
Request for City Council Committee Action
From the Department of Community Planning & Economic Development

Date: January 20, 2004

To: Council Member Lisa Goodman, Community Development Committee

Prepared by John Harrington, Phone 612-673-5018
Presenter in Committee: John Harrington, Project Coordinator

Approved by Chuck Lutz, Deputy CPED Director______________

Subject: Subordination of Public Financing for Franklin Circles Shopping Center

RECOMMENDATION:  American Indian Neighborhood Development Corporation’s
request for Loan Subordination be approved and the Director of Community Planning
and Economic Development, or other appropriate official, be authorized to execute the
necessary documents.

Previous Directives:  April 10, 1987, the Minneapolis City Council approved
Modification No. 2 to the Franklin Avenue Redevelopment Plan (which expanded the
Project Area to include the subject property). July 24, 1987, the City Council approved a
Guaranty of the Permanent Loan financing in the amount of $1 million to AIBDC.  June
1988, the MCDA sold AIBDC land known as the Franklin Fruit property for $180,000.
October 29, 1993, the MCDA Board approved a Business Development Fund $75,000
loan to the American Indian Business Development Corporation to leverage private
financing for Bruegger's Bagel Bakeries (Franklin Circles Shopping Center).  January
14, 1994, the MCDA Board approved lending CEDF funds of $175,000 (in addition to
previous loan of $125,000) to American Indian Business Development Corporation, and
authorizing execution of loan agreement for $300,000 for Bruegger's Bagel Bakeries
(Franklin Circles Shopping Center):  September 12, 1997, the Minneapolis City Council
approved a CEDF loan of $50,000 to AIBDC to renovate Franklin Business Center,
Franklin Circles Shopping Center and plan for Phase III activities and authorized
restructuring of AIBDC’s existing Franklin Fruit loan.  November 1, 1999 the MCDA
Board approved a $250,000 CEDF loan to provide the local match to a $1 million EDA
grant for rehabilitation of the Franklin Circles Shopping Center property.  October 3,
2000, the MCDA Board approved an amendment to the loan terms to “Authorize the
Executive Director to convert the previously approved $250,000 match for Federal EDA
funds to one-half grant or long-term deferred loan and one-half amortizing loan at the
terms agreed to, and to permit disbursement of those funds prior to the disbursement of
the EDA funds.”  December 28, 2001 the MCDA Board approved a further amendment
to the terms “to convert 100% of the previously approved $250,000 match to the
American Indian Business Development Corp (AIBDC) for Federal Economic
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Development Account (EDA) Funds to a grant or long-term deferred loan, and to permit
disbursement of these funds prior to disbursement of the EDA funds.”

Financial Impact (Check those that apply)
_X__ No financial impact - or - Action is within current department budget.
        (If checked, go directly to Background/Supporting Information)
___ Action requires an appropriation increase to the Capital Budget
___ Action requires an appropriation increase to the Operating Budget
___ Action provides increased revenue for appropriation increase
___ Action requires use of contingency or reserves
___ Other financial impact (Explain):
___Request provided to the Budget Office when provided to the Committee

                 Coordinator

Community Impact
Ward:  6
Neighborhood Notification:  Notification mailed to Ventura Village 12/ 31/03.
City Goals:  Create an environment that maximizes economic development

opportunities within Minneapolis by focusing on the City's physical and human assets.
Comprehensive Plan: Minneapolis will encourage reinvestment along major

urban corridors as a way of promoting growth in all neighborhoods.
Zoning Code:  Not Applicable
Living Wage/Job Linkage:  Not Applicable
Other:

Background/Supporting Information

Franklin Circles Shopping Center consists of two buildings located at 1201 - 1311
Franklin Avenue E. The buildings are part of a larger complex that includes the Ancient
Traders Market. The one story FCSC buildings house a grocery store, Bruegger's Bagel
production facilities, a Snyder's Drug store, a police substation, and several other
commercial-retail spaces.

AINDC is proposing to replace the existing private debt on Franklin Circles Shopping
Center with a new loan of $1,166,534, secured by a first mortgage held by Franklin
Bank. The loan proceeds are to be used to pay off the existing first mortgage on the
property, make improvements (roof rehabilitation and HVAC replacements) to both
buildings and provide working capital for AINDC.

The mortgage will have a 15 year amortization schedule and a 5 year term with monthly
payments of approximately $9,500.

The loans to be subordinated to the new first mortgage are as follows:
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Loan, Number, Purpose Description
Loan UDAG #3401, a loan at 4.75% per annum,
due in full on or before November 20, 2011, for the
improvement and redevelopment of the Franklin
Circles Shopping Center

Mortgage dated November 20, 1981, filed
December 22, 1981, as Document No. 4691693
(Abstract) and filed December 16, 1981 as
Document No. 1451583 (Torrens), executed by
American Indian Business Development
Corporation, a Minnesota non-profit corporation, as
mortgagor, to City of Minneapolis, Minnesota, as
mortgagee, in the original principal amount of
$550,000.00.

