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Introduction  
 
Vermont LLC is requesting reconsideration of a 10-year, 75% Neighborhood Revitalization Area (NRA) 

rebate and an Industrial Revenue Bonds (IRB) sales tax exemption on construction materials to support the 

development of two vacant parcels, located at approximately 800-815 Vermont Street in the Downtown 

Lawrence business district, into a mixed-use, commercial and residential project.   

 

This request was originally considered in December 2016 by the City Commission, but did not proceed.  

The Applicant is requesting reconsideration given the City did not have of an economic development policy 

in place at the time that addressed affordable housing requirements.  (The new policy, adopted January 

2017, specifies affordable housing requirements.) and the removal of any personal residence within the 

project participating in receiving NRA rebates. 

 

Actions to Date  

Originally a Request Letter and Incentives Application were received May 18, 2016 from the Applicant 

requesting a 10-year Neighborhood Revitalization Area (NRA) with an 85% rebate provided annually for 

years 1 through 5 and a 50% rebate provided annually for years 6 through 10. Industrial Revenue Bond 

(IRB) financing was also requested to receive a sales tax exemption on construction materials. 

 

As a result of gap analysis findings, the Applicant submitted a revised Request Letter and Incentives 

Application on October 10, 2016 requesting a 10-year Neighborhood Revitalization Area (NRA) with a 75% 

rebate provided annually. Industrial Revenue Bond (IRB) financing was also requested to receive a sales 

tax exemption on construction materials expenses.  

 

The request was considered by the Affordable Housing Advisory Board (AHAB) at their October 10, 2016 

meeting. AHAB voted 6 to 0, with one abstention, to recommend the affordable housing aspects of the 

project to the City Commission.   

 

The request was considered by PIRC at their November 1, 2016 meeting. PIRC reviewed the request and 

voted 4 to 2 to recommend the project, as requested (75% NRA rebate, 10-year period) to the City 

Commission. 

 

The City Commission received AHAB’s and PIRC’s recommendation at their December 6, 2016 meeting.  

However, the project was not approved at the 10-year, 75% NRA rebate level and did not proceed to the 

County or School Board for NRA consideration. 
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Project Overview  

 

The Applicant is proposing the construction of a multi-level, mixed use commercial and residential 

development that will be located on two adjacent City lots (Vermont Street Lot 51 and N 45, lot 53) at 

approximately 800-815 Vermont Street.  The applicant currently owns both lots, which have been vacant 

since 1990.  Plans call for the project to have five levels as well as an underground parking facility. Note 

project parameters have not changed since originally proposed. 

 

Vermont Place Project (with Underground Parking) 

Level Type Size (SF) # Units 

Basement Underground Parking 10,695 22 

Floor 1: Commercial 7,788 Tenant Dependent 

Floor 2: Office 6,504 30 

Floor 3: Residential Condominiums 7,957 11 

Floor 4: Residential Condominiums 6,474 
 

Floor 5: Private Condominium 2,845 1 

Total Rentable SF: 14,292 
 

Total Saleable SF: 17,276 
 

Gross SF:  42,263 
 

 

The first floor is anticipated to support retail and/or commercial tenants.  The second floor is anticipated to 

be divided into 30 individual offices (approximately 150-300 square feet), each taking advantage of 

common area shared space and amenities (e.g. restrooms, reception area, high-speed fiber, office support 

equipment).   

 

Twelve residential units are planned to be included on floors 3-5. Floors three (3) and four (4) are 

anticipated to support eleven (11) “for sale” residential condominiums. For technical analysis, floor five (5) 

is assumed to be the owner’s private residence. 
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Unchanged from the original request, the Applicant will also provide one, fully finished condo and 

underground parking space to be held in perpetuity as affordable housing. 

 

AH Assumptions 

SF # Units # BD # Parking 

600 1 1 1 

Applicant's Affordable Housing Subsidy 

 
AH Unit Market Unit Subsidy 

Sales Proceeds $91,086 $129,438 $38,352 

Finishing Costs ($102/SF)* $61,200 $0 $61,200 

Parking Space (Basement) $54,340 $0 $54,340 

Total $206,627 $129,438 $153,892 

*Fully Finished Unit 
   

 

The affordable housing condo will be fully finished and its sale restricted to income-qualified households.  

This unit represents approximately 8% of the total residential units and 3.5% of the total residential square 

footage as designated affordable housing.  

 

 

Affordable Housing Unit 

 
Total AH % of total 

Residential Units 12 1 8.3% 

Residential SF 17,276 600 3.5% 

 

The remaining condos will vary in size from 739 to 2,845 square feet and will be sold unfinished (aka warm 

shell). Final finishes of these condos will be the responsibility of the buyer. 
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Analysis  

 

The Applicant is requesting the City Commission reconsider the request for the same project and incentives 

package, with the exception that the Owner’s personal residence would be shielded from NRA rebates.  In 

addition, current data and recent cost and revenue estimates are to be incorporated to bring analysis up-to-

date. Estimated fiscal impacts to taxing jurisdictions are examined through a benefit-cost analysis and 

project financial feasibility is examined through a “But For” analysis (gap analysis). 

 

The following presents analytical results based on economic development policy in place when the 

project was first considered.  Data and estimates have been updated for current analysis. 

Adjustments have been incorporated within analytical models to reflect recent legislative changes 

now requiring exclusion of the school district’s capital outlay mill levy from NRAs. 

 

 

Benefit-Cost Analysis (BCA) 

Based on information received through an updated incentives application (received June 28, 2017) and gap 

analysis performed June 2017 the National Development Council, staff conducted analysis of the benefits 

and costs associated with the project utilizing the City’s economic development benefit-cost model.  This 

model measures estimated fiscal impacts to four taxing jurisdictions: City, County, School District, and 

State.  Furthermore, the model outputs a ratio reflecting the comparison of estimated costs to estimated 

benefits returned to the jurisdictions as a result of the project.   

