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|. Introduction

On November 15, 2006, the Metropolitan Transit Commission (MTC) approved the 2030
Transit Corridor System Plan, which prioritized the implementation of rapid transit and
other transit improvements in the greater Charlotte region. As part of the 2030 plan, the
MTC directed the Charlotte Area Transit System (CATS) to advance implementation of
commuter rail service between Charlotte and Mount Mourne and to prepare for MTC
consideration a North Corridor Commuter Rail Project Financing Strategy detailing how
the project is to be funded.

This Financing Strategy describes the North Corridor Commuter Rail Project, its status
and cost, and the underlying assumptions for funding its implementation. A funding
approach is suggested that would include State and CATS funding, as well as proceeds
from Federal loans and/or local bonds, the debt service for which would be generated
by incremental tax revenues resulting from increased development activity at commuter
rail stations, much of which would not occur in the absence of commuter rail. This
financing approach — called Tax Increment Financing (TIF) — has been in use in the
United States since the 1950s. It does not result in higher taxes, but is a way of
allocating funds to build infrastructure for new development that generates greater tax
revenues than otherwise would have been generated without that development.

If this conceptual approach is approved by the MTC and other impacted jurisdictions, it
will take many months to complete the necessary work to approve agreements with
municipalities and local developers regarding allocation and payment of incremental
taxes. Thus, approval by the MTC of this Financing Strategy is only a first step in
securing the funding commitments required to implement commuter rail service. CATS
will seek future MTC approval of a final financial plan prior to initiating construction of
the North Corridor rail line.
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Il. Background, Status & Cost

Charlotte and the North Mecklenburg towns of Huntersville, Cornelius and Davidson face two
fundamental challenges as they attempt to retain their quality of life and identity in the growing
regional economy:

Rapid population growth is generating low-density residential and automobile-dependent
retail development, dispersing the population and marginalizing the historic downtown

centers of the towns.

Growing congestion is overwhelming the capacity of the region’s only major north-south
highway and forcing commuters onto local two-lane roads never intended to serve as

major regional arterials.

Already, low-density and automobile-dependent land uses, accompanied by significant traffic
congestion, have come to define large areas between NC-115 (Old Statesville Road) and I-77

that were rural in nature just a decade ago. The
result has been to lengthen the commute to work,
endanger regional air quality and drive the
development of strip malls and low-density retail to
support the growing population.

In contrast, large areas east of NC-115 bordering the
historic town centers have remained largely
undeveloped due to lack of water and sewer and the
limited road network. These areas are adjacent to
the NS “O” line. Recently, with work to expand sewer

and water lines east of the “O” line, these large green-fields are facing accelerating residential
development pressure.

Unfortunately, there are no plans to create a new road network linking these new green field
communities to Center City Charlotte, and plans
for new localized connector roads lack any source
of funding. Moreover, expansion of I-77 north of
Huntersville will not be completed for at least 20
years and most sections of NC-115 cannot be

widened.

As a result, the region is facing the

prospect of new large-scale residential

development lacking a reasonable, high-capacity
means for coordinated, commutation to Charlotte
and between the Towns and other local activity
centers.

The following data confirm the challenges facing
the North Corridor:

Traffic on I-77 is projected to double by 2030 -- from 87,000 vehicles/day to 170,000
vehicles/day whether or not the highway is widened. The vast majority of trips are by

single-occupancy vehicles.
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e Local trips within the North Corridor will nearly triple by 2030 — from 490,500 to
1,241,700.

e Population in Huntersville, Cornelius and Davidson is projected to more than triple by
2030.

To help meet these challenges, Charlotte and the Towns have led the effort within the region

and at the MTC to implement commuter rail service in the North Corridor, concluding that

provision of a convenient, reliable, safe and environmentally attractive public transportation
alternative will positively shape future land use and stimulate strong
mixed-use development around transit areas.

