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PART I: EXECUTIVE SUMMARY

The historic Adsit Block, which currently houses Jerry’s Restaurant and Lounge (Jerry’s) and Vine
Street Liquors, has played a proud and prominent role in downtown Owatonna’s mercantile,
institutional and architectural development. Located at the major intersection of North Cedar and
East Vine Streets, just one block from Central Park, the resurrection of this architecturally and
historically significant commercial building is key to the future vitality of downtown Owatonna,
stimulating increased property values, strategic community/institutional partnerships and long-term
investment. We propose a two-phase exterior and interior rehabilitation of Jerry’s, utilizing federal
tax credits and other financial and grant opportunities to make the project feasible.

This proposed project will position the Adsit Block to:

e

Promote a stronger local economy by satistying the restaurant needs of local businesses with
superb cuisine, and once again open for lunch. It will draw new traffic and interest from
surrounding towns and from northern Iowa. It will promote developer interest in investing
in downtown Owatonna.

Spur similar projects utilizing federal historic tax credits amounting to at least $113,000 (over
two phases) through listing as a contributing building to the proposed National Register
downtown historic district. This investment will also validate proposed state historic tax
credits.

Galvanize local stakeholders, catalyze growth and jump start a newly vibrant downtown
neighborhood “scene”--enhancing Owatonna’s regional prominence as a heritage tourism
and cultural destination site.

Complement Arts in the Park and other venues at Central Park. It will provide a suitable
meeting and eating place for local employers and other mercantile establishments, residents
and tourists.

Bring back Owatonna’s 30-something crowd. “What happens in Owatonna stays in Owatonna!”
Provide a wonderful opportunity to incorporate sustainable “Green” construction elements
in addition to the federally-certified historic rehabilitation.
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PART II: PROPOSED USE

A phased rehabilitation of the Adsit Block utilizing available historic designations and federal
historic tax credits is proposed. Following the project parameters, this proposal addresses the
fagade, roof, portions of the first floor (including the Vine Street Liquor space), and the entire
second floor. Minor site improvements will also be recommended. The overall goal is to reinvent
Jerry’s as a multi-use event, meeting and entertainment venue and to cater to the lunch and small
meal crowd by replacing the liquor store with a delicatessen.

The first floor space currently used for Jerry’s will remain in the same use. Vine Street Liquors will
become a delicatessen, providing a lunch option that is currently not fulfilled by the restaurant. The
second story will become an event, meeting and entertainment venue that complements the
restaurant and fulfills the need for more downtown nightlife.

The current second story floor configuration lends well to this use. The old ballroom space will
become the Great Room, used to host events like weddings or other ceremonies, live music and
dancing. A serving area can be placed where the old kitchen is now located and the additional
divided space between the Great Room and hallway could be used for a seating area or small lounge
with bar. The old offices will be reused as meeting spaces, equipped with AV and Internet
technologies.

An interior rehabilitation and renovation of this magnitude requires an exterior appeal that is more
than inviting. Thus, an entire exterior rehabilitation is a key component of the overall proposal.
Removal of the first story wood facade cover will be removed and the 1940s recessed entry and
storefront restored.

The project will unfold in structured phases to reduce the physical impact and financial burden on
the operation of Jerry’s Restaurant and Lounge. Two phases over a span of five years will provide
the greatest amount of business operating flexibility while also complementing financial return and
investment. The two phases are as follows:

Phase I — Fagade, Partial First Floor Restoration & Site Improvements' (Three years)
Phase II — Second Story Rehabilitation (Two years)

Five-Year Project Timeline

Phase I Phase 11

YEAR 1 YEAR 2 YEAR 3 YEAR 4 YEAR 5

! Phase I provides the opportunity to include design alterations for Jerry’s. This aspect of the renovation is not included
in this project proposal.
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PART III: SITUATIONAL ANALYSIS

Stakeholders

Several stakeholders have been identified who would be affected by this project, and instrumental in
its success. Included are: the owners, Jerry’s employees, neighboring/downtown businesses, the City
of Owatonna, the Chamber of Commerce/Main Street, the general public, construction businesses,
and the State Historic Preservation Office. These stakeholders will impact the development of the
project, as well as assist in promotion and marketing upon completion.

