET THE PRESENTERS
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Gary Smith, CPA is a partner at
Reedy Financial Group, leading the
Economic Development &
Municipal Finance practices. Since
2012, Gary has worked with
communities across the State
navigate incentive options on
billions of dollars of economic
development projects. He has
advised on hundreds of complex
and routine taxable and tax-
exempt  borrowings, including
general obligation and various
other revenue bond structures.

Lisa Lee is a partner in the

Municipal Finance Group at Ice
Miller. Lisa focuses her practice on
working with municipal units of
government as bond counsel for a
wide variety of their financings,
including for general obligations,
utilities, tax increment, economic
development, letters of credit and
providing assistance to state and
local governments with taxable
and tax-exempt financing for
themselves and local industry.

IceMiller




Workforce Development —

Educated/Skilled Workforce

Economic Development-
The Three Pillars

Development Incentive — Provide
Financial Incentive to Entice

(YES, This Relates to Development
Housing)

Demographics — Have the Local

Workforce to Fill Job Openings
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Demographics Expanded

Benefits of Housing Starts & People Coming Into Your Community

Income Tax — Easily the #1 Benefit
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Emily Badger, in her 2022 published article in The New York
Times entitled “The Housing Shortage Isn't Just a Coastal
Crisis Anymore”, wrote:

Housing Shortage —

* “Freddie Mac has estimated that the nation is

Not Just A Pandemic short 3.8 million housing units to keep up with
household formation. Up For Growth, a Washington-
Problem based policy and research group focused on the

housing shortage, says that deficit doubled from 2012
to 2019. In that time, supply worsened in 47 states and
the District of Columbia... Among 310 metropolitan
areas nationwide, supply was dwindling or shortages
were growing worse in three-quarters of them heading
into the pandemic.”
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https://www.freddiemac.com/research/insight/20210507-housing-supply
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Housing Shortage Factors
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Housing Shortage Factors: Rate Environment

Rate Environment

Rising Rates
e The cost of borrowing has increased at an
unprecedented rate

« Cost of capital has risen for Developers,
making it more difficult to build profitable
developments

« Historically low rates in 2020-2021 are
keeping those that have a home in their
home.

Reedy Financial Group P.C.
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Fastest tightening pace since 1980s

Current cycle 2004

2015

Fed funds rate change (%)
w
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As of Nov. 2, 2022
Source: PMFA, FRED



Housing Shortage Factors: Housing Demand

Demand Surge B Thousands

Ilustration Notes: - entory — 1200

— —— Buyers — 1100

 Federal Reserve compiled the accompanying [~ Feb. = 1000

housing data from Zillow.com in 2021 B 7%

— — 800

. - — 700

 Home prices have soared as demand skyrockets | 1 s00

and people enter the housing market n L s

— — 400

 Inversely, monthly inventory plummets | | ' | | L 300
2017 2019 2021

Anenberg, Elliot, and Daniel Ringo (2021). "Housing Market Tightness During COVID-
19: Increased Demand or Reduced Supply?," FEDS Notes. Washington: Board of
Governors of the Federal Reserve System, July 08, 2021, https://doi.org/10.17016/2380-
7172.2942.
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Housing Shortage Factors: Labor Shortage

Labor Shortage Hitting Every Industry

e Construction labor hit particularly hard
* This was an issue before the pandemic

* Generational Challenge
* More skilled workers exiting the workplace

* Wages
* Higher wages are justifiable given the points above. Result —
higher priced homes

Reedy Financial Group P.C.
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TIF Primer

Base Assessed Value (AV)
* Existing AV at the time TIF is Established

* AV prior to an Allocation Area establishment continues to go

towards the overlapping taxing units’ tax base. &r‘(o«\
. .. ((\e(\ (\\,
* Fluctuates year to year during the neutralization & assessment Sess Q((\e
certification process 5% de“e\o
* Misconception — TIF takes money from Schools/Other Units deas\ 0(-(\'\(/
\O \\
Incremental Assessed Value (AV) e©