The North Corridor Commuter Rail Project would restore passenger
rail service to the existing Norfolk Southern (NS) “O” line connecting
downtown Charlotte with the downtowns of Huntersville, Cornelius,
Davidson and Mount Mourne. This line saw its last passenger train
in 1951. The project, which would be completed by the end of
2011, includes construction of ten stations and a vehicle
maintenance facility, acquisition of train equipment, and safety
enhancements to some 45 public at-grade crossings along the
route. No new railroad right-of-way is required; no new structures
currently are planned, and only minimal additional property for
stations must be acquired. The service would consist initially of 22
daily trains. This would grow to 38 daily trains in a subsequent
phase of the project, which would include additional train equipment
and signalization of the rail line. Service would be focused on the
peak morning and afternoon rush, with less frequent service during
the remainder of the day. Trip time to Charlotte would be
approximately 35 minutes from Davidson. Some 4,600 commuters
are projected to ride the trains each day. The majority of these are
new transit riders who currently travel by single-occupancy vehicle
along I-77 and/or NC115/ US-21.

The southern terminus for the commuter rail line is the proposed
Charlotte Gateway Station (CGS), located at Trade and Graham Streets in Charlotte’s
downtown business center. Planning for CGS has been undertaken jointly by CATS and
NCDOT, which owns the CGS site and some 20 adjacent acres of property along the NS tracks
in downtown Charlotte. The facility is a key component of
Charlotte’s regional transit program and North Carolina’s
long-range intercity and high-speed rail service. In addition
to North Corridor commuter trains, the new station would be
served by Amtrak, with trains to Atlanta, Raleigh, and New
York; Greyhound intercity buses; proposed Charlotte Center
City Streetcars; and proposed rapid transit from the
Southeast and the West corridors. The facility also would
serve as a new CATS express and local off-street bus
center, relieving congestion at the existing Charlotte
Transportation Center. CGS will be within walking distance
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of much of the business district in downtown Charlotte, as well as the new Lynx Blue line, with
light-rail service south to Pineville and eventually north to the UNC-Charlotte campus.

The location for the northern terminus remains unresolved. The cost to implement service north
of Davidson, the last station in Mecklenburg County, must be funded by Iredell County and/or
Mooresville. Neither has made a commitment to fund these costs; however, discussions
continue and several options are under consideration, as detailed below. In the event funding is
not available, trains will terminate at Davidson.

Project Status

The following work has been advanced to date:

CATS has completed conceptual (15%) engineering for the rail upgrades, stations and
Vehicle Maintenance Facility.

CATS has completed preliminary (25%) engineering for all at-grade crossing
improvements.

The Environmental Assessment will be submitted to NCDOT for statewide review in July.
The environmental impact review is expected to be completed by October.

CATS has secured no-cost options for locomotives as part of a pending locomotive
procurement by the Massachusetts Bay Transportation Authority (MBTA) and for
passenger coaches as part of a

pending Northstar Commuter Rail

(Minnesota DOT) car procurement.

The options may provide significant

price reductions for equipment by

combining the CATS equipment

within larger equipment orders. The

options would not have to be

exercised until at least March 2009.

CATS and the Norfolk Southern
Corporation have reached an
agreement in principle providing
CATS with a license to use the “O” line for commuter rail service for a term of 50 years.

CATS and NCDOT are progressing planning for the Charlotte Gateway Station project.
NCDOT intends to initiate a process this fall to secure a Master Developer to plan,
design and build the public transportation facilities at Charlotte Gateway Station, as well
as to develop air rights above the transportation facilities and other NCDOT property
adjacent to the CGS. An Environmental Assessment was submitted to FTA in April.
FTA review comments were received in May and formal submission of the
Environmental Assessment is planned for this summer.



North Corridor Commuter Rail Project
Financing Strategy

If the MTC authorizes CATS to further advance the North Corridor Commuter Rail Project,
CATS intends to:

e Initiate preliminary engineering for the rail upgrades, stations and Vehicle Maintenance
Facility. Engineering for the project would be completed by the end of 2008.

e Formalize the NS license agreement and enter into a design/construction agreement
with NS for the rail upgrades and the rail components of the at-grade crossing
improvements.

Conceptual Project Cost

Based on conceptual engineering, the initial phase of the North Corridor Commuter Rail Project
at the time of completion in 2011 is estimated to cost $261 million for service to Mount Mourne
and $246 million for service to Davidson. Phase 2 of the project, planned to begin in 2015,
includes additional train equipment, signalization and sidings to facilitate up to 38 daily trips.
Phase 2 is projected to cost $72 million in 2006 dollars.