Community/Neighborhood Concerns and Needs

Interviews conducted this week support the idea of an updated look for this well-established
business. It occupies a prime location downtown, and a new look would help the overall image of
downtown and increase community pride. The need for additional banquet/meeting space was a
recurring concern expressed during the interviews.

Some of the long-standing customers of the restaurant may be resistant to changes in the structure.
The changes made will not destroy the “supper club” feel of Jerry’s, only enhance it. A fresher,
updated look will be necessary to attract a younger market. The recommended phased approach will
allow for the business to remain open while work is taking place.

Identified Market

There are several other businesses around town that provide banquet/meeting space, however this
will be the only business in the downtown area providing these services. In addition, the
renovations to the second floor will allow flexibility in the use of the space. This will encourage
collaborative ventures with the Owatonna Arts Center, the Little Theatre of Owatonna, MainStreet
Owatonna, and others.

The community support already exists for this type of project. People interviewed were very
supportive of downtown development and felt that an enhancement and expansion of this type
would benefit downtown. Furthermore, the Owatonna Development Plan that was published in
20006 stated, “Efforts should be made to sustain and strengthen the downtown’s position as a mixed
use commercial, entertainment, and residential center”. This project would provide additional space
for large community events, additional banquet and meeting space, an entertainment venue, and be
compatible with the existing business.

The project addresses several concerns of the Main Street program. It would make downtown more
vibrant by encouraging more traffic downtown, filling an upper-floor vacancy, enhancing the overall
image, and making downtown a destination. Neighboring businesses would benefit by the increased
traffic and improvements to the property.

Downtown Owatonna has great potential for heritage tourism development. People come from all

over to see the National Farmers Bank. The community should take advantage of this attraction and
capitalize on those visitors coming downtown. Further development of downtown businesses and
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the expansion of events around Central Park will create more tourist traffic. This, in turn, will
increase the tourists dollars spent in your community.

The owners of Jerry’s are seeking to attract a younger crowd and increase the overall customer base.
The Commercial Market Study published in August, 2005, predicted an increase in the trade area
population of Owatonna from approximately 40,000 in 2005, to over 46,500 by 2015. The age
group from 25-34 is expected to grow steadily during that time.

Statistics show that the typical household in the Owatonna Trade Area spends approximately 26%
of gross household income for retail goods and services. Of that amount, 3.71% is spent on “food
away from home”, and 4.04% on “entertainment”.

A strong market exists for the proposed use. Below are some of the potential markets and uses:

e Jerry’s — The existing business can use it as an extension of the current restaurant by
providing live musical entertainment on occasion.

e Business community — The space will be available to companies for events such as banquets,
receptions, and small meetings. Local employers bring in out of town employees for two-
week training throughout the year. They use banquet facilities regularly for luncheons for
these groups. The group size ranges from 15-25. The second floor would also lend itself to
collaborative events, such as fashion shows. This would involve other businesses downtown,
including clothing, shoe, and jewelry stores.

e General community — The community has limited venues for large community events with
on-site foodservice. This makes Jerry’s an excellent choice for wedding receptions,
anniversary parties, graduation parties, reunions, and birthday parties.

e Arts community — There are opportunities to collaborate with the local arts community,
providing additional studio, exhibit, or classroom space for visual art. Small-scale dinner
theatre could be explored, partnering with the Little Theatre of Owatonna, as well as the
possibility of dance classes in swing, ballroom, or Latin dances.

e Civic groups — Civic groups have a history of utilizing the second floor of the building. With
rehabilitation it will once again be suitable for civic club meetings and social functions.