* AV set aside that is specifically due to AV fluctuations as a result
of the following:
* New Construction (+)
* New Abatement Roll off (+)
* New Destruction (-)

Allocation Allocation Area
Area Expiration
Established
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ncentivizing
Development
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Housing Development
Toolbelt

Method #1 - RDC Statute (IC 36-7-14-39(a))

e Pursuant to the RDC Statute, and subsequent DLGF
interpretation, Indiana allows for the capture of tax
increment on certain residential properties meeting the
following criteria

e Apartment Buildings with 4 or More Units
e Condominium Buildings with 4 or More Floors

Method #2 — RDC Residential Housing Statute (IC 36-7-14-
53,55,56)

* More recently, Indiana has allowed units to capture new
assessment on 1% residential properties for the purpose
of incentivizing private developers to construct new, or
renovate existing, market rate home to meet the demand
for workforce housing.

\“
-
-

* More time-consuming process

IceMiller




TIF Establishment Process

TIF Establishment

Executive and legislative bodies appoint members to
establish an RDC

RDC prepares a redevelopment or economic development
plan

RDC adopts Declaratory Resolution, plan, and factual
report

Plan Commission approval (is plan consistent w/ overall
plan of development for community)

Legislative body approval of Plan Commission Order
Publish notice of public hearing and distribute Impact
Statement

RDC holds public hearing and adopts Confirmatory
Resolution

Legislative body approval of creation of Area

RDC records Resolution, notifies Department of Local
Government Finance ("DLGF") and files documents with
County Auditor

IceMiller

Residential Housing Establishment

Same steps as the standard TIF establishment
Plus...

Consult with persons interested in or affected by the
proposed Housing Program

Provide affected neighborhood associations,
residents and township assessors with an adequate
opportunity to participate in an advisory role in
planning, implementing and evaluating the
proposed Housing Program

Hold a public meetings in the
neighborhood[s] to obtain the
neighborhood associations and residents

affected
views of



Residential Housing — 2023 Legislative Changes

HB 1005 (Housing) / HB 1454 (Department of Local Government Finance) — Residential TIF

« HB 1005 removes the requirement that school boards approve a municipality’s ability to use Residential TIF and removes the 1%
test threshold — under current law, a municipality could only use Residential TIF if they had less than 1% growth in their housing
stock over three years. This means in smaller municipalities, if 5 homes had been built over 3 years, they couldn’t use Residential
TIF.

. HB 1005 also limits a residential housing development program to 20 years instead of the 25 years in current statute

« In addition to the 20-year provision in HB 1005, there were additional guardrails added in HB 1454 related to Residential TIF,
including:

o HB 1454 sunsets the changes in HB 1005 with respect to Housing TIF for 4 years after which point the Residential TIF statute
revert to having the 1% threshold and school board approval

o HB 1454 also requires the RDC to report the number of houses completed under the Residential TIF program and the average
price of the house sold in the allocation area

IceMiller



Incentive
Methods

ReedyFiri-nc%GroupP.C - . g , |Ce|\/|I”eI’

Real Experience. Real Solutions.



* Characteristics of an Incentive
* Type
* Bond
* Abatement
* |ncentive Agreement
Timing

StrUCtu rl ng * Managing the TIF clock
Incentives Length

* 5yr, 10yr, 20yr, 25yr
Source

* Developer

* Local Unit

e Other

Risk

* Local Unit Vs. Developer

* Tax Status
* Public Bidding

Reedy Financial Group P.C
A
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Negotiating Incentive & Risk Management

Example Development: Multi-Family Housing Development

Project developer has quantified an incentive they would like to receive in
exchange for building out a new apartment complex.