 

Overview of assumptions utilized within the benefit-cost model: 

 

 

Assumptions 

Total Capital Investment $9,675,629  

Property Valuation for Property Tax Revenues $7,690,854  

Net New Full-Time Jobs Created n/a (part-time only) 

Average Annual Salary Per Net New Full-Time Position n/a (part-time only) 

Total Estimated Sales Tax Exemption Savings (City, County, 
State) 

$283,621  

Total Estimated NRA Rebate (10 years, 75%) $1,019,888  

2016 Mill Levy 130.970 
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• Capital Investment & Job Creation 

According to the incentives application received, the project is valued at approximately $9.7 million 

($8,973,522 in building capital investment + $700,000 land value)   

 

Although the model does not consider part-time or temporary positions, the applicant has indicated 

the project will support one part-time position paying approximately $17,000 annually and 100 

temporary construction jobs paying an average annual salary of $45,500.  

 

• Estimated IRB Sales Tax Exemption 

Based on the applicant’s estimation of construction expenses ($9,275,979), an IRB used to obtain 

a sales tax exemption on construction materials would be worth approximately $274,013 in total 

sales tax savings.   

 

Total estimated cost would be $66,845 to the City, $11,557 to the County, and $205,219 to the 

State ($283,621 total).1  The below assumes all construction materials are delivered to the site and 

subject to local sales taxes.  

 

Summary of Estimated Sales Tax Savings: Vermont Place IRB 

City  Tax Rate 
Estimated Sales Tax 

Amount 
Total 

City Sales Tax 1.55% $48,937  
$66,845  

City Portion of Countywide 1% Sales Tax 0.57% $17,908  

County Tax Rate 
Estimated Sales Tax 

Amount 
Total 

County Portion of Countywide 1% Sales Tax 0.37% $11,557  $11,557  

State Tax Rate 
Estimated Sales Tax 

Amount 
Total 

State 6.50% $205,219  $205,219  

Other Tax Rate 
Estimated Sales Tax 

Amount 
Total 

Other County Municipalities Portion of Countywide 
1% Sales Tax 

0.07% $2,107  $2,107  

Total 9.05% $285,728 $285,728  

 

 

 

                                                 
1 The cost-benefit model does not consider fiscal impacts to Other County Municipalities.  Consequently, the Countywide portion attributed to sales tax exemption 

savings forgone by other County municipalities ($2,107) was not included in the cost-benefit model.  However, gap analysis would consider the total sales tax 

savings realized by the developer from all taxing jurisdictions. 
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Breakout of Sales Tax Savings Estimations 

Total Construction Costs 
Materials 

Expense % 
Estimated Materials Cost 

$9,673,522 32.64% $3,157,210 

Vermont Place: Construction Sales Tax Exemption 

Taxing Jurisdiction 
Tax Rate (Jan 

2017) 
Est Sales Tax Amount 

City 1.55% $48,937  

County 1.00% $31,572  

City Portion of 1% Countywide Sales Tax $17,908  

County Portion of 1% Countywide Sales Tax $11,557  

Other County Municipalities Portion of 1% Countywide Sales Tax $2,107  

State 6.50% $205,219  

Total 9.05% $285,728  

City Total 
 

$66,845  

County Total 
 

$11,557  

 

 

 

• Base Property Taxes 

In its present condition, the two lots generate approximately $7,200 per year in real property taxes.  

Through the NRA program, these “base” property taxes are shielded from rebates and would 

continue to be paid by the property owner.  Only a percentage of the incremental increase in 

property value resulting from project improvements is subject to NRA rebates and then only during 

the NRA period.  After the NRA period, no reimbursements are made on property taxes and the 

property returns fully to the tax rolls. 

 

2016 Tax Information 

Property Address 
Appraised Assessed Property Tax (est.) 

Land Improvements Total Land Improvements Total 0.130970 

800 Vermont Street, Block 2 $234,000  $0  $234,000  $28,080  $0  $28,080  $3,678 

800 Vermont Street, Block 3 $222,300 $0  $222,300  $26,676 $0  $26,676  $3,494 

Total $456,300  $0  $456,300  $54,756  $0  $54,756  $7,171  
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• Projected Property Tax Revenues 

The below shows property tax projections for the incentive period as well as five years after the 

incentives expire.   Amounts are broken out by the base taxes (or what the property would have 

originally generated if the property had not been improved), net new tax revenues, and annual 

NRA rebate to be provided to the property owner. Note the “Base Tax” is shielded from NRA 

rebates and will continue to be paid by the property owner throughout the incentives period.   

 

 

Projected Tax Revenues Change 
in Net 
Tax 
Revenues  

NRA Rebate Period 

Y1 Y2 Y3 Y4 Y5 Y6 Y7 Y8 Y9 Y10 

Base Tax (unimproved 
value) 

$7,171 $7,171 $7,171 $7,171 $7,171 $7,171 $7,171 $7,171 $7,171 $7,171 $71,714 

Net New (Incremental) 
Tax to Taxing Bodies 

$54,224 $55,628 $57,068 $58,544 $60,057 $61,607 $63,197 $64,826 $66,496 $68,207 $609,854 

NRA Rebate to 
Property Owner (75%)  

$90,415 $92,820 $95,284 $97,810 $100,399 $103,053 $105,774 $108,562 $111,420 $114,349 
 

Total Tax $151,811 $155,620 $159,524 $163,526 $167,628 $171,832 $176,142 $180,559 $185,087 $189,728 750.40% 

 

 

Projected Tax Revenues 
Change in Net Tax 
Revenues (Y1-15) 

 

Post Rebate Period 

 Y11 Y12 Y13 Y14 Y15 

Base Tax (unimproved value) $7,171 $7,171 $7,171 $7,171 $7,171 $107,571 

Net New (Incremental) Tax to Taxing Bodies $187,314 $192,189 $197,187 $202,310 $207,561 $1,596,415 

NRA Rebate to Property Owner (75%)  $0 $0 $0 $0 $0 
 

Total Tax $194,485 $199,361 $204,359 $209,481 $214,732 1384.05% 

 
Above projections assume mill levy is held steady (to account for future tax lid) and a 2.5% annual inflation factor on property valuation. 
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• Evaluation Period  

The benefit-cost model utilizes a 15-year evaluation period for projects seeking assistance over 10 

years.  This not only allows for short term financial analysis over the incentive period, but long-term 

investment feedback once the project is fully on the tax rolls.  Under this evaluation scenario, five 

years of longer-term returns can be examined.   

