MINUTES OF THE SPECIAL TIF FINANCING MEETING
OF THE TOWN COUNCIL
TOWN OF CAROLINA BEACH

May 28, 2008

The Town Council of the Town of Carolina Beach met in a special session on

May 28, 2008 at 10:00 a.m. in the Council Chambers at the Municipal Administration
Building, 1121 N. Lake Park Blvd., Carolina Beach, North Carolina. The following were
present: Mayor Joel Macon; Mayor Pro Tem (MPT) Dan Wilcox; Councilwoman Pat
Efird; and Councilman Alan Gilbert. Also present were Town Manager Tim Owens;
Town Clerk Lynn Prusa; David Adams, BB&T Capital Markets; Bob Murphrey, State
Farm and Commerce Main Street Program; Kara Millonzi, Professor with the UNC
School of Government specializing in city and county finance laws; Dawn Johnson Town
Finance Director; Gary Ferguson, Town Planning Director; Ed Parvin, Town Planner;
David M. Adams, BB&T; in Wilmington; Ray Brown with Bank of America; Paula
Brown with Bank of America, the people talking because it is not loud enough); Charma
McKnight, Steering Committee for developing the Master Plan; Bruce Holstein, Pleasure
Island Chamber of Commerce Director; Gail McClusky, Pleasure Island Chamber of
Commerce Executive Director; Sheila Mallard, HR Officer for the Town of Carolina
Beach; Sheila Boyd, New Hanover County Finance Department; Jack Lynch, Business
and Economic Development Committee member; Lee Ann Pierce, Business and
Economic Development Committee member; Mike Kirkbride, Business and Economic
Development Committee member; Johnny Davis, Business and Economic Development
Committee member, realtor and builder on the island; Jon Rorie, Carolina Beach Fire
Chief; Adam Short, Research Fellow for Carolina Beach; Mike Hoffer, Snow’s Cut
Monthly Magazine; Tyler Newman with BASE and the Wilmington Homebuilders
Association; Jim Vatrt, Kure Beach Commissioner; and Michelle Connett, resident of
Carolina Beach.

Mayor Macon welcomed everyone.

The town manager asked everyone to introduce themselves and who they represent. He
said that Alan Pacek would open with an update on the Business and Economic
Development Committee who have done a lot of work on TIF financing incentives and
basically how the town does business with regard to bringing new business to town.

Alan Pacek said he is president of Five Star Commercial Real Estate, he is a resident of
Carolina Beach with a background as a main street manager and as an economic
development consultant. He said he thinks TIF financing is a dynamic tool if applied and
used properly. He was appointed to the Business and Economic Development
Committee and he introduced some attending members: Jack Lynch, Lee Ann Pierce,
Mike Kirkbride, and Johnny Davis. One of the things the committee was charged to do
was review the advantages of TIF financing as it applies to Carolina Beach.
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Mr. Owens said the goals of the meeting are to review challenges with development in
Carolina Beach’s Central Business District (CBD), gain consensus and understanding of
how Tax Increment Financing (TIFs) can impact the CBD, identify and review problems
faced while attempting to utilize TIFs and/or other incentive programs, review other
incentive strategies/resources that may be useful at Carolina Beach and how to bring
development into town, particularly in the CBD. He turned the meeting over to the
town’s Senior Planner, Ed Parvin.

Ed Parvin said there will be four speakers and he explained the timing of the agenda.
First speaker is to be Alan Pacek talking about the TIF Committee and what they have
been working on.

Alan Pacek showed an overhead of TIF financing. He said his committee was formed in
January and had their first meeting February with 7 meetings to date. They have
reviewed extensively the pros and cons about project development financing in North
Carolina and examples of how it has been used across the country. One of the
stipulations in North Carolina is that the area is limited to 5% of the acreage of a
municipality. The 5% rule, according to the county, Carolina Beach has over 2,000
acres, which allows 103.65 acres of a TIF zone. He pointed out the CBD (yellow area)
on the overhead, which would be the focus and amounts to 44 acres. The core area
(yellow, blue, magenta and green areas) equals 87 acres and they are now trying to decide
where else they might want to add, such as: Canal Drive area currently unzoned behind
the cinema; extend north on Carolina Beach Avenue North and Canal or the area
encompassing the lake; or the area capturing the senior citizens center and extending
down Cape Fear Blvd. They tried to mimic what was in the Master Plan which would
take in the area all the way to Federal Point Shopping Center and coming up on the area
along Cape Fear Blvd. They are going to continue to refine this. There has been
discussion about extending further north along Lake Park Blvd. as a possible way of
capturing the most potential development area. They are looking for ways and projects
that would generate income to come back into the area.