@ Often, this incentive number is tied to the revenue the Developer
projects

@ Includes annual assessment increases due to trending property values

@ Includes annual increases in the total tax district rate based on a
composite growth factor

@ Assessment projection tied to total project investment

Reedy Fir%% Group P.C. I Ce M | ‘ ‘er
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While required incentives in your area may vary, it is
important to consider, and mitigate, the burden of risk

* What will the project realistically generate?
* Pull comp assessment data rather than using total

Negotiating |

I nce ntlve & * Take out composite growth factors in the tax rate and
o assessment
Risk

M an agement * Vehicle to Deliver Incentive

* TIF Revenue Bond — To provide a cash contribution up
front (to fund public improvement projects subject to
public bidding laws), the local unit will likely need to

pledge other revenues to make the bond marketable
(Risk)

* Economic Development Incentive Agreement — Provides
incentive over time, essentially providing a long-term
abatement. Developer only gets what they pay in tax
revenue (No Financial Risk)

IceMiller
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TIF Revenue Bond Example

Note: No relationship between the
lender & developer. While developer
project may be considered, the lender
will look to the local unit to make the
debt service payments and likely require
additional security (DSR, LIT pledge,
other TIF revenues, coverage
requirements, etc.)

Risk on local unit to make debt
service, regardless of what

happens with the development. K@(’\“&g

IS | |
IS | N | .|
.

A
' =
3. S pay for public improvements (utilities, == e
]
i}

. . I — -
road access, site acquisition, etc.)

IS | | -

uln =
Commission Tax payments (sufficient to fund debt service?) 4, Developer




Economic Development Incentive Agreement

Note
Can be difficult to negotiate

9, €
5\((\6\ ® Legal council imperative on structure "/'o
1 “Deemed Purchase” vs. Actual ’713: »

Cash Purchased Bond
May or may not include
third party bank

Reduces burden of risk on the unit of
government - L ]
OO [ —
1. Developer pays property tax within the e — ﬁ:EE' ;l—
Allocation Area nlm oo
Commission Developer



Pros and Cons

Revenue Bond Development Incentive Agreement

Pros Cons Pros Cons

Some Developers May Require
Shifts Risk Burden To Developer S Up Front (bank loan vs. cash
over time)

Could Shift Risk Burden To Local

Deli I tive Up Front .
eliver $ Incentive Up Fron Unit

Reduces Future Borrowing

Can Be Structured to Cashflows Potentially Less Cost of Issuance Can Be Difficult To Negotiate

Capacity
. . : Likely Requires Additional Revenue Can Function Like A “Super
Highly Effective Incentive Tool Pledge Abatement” Up To 25 Years

Delivers Less Incentive (Coverage Ideal Incentive Vehicle For Local
& Cost of Issuance) Unit

Reedy Fir%% Group P.C. Ice M I ‘ ‘er
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Housing Incentive
Example

Deal Summary

| XYZ Development Co is seeking financial
2 4 incentive to build 50 single family
residential homes in your community

Developer Requests

* City purchases land and sells it back to
the Developer

* Net Cost - $500,000
City extends water/sewer service to the
site

* Cost - $1,000,000
City provides sidewalk/street
improvement

* Remainder of Revenue Projection

- $368,269

Total Cost to the City = $1,868,269

Real Experience. Real Solutions.



Housing TIF Economics

Property type

Divided By

Taxing District Rates

Gross Tax Bill
Circuit Breaker

Circuit Breaker

Example
Homestead Homestead Homestead Commercial Commercial Comercial
Gross Assessed Valuation $ 200,000 $ 250,000 $ 300,000 $ 10,000,000 $ 12,500,000 $ 15,000,000
Less: Homestead Deduction $ 45,000 $ 45,000 $ 45,000 $ - $ - $ -
Less: Mortgage Deduction $ 3,000 1$% 3,000 | $ 3,000 $ - $ - $ -
Less: Supplemental Deduction $ 54250 | | $ 71,750 | $ 89,250 $ - $ = $ =
Equals: Net Assessed Valuation $ 97,750 $ 130,250 $ 162,750 $ 10,000,000 $ 12,500,000 $ 15,000,000
$ 100 $ 100 $ 100 $ 100 $ 100 $ 100
Equals: Taxable Amount $ 978 $ 1,303 $ 1,628 $ 100,000 $ 125,000 $ 150,000
2.5942 2.5942 2.5942 2.5942 2.5942 2.5942
$ 2,536 $ 3,379 $ 4,222 $ 259,420 $ 324,275 $ 389,130
Tax Cap $ 2,000 $ 2,500 $ 3,000 $ 300,000 $ 375,000 $ 450,000
Loss ['s 536 | | $ 879 [ s 1222] [s RE HRE -
$ 2,000 |s 2,500 | $ 3000 [s 250,420 [ 324275] [s 389,130