Several different approaches can be used to reach these markets, including:

e Radio and newspaper advertising

e Targeted direct mail

e Partnerships with community organizations

e Chamber of Commerce and Main Street newsletters
e Fliers/posters

e Hosting an open house

Creative approaches to marketing could improve the restaurant business, and provide more options
for the dining customer. Jerry’s could consider preparing brown-bag lunches for downtown workers
with a limited lunch hour, especially those at larger companies. Orders could be called in and picked
up, or delivered. Another opportunity is to provide boxed picnic meals for the concerts at Central
Park.
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Obstacles and Advantages

It is always a challenge to attract people downtown, but with the upgrades and renovations, Jerry’s
could become an anchor downtown. It will enhance the downtown and make Jerry’s a more
attractive alternative to other venues in the community offering similar services.

Funding is always an issue, which is one reason a phased approach to the project is recommended.
The community is supportive of pursuing the National Register listing for the downtown district. In
the long-run this will be extremely beneficial for seeking funds for rehabilitation. All buildings
within the district will be eligible for funds and will not have to seek funding as individual structures.
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PART IV: BUILDING CONDITION AND RECOMMENDATIONS

All design and structural recommendations for the proposed building use will follow the Secretary of
the Interior’s Standards for Rehabilitation in accordance with the requirements for the Federal
Historic Rehabilitation Tax Credit. Signage guidelines developed in part by MainStreet Owatonna,
and enforced through a city ordinance, should also be followed. The goal is to complete a certified
historic rehabilitation to illustrate its economic and aesthetic benefits to the property owner,
downtown district and other major stakeholders. The desired outcome is that this building
rehabilitation will be used as a model and catalyst for downtown reinvestment and historically
sensitive redevelopment efforts.

Current Building & Site Conditions

A preliminary assessment of the building shows it to be in good structural condition. An immediate
concern is the leaking roof that is causing interior ceiling and floor damage. The exterior brick and
mortar joints appear to be in fine condition with the exception of the cornice line where
efflorescence and spalling are causing brick deterioration; this is primarily located on the south
facing wall. The limestone along the parapet is also deteriorating. Portions of the basement floor
have been excavated for sanitary sewer repairs and have yet to be repaired. The sidewalk is in decent
condition.

The vacant second story interior suffers from deferred maintenance. This is most readily seen in
damage to the ceiling, walls and floor. Many of the historic materials and details remain intact (i.e.,
transom lights, pressed tin walls, moldings, etc.), although they are in need of rehabilitation.

Building & Site Recommendations

The building and site recommendations for the proposed use are based upon restoring the building
fagade to its 1940 appearance and retaining the historic character of the second story interior with
only minor modifications to the 1940 second story floor plan.” At this time in the building’s history,
the corner entry had been recessed and a second story egress was added on the west fagade,
accessible at the ground level. The decision to return to this design period is based upon two
factors: structural alteration and rehabilitation cost. The desire is to lessen the degree of both; the
former for historically appropriate physical site accommodation and the latter for the interests of the
owner and business operator.

It is highly advisable to hire an architect and/or structural engineer to develop a rehabilitation plan
and conduct a structural assessment to guide the restoration process. The proposed facade
restoration, retail conversion, and second story rehabilitation will retain the historic integrity of the
building by complementing the historic interior and exterior configurations while also providing for
a viable and updated function. The primary recommendation is to remove the fireplace and first
floor wood fagade cover to restore the historic corner entry as the building’s main entrance and exit.
The 1940 glazing on the first and second stories will also be restored.

? As there is little photo documentation of the east end of the south facade (location of the liquor store), we are
assuming that retaining storefront of the liquor store with minor architectural improvements is appropriate and
acceptable under the Secretary of the Interior’s Guidelines.
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Detailed recommendations for the two phases are as follows:

Phase I — Facade, Partial First Floor Restoration and Site Improvements

Remove existing roof, skylight and hatch and replace with new, incorporating possible
“Green” elements in new roof.

Restore and rehabilitate visible west and south sides of building, including missing
architectural elements along roof cornice.

Remove siding on existing window openings and restore all window openings, including
bricked-up window transoms; replace missing windows with replacement wood windows.

Remove all 1960s exterior storefront alterations.

Restore appearance of 1% floor Jerry’s storefront by removing intetior fireplace and
reopening original chamfered entranceway at southwest corner; and install doors and
windows.