 

In actuality, real estate projects have a much longer usable life than fifteen years and would remain 

fully on the tax rolls for many more years after the incentive period has expired. In most cases, this 

would likely generate a much higher benefit-cost ratio than shown in the below analysis. A 15-year 

evaluation period thus produces a relatively conservative estimate of longer-term project benefits. 
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• Benefit-Cost Model Results: 

The following table shows benefit-cost model results for a 15-year evaluation period.  As can be 

seen, the project exceeds the 1.25 benefit-cost ratio threshold for the City and County with a 10 

year, 75% NRA rebate and a stand-alone IRB that captures sales tax exemption savings on 

construction materials.  

 

Vermont Place 

Description City County USD* State* Total Value 

10 Year, 75% NRA Rebate 
1.82  2.74  n/a n/a 

$1,019,888  

Stand-alone IRB for Sales Tax Exemption $283,621  

Total 
    

$1,303,508  

 

*State and School District does not have any costs associated with the project since it will not add full-time employees and thus no new households are 

assumed to be created. 

 

 

The table below shows estimated incentive values and corresponding CBA ratios for each taxing 

jurisdiction for the requested assistance package, as estimated through the model. 

 

Incentive Package Valuations (est.) 

  CBA Ratio IRB Sales Tax NRA Total 

City 1.82  $66,845  $268,631  $335,476  

County 2.74  $11,557  $369,932  $381,489  

State* n/a $205,219  $0  $205,219  

USD* n/a $0  $381,325  $381,325  

Totals   $283,621  $1,019,888  $1,303,508  

 

 

For model output, see Addendum C. 
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Gap Analysis—“But For” 

In order to provide a NRA rebate, the City must be convinced that without public assistance, the project will 

not be financially feasible.  Whether or not the project would proceed if incentives are unavailable speaks to 

the “But For” test; But for the incentives, the project would not proceed.   

 

Gap analysis addresses the “But For” question by looking at the financing gap the incentives would bridge 

to make the project feasible.  Gap analysis was performed by National Development Council (NDC), which 

concluded:  

 

The documents, discussions and responses presented by the Developer in support of its request 

for the NRA and IRB incentives demonstrate that a 75% NRA rebate and approval of IRBs to 

exempt eligible sales taxes are reasonable and help to avoid financing gaps that could make the 

project economically unfeasible and unlikely to proceed. 

 

The NDC report is included in Addendum D. 

.  
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Addendum A: Applicant Request Letter and Incentives Application  
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Addendum B: Staff Memo on Project NRA Eligibility  
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Addendum C: CBA Model Results  

 



Cost-Benefit Model Results: Vermont Place project

Project Summary

Capital Investment in Plant: $8,973,522

Annual Local Expenditures by Firm: $424,836

Retained Jobs (part-time): 0.5 Model does not consider impact of part-time jobs

Average Wage per Retained Job (part-time): n/a Model does not consider impact of part-time jobs

Indirect Jobs Created: 0                                 

Economic Value per Indirect Job: $0

Total New Households: -                             

Discount Rate: 5.75%

Cost and Revenue Escalation: 1.50%

Number of Years Evaluated: 15                              

Incentives

IRB Offered Y

Value of IRB Construction Sales Tax: $283,621 Does not include County Other sales tax ($2,107)

Tax Rebate: 0%  

Length of Tax Abatement/s: 0 Years

Value of Tax Abatements, Total: $0

Other Incentives

Site Infrastructure: $0

Facility Construction: $0

Other: NRA $1,019,888

Value of All Incentives Offered: $1,303,508

Value of All Incentives per Job per Year: n/a Model does not consider impact of part-time jobs

Value of Incentives in Hourly Pay: n/a Model does not consider impact of part-time jobs

Value of Incentives per Dollar Invested: $0.15

Returns for Jurisdictions Lawrence Douglas County USD 497 State of Kansas

Revenues $923,244 $952,179 $1,109,765 $573,064

Costs $195,253 $126,721 $0 $0

Revenue Stream, Pre-Incentives $727,991 $825,457 $1,109,765 $573,064

Value of Incentives Offered $335,476 $381,489 $381,325 $205,219

Revenue Stream with Incentives $392,515 $443,969 $728,440 $367,845

Returns for Jurisdictions, Discounted Lawrence Douglas County USD 497 State of Kansas

Discount Rate 5.75%

Discounted Cash Flow, Without Incentives $412,304 $491,202 $711,888 $371,196

Benefit/Cost Ratio, Without Incentives 3.23                          5.10                       n/a n/a

Discounted Cash Flow, With Incentives $151,408 $208,041 $431,270 $177,137

Benefit/Cost Ratio, With Incentives 1.82 2.74 n/a n/a

Scenario: 75%, 10-Year NRA Rebate, IRB for Sales Tax Exemption

Summary of Results
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Cost-Benefit Model Results: Vermont Place project
Scenario: 75%, 10-Year NRA Rebate, IRB for Sales Tax Exemption