Ed Parvin introduced Kara Millonzi, School of Government; member of the NC State Bar
and the Bar of the Commonwealth of Massachusetts; specializing in city and county
finance law, special assessments, utility, finance law, etc. She was asked to look at the
legal framework behind TIF, how it works and some of the pros and cons.

Ms. Millonzi said she would touch upon the questions that were sent to her by Ed Parvin
as she walks through the framework for TIF financing in North Carolina. She explained
that TIF financing is called Project Development Financing in North Carolina and would
be using the two names interchangeably. She stressed that TIF financing is a financing
tool and is not in and of itself an economic development tool. It helps the community pay
for an economic development project that they are otherwise going to engage in. She
feels it is important to analyze TIF financing and compare it to other financing
mechanisms such as issuing general obligation bonds, revenue bonds or other sorts of
financing mechanisms. How does it work? A local government identifies an area that it
wants to develop, usually that area is either blighted or underdeveloped. Local
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government then finds potential private developers or private investors who are interested
in coming into that area and putting in some sort of private development such as a major
entertainment center, convention center, or any number of forms in terms of private
investment which depends not on the financing mechanism but on what you envision for
the community. Once the local government identifies the area and the private
investment, that is where it identifies the financing mechanism and that is where,
amongst other options, TIF comes in.

In looking at TIF as an option, first you need to delineate a project development financing
district which is limited to 5% of the total area and has to include the proposed site of the
private development and usually includes the proposed site of what the public part of the
project is going to be in as well. Once that district is determined, the taxable value of that
district as it stands at that moment is determined. That is known as the base valuation.
Then what usually happens is that the local government involved will make some sort of
public investment and that is where the borrowing comes in. They will issue what are
called tax increment financing bonds to fund that public investment which can take a
number of different forms. Some common things they have seen is putting in
infrastructure to the extent that there is not water and sewer lines running to that district
or building a parking garage that might be able to be utilized by the private investment in
that area. Once you borrow the bond, as security for those bonds, the local government
pledges the property tax revenue from any increased in valuations in that district that is
going to occur once it is developed. Once the development occurs, that base valuation,
they will apply property tax rate to it each year, and whatever that base evaluation was,
the revenue from that part of the district will continue to come to the local government to
pay for its general services. Usually when private development comes to an area,
property values go up. Whatever increase in property values over that base valuation
before the development, you apply the property tax rate to that portion of valuation and
that money is used to pay back the bond. That is what is pledged and security for the
bond and also the revenue you look to pay back the bond. The district can last until
whenever the bonds are paid off or 30 years, whichever comes first. After that, you have,
hopefully, an increased valuation of the property and then whatever the property tax rate
is applied to that valuation, the local government keeps all of the revenue to use for
general governmental services after that 30 year period or whenever the bond is paid off.