Table 1
North Corridor Commuter Rail Project
Conceptual Cost Estimate
($ millions escalated to Fall 2011 Completion)

Project Element Davidson Terminus Mount Mourne Terminus
Track Upgrades 49 58
Stations & Parking 21 21
Facilities & Termini 32 32
Trains 55 55
Site-work & Crossings 22 24
Property 5 7
Rail Line Access 21 21
Design, Management & 41 43
Contingency
Total $246 million $261 million
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[1l. Anticipated Funding Sources

In 2002, the MTC approved the 2025 Transit Corridor System Plan, which called for advancing
multiple rapid transit corridors in the Charlotte region and enhancing local and regional bus
services. An assumption underlying the 2025 plan was that Federal and state funding would be
available for up to 50 percent and 25 percent respectively of the capital costs required to
implement the 2025 program. The remaining 25 percent of costs would be made available from
the proceeds of the ¥-cent transit sales tax approved by voters in Mecklenburg County in 1998.

The 2030 Transit Corridor System Plan approved by the MTC in 2006 revised the projected
funding assumptions for the North Corridor Commuter Rail Project. The anticipated funding
sources are summarized in the following table and described below.

Table 2
North Corridor Commuter Rail Project
Funding Sources ($ millions in 2011)

_ %300
—
—
o
N $250 A B Unfunded
[y
2 $200 O Mooresville
o
E $150 B Charlotte Gateway
%3 65 Station
— 62
2 $100 O State
2 O CATS
o $50 89 84
o
o $_ :

Mount Mourne Davidson

($261 million) ($246 million)

Terminus

Direct Federal Grants: The 2025 plan assumed funding from the Federal Transit
Administration’s (FTA) New Starts program, which provides grants for the design and
construction of new transit systems and expansion of existing lines. However, as more
and more cities compete for limited New Starts funding, FTA has stiffened the
gualifications for participation in the program. It has established a rating system that
limits the number of eligible projects to those it deems as the most critical in the country.
This rating system is even tougher than it was when Charlotte’s South Corridor Light Rail
Project was approved for Federal funding. A key component of the FTA rating system is
the cost effectiveness of the proposed system, measured by comparing the amount of
cumulative travel-time savings to the annualized capital and operating cost of the
project. Based on FTA's latest funding criteria, only those projects providing high-
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frequency service in highly congested, highly populated metropolitan areas are likely to
meet the criteria for participation in New Starts.

Commuter rail projects in smaller cities such as Charlotte typically rate low under the
New Starts criteria. This is due largely to the nature of commuter rail, which focuses
primarily on rush hour service, with less frequent service during non-peak periods (the
cost to expand the rail line to permit full-day high-frequency service would be excessive).
In the case of the North Corridor, projected ridership of 4,600 daily trips compares
strongly with other commuter rail systems in medium-sized cities. However, while North
Corridor trains are projected to carry many work-based trips during the rush hour, off-
peak service is planned to be less frequent. As a result, commuter rail service in unlikely
to be an effective alternative for many off-peak local automobile trips by residents living
near the train line. This reduces potential ridership and cumulative travel-times savings
(compared to high-frequency light-rail and bus systems) below the FTA eligibility
requirements. Accordingly, CATS does not intend to pursue FTA New Starts funding.

State Funding: North Carolina Department of Transportation (NCDOT) provided
25 percent of the funding required to design and to construct the South Corridor Light
Rail Project. State funding was provided under a Full-Funding Grant Agreement and
derived from the Highway Trust Fund.

Neither CATS nor this region’s elected officials have yet sought a formal funding
commitment for the North Corridor Commuter Rail Project from the North Carolina
Legislature or NCDOT. State funding, however, is essential if the North Corridor project
is to advance to construction and, pending approval by the MTC of this Financing
Strategy, such a commitment will be sought over the next year.

CATS Funding: A portion of the Y-cent sales tax collected in Mecklenburg
County for transit currently is allocated to implementation of the rapid transit corridors.
At completion, CATS plans to contribute approximately $157 million to the South
Corridor Light Rail Project. This accounts for 34 percent of the light rail project cost.

The 2030 Transit Corridor System Plan assumes a similar 34 percent contribution from
CATS to the cost of the North Corridor Commuter Rail Project. This amount of funding
can be provided within the projected 2030 Transit Corridor System Plan budget,
consistent with the financial standards and thresholds established by the MTC for
expenditure of sale tax revenues.

Charlotte Gateway Station Funding: North Corridor commuter trains will
terminate at the CGS. The cost for North Corridor property and storage tracks at CGS —
totaling $24 million — will be funded as part of the CGS program. In addition, the CGS
budget absorbs other costs that benefit the North Corridor, including new bridges and
other infrastructure that would be used by North Corridor trains.