Address any aging and damaged brick.
Rehabilitate facade of Vine Street Liquor.

Install new signage in compliance with local design guidelines, but also capitalizing on the
property’s strategic location at the center of an emerging, historic downtown neighborhood.

Phase II — Second Storv Interior Rehabilitation

Install new elevator (Basement to 2™ Floor) and incorporate a staircase on first floor for
access to second floor from the restaurant interior.

Reinvent existing “ballroom” as multipurpose “Great Room,” accommodating banquets,
receptions, live music and other entertainment, arts venues and exhibits.

o Access Great Room from 1" floor via two stairways and new elevator.

o Move current HVAC apparatus and related ductwork to less obtrusive location west
of Great Room.

o Utllize Great Room for banquet and meeting space and live entertainment.

o Install new 2™ floor bar built on casters to enhance Great Room’s multipurpose
capabilities.
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o Institute regular music venues such as Thursday night jazz to complement special
events at Central Square, late-night business hours, and Artists in the Park.

o Complement activity at nearby West Hills Arts Center and stimulate more traffic and
activity downtown.

e Rechabilitate the middle room as a catering kitchen/staging and storage area. It may be
beneficial to build a bar into this area, facing the Great Room.

e Rechabilitate former offices on west side to intimate meeting and private dining rooms
(geared especially for local employers or other team lunches, dinners and meetings),

e Retain most of the historic fabric and plan of this long-vacant space, including existing
hallway,

e Name rooms after existing office doors of former businesses (or names associated names of
numerous groups that have historically used the meeting facilities, or the local context).

e Install new bathrooms in smaller existing rooms west of middle room.

e Restore all window openings to original condition.

e Address ADA compliance: elevator, bathrooms, etc.

e Address building and fire code requirements: second story egress, fire safety, etc.

e Make sure the load bearing of the Great Room creates an appropriate sound barrier for
events that involve music and dance.

Sustainable Design and Energy Savings

Increased building operation savings and tax incentives can be attained by implementing sustainable
design strategies that focus on the heating, cooling, ventilation and lighting of a building. Historic
buildings like the Adsit Block were originally designed to utilize passive energy design elements that
provided for efficient operations will little to no technological mechanisms. Operable windows,
window configuration, transoms, masonry wall structure, window and door awnings, etc.—all of
these elements, if properly integrated throughout the whole building, can provide significant short-
term and long-term energy savings, even more so when combined with smart HVAC systems.

In addition, the use of salvaged and recycled materials reduces landfill costs and unnecessary waste.
A green, living roof would help decrease the heat island effect and control stormwater runoff. The
second floor of the Adsit Block has many materials that can be reused in their original state or in a
more creative state. These recommendations and more can be found in the Staze of Minnesota
Sustainable Building Guidelines. 1t is suggested that the Leadership in Energy and Environmental
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Design (LEED)” rating system is an unnecessary tool in this project, largely because of its cost and
tedious requirements. However, it can be used as a guideline. The application of this rating system
to certified historic rehabilitations of commercial buildings has been proven through many case
studies (see the Cambridge City Hall Annex, Cambridge, MA and the EcoTrust Building, Portland,
OR as examples).

Although the state of Minnesota does not have any green building tax incentives, the federal
government does provide an income tax deduction for saving 50% of a commercial building’s
energy use through the Federal Tax Incentive for Energy Conservation. Utilizing this incentive,
along with the Federal Historic Rehabilitation Tax Credit, will increase the Adsit Block rehabilitation
return. The long-term savings of energy efficiency will also provide ongoing payback. “Green”
rehabilitations are no longer a scarcity, and the Adsit Block has the opportunity to set the precedent
for green building in Owatonna.

Parking

The redevelopment of the second floor of the Adsit building is proposed for commercial use, as the
building was originally designed for in 1895. The policy of the City of Owatonna is to consider
some buildings grandfathered in respect to the current parking requirements. This only applies to
historic downtown buildings when the proposed use is similar to the building’s original use.