Graphs of Benefits and Costs by Time Period, with and Without Abatement
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Cost-Benefit Model Results: Vermont Place project
Scenario: 75%, 10-Year NRA Rebate, IRB for Sales Tax Exemption

Sensitivity Analysis
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Cost-Benefit Model Results: Vermont Place project
Scenario: 75%, 10-Year NRA Rebate, IRB for Sales Tax Exemption

APPENDIX 1: Annual Results Not Discounted

Year Revenues Costs Incentives Net Cumulative

Pre-Operation $0 $0 $0 $0 $0 

1 $54,196 ($195,253) ($90,659) ($231,717) ($231,717)

2 $55,383 $0 ($24,448) $30,935 ($200,782)

3 $56,598 $0 ($25,097) $31,500 ($169,282)

4 $57,840 $0 ($25,762) $32,077 ($137,204)

5 $59,111 $0 ($26,444) $32,666 ($104,538)

6 $60,410 $0 ($27,144) $33,267 ($71,271)

7 $59,514 $0 ($27,860) $31,654 ($39,617)

8 $60,087 $0 ($28,594) $31,493 ($8,124)

9 $61,433 $0 ($29,347) $32,086 $23,962

10 $62,811 $0 ($30,119) $32,692 $56,654

11 $64,220 $0 $0 $64,220 $120,874

12 $65,662 $0 $0 $65,662 $186,536

13 $67,138 $0 $0 $67,138 $253,674

14 $68,648 $0 $0 $68,648 $322,322

15 $70,193 $0 $0 $70,193 $392,515

16 $0 $0 $0 $0 $392,515

17 $0 $0 $0 $0 $392,515

18 $0 $0 $0 $0 $392,515

19 $0 $0 $0 $0 $392,515

20 $0 $0 $0 $0 $392,515

Year Revenues Costs Incentives Net Cumulative

Pre-Operation $0 $0 $0 $0 $0

1 $53,216 ($126,721) ($44,352) ($117,858) ($117,858)

2 $54,530 $0 ($33,667) $20,863 ($96,995)

3 $55,877 $0 ($34,561) $21,315 ($75,680)

4 $57,256 $0 ($35,478) $21,779 ($53,901)

5 $58,671 $0 ($36,417) $22,254 ($31,647)

6 $60,120 $0 ($37,379) $22,740 ($8,907)

7 $61,604 $0 ($38,366) $23,238 $14,332

8 $63,126 $0 ($39,377) $23,749 $38,081

9 $64,686 $0 ($40,414) $24,272 $62,352

10 $66,284 $0 ($41,477) $24,807 $87,159

11 $67,921 $0 $0 $67,921 $155,080

12 $69,599 $0 $0 $69,599 $224,680

13 $71,319 $0 $0 $71,319 $295,999

14 $73,082 $0 $0 $73,082 $369,081

15 $74,888 $0 $0 $74,888 $443,969

16 $0 $0 $0 $0 $443,969

17 $0 $0 $0 $0 $443,969

18 $0 $0 $0 $0 $443,969

19 $0 $0 $0 $0 $443,969

20 $0 $0 $0 $0 $443,969

Douglas County: Annual Results (not discounted)

Lawrence: Annual Results (not discounted)
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Cost-Benefit Model Results: Vermont Place project
Scenario: 75%, 10-Year NRA Rebate, IRB for Sales Tax Exemption

APPENDIX 1: Annual Results Not Discounted (Continued)

Year Revenues Costs Incentives Net Cumulative

Pre-Operation $0 $0 $0 $0 $0 

1 $61,851 $0 ($33,805) $28,046 $28,046

2 $63,403 $0 ($34,704) $28,698 $56,744

3 $64,993 $0 ($35,626) $29,368 $86,112

4 $66,624 $0 ($36,570) $30,054 $116,165

5 $68,295 $0 ($37,538) $30,757 $146,922

6 $70,008 $0 ($38,531) $31,478 $178,400

7 $71,764 $0 ($39,548) $32,216 $210,616

8 $73,564 $0 ($40,590) $32,974 $243,590

9 $75,408 $0 ($41,659) $33,750 $277,339

10 $77,299 $0 ($42,754) $34,545 $311,885

11 $79,237 $0 $0 $79,237 $391,122

12 $81,224 $0 $0 $81,224 $472,346

13 $83,260 $0 $0 $83,260 $555,606

14 $85,347 $0 $0 $85,347 $640,953

15 $87,487 $0 $0 $87,487 $728,440

16 $0 $0 $0 $0 $728,440

17 $0 $0 $0 $0 $728,440

18 $0 $0 $0 $0 $728,440

19 $0 $0 $0 $0 $728,440

20 $0 $0 $0 $0 $728,440

Year Revenues Costs Incentives Net Cumulative

Pre-Operation $0 $0 $0 $0 $0 

1 $34,221 $0 ($205,219) ($170,998) ($170,998)

2 $34,751 $0 $0 $34,751 ($136,247)

3 $35,291 $0 $0 $35,291 ($100,956)

4 $35,838 $0 $0 $35,838 ($65,118)

5 $36,395 $0 $0 $36,395 ($28,723)

6 $36,960 $0 $0 $36,960 $8,238

7 $37,534 $0 $0 $37,534 $45,772

8 $38,118 $0 $0 $38,118 $83,890

9 $38,710 $0 $0 $38,710 $122,600

10 $39,312 $0 $0 $39,312 $161,913

11 $39,924 $0 $0 $39,924 $201,837

12 $40,545 $0 $0 $40,545 $242,382

13 $41,176 $0 $0 $41,176 $283,558

14 $41,818 $0 $0 $41,818 $325,376

15 $42,469 $0 $0 $42,469 $367,845

16 $0 $0 $0 $0 $367,845

17 $0 $0 $0 $0 $367,845

18 $0 $0 $0 $0 $367,845

19 $0 $0 $0 $0 $367,845

20 $0 $0 $0 $0 $367,845

USD 497: Annual Results (not discounted)