Amended by Amendment of Mortgage dated May
18, 1993, filed September 8, 1993 as Document
No. 6146744 (Abstract) and filed July 20, 1993 as
Document No. 2400444 (Torrens).

Subordinated to the lien of Mortgage Documents
Nos. 6146745 and 2400445 by Subordination
Agreement filed October 27, 1993 as Document
No. 6173303 (Abstract) and filed December 10,
1993 as Document No. 2452611 (Torrens).

Loan AA940045, a construction loan at 3.00% per
annum, due in full on or before September 1, 2017

Mortgage, Security Agreement and Fixture
Financing Statement dated June 23, 1994, filed
June 23, 1994, as Document No. 6304538
(Abstract) and filed June 23, 1994 as Document
No. 2527480 (Torrens), executed by American
Indian Business Development Corporation, a
Minnesota non-profit corporation, as mortgagor, to
Minneapolis Community Development Agency, as
mortgagee, in the original principal amount of
$300,000.00.

Assignment of Rents and Leases dated June 23,
1994, filed June 23, 1994, as Document No.
6304539 (Abstract) and filed June 23, 1994 as
Document No. 2527481 (Torrens), executed by
American Indian Business Development
Corporation, a Minnesota non-profit corporation, as
assignor, to Minneapolis Community Development
Agency, as assignee.

Loan BD00000022, a loan to finance Tenant
Improvements for Snyder's Drug Store

Mortgage, Security Agreement and Fixture
Financing Statement dated November 10, 2003,
filed November 12, 2003, as Document No.
8222233 (Abstract) and filed November 12, 2003
as Document No. 3875413 (Torrens), executed by
American Indian Business Development
Corporation, a Minnesota non-profit corporation, as
mortgagor, to Minneapolis Community
Development Agency, as mortgagee, in the original
principal amount of $40,000.00.
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Analysis

Benefits
The use of a significant portion of the proceeds of the new financing to maintain and
improve the property is expected to increase the economic life and value of the
buildings. The meets and exceeds the normally desired ratio of 1.2 for most commercial
bank loans (see "Financial Ratios" section). The projected pro forma shows a Net
Operating Income of slightly more than $350,000 for 2004, increasing to slightly over
$531,000 in 2023.

No additional public funding is involved. Because the only "new" financing is private, the
calculation of a public to private leverage ratio is not entirely appropriate. However, the
ratio shows that subordination is leveraging more private funding than the public funding
being subordinated (see "Financial Ratios" section).

Due in part to the continued vitality of FCSC and the related development of Ancient
Traders Market, Franklin Avenue continues to experience renewal and redevelopment.
The additional private investment in FCSC can be expected to contribute to continuing
rejuvenation of this commercial corridor.

The requested subordination will not change the repayment schedule in the various
loans.

Risks / Constraints
According to information in the appraisal, contract rents for this property are at the low
end of (or somewhat below) the market rate range for comparable properties. When
combined with terms in some of the lease options, this will limit future appreciation in
value based on increases in net operating income.

In the event foreclosure became necessary, the ability to recover the full value of the
public loans may be questionable, depending on the status of the market and the rent
roll. However, this situation would also exist if the current financing remained in place.
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Financial Ratios
2004 2005 2006 2007 2010 2019

NET OPERATING INCOME $350,200 $387,655 $384,741 $388,285 $420,560 $503,920
DEBT SERVICE $126,580 $167,324 $167,324 $167,324 $221,552 $96,665

DEBT COVERAGE RATIO 2.76 2.32 2.30 2.32 1.90 5.21

Amount LVR
Value $4,125,000*
All Loans $2,356,534 0.57
City/MCDA
Loans

$890,000 0.22

*average of leased fee estate value
range of $4,000,000 to $4,250,000
provided by CPED staff appraiser based
on rent projections provided by landlord

Total Investment:

Public
(Minneapolis) Private Total

Investment

$550,000
300,000
40,000

$890,000

$1,166,534 $2,056,534

% of Total 43% 57% 100%

Leverage (of subordinated to new financing)

Total Public to Private
Ratio 1 to 1.3



January 15, 2004

MEMO TO: Chuck Lutz, Deputy Director

FROM: Jack Kryst, Chair, Development Finance Committee

SUBJECT: Development Finance Committee Action Regarding AINDC
Request for Subordination of Existing Public Financing of
Franklin Circles Shopping Center

On January 15, 2004, the Development Finance Committee considered a report on a
request from the American Indian Neighborhood Development Corporation (AINDC) to
subordinate existing City loans for the Franklin Circles Shopping Center to a new
$1,166,534 loan to be secured by a first mortgage held by Franklin Bank.  The loan
proceeds are to be used to pay the remaining balance on an existing first mortgage held
by ING, to provide working capital, and to make improvements to two buildings.

The Committee recommended approval of the subordination with the following
provisions:

1) that City loans be subordinated to $891,534 of the Franklin Bank first mortgage; and

2) that subordination of City loans to the remaining $275,000 of the Franklin Bank loan
be contingent upon City approval of the advance and use of the $275,000.

 cc: Lee Sheehy
John Harrington