Net Tax Bill

Homes Built
50

Projected Revenue

| $

Reedy Financial Group P.C.
A
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woo000] [B0 = igseon] [

Projected Revenue

Projected Revenue

150,000 |

Note: Substantial deductions and low 1%
circuit breaker cap on residential

Note: Commercial properties bring in more than
2.5X the revenue of residential

IceMiller



Incentive on Paper

IceMliller
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Example Financings

Traditional TIF Borrowing

Developer Purchase

Principal S 1,500,000
Rate 4%
Term 46
Payment $100,360

Debt Service Coverage 125%

Estimate Sources & Uses

Principal S 1,868,269
Rate 4%
Term 46
Payment $125,000

Debt Service Coverage 100%

Estimate Sources & Uses

Sources Sources

Par Amount S 1,500,000 Par Amount S 1,868,269
Total Sources $ 1,500,000 Total Sources $1,868,269
Uses Uses

Project Fund Deposit S 1,330,000 Project Fund Deposit S 1,868,269

Capitalized Interest S 120,000

Cost of Issuance S 50,000
Total Uses $ 1,500,000 Total Uses $1,868,269
Developer Ask S 1,865,000 Developer Ask $1,865,000
Surplus/(Deficit) $ (535,000) Surplus/(Deficit) S 3,269

*COI & other costs paid by Developer




Project Size

Matters

Reedy Financial Group P.C
A
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Property type

Gross Assessed Valuation

Less: Homestead Deduction

Less: Mortgage Deduction

Less: Supplemental Deduction
Equals: Net Assessed Valuation
Divided By

Equals: Taxable Amount

Taxing District Rates
Gross Tax Bill

Circuit Breaker Tax Cap
Circuit Breaker Loss

Net Tax Bill

Homes Built

50

75

100
125
150
175
200

Homestead Homestead Homestead
$ 200,000 $ 250,000 $ 300,000
$ 45,000 $ 45,000 $ 45,000
$ 3,000 $ 3,000 $ 3,000
$ 54,250 $ 71,750 $ 89,250
$ 97,750 $ 130,250 $ 162,750
$ 100 $ 100 $ 100
$ 978 $ 1,303 $ 1,628
2.5942 2.5942 2.5942
$ 2,536 $ 3,379 $ 4,222
$ 2,000 $ 2,500 $ 3,000
$ 536 $ 879 $ 1,222
$ 2,000 $ 2,500 $ 3,000
Projected Revenue Projected Revenue Projected Revenue
$ 150,000 $ 187,500 $ 225,000
$ 200,000 $ 250,000 $ 300,000
$ 250,000 $ 312,500 $ 375,000
$ 300,000 $ 375,000 $ 450,000
$ 350,000 $ 437,500 $ 525,000
$ 400,000 $ 500,000 $ 600,000

IceMliller




Closing Comments

* There is a shortage of affordable housing in Indiana

* Economic development is a vital part of sustaining/growing a community
e Especially true of units in a high circuit breaker environment

* Legislature provides communities with tools to incentivize affordable housing
* These tools may not be as helpful as they seem in some cases
* HB 1005 State Backed Revolving Loan Fund — waiting on details

* Understand risk management when discussing economic development incentives. Who is at risk?

* Residential TIF incentive can be difficult to deliver without putting up the credit of the Municipality/County
* Large projects are preferable — we need a lot of homes with the tax caps to make a difference

e Consult with your legal & municipal advising team on these matters

Reedy Fuiﬁ% Group P.C. IceMliller
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Questions/Thanks

Thank You for Attending Today’s Presentation!

IceMliller
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