CGS will house over $120 million in public facilities and infrastructure required to
accommodate relocation of Amtrak to downtown Charlotte, CATS North Corridor and
bus facilities, the new Greyhound depot, parking and other public facilities. Funding for
the project will come from FTA, NCDOT, CATS, Amtrak, Greyhound and private firms
developing air rights at CGS and on adjacent NCDOT properties. The FTA has
allocated $21 million in funding to Charlotte for design and construction of CGS. In

-8-



North Corridor Commuter Rail Project
Financing Strategy

addition, the 2030 Transit Corridor System Plan includes $43 million for the CGS project
over the next five years.

NCDOT is in the process of seeking a Master Developer for CGS and its adjacent
property. In addition to construction of the transportation facilities at CGS, the Master
Developer will be expected to secure significant retail, office and residential development
on the NCDOT property. The timeframe for construction of the public facilities at CGS
matches with North Corridor Commuter Rail construction plans.

Iredell County / Mooresville Funding: Planning for the North Corridor has always
included a station at Mount Mourne, which is the headquarters for Lowe’s Corporation
and the Lake Norman Regional Medical
Center. Employment in southern Iredell
County is expected to increase some 220
percent to nearly 60,000 workers by 2025,
with Lowe’s employment alone accounting
for 12,000-15,000 workers. Some of those
workers live in Mecklenburg County and
could commute to work by train. Many
Iredell County  residents  work in
Mecklenburg County and would use the train
if service were extended to Mount Mourne.

The incremental cost for extending service from the Davidson station to Mount Mourne is
$18 million. This includes the cost for track upgrades, track access, a Mount Mourne
station, and at-grade crossing improvements.

Iredell County and Mooresville have shared in the costs to date for North Corridor
planning, including environmental and
engineering analysis of service to
downtown Mooresville. While support for
commuter rail remains  strong in
Mooresville, the Iredell County Board of
Commissioners recently indicated that it
was nhot interested in helping to fund
service to Mount Mourne. CATS continues

to discuss funding options with Mooresville officials. One such option is to fund the cost

of extending service north of Davidson through TIF-backed bonds or loans.

This Financing Strategy assumes that the North Corridor will terminate at Davidson.
While a Davidson terminus results in a less expensive total project cost, the project costs
not funded by CATS or the state is actually higher, due to the reduced percentage
“matching” of total project costs by the state and CATS. Thus, this Financing Strategy
assumes the more conservative Davidson scenario.

Unfunded: The amount remaining after State, CATS, and other funding sources
is the gap that CATS proposes to fund with loans or local bonds, the debt service for
which would be paid with incremental property tax revenues generated in the station
areas, as detailed below.
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There are several alternatives for the issuance of TIF debt instruments. Each option
offers distinct advantages and disadvantages relating to which entity issues the debt, the
type of security required to back the bonds or loans, duration and interest rates, impact
on bonding capacity, and costs. Options include:

¢ Railroad Rehabilitation & Improvement Financing (RRIF) Loans
¢ North Carolina TIF (Amendment One) Bonds
“Synthetic TIF,” using Certificates of Participation

The Federal RRIF loan program, administered by the Federal Railroad Administration
(FRA), was created by Congress to assist
railroads and municipalities with
upgrading freight and passenger rail lines.
Loans can be used to fund track, safety
and facility upgrades as well as the
acquisition of train equipment. The
interest rate on the Federal loans is equal
to the rate on the Treasury security of the
same term as the loan — currently about
5.1%. Participation in the RRIF program
eliminates many of the complexities and
costs associated with the local issuance of
bonds.

CATS has received positive feedback from the FRA regarding participation in the RRIF
program. Further discussions are pending MTC approval of this Financing Strategy.

If RRIF loans are not available, local bonds also could be issued under the formal state
TIF program or using Certificates of Participation to fund the rail-related costs. As
discussed below, local bonds could also be used to fund other important local
infrastructure projects, to be undertaken by the Towns and Charlotte in and around the
station areas. Timely implementation of these projects will help ensure that needed
infrastructure is in place to support rail and transit-oriented development.