State of Kansas: Annual Results (not discounted)
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Cost-Benefit Model Results: Vermont Place project
Scenario: 75%, 10-Year NRA Rebate, IRB for Sales Tax Exemption

APPENDIX 2: Discounted Annual Results

Year Revenues Costs Incentives Net Cumulative

Pre-Operation $0 $0 $0 $0 $0 

1 $51,249 ($184,636) ($85,730) ($219,117) ($219,117)

2 $49,524 $0 ($21,861) $27,662 ($191,455)

3 $47,858 $0 ($21,222) $26,636 ($164,819)

4 $46,248 $0 ($20,600) $25,649 ($139,170)

5 $44,694 $0 ($19,995) $24,699 ($114,470)

6 $43,193 $0 ($19,408) $23,786 ($90,685)

7 $40,238 $0 ($18,837) $21,402 ($69,283)

8 $38,417 $0 ($18,282) $20,135 ($49,148)

9 $37,142 $0 ($17,743) $19,399 ($29,749)

10 $35,909 $0 ($17,219) $18,690 ($11,059)

11 $34,719 $0 $0 $34,719 $23,660

12 $33,568 $0 $0 $33,568 $57,228

13 $32,456 $0 $0 $32,456 $89,684

14 $31,381 $0 $0 $31,381 $121,065

15 $30,343 $0 $0 $30,343 $151,408

16 $0 $0 $0 $0 $151,408

17 $0 $0 $0 $0 $151,408

18 $0 $0 $0 $0 $151,408

19 $0 $0 $0 $0 $151,408

20 $0 $0 $0 $0 $151,408

Year Revenues Costs Incentives Net Cumulative

Pre-Operation $0 $0 $0 $0 $0 

1 $50,322 ($119,831) ($41,941) ($111,449) ($111,449)

2 $48,761 $0 ($30,105) $18,655 ($92,793)

3 $47,248 $0 ($29,224) $18,024 ($74,770)

4 $45,782 $0 ($28,368) $17,414 ($57,355)

5 $44,362 $0 ($27,535) $16,826 ($40,529)

6 $42,985 $0 ($26,726) $16,259 ($24,270)

7 $41,652 $0 ($25,940) $15,712 ($8,558)

8 $40,360 $0 ($25,176) $15,184 $6,626

9 $39,108 $0 ($24,434) $14,674 $21,300

10 $37,895 $0 ($23,713) $14,182 $35,483

11 $36,720 $0 $0 $36,720 $72,202

12 $35,581 $0 $0 $35,581 $107,783

13 $34,477 $0 $0 $34,477 $142,260

14 $33,408 $0 $0 $33,408 $175,669

15 $32,372 $0 $0 $32,372 $208,041

16 $0 $0 $0 $0 $208,041

17 $0 $0 $0 $0 $208,041

18 $0 $0 $0 $0 $208,041

19 $0 $0 $0 $0 $208,041

20 $0 $0 $0 $0 $208,041

Lawrence: Annual Results (discounted)

Douglas County: Annual Results ( discounted)
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Cost-Benefit Model Results: Vermont Place project
Scenario: 75%, 10-Year NRA Rebate, IRB for Sales Tax Exemption

APPENDIX 2: Discounted Annual Results (Continued)

Year Revenues Costs Incentives Net Cumulative

Pre-Operation $0 $0 $0 $0 $0 

1 $58,488 $0 ($31,967) $26,520 $26,520

2 $56,695 $0 ($31,033) $25,662 $52,183

3 $54,957 $0 ($30,124) $24,833 $77,015

4 $53,272 $0 ($29,241) $24,031 $101,046

5 $51,639 $0 ($28,383) $23,256 $124,302

6 $50,056 $0 ($27,549) $22,506 $146,808

7 $48,521 $0 ($26,739) $21,782 $168,590

8 $47,033 $0 ($25,951) $21,082 $189,672

9 $45,591 $0 ($25,186) $20,405 $210,076

10 $44,193 $0 ($24,443) $19,750 $229,826

11 $42,837 $0 $0 $42,837 $272,663

12 $41,523 $0 $0 $41,523 $314,187

13 $40,250 $0 $0 $40,250 $354,437

14 $39,015 $0 $0 $39,015 $393,452

15 $37,818 $0 $0 $37,818 $431,270

16 $0 $0 $0 $0 $431,270

17 $0 $0 $0 $0 $431,270

18 $0 $0 $0 $0 $431,270

19 $0 $0 $0 $0 $431,270

20 $0 $0 $0 $0 $431,270

Year Revenues Costs Incentives Net Cumulative

Pre-Operation $0 $0 $0 $0 $0 

1 $32,360 $0 ($194,059) ($161,700) ($161,700)

2 $31,075 $0 $0 $31,075 ($130,625)

3 $29,841 $0 $0 $29,841 ($100,784)

4 $28,656 $0 $0 $28,656 ($72,128)

5 $27,519 $0 $0 $27,519 ($44,609)

6 $26,426 $0 $0 $26,426 ($18,182)

7 $25,378 $0 $0 $25,378 $7,195

8 $24,371 $0 $0 $24,371 $31,566

9 $23,404 $0 $0 $23,404 $54,970

10 $22,475 $0 $0 $22,475 $77,445

11 $21,584 $0 $0 $21,584 $99,029

12 $20,728 $0 $0 $20,728 $119,756

13 $19,906 $0 $0 $19,906 $139,662

14 $19,116 $0 $0 $19,116 $158,778

15 $18,358 $0 $0 $18,358 $177,137

16 $0 $0 $0 $0 $177,137

17 $0 $0 $0 $0 $177,137

18 $0 $0 $0 $0 $177,137

19 $0 $0 $0 $0 $177,137

20 $0 $0 $0 $0 $177,137

USD 497: Annual Results (discounted)