Ms. Millonzi reviewed project development financing timeline. This timeline occurs
after identifying the area to be developed and identifying private developers or investors
to develop that area. Once that has occurred, you need to develop a financing plan. You
have to describe the project in pretty good detail and you have to do some pretty good
estimates of what are going to be the financial consequences of that project. The
financial impact to the community, the impact to existing businesses, the impact to future
businesses - the financial components. There is a lot that goes into formulating this plan,
a lot of studying and estimating that needs to go in. This is a pretty time intensive project
to come up with this plan as an initial matter. The next step is to go to the Local
Government Commission (LGC) for approval before the TIF bonds can be issued. The
LGC can accept your application for approval at this stage of the process but they can’t
actually approve the issuance of the bond until much later in the process. So you apply
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early on, you get the LGC on board, have conferences with LGC staff to work it out and
find out ahead of time if they are going to approve it or not because you are not going to
jump through all the hoops unless everyone is on board to begin with. It is a very
important component. What the LGC is basically going to be concerned about is are you
going to be able to pay back the bond. Once you have started the process with the LGC,
you also have to have a public hearing. One of the pros TIF financing is that you will see
nowhere in this process that you have to go to the voter. You do not have to seek voter
approval to issue TIF bonds unlike general obligation bonds. You do have to have some
public information such as holding public hearings, you have to provide notice to the
citizens within the district, the property owners within the district, and notice to the
county if you are a city and the county can put a stop on it. The county has the ability to
say no to the city TIF financing plan. Assuming the county doesn’t say no, you also have
to notify to the extent you have any special districts or other sort of entities that already
exist within that district. At the public hearing you have to hear from everybody who
wants to talk about the issue. Once the governing board has heard from everyone who
wants to talk about the issue, the governing board can either adopt the plan with or
without amendment. At that point, you go back to the LGC, assuming you have had
them on board all along, and they can give approval for the project and the effective date
of the district is the date the LGC gives approval. After that happens, then it becomes an
issue of yearly administrative burden of dealing with TIF financing. So it doesn’t end
once the bonds are issued. Each year the county tax assessor has to assess the valuation
of the property. You have to know each year what is the base value and what is the
incremental value so when property tax rates are applied you know where the money
goes. There are several other components to the legislation she doesn’t have time to get
into today but there is opportunity for a government to amend the district to either take
away property or add property but there is a 5 year restriction on that, it has to happen in
the first 5 years. There are also certain other requirements for when property can be
added or taken out.

TIF financing can only be used for certain types of projects. Some things not on the list
are some general government type buildings or structures, no new fire stations, no new
city halls or basic structures. TIF financing is being done to entice private investment.
They want infrastructure, sewer and water, parking decks - things that are going to be
attractive people they want to come spend money in whatever they are developing.

Someone asked Ms. Millonzi to explain the role of the county. Can you go forward
without the county’s approval, can you not? He noticed in TIF financing that the county
can also offer up their portion of tax as well. She said you have to notify the county if
you are a city establishing the district and the way the legislation reads is that the county
has the ability within 28 days of receiving that notification of saying no. If they say no,
then you can’t do it. They have the ultimate authority to prevent you from proceeding
with a TIF project. So it is very important to make sure that the county commissioners
are on board with this project.
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Another question was, what would be an example of a reason the county commissioners
may not be supportive of the program? She did not know, and she asked if anyone else
who has experience with TIF could answer that question. Mr. Owens said he felt their
role would be to reevaluate, but he really didn’t know either. Ms. Millonzi said she could
give a little background on the legislation. This is the third time in history that this TIF
legislation has come up and in various iterations, for political reasons, it hasn’t gone
forward until 2004 when they got the ball rolling for the final time. She said that one of
her colleagues, David Lawrence was involved in the drafting stages of each period in
history when this has come up. His take on this county approval requirement is that at
some point in time, she thinks the second iteration, that was a requirement politically to
get this passed with a compromised position. He was surprised to see that it hadn’t been
removed from this current iteration but it is there. She is not sure why it was included
and not sure why a county would choose to exercise their ability to put a stop on it. If the
county wants to get on board with this, can they? Ms. Millonzi said, absolutely. You can
create a joint TIF district with the county and the city whereby the county also pledges
the incremental revenue on the increased valuation. So, to the extent that the county uses
this as a good thing for the county as well, that there is going to be spill-over effects that
benefit the county from this improvement, this development. They may very well get on
board for it.

In this case it would not be a district outside of the city, but I think what he is saying is
they could pledge their portion of the tax revenue. Do they actually have to opt in to do
that or is that automatically assumed? Ms. Millonzi said they have to opt in. When you
are in a city, as a city property owner you typically pay the city property taxes and county
property taxes. The county levees its own property tax rate against all of the property in
the county including the property in the city and the city levees its property tax on the
property located within the city territory. If the city establishes the district by itself,
without any agreement with the county, the only increment that is pledged is the revenue
generated by the city tax rate on that property. The county will continue to assess its
property tax rate on that district, as well as on all the rest of the property in the county
and the county will keep all of its money. None of that tax revenue will go toward
repaying the bond. If, however, the city jointly establishes the TIF district with the
county (there has to be a contractual agreement in place) whereby they both pledge the
incremental revenue then, even if the city issues the bond, the incremental revenue of the
county property tax on that increased valuation also goes into that same pot that is used to
repay the bond and is also pledged as security for those bonds.