If the MTC directs CATS_not to rely on incremental tax revenues for the balance of
project funds, other possible options include:

Additional state funding

Additional CATS funding

Direct funding of project costs by each municipality
Contribution by developers

These options are problematic and unlikely to succeed. For that reason, CATS
proposes the TIF approach below and bases this Financing Strategy on that approach.

-10-
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V. Tax Increment Financing

Huntersville, Cornelius and Davidson have been planning for the eventual implementation of
commuter rail service since the mid-1990s. Each has adopted transit-oriented development
(TOD) zoning overlays that provide for dense, mixed-use development around transit stations
and require pedestrian-friendly, transit-supportive uses and site-planning. Charlotte has
adopted similar TOD zoning standards. The result is
that seven major TOD development projects — Griffith
Lakes at Harris; Eastfield Station and Twin Lakes at
Eastfield; Bryton at Hambright; Vermillion at
Huntersville; Antiquity at Cornelius; and Legacy Village
at Mount Mourne — already are underway or are in the
approval process at proposed North Corridor stations.
Together, these seven TOD projects will add 8,653
residences, 4.3 million square feet of commercial
space, and $2.8 billion in increased assessed
valuation. Each of these projects is defined by its
proximity to a commuter rail station and their success
and appeal will depend in part on the larger market
generated by access to public transportation.

Clearly, some of the growth in station areas will advance whether or not commuter rail is
implemented. However, key elements of these projects — particularly the most densely
developed areas around the stations — are predicated on commuter rail. Indeed, current zoning
will not permit the planned TOD densities in the absence of commuter rail. Thus, not only will
these projects generate significant property and sales tax revenues to the County, Towns and
Charlotte, but those tax revenues will be substantially increased with commuter rail.

Griffith Lakes is a prime example. The 450-acre development is planned along the rail line at
Harris Boulevard and NC-115 in Charlotte at the proposed
Harris commuter rail station. The developer of the project,
E.C. CGriffiths & Co., has generated two development
scenarios — one with commuter rail and one without. The
plan with commuter rail includes 2,800 new residential units
and 918,000 sg. ft. of commercial development with a total
projected assessed value of $902 million. The plan without
a commuter rail station includes just 1,050 resident units and
385,000 sq. ft of commercial development, with a total
projected assessed value of $304 million, $598 million less
in assessed value. The property tax revenue impact is
large: the plan with commuter rail generates $7.6 million
more in annual Charlotte and Mecklenburg County property
tax revenue than the plan without commuter rail. That
incremental tax revenue will not be generated in the absence of commuter rail.

-11 -
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The incremental property tax revenues generated by the region’s investment in commuter rail
and by growth around the station areas can be similarly quantified for each station area based

5 on specific developer plans and the expertise of local planning
wld incrementai Taxes || Staff and national experience. CATS proposes using this

- TIF Bonds incremental property tax revenue to provide the remaining $76

17 | million in funding required to construct the North Corridor
LT —| Commuter Rail Project, as well as to fund various local station
S =1 Incremental Taxes [ area catalyst infrastructure improvements at each station, as
S L -- Services | discussed below. This would be accomplished by the issuance of
“ L | | bonds and/or securing a federal loan, the annual debt service for
which would be funded from the incremental taxes collected

10 1

within districts created around the station areas. The existing

o1 base of taxes is collected and fully retained by the municipality;
0 incremental taxes (on top of the base) are used to pay for
Property Tax Revenue services and to service the debt used to fund the rail and local

infrastructure improvements. This type of financing is being used around the nation and has
been used many times locally. It does not result in a tax increase, but merely allocates new
incremental property tax revenue to service debt on bonds issued to support the new
development.

Recently, Mecklenburg County approved the use of TIF to fund relocation of the “O” line and the
upgrade of key road infrastructure in Huntersville to facilitate construction of the Bryton transit-
oriented development. The Town of Mooresville is using TIF

to fund the redevelopment of the Burlington Mill in downtown Bryton
Mooresville, a possible future North Corridor station location. Transit Oriented Development

Over the past six months, CATS has worked extensively with
Charlotte, Huntersville, Cornelius, Davidson and Mecklenburg
County to explore and analyze the use of TIF to provide
additional project funding. As part of this effort, the
municipalities have identified $10-15 million in station area
infrastructure projects at each proposed station site —
sidewalks; roadway access; additional downtown parking —
deemed important to managing the growth associated with
commuter rail and TOD around the stations. These costs are
not part of the North Corridor program. They would be
implemented
by the Towns
and Charlotte;
indeed, many
of these improvements already are planned for
implementation and included in the local Capital
Improvement  Plan  (CIP). However,
implementation could be accelerated to ensure
that appropriate infrastructure is in place prior to or contemporaneous with anticipated growth
resulting from commuter rail and transit-oriented development. Candidate projects have been
identified by each of the Towns; Charlotte has not finalized a list and a pace-holder number has
been used for purposes of this Financial Plan. Totaling $97 million, these station area projects
could similarly be funded through TIF.