State of Kansas: Annual Results (discounted)
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Addendum D: Gap Analysis (NDC)  
 

 

 

 
 

  

 

 

 

 

 

 
 
 

 

 
 
 
 
 
 

 

 

 
 
 
 

  

 

 

 

 



NDC Headquarters 
One Battery Park Place 

21 Whitehall Street, Suite 710 
New York, NY 10004 

(212) 682-1106 

 

 

MEMORANDUM 
 

Date: June 28, 2017 
 
To:  Britt Crum-Cano, Economic Development Coordinator, City of Lawrence 
 
From: Tom Jackson, Senior Director, National Development Council  
                                             
RE: Updated and Revised Gap Financing Analysis for Proposed Mixed-Use  

Development at 815 Vermont Street 
 

The National Development Council (NDC), in a memorandum dated October 3, 2016, provided 

an analysis of the reasonableness of development incentives requested by the Schumm 

Property Company, LLC (hereinafter, the “Developer”) for the development of a mixed-use 

project at 815 Vermont Street (the “Project”).  This memorandum reviews an update to that 

analysis based on modifications to the Project’s financials and the Developer’s request, as 

follows: 

• The project’s hard constructions costs were adjusted upward by 5.05% over 2016 estimates 

given industry trends through the first quarter of 2017. 

• Projected rents and operating expenses were raised by 3% consistent with the annual 

escalators projected in the initial analysis. 

• Condominium sale prices, residential valuations and commercial valuations were increased 

by 2% over 2016 projections based on the trends identified by the Douglas County 

Assessor’s office. 

• Interest rate projections for initial financing and refinancing were adjusted upward given 

recent rate increases approved by the Federal Reserve and anticipated future adjustments. 

• Projected bank underwriting for minimum debt coverage ratio was lowered to 1.20 to 1.00 

given continued strengthening in the Lawrence real estate market. 

• Property and sales tax burdens and rebate amounts were adjusted to reflect current levies 

and rates and adjusted project costs.   

• Property taxes available for the NRA rebate were reduced given the State of Kansas’s 

exemption (under Senate Bill 19) of school district capital levies from local government 

NRA, TIF and abatement incentives for incentives where public hearings weren’t conducted 

before May 1, 2017. 

• The Developer has not requested Neighborhood Revitalization Area (NRA) benefits 

associated with the condominium he intends to purchase for personal use. 

 

 

http://www.ndconline.org/


815 Vermont 
June 28, 2017 

Page 2 
 
 

 

NDC has analyzed a request by the Developer for a 75% Neighborhood Revitalization Area 

(NRA) property tax rebate and approval of Industrial Revenue Bond (IRB) financing during 

construction to provide a sales tax exemption for the development of the Project.  The Project 

will redevelop two vacant parcels of land owned by the Developer into a five-story mixed-use 

building that will include: 

 

• One level of underground parking with 22 spaces 

• A first floor designed for retail, restaurant and commercial uses with 7,788 square feet 

of leasable space 

• A second floor with 6,504 square feet of leasable space that will be divided into 

approximately 30 individual offices of 150-300 square feet each.  

• Three floors (#3, #4 and #5) of for-sale residential condominiums totaling 12 units 

o The unit mix is currently configured as: 

▪ One Bedroom – 3 units 

▪ Two Bedroom – 8 units 

▪ Three Bedroom – 1 unit 

o A 600 square foot, one-bedroom unit on the 3rd floor will be fully finished and its 

sale will be restricted to income-qualified households. 

o The remaining 11 units will vary in size from 739 to 2,845 square feet and will be 

sold partially finished.  Final finishes will be the responsibility of the 

condominium buyers and are estimated for the purposes of this analysis at $102 

per square foot (adjusted from $100 per square foot in the initial review). 

 

NDC has had extensive discussions regarding the Project with the Developer since the City 

received the original request for assistance in the fall of 2016. The Developer has supported its 

assumptions and projections on the Project’s original and adjusted development costs, 

condominium sales proceeds and operating revenues and expenses with increasing detail as 

additional information has become available and in response to requests by the City and NDC. 

The Developer has provided the following documentation to support its request for NRA and 

IRB incentive financing and NDC’s analysis of the request: 

 

• A Development Budget based on: 

o Architectural designs by Hernly Associates of Lawrence. The designs are 

characterized by the Developer as having progressed through the schematic 
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stage and ready to move into the design-development and construction 

documents stages. 

o Multiple preliminary construction estimates, based on the schematic designs and 

prepared and updated by:  

▪ First Construction LLC of Lawrence 

▪ RF Benchmark Construction of Eudora and Manhattan, Kansas 

▪ B. A. Green Construction of Lawrence 

o Bid comparisons compiled by the Developer 

o Soft cost estimates completed by the Developer and supported with average 

cost documentation from the Developer and Project design team. 

• Proforma statements of annual operating revenues and expenses (the Proforma) that 

were supported by: 

o Rent and vacancy surveys of the Lawrence market prepared by Collier’s 

International (2016 and 2017 Lawrence Market Snapshots) 

o Rent rolls and associated lease rates for the Developer’s existing multiple tenant, 

small office space on Massachusetts Street. 

o Developer estimates of Common Area Maintenance (CAM) expenses by floor 

o Absorption and associated vacancy rates provided by the Developer as refined 

through requests from NDC.  

o Property tax estimates prepared by the Developer as advised by the County 

Appraiser’s office. 

• Projected gross and net condominium sales proceeds and a three-year sales schedule 

prepared by the Developer and refined during the course of the review given design 

changes and additional documentation on sales in the Lawrence market, comparisons of 

amenities and broker opinions. 