Question: When you say pledged, does that mean the county is co-partner in the debt

and the TIF district. Ms. Millonzi said that typically, what she has seen, is only one
entity is going to issue the debt, so either the city or county is going to issue the debt. But
the county, if they enter into this interlocal agreement, the incremental revenue from the
county’s property tax rate will be pledged as security and will also be used to repay the
dept. So one entity can issue the debt but the other entity is legally liable to help pay it
back.

Question: But, as far as the county’s debt ratio, would that be included in the liabilities?
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Ms. Millonzi said yes.

Someone said, for discussion sake, if they take that whole district that was shown which
is basically all of the commercial district in Carolina Beach, and issue TIF financing for
that and the development in that entire district doesn’t support the repayment of the bond
- are you saying that the county would also be liable for the repayment of the bond? Ms.
Millonzi said there are two situations. One situation where only the city is involved in
establishing the district and doesn’t involve the county at all - what is pledged in security
is the incremental revenue on that increased valuation. If that incremental revenue is not
enough, if that is all that is pledged, that is all the lender can go after. You are not on the
hook to pay any more than that incremental revenue because that is all that is pledged. It
also happens to be the source of what you use to pay back the bonds but, unlike a general
obligation bond which if you run short of money to pay back your debt service obligation
the lender can come in a force you to raise your property taxes to come up with enough
money to pay back the loan, that cannot happen with TIF financing. With TIF financing,
if you were to default, if you were to come short, the only thing the lender can do is come
after that increment.

Another asked, so infrastucture is $30 million and the town borrows the $30 million but
the incremental tax increases - the development never happens where that $30 million is
never realized through the tax increment, then, whatever the tax increment is. Say the tax
increment is $12 million, then the lender can only go after the $12 million over that
period of time established. Ms. Millonzi said that is correct. She will say though, here is
where the LGC’s role comes in. They are going to be very cautious and careful, it does
not want you to default on your bond application in any way shape or form because it has
very bad connotations for the market and bond rating and all sorts of things and that is
why we have the LGC. The LGC is going to scrutinize the project. They are not going
to want to see projects come forth where there is a lot of guesswork involved as to
whether or not there is actually going to be development and will generate the value that
you say it is going to generate. That initial stage will require a lot of legwork to really
nail down the numbers and make sure that this development is going to happen and
generate the incremental revenue that they think it is going to generate. Secondly, one of
the cons of TIF financing is that it is very expensive. The reason is because these bonds
are the equivalent of junk bonds in most cases - all that is pledged is tax increment
revenue. In North Carolina the LGC would not allow you to issue junk bonds, pretty
much, so what they do to get around it is they don’t have them rated. So these are
unrated bonds that go out on the market. Her understanding, practically speaking, and
this is allowed in North Carolina, in order to get these bonds marketable you are going to
have to pledge additional revenue as security for the bond. It has been seen in the two
projects they have already seen so far, they have both pledged additional revenue. The
LGC recently commissioned a study committee, one of her colleague’s was a part of the
committee, and the preview of what they are going to come out as, one of the things they
are pretty much going to require is for you to pledge additional revenue as security for the
bond. One, it will make the bond more affordable but it puts you on the hook for more
revenue. So, what they saw in Roanoke Rapids was that they pledged sales tax revenue
in addition to the incremental revenue towards repaying the bond. In Kannapolis, she
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believes the private investor, who is Robert Murdock, pledged to repay the bond.
Someone said that one of Murdock’s companies is Castle and Cook who signed a
minimum assessment agreement which basically, boil it down in some form of fashion
the developers are responsible for the incremental taxes if the assessed value does not
materialize. So there is an additional pledge which introduces an additional party which
introduces additional credit valuation.