-12 -
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CATS has analyzed the annual debt service required to support a RRIF loan and TIF bonds
used to fund the rail-related costs and local station area infrastructure projects.’ This analysis is
based on issuance of 30-year bonds at a conservative rate of 5.75 percent, with two years of
capitalized interest and interest-only payments for the first five years (when development at the
stations is just starting up).? Under these assumptions, the annual debt service required to
service TIF bonds/loans would total $16.7 million as follows:

Rail-Related Improvements ($76 million): $ 7.2 million/year
Local Infrastructure Projects ($97 million): $ 9.5 million/year

The work with the County, Towns and City has generated key data on which to analyze the use
of TIF, including:

o Proposed 200-450 acre TIF districts around proposed stations

o Determination of the current assessed value of property within the TIF districts

e Calculation of Future Growth with and without
commuter based on:

- Existing development plans

- As-of-Right zoning

- Local and adopted area plans

- Conservative growth rates applied to
developable sites

- National TOD experience

e The amount of incremental taxes required to Davidson TIF District
fund the debt service related to the rail and
station area projects

The resulting station-by-station analysis is attached
hereto as Appendix A and summarized in the graph and table below.

1 CATS has been assisted in this effort by Cherokee Investment Partners, LLC, an investment and
financing group headquartered in Raleigh with significant expertise in TIF and transit-oriented
development financing and development. A description of Cherokee’'s expertise can be found at
Cherokeefund.com.

2 For purposes of this analysis, it was assumed that a maximum of 90% of incremental County and 90%
of incremental local (Towns and City) property tax revenue could be used to service the rail-related debt
and that 25% of County and 90% of local incremental property taxes could be used to service the bonds
for local station area projects. This represents the maximum rate at which incremental taxes can be used
for debt service. However, as shown in Table 3 and Graph 1, total incremental property tax revenue
generated in the station areas is significantly larger than required to service the loans and bonds. As a
result, the percentage of County and local property tax actually required for debt service decreases
considerably over time.

-13-
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Table 3 presents a snapshot of future growth and property tax revenue in the station areas at
full build-out in 2019. Some $5.2 billion in new development is projected in the station areas,
generating $61.9 million in combined County and local taxes. Debt service for the loans and
bonds would total $16.7 billion, leaving $45.2 million in incremental property tax revenue

available for funding County and local services.

Graph 1 shows the growth in property tax relative to the debt service over time for the term of
the loan and/or bonds. Note that the debt service for the rail and station area projects remains
constant (once issued) over the term. However, as property values increase with time, the
property tax revenue also increases. The unused tax increment — the portion in green left over
after all debt service — increases over the life of the bonds and loans, helping to ensure that the
incremental taxes continue to be available to support local needs and services.

Graph 1

Incremental Property Tax Revenue Over A 30-year Term

($ million; debt service at 5.75%)
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Table 3

2019 Incremental Assessed Value & Tax Revenue
Generated By Investment in Rail & Station Area Projects At Full Build-Out

($ millions)
Total Annual Incremental Annual Incremental Taxes Percentage of
Incremental Annual Taxes Required Remaining After Debt Incremental Tax
Station Future Incremental To Fund Service On Rail & Local Revenue
Assessed Taxes Rail & Local Projects* Projects Required For
Value in Debt Service
2019
County | Local Total | County | Local Total County | Local Total County | Local
Davidson 754 6.1 2.6 8.7 14 .9 2.3 4.7 1.7 6.4 35%
Cornelius 890 7.3 2.4 9.7 1.3 .8 2.1 6.0 1.6 7.6 33%
Sam Furr 473
) 9.4 3.3 12.7 3.3 1.9 5.2 6.1 14 7.5 58%
Huntersville 504
Hambright 176
Eastfield 1,119
19.7 11.1 30.8 4.4 2.7 7.1 15.3 8.4 23.7 24%
Harris 1,263
Derita 30
Total $5.2 billion | $42.5 $19.4 $61.9 $10.4 $6.3 $16.7 $32.1 $13.1 $45.2 24 33%

Assumes 30-year bonds @ 5.75% with capitalized interest for two years. See Appendix A for market and
TIF assumptions.