Although the City has no further parking requirements for the proposed redevelopment project, it
could be of concern to the property owner, patrons, and existing area businesses. The current
parking requirement in the B-3 district is one space for every 500 square feet of floor area, which
would only be four spaces for the proposed redevelopment of the second floor. The current land
uses in the immediate area generate the greatest need for parking between 8:00 a.m. and 6:00 p.m.
during the weekdays. A notable exception to this parking schedule is Jerry’s, which is located
directly below the proposed multiuse and event center. Jerry’s currently requires the most parking
spaces between 6:00 p.m. and 9:00 p.m. Monday though Saturday. The estimated peak parking
occurrences for the multiuse and event center would be during weekday business hours and Friday
and Saturday nights.

Given that the multiuse and event center’s peak demand for parking spaces would occur while most
other businesses are closed, this land use would only compliment most of the existing businesses in
the area. Because of this balanced parking situation, providing additional parking is not
recommended. However, due to the late hour of the events to take place in this facility it may be
necessary to install adequate lighting at the building exits and throughout the nearby parking facility.
Parking signs that limit citizens’ patronage should not be posted.

In order to make entry into the building more pleasing and accessible for patrons of Jerry’s, valet
parking is recommended during business hours. The curbside parking in front of the entrance
should be marked as valet parking during business hours. Valet service would reduce traffic
associated with customers driving around to try and locate a parking spot. In the interest of giving

3 Leadership in Energy and Environmental Design (LEED) is a rating system created by the U.S. Green Building
Council to promote green building through an established set of guidelines. More information can be found by visiting
www.usgbc.org.
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potential customers a positive impression of the area, the “no loitering” signs should be removed.
Also, front planters and parking lot landscaping should be considered.

Zoning

The Adsit building is located within the "B-3" Central Business District. The purpose of this district
is to allow for high intensity commercial and service activities that will complement one and other.
The district is meant to provide these commercial services and activities to the entire region. The
proposed uses are allowed in accordance with the permitted use chart in section IV of the zoning
ordinance. However, some details being recommended are not allowed at all or require special
permits. Providing for a limited amount of sidewalk seating is a great way to promote Jerry’s to
passersby, while providing excellent ambiance for diners. Unfortunately, the zoning ordinance
currently does not allow for this type of use, even though it has been allowed by policy. It is
suggested that Jerry’s apply to have the City ordinance amended to allow for this use by special
permit. The City of Owatonna at one point adopted what is essentially a public dancing code
(435:00). It requires a permit from the City Council and imposes restrictions on many events that
include dancing. This code seems archaic and unnecessary. Jerry’s should ask City staff to initiate
hearings to have the “dancing” code deleted in its entirety or amended to reflect modern times.

Building codes

The occupancy load for the second floor (6,054 square feet and classified as a place of assembly) is
403. While rehabilitating the Adsit building, there will be many issues concerning compliance with
the building code. Since this building has been determined eligible for listing in the National
Register of Historic Places by the State Historic Preservation Office, it may be able to provide
compliance alternatives rather than strict adhesion to the present building code according to the
State of Minnesota Building Code. As the situation stands now, there will be substantial
improvements required to bring the building into compliance if it is rehabilitated. This will include
any space that is rehabilitated or affects the rehabilitation of another floor, such as an additional
stairway connecting them. A sprinkler system will not be required for much of the first and second
floors because of the gross floor area. The second floor will have to have two stairways, with one of
them exiting to the outside or to a fire rated lobby at the bottom of them. An elevator is required
due to the proposed amount and type of occupancy. The elevator must be of substantial size to
accommodate a stretcher, unless other accommodations are made. Roof access will be required if
the HVAC system requires servicing. Windows coming to within 18 inches from the floor would be
required to have fall barriers or safety glass.
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PART V: FINANCING

The estimated cost of the complete rehabilitation project—the exterior fagade, Vine Street Liquor
and vacant second story—will be approximately $800,000. This collective estimate is based on
information received from neighboring business owners who have undertaken fagade restoration
and structural improvements in downtown Owatonna, with a consideration for square footage.