• A letter of interest with preliminary terms for commercial financing from RCB Bank in 

Lawrence dated June 27, 2017. This updated analysis projects that the minimum Debt 

Coverage Ratio has improved (fallen) since the initial review while lending rates have 

risen. 

• Project narratives from the Developer describing the development team and the 

Project’s components and benefits. 
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Documentation that has not yet been available for review includes: 

• A detailed appraisal report (FIRREA-compliant) that provides: 

o A third party opinion on the Fair Market Value of the proposed Project 

o Verification of estimates of revenues, expenses and vacancy rates for the retail 

and commercial space 

o Verification of residential condominium sale prices per square foot and likely 

absorption rates. 

• A final commitment letter and term sheet from the Project’s senior lender. 
 

NDC’s analysis of the Project’s proposed financing sources and uses, projected net operating 

revenue, net condominium sales proceeds, property appreciation and associated returns on 

invested equity suggests that a NRA rebate of 75% of available property tax increment over 10 

years, combined with an IRB sales tax exemption on eligible project costs is reasonable. As 

noted above, the Developer has modified its request to eliminate NRA rebate incentives 

associated with the residential condominium Mr. Schumm expects to purchase. 

 

The reasonableness of the requests has been evaluated given the following: 

 

1) The Project’s financing sources and uses are summarized as follows: 

 

 Amount % of Total 

Total Project Costs $9,675,629 100.00% 

   

Project Sources   

Projected Bank Loan $3,404,489 35.19% 

Net Condominium Sales Proceeds $3,688,600 38.12% 

Required from Developer $2,582,540 26.69% 

Total Sources $9,675,629 100.00% 

 

2) The estimated permanent bank debt projected by the Developer, $3,404,489, exceeds 

NDC’s projection of debt capacity by $303,170 given the Developer’s estimate of operating 

revenues and expenses and underwriting criteria (1.20 Debt Coverage Ratio (DCR), 80% 

Loan To Value (LTV) ratio) proposed by the prospective lender’s preliminary term sheet and 

adjusted by NDC for a more favorable DCR.   
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a. The interest rates modeled in NDC’s analysis start with an adjusted rate of 4.75% 

and increase to 6.25% given a projected refinance of the outstanding principal at the 

end of Year 5 of operations.  

b. The maximum projected loan amount is also influenced by the capitalization rate.  

This rate has been identified by area appraisers for other observed sales and for 

proposed projects in the 7.0-7.77% range, depending on their location, proposed 

uses, and other factors. NDC’s analysis projects a capitalization rate of 7.0%, at the 

lower end of this range given the Project’s favorable location.  The final 

capitalization rate will be determined by the appraisal report. 

c. Pending completion of the appraisal report, the Developer has done a thorough job 

of documenting prevailing lease rates in the Lawrence market and associated Project 

revenues and expenses.  The projected rents for the first and second floors of the 

project appear to be in the upper range for similar space in Downtown Lawrence. 

 

3) The anticipated presales and sales of the 12 residential condominiums provide $3,688,600 

in financing that reduce debt, equity and gap financing requirements. 

a. The unfinished market rate condominiums are projected to sell for $229.50 per 

square foot.   

b. The finished, affordable unit is projected to sell for approximately $161.50 per 

square foot for a total price of $96,900.  The provision of the affordable unit reduces 

the Developer’s sales proceeds, net of realtor/broker charges, by an estimated 

$38,352 and the estimated finishing costs of $102 per square foot brings the total 

additional cost of the unit to $99,552.  The prorated value of the parking space 

assigned to the unit, $54,340, increases the total subsidy to $153,892. 

c. The appraisal report ordered by the Project’s senior lender will verify or advise 

adjustments to net condominium sales proceeds. 

 

4) The Developer, using construction estimates provided by the three firms identified above, 

originally estimated the incremental cost of the underground parking at $1,138,020.  Given 

the 5.05% inflation factor used for this updated review, the estimated cost of this feature 

rises to $1,195,490.  While the Developer has noted that few developments in the area 

provide underground parking, the appraisal report should address how this amenity may 

positively impact the Project’s commercial lease rates and condominium sale prices.  

 

5) The NRA incentive, according to an opinion issued by the Attorney General of Kansas, is only 

payable to the owner of the property that is responsible for the taxes.  With the sale of each 

condominium, the ownership of the unit would pass from the Developer to the buyer.  The 

http://www.ndconline.org


815 Vermont 
June 28, 2017 

Page 6 
 
 

 

Developer has indicated that it will require the assignment of any NRA rebate for each 

condo unit back to the Developer as part of its sales agreements. 

a. The market rate residential condos will be sold without final finishes, and the 

Developer estimates that finishing costs will average $100 to $200 per square foot. 

NDC’s analysis added an additional $1.70 million, or $102 per square foot, in 

appraised residential value to the sales prices for the units that are not restricted for 

affordability to determine the valuation for property tax estimates. 

b. Returns to the Developer associated with this 75% NRA rebate are outlined below.  

If the Developer is not able to take an assignment of the residential condominium 

property tax rebates, the estimated rebate in Year 1 would drop by over 50% from 

$96,674 to $44,806.   Given this reduction, the returns on invested equity outlined in 

the following section, would drop dramatically. 

    
6) The Developer’s commitment of an equity contribution of $2,582,540 was based on the 

difference between projected project costs and the combination of projected bank 

financing and net sales proceeds. 

a. Given a 10-year rebate of 75% of the available increment in the completed 

Project’s property taxes, excluding the Developer’s unit; an IRB exemption of 

sales taxes on eligible construction costs; after-tax cash flows on the current 

projection of revenues and expenses; and, estimated net sales proceeds at the 

end of the 20th year of operations, the Developer’s Internal Rate of Return (IRR) 

on invested equity is estimated at 7.43%.    

i. The general strength of the Lawrence market – as evidenced by observed 

capitalization rates, low vacancy rates and strong square foot rents – 

would suggest that an 8.0% to 10% IRR would be an appropriate range 

for investments in and near the Massachusetts Street business district.  