-15-
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Graph 1 illustrates that the share of incremental County and local property taxes required to
service the loans and bonds will be higher in the initial years, when new development is just
beginning and considerably lower in the later years as property values and property tax
revenues continue to increase. Nationally, as much as 100% of incremental tax revenue is
required to fund TIF debt. Here, however, property tax revenues will significantly exceed debt
service costs. For the County, debt service over the life of the loan and bonds will average just
23 percent of available incremental property tax revenue, with a high of 43.5 percent in the initial
years. For the Towns and Charlotte, debt service will average from 21 percent for Charlotte to
70 percent for Huntersville; the maximum in the initial years will range from 66 percent in
Cornelius to 90 percent in Davidson and Huntersville. As shown on Table 3, at full build-out in
2019, just 24% of the incremental County taxes and 33% of the Town/City taxes (ranging from
24% for Charlotte to 58% for Huntersville) will be required to service the debt.

Two key conclusions are presented by the data:

¢ Incremental property tax revenue generated by station area development significantly
exceeds the debt service required to fund the rail and station area projects.®

e A considerable and growing share of the incremental property tax will remain available
for use by the County and the Towns and Charlotte for the provision of local services.
Additional analysis is required to ensure that this amount is sufficient to cover the cost of
County and local services. However, preliminary analysis, based on the financial data
used to approve the Bryton TIF, indicates that the portion of incremental taxes not
required for debt service will in fact exceed the cost of services for schools and other
County needs.

It is important to emphasize the preliminary nature of this financial work. Not only will CATS and
the staffs from the Towns, City and County continue to refine this work, but the bond
underwriters and/or the FRA (under RRIF) will do an extensive, independent financial analysis
of their own. This work would progress over the coming months.

® Indeed, as shown in the table in Appendix B, the incremental tax revenue attributable just to
implementation of commuter rail (i.e., excluding growth that would have occurred even in the absence of
commuter rail) exceeds the projected debt service on the RRIF loan and TIF bonds. The County’s share
of incremental property tax revenue in 2019 at full build-out -- $18.5 million — exceeds total debt service
for the rail and station area improvements. This $18.5 million would not have been generated “but for”
commuter rail.
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V. Advancing The North Corridor

CATS proposes the following strategy to advance the North Corridor Commuter Rail Project:

1. The $76 million in rail-related costs can best be funded through a loan secured under
the RRIF program. One entity — either the City of Charlotte or Mecklenburg County — would
agree to be responsible for repayment of the loan. Interlocal agreements would be signed
between the Towns, Charlotte and Mecklenburg County ensuring the payment of incremental
property tax revenues required to provide annual debt payments. Agreements could be signed
with developers guaranteeing the payment of a minimum amount of taxes required for annual
debt payments.

2. The local station area infrastructure projects could be funded using TIF bonds or
COPS issued by the County. However, the County’s share of incremental tax revenue used for
these bonds could be reduced to reflect the local nature of the projects — the analysis used in
this Financing Strategy assumed a cap of 25 percent for the share of incremental County taxes
used to service bonds for the station area infrastructure projects. The bonds could be issued in
two series, one in 2009 and one around 2015, in order to ensure that local improvements are
timed to support rail service and transit-oriented development in the station areas, and to ensure
that incremental property tax revenues are sufficient to service the bonds. Here, too, interlocal
agreements would be signed between the Towns, Charlotte and Mecklenburg County ensuring
the payment of incremental property tax revenues required to provide annual debt service.
Agreements could be signed with developers guaranteeing the payment of a minimum amount
of annual taxes.

3. Charlotte, Mecklenburg County and the Towns should collectively continue to seek
the commitment of Mooresville to fund extension of commuter rail service to Mount Mourne or
downtown Mooresville. TIF remains an option for funding the cost of extending service north of
Davidson. Bonds or a RRIF loan could be used for this purpose.

4. Charlotte, Mecklenburg County and the Towns should work collectively to secure a
state commitment to financially participate in the North Corridor Commuter Rail Project.
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VI. What's In It For The Towns, City & County?