Potential Sources of Financing

Most of the funding for this project will involve a substantial investment from the property owners;
however, the amount of real cash investment can be decreased with the appropriate use of local,
state, and federal incentives.

The Owatonna Economic Development Authority sponsors a two tier Low-Documentation Loan
program for owners and/or renters of commercial buildings within the City of Owatonna. The
building improvements must comply with city codes and policies. For properties located within the
Central Business District, the improvements financed by the Low-Documentation Loan programs
must comply with the Main Street Owatonna Design Guidelines. Both Tiers of the Low-
Documentation Loan programs cover improvements that may include removal of false facade,
exterior restoration, painting, windows, tuck pointing and other structure improvements. Tier 2
proposed improvements must enhance or restore the original architectural lines/style of building.

The Tier 1 Low-Documentation Loan Program could provide up to $5,000 to a business
owner/renter with a 0% interest rate. This loan requites matching funds, but no collateral is
required. The amount must be paid off in three years with a minimum monthly payment of $100.
There is a $25 processing fee.

The Tier 2 Low-Documentation Loan Program could provide up to $20,000 to a business
owner/renter at an interest rate of half of the prime interest rate. The loan requires matching funds,
cither privately financed through owner equity or through other lending sources. A personal
guarantee and a “junior mortgage” on the building and/or assets is required as collateral. This loan
must be paid off in 7 years with a minimum monthly payment of $100. There is a $150 processing
fee.

The Adsit Block appears eligible for both tiers of the Low Documentation Loan Program.
Additionally the Economic Development Authority provides a Revolving Loan Fund for
Commercial Development to stimulate private sector investment in order to create new jobs,
boost productivity, retain existing jobs for local residents, and further city redevelopment objectives.
To be eligible a project must meet one of these five objectives: job creation and/or retention; meet
EDA approved economic and/or redevelopment plans; prevention ot elimination of slum and
blight; increasing local tax base; required compliance with an existing building code violation. If
located in the Central Business District, building improvements must comply with Main Street
Owatonna Design Guidelines. The Revolving Loan Fund can be used for land acquisition, building
construction, renovation and modernization of buildings, equipment and fixtures up to $50,000. A
personal guarantee and a “junior mortgage” on the building and/or assets is requited as collateral.
The required match is $2 in private funds, $1 Commercial Development Revolving LLoan Funds.
The interest rate is Federal Prime rate at the time the completed application is presented for
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consideration. The loan must be paid off in 15 years for land and building improvements, or in 7
years for equipment and fixtures improvements.

At the present time there is no Tax Increment Financing (TIF) district in the downtown Owatonna
area. Public officials have privately indicated that a TIF district could be reinstated downtown to
help with improvements. A TIF district would need to be created with the approval of the
Owatonna City Council.

TIF assists in financing real estate development costs. Since development raises the property value
and thus the amount of taxes collected, these additional property taxes are set aside for specific
purposes within the district defined by local government. TIF is primarily used to help with
rehabilitation in older buildings. In Minnesota TIF is generally used for the following purposes, as
stated in the website (www.house.leg.state.mn.us/hrd/issinfo/tifmech.htm):

1. Redevelop areas occupied with substandard buildings

Build housing for low-income and moderate-income families

Clean up pollution

Provide general economic development incentives

Finance public infrastructure, such as streets, sewer, water, sidewalks, and similar
improvements. (This is not an explicit purpose of TIF, but Minnesota cities frequently use it
for this purpose.)

Rl

Since the City of Owatonna's Central Business District has seen many improvements due to the
Small Cities Development Grant, property values in the downtown area have increased. These
increases would be a natural beginning to gather TIF funds.

The City of Owatonna has been awarded a Small Cities Development Grant. Housing Coordinator
Nancy Bokelmann stated that Jerry's Restaurant has applied for a grant through this program.
Although no approval has yet been given, she indicated that Jerry's could receive up to $30,000 for
the planned improvements. This is a matching grant program with design review from the
Minnesota State Historic Preservation Office.