If he doesn’t follow through, does it fall back on the taxpayers again? Someone
answered that it first falls on the taxpayers, the incremental taxes, which is interesting
because technically, until the development goes vertical and other participants are in
there paying taxes, he is paying all the taxes - he is paying it one way or the other. But if
the developer goes bust, there are a lot of practical aspects to that that would say you
have an improved property that already has a greater value. The infrastructure has to go
in first. There are a lot of caveats that are sort of cascading results that would say
another developer will come in and take up portions of that in order to generate
incremental tax revenues necessary to pay it back. At some level, and it’s good that we
start with the legal framework, all that is being pledged are those incremental taxes.

Ms. Millonzi said a couple of final things. Pros and cons, they don’t have a stake in this
at all so she is just going to put out what they have seen from the projects that they
currently see in North Carolina, some of the pros and cons. On the pro side, from a city
council’s point of view, you don’t have to get voter approval for these bonds which can
be a big hurdle with respect to general obligation bonds. Just talking about the financing
mechanism, not about making it a project to begin with. You also don’t have to raise
property taxes. Again, something that may not be sort of a financial advantage in terms
of the expense of issuing these but as a public perception political advantage. On the con
side, it is very expensive way to finance. She believes something that will come out of
the LGC’s commissioned report, they are going to caution local governments to really
come up with a TIF policy and think long and hard about when to look at TIF as a
possible financing option as opposed to the other because of both the actual dollar
expense involved but also because of the administrative burden which adds both dollar
expense and time. That is something that the LGC is going to be very cautious about and
probably why you will see maybe not as many projects in North Carolina as you have
seen in the country at least over the short term period. That may change over the long
term period as projects are successful and they become more comfortable with it.
Another con is the risk. She has already touched on this with respect to the LGC really
wanting to make sure this development happens. Another thing she anticipates coming
out of this report is that the LGC is going to also strongly suggest that communities enter
into minimum assessment agreements with the private development. That means that
you as part of this agreement with a private developer, the developer agrees that no
matter what happens, whether the developer actually develops the land or not, there is
going to be a minimum assessment value of that property that may be far above what the
property is actually worth but that will be the minimum assessment and that will be what
the tax rate is applied to generate enough revenue to pay back the bond. That minimum
assessment is another tool to cut against the risk of default on the bond. In private
development lots of things can happen, particularly in a market that is going all over the
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place. That sort of insulates the local government a bit against the risk and is something
she thinks the LGC is going to strongly encourage and maybe eventually mandate.

Someone had a question regarding the minimum assessment agreement, and would that
be only for the city or would that be the county as well. Ms. Millonzi said that the way
the law is written, it’s not clear, but the way the SOG reads it is that minimum assessment
will apply to whatever tax entity is applying. So even if it’s a district established by the
city and the county is not involved at all, if there is a minimum assessment agreement,
that minimum assessment will be what all taxes are applied so the county’s tax rate will
apply to that minimum assessment as well. There won’t be two assessments for a single
project, one assessment only. The property owner is going to have to understand that
they are going to have to pay higher taxes across the board too.

A gentlemen said that you mentioned the county reassessing the property on a yearly
basis? Ms. Millonzi said the county has to determine the assessment on a yearly basis, it
is not a revaluation. The county tax assessor will have to assess the value of the property
in the district on a yearly basis. The reason is because to the extent that there is
improvement to that property each year, you want to capture that valuation to have that
incremental valuation go up. You will still continue to have revaluations every 4 or 8
years. That will continue to happen and in those years, the property value will go up
even higher. In the revaluation year the property values will be increased based on the
revaluation but every year the property values in the district will be increased based on
improvements to the property.

Someone said, I’m a little confused by that. You’re essentially revaluing every property
in the district to determine what their tax assessment value is? Ms. Millonzi said it is not
a revaluation. There are two different components to why your property can increase in
value. For example, | have a house and every 8 years we have a revaluation and my
property value increases. Last year | put an addition on that house which increased the
value of the house as well. That was a separate increase in the value of her house and,
although she reported it on the form, it is not necessarily captured every year because
there is a sort of cumbersome process in capturing that sort of increase. What happens in
a TIF district is that it actually separates out those two potential increases to property tax
value. It says that we are going to look at each property in the district every year to
determine if improvements have been made. Think about it, right now we have land that
needs to be developed, next year there is one building and the next year there are three
buildings, the next year there are five buildings and, hopefully, continued improvement
while that property is being developed. Each year the tax assessor will go in and say
have there been any improvements to this property. If there have, the tax assessor will
determine a new valuation for that property. The tax assessor will also continue on the
regular revaluation schedule which will not only take into consideration improvements to
particular properties but will take into consideration increase in land costs and
improvements based on whatever complicated formula that tax assessor’s use.