The projected return of 7.43% for this project falls below this range. 

ii. If the NRA incentives were reduced to 50% for ten years, the estimated 

IRR would decline to 6.98%.  Without any level of NRA incentives, the 

estimated IRR would fall to 6.12%. 

iii. The discounted value of the 75% NRA incentive over 10 years, given a 

target IRR of 8%, is approximately $673,175.  The undiscounted rebates 

are projected to total $1,019,888. 

b. The estimated IRB incentive totals $283,621 and reduces the need for an equal 

amount of additional Developer equity.  Without the IRB incentive, but with a 
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75% NRA rebate for 10 years, the Developer’s estimated IRR would decrease to 

6.77%. 

c. Absent both the NRA and IRB incentives, the estimated IRR would decrease to 

5.58%. 

 

7) Without the 75% NRA and IRB incentives, the Project’s financing gap can be estimated 

by subtracting the projected net sales proceeds and its calculated debt and equity 

capacity from total project costs as follows: 

a. If maximum debt capacity is calculated given lender underwriting criteria (Debt 

Coverage Ratio and Loan to Value), prevailing interest rates, amortization terms 

and projected revenues and expenses; and, 

b. If the equity attracted to the project, given projected cash flows after tax and 

appreciation over twenty years, is calculated based on a target Internal Rate of 

Return of 9% (the middle of the target range); then, 

c. Without the NRA incentives outlined above, the project would face an estimated 

financing gap of $1,065,243. 

d. If the IRB incentive is also withdrawn, the estimated financing gap would 

increase to $1,323,372. 

  

Conclusion:  The documents, discussions and responses presented by the Developer in support 

of its request for incentives, as outlined above, demonstrate that a 75% NRA rebate and 

approval of IRBs to exempt eligible sales taxes are reasonable and help to avoid financing gaps 

that could make the project economically unfeasible and unlikely to proceed.   If the appraisal 

report for financing, final terms for the senior debt, updated project costs and projected net 

sales proceeds are substantially different from what the Developer has projected, NDC will 

review this evaluation as requested by the City.                                                                                                                                 
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Addendum E: About the Benefit-Cost Model  

 
The City of Lawrence uses a proprietary benefit-cost model when examining projects. The benefit-cost model is one 

tool that government decision makers can incorporate in their decision-making process.  The City’s benefit-cost 

model provides a framework for estimating the fiscal impacts of a project, assuming it were in existence and in use 

today, through the examination of costs and benefits to various taxing jurisdictions (City, County, School District, 

State).  As with all economic models, there are limitations, which are generalized below:   

 

• Does not consider intangible effects 

The model does not speak to the effects of intangible costs or benefits resulting from a project, since 

intangible effects are difficult, if not impossible to assign a dollar value.   

 

• Does not consider private or market effects 

The model only seeks to quantify the cumulative effect on public revenues and expenses and not the effect 

on private interests that may be affected by a project.  Thus, the model only considers public, or 

governmental, costs and revenues.   

 

Logic would dictate that any development may also have a financial impact on the private sector.  For 

example, if one were analyzing a proposal to build a new baseball stadium, the new tax revenue from the 

building and property – as well as the costs for providing additional public security and emergency services 

(police, fire, ambulance, etc.) – would factor into the analysis. However, the effect of the stadium on 

neighboring property values or the impact on business at local restaurants would not be accounted for within 

the model.  

 

The benefit-cost model does not consider market impacts of a project, including the amount of market share 

a project captures from existing businesses or the amount of new revenues brought into the community as a 

direct result of a project.  A market study can be employed to study these effects. 

 

• The model considers direct effect economic impacts  

Multipliers used within the model are applied to direct effects such as the number of jobs created by the 

project and associated wages.  The model does not attempt to measure all indirect effects such as capturing 

visitor spending associated with a project, or the economic effects of that spending as outside dollars 

circulate through the community over time. 
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• Model assumes current effects  

The model is run on assumptions and estimations provided at the time of analysis.  The current effects 

aspect of the model means that the analysis provides a means of estimating the financial impact of a 

development as if the project under consideration were in existence and in use today, given estimated costs 

and assumptions that are usually defined prior to the project being constructed or operational.  Given that it 

may be difficult to predict future costs and benefits accurately, there is an implicit assumption that future 

changes affect both revenues and costs. 

 

In addition, the model does not reflect any changes in economic adjustments over time due to 

macroeconomic conditions, regional industrial structure, public policies, and technological advances. 

 

• Does not consider fiscal impacts of temporary or part-time employment  

Employment analyzed is for full-time, permanent positions related to a project and does not consider 

temporary jobs created due to project construction or part-time positions created during project operation. 

 

 

Other considerations for decision making: 

There could be several important considerations that fall outside of the realm of municipal budgets and benefit-cost 

analysis.  For example, fiscal impacts of development on abutters, local businesses and natural resources are not 

accounted for in benefit-cost analysis.   

 

Benefit-cost analysis also does not consider issues of equity and social responsibility.  For instance, while it may be 

easy to identify the fiscal downsides of low-income housing on municipal and school budgets, municipalities may also 

bear some level of responsibility for ensuring access to affordable housing.  Finally, communities maintain certain 

values that cannot be assigned a price tag, such as the intrinsic value of nature, cultural heritage, and aesthetics. 

 

Depending on the project, it may be prudent to employ other analytical models or studies (e.g. economic impact 

analysis; pro forma/but-for analysis; trade area analysis; tourism impact, market demand and other studies; etc.) in 

conjunction with benefit-cost analysis, as well as give consideration to other, non-quantifiable elements to gain insight 

into a project’s overall value to the community. 

 

 

 

 