Federal Rehabilitation Tax Credits, could provide financial relief up to 20% of the improvements if
the property were listed in the National Register of Historic Places. A preliminary survey has been
completed by the Minnesota State Historic Preservation Office, indicating the proposed boundaries
of a downtown historic district. The Jerry's building is in the proposed district and would be
considered a contributing element. Knowing that the National Register district nomination will take
time, federal regulations allow up to five years for official listing in the National Register.

In addition to the SHPO involvement, Main Street Owatonna has set the creation of a downtown
historic district as a goal, with the support of the Owatonna Area Chamber of Commerce and
Tourism. The Minnesota SHPO has stated that their office does not have the resources to prepare
this district nomination. A consultant will be needed to prepare the district nomination. We
propose that Main Street Owatonna apply for a grant from the Owatonna Foundation to fund hiring
of the National Register consultant (the Owatonna Foundation is a local philanthropic group that
provides grants to local non-profit groups). While their primary grants are given for brick and
mortar projects, this grant should meet with their approval since it relates to the revitalization of
downtown Owatonna. This grant could provide $10,000 to $25,000 to retain a consultant.
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Main Street Owatonna could also apply for a National Trust Preservation Fund Grant to provide up
to $2500 in matching funds for a rehabilitation plan for the Adsit Block. This money could be used
to hire a qualified architectural firm to lay out a specific rehabilitation plan based on suggestions
given in this report.

Energy conservation incentives can also be utilized with the application of the Federal Tax
Incentives Assistance Project (TTAP), property owners are eligible for tax deductions, provided that
their buildings are certified and energy efficient and meet the American Society of Heating,
Refrigerating and Air-Conditioning Engineers ASHRAE standards. A tax deduction of up to $1.80
per square foot is available to owners or tenants (or designers, in the case of government-owned
buildings) of new or existing commercial buildings that are constructed or reconstructed to save at
least 50% of the heating, cooling, ventilation, water heating, and interior lighting energy cost of a
building that meets ASHRAE Standard 90.1-2001. Only buildings covered by the scope of
ASHRAE Standard 90.1-2001 are eligible. Partial deductions of $.60 per square foot can be taken for
improvements to one of three building systems—the building envelope, lighting, or heating and
cooling system—that reduces total heating, cooling, ventilation, water heating and interior lighting
energy use by 16 2/3% . These deductions ate available for buildings or systems placed in setvice
from January 1, 2000, through December 31, 2008.

Application of Appropriate Funding

A reasonable estimate for the completion of both phases of the Adsit Block Building Rehabilitation
Project is $800,000.00. The estimate developed for this project based on the proposed use and the
recommended rehabilitation is $737,755.00. The estimate was formulated by dividing the project
cost into three parts: Project Development Cost, Phase I Cost and Phase 11 Cost. (Refer 7o attached chart
Jor specific cost estimates)

Project development cost includes all applicable expenses necessary for the actual construction
period to begin. For the purpose of this project it is recommended that architectural and
engineering studies be completed and based on the recommendations of a historic structure report
for the Adsit Block Building. The historic structure report will assist in identifying the original floor
plan and layout of the building as well as all remaining historic building materials. The report will
also record the conditions of remaining structure and materials. The accompanying architectural
and engineering studies will design the restored facade and identify appropriate changes including
the proposed addition of an elevator and stairway. The total project development cost also includes
necessary licensing and permit fees, as well as various application fees required for loans and the
Federal Tax Credit. Project development cost is totaled at $96,255.

Phase I of the Adsit Block Rehabilitation Plan will include the complete restoration the exterior
fagade, the replacement of the entire roof and the reconfiguration of the current HVAC system for
the entire building. The cost estimate for the fagade restoration includes the removal of the 1960s
faux fagade, the restoration of the original recessed corner entry and all necessary brick, mortar and
stone repair on all areas of the facade. The facade restoration is estimated at $90,000. The cost of
window repair and restoration has been separated from the fagade restoration and is based on an
estimate of $2,000 per window, this totals $50,000.00. It should be noted that this estimate is based
on the assumption that all of the original windows are still present behind the faux facade on the
first story as well as on the second story, which is currently boarded and bricked. In the case that
the windows along both stories of the facade are no longer present, the cost of a total window
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replacement has been included, as well as the cost to re-brick the first floor fagade, currently covered
by the faux fagade, if the original brick has been removed or is beyond repair. Phase I cost is totaled
at $252,000.00.

Phase II of the Adsit Block Rehabilitation Plan will focus on the rehabilitation of the vacant second
story space. The cost estimate for Phase II is based on the recommended use and with the
understanding that certain modifications will need to be made in order for the space to
accommodate various community and professional events. This cost estimate includes $195,000.00
for interior construction. Interior construction includes the installation of an elevator, all
appropriate plaster and woodwork repair, as well as any allowable reconfiguration of space to
accommodate modern bathrooms, serving/prep atreas, and the construction of a new stage/platform
in the “Great Room”. The reinforcement, repair and refinishing of the maple flooring is not
included in interior construction and estimated at $25,000.00. The installation of audio visual
equipment has also been included, in order to make the space functional for meetings and events. It
is recommended that a ceiling mounted LCD project be installed in The Great Room as well as a
mounted motorized screen. Phase II is totaled at $327,500.00.

Analysis of Applicable Funding Incentives

Based on the proposed used and estimated total cost of Project Development, Phase I and Phase 11,
potential loan and grants funds, tax credits and deductions have been applied to these totals in order
to determine the incentive potential of the rehabilitation project.

Federal Rehabilitation Tax Credit
If the Adsit Block Building is included as a contributing structure within the proposed Owatonna
National Register District, federal rehabilitative tax credits can be utilized. The following potential

tax credit for certified rehabilitation work of the Adsit Block Building totals $133,000.00. (Refer o
accompanying table for specific tax application for Phases and applicable work)

Loans
The proposed Adsit Block Rehabilitation Project is eligible for up to $75,000 in loans. The
identified loans include the Economic Development Authority Low-Documentation Loan Tier 1 &

2 and the Revolving Loan, also available through the Economic Development Authority. (Refer 7o
accompanying table for specific loan application)

The recommended application of the loans is as follows: The Tier 2 loan has a maximum of
$20,000 which can be applied in Phase 1, specifically for the recommended fagade improvements
(superstructure). It is recommended that the Revolving Loan fund, which has a maximum of
$50,000, could be utilized in Phase 11, and applied to the interior construction cost, more specifically
to minimize the cost of the elevator installation.

The Adsit Block Building is eligible for $75,000 in loan funds for the proposed rehabilitation project.
The only loan subject to interest is the Revolving Loan, which is set at the current federal prime
interest rate. For the purpose of example, if the maximum $50,000 was borrowed from the
Revolving Loan Fund, at the current interest rate (6.25%), over a 15 year period, the total amount to
be paid back would be $77,167.80, with an average monthly payment of $428.71. The total amount
of interest paid on the loan would be $27,167.80.
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Grants

The proposed Adsit Block Rehabilitation Plan is eligible for $34,500 in city and private grant funds.
The most pertinent application of these funds involves the Small Cities Development Grant
available through the City of Owatonna. Fach applicant is eligible to apply for up to $30,000 for
their respective projects. While an application has been submitted by the property owners for
infrastructure improvements to the Adsit building, the total amount of grant funds was not utilized.
It is recommended that the total available amount be applied for and allocated as such, $20,000
toward the replacement of the roof and $10,000 for improvements to the HVAC.

Federal Tax Incentives Assistance Project

The Adsit Block Rehabilitation project could qualify for tax deductions from the Federal Tax
Incentives Assistance Project. While the investment in making the building energy efficient and
certified as meeting ASHRAE standards, could increase the project cost, the projected tax
deductions would exceed the overage amount.

For the purpose of example, taking into account the current rate of $1.80 per square footage for the
reconstruction of the building, to save 50% of its monthly HVAC cost, would amount to a
$21,794.40 tax deduction. Subsequently a partial tax deduction of $.60 per square mile could be
utilized, if improvements were made to a building system. In the case of the Adsit Building, if the
improvement was