The owners, their taxes will go up every year based on the assessment but it won’t be part
of the revaluation. Instead of every 4 years, in the TIF district, those owners will pay
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increased property taxes annually for the improvements. Ms. Millonzi said that is right.
And usually in the revaluation year you’ll see an even bigger increase.

Next, Ed Parvin introduced David Adams with BB&T. He has been with them the last
several years and was with Bank of America about 10 years prior to that. He is going to
talk about TIF financing as well. After his presentation there will be a break and then
talk about some of the opportunities the state has resources.

David Adams thanked everyone for coming out and allowing them to speak and also
applaud you for the measures that have already been taken. They go around and talk to
various people about where the money comes from and how to get to the money but the
first step is not to put the cart before the horse, you want to know where you are going.
And by having a development plan like this you have taken a huge step most of the
people he has talked to have not gotten even this close. The huge steps in advancing
where you are going but it tells the bond community, it tells private developers, it tells a
lot of people that you are serious about what you are going to do which inherently is
going to increase the recognition and the value of what you already have. He has talked
to several towns around here and thinks the town is probably the farthest down the line.
That is a big step. It is good that Kara Millonzi started because you want to start with a
legal framework, especially in this market when everything goes haywire, everybody
starts looking at all the legal specifics to figure out who is going to pay. There are a lot
of deals they are doing and looking at right now in a different market, the auction rate
security market, where people are looking at documents that just got pulled off the shelf
and deals got done and everybody is saying, what did we say we’re going to do? It is
important that you have all those aspects together. He is going to touch on three things,
our presentations have a lot of overlap - some specifics, some different. He wants to
reiterate the frame and context by which you should consider TIF. Then everybody
wants to know what they’re supposed to do in the process through the role of the bankers.
Thirdly, what are your options?

The important thing is the private developer invests money, not just the government.
They have talked to people up in the mountains that have already provided city sewer
lines and now there is a consideration for the creation of a TIF district which the city will
then purchase that waterline - it allowed things to happen. Referring to an earlier
question about the county, it is important to consider a partnership so that you are
obtaining both of those incremental taxes in order to pay the debt. North Carolinais a
little bit different than a lot of states. The county has the burden for the schools so the
county taxes are pretty significant. When you start adding in those incremental amounts
from the county side of the equation, it can impact the entire proposition. TIF is one tool
and the town needs to consider economic development policy and how this particular
financing mechanism fits within that. It is important to remember it is a partnership
between the developer and the government. The role of the banker is to educate. By the
time they go to market with a transaction like this they have put together about a 300
page document that tells the investor, you’re going to pay this back. The LGC doesn’t
want to have junk bonds issued in NC, so they issue non-rated bonds. If you look at the
amount of non-rated debts done in the mid-Atlantic, BB&T has done 4 times the amount
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of their competitors. Some is TIF type financing, a lot is community center assisted
living centers. Guidance can involve decisions with regard to incremental taxes, one
thing that is important to note is that he might say something is not the right parameters
for the district because what you have is the core business generating engine captured in
this one district and so any time you issue debt associated with that, the incremental tax
revenues associated with that core business district first must pay the pot. And if things
don’t materialize, you are giving up your biggest engine. That is why the legislation is
designed to take into consideration blighted areas, areas that may be challenged. Itis a
way to maybe not capture the piece that you have but to look at another piece that might
help you leapfrog into something else and ultimately allow you to generate the most
revenue. At the end of the day they find the money. They sell a lot of non-rated bonds.
Based on the secondary pledges that are becoming necessary, it’s a different sales pitch.
Roanoke Rapids has pledged all of their sales tax revenues, not just incremental, and
based on the limited success of Dollywood