Implementation of commuter rail on the North Corridor will positively shape land use in the
region and provide the region with an energy-efficient, environmentally superior alternative to
congestion on |-77 and local roads. This has been the fundamental premise behind the region’s
transportation and land use planning efforts for well over a decade and has been the rationale
for adoption of local transit-oriented development zoning and area planning in the Towns and
Charlotte. Use of TIF to advance implementation of commuter rail and to fund key local
infrastructure projects around stations is consistent with these efforts and would provide the
certainty required by municipalities and developers attempting to plan for the future.

What's in it for Charlotte, Huntersville, Cornelius, Davidson and the County?

e Better integration and self-sufficiency of development around the commuter rail
stations

e Greater concentration of residential and commercial in the downtown core,
specifically designed to be pedestrian-friendly and transit-supportive

e Activation of the historic town center
e Faster implementation of local Town and area master plans

e Increased station
area employment
from commuter rail
and transit-oriented
development

e Acceleration of key
local station area
infrastructure
projects prior to
development and
growth

e Higher & faster growth in property and sales tax revenues

e A convenient, environmentally superior and safe public transportation alternative
to growing highway and local congestion
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VII. Next Steps

If the MTC approves this Financing Strategy, CATS proposes to undertake the work necessary
to advance engineering of the rail line, which is essential to plan for construction and finalize
project cost and schedule. At the same time, CATS will work to complete the process
necessary to establish TIF Districts, execute agreements between the municipalities and seek
possible minimum-tax assessment agreements with station area developers, and secure a state
funding commitment. The timeframe for advancing this work is as follows:

Action Time Frame
Refine TIF District Boundaries Fall 2007

& Seek Local TIF Plan Approval

Determine TIF Bond/Loan Program(s) Fall 2007

Issue RFP For Preliminary

Project Engineering Fall 2007
Award Engineering Contract December 2007

Create TIF Districts

Execute TIF Agreements With
Municipalities & Developers

December 2007

Fall 2007 — Spring 2008

Execute Design Agreement With NS Spring 2008

Secure State Funding Agreement Spring/Summer 2008
Seek MTC Approval to Complete Fall 2008

Design & Commence Construction

Commence Construction Spring 2009

Initiate Commuter Rail Service Fall 2011
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Appendix A

Tax Increment Financing
Analysis

TIE Analysis Assumptions

The following assumptions were used in developing the market and TIF analysis:

* Real Estate Development
— TIF Districts Created: 2007
— Market appreciation: 2% per year

* Property Tax
— Annual growth in Assessed Value: 3% (not compounded)
— Debt For Rail Cost: up to 90% of County and 90% of local incremental taxes
could be applied to debt service
— Debt For Station Area Projects: up to 25% of County and 90% of local
incremental taxes could be applied to debt service

— Interest rate: 5.75%

— TIF District term: 30 years

— Coverage: 1.25

— Bonds issued in 2009, 2011(all for rail-related debt) and 2015
— Capitalized interest: 2 years for each series

— Underwriter’s discount: 2%

— Interest only for first five years
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Intentionally Blank
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Appendix B

Commuter Rail Generated Growth & Tax Revenue

Some station area growth and resulting property tax revenue would not take place “but for” the
implementation of commuter rail service. The transit village within the Griffith Lakes
development is an example. Commuter rail generated growth and property tax revenue is
identified in the table below, which makes clear that incremental property tax revenue directly
attributable to implementation of commuter rail service exceeds the debt service required to
fund the rail improvements and local station area projects. Without commuter rail, this tax
revenue would not have been generated in the first place.

Incremental Growth & Property Tax Revenues
Directly Attributable to Commuter Rail in 2019

($ millions)
Total Incremental Incremental Annual Debt
Incremental Future Taxes Service
Station Future Assessed Attributable To
Assessed Value Commuter Rail
Value in Attributable . .
2019 to Commuter | County | Local Rail Station
Rail in 2019 Projects Area
Projects
Davidson 754 106 9 4
Cornelius 890 88 e 2
Sam Furr 473 398
. 7.3 2.6
Huntersville 504 299
Hambright 176 176
Eastfield 1,119 349
. 9.6 5.4
Harris 1,263 807
Derita 30 24
$18.5 $8.6 $7.2 $9.5
Total 5.2 billion $2.2 billion
$27.1 million $16.7 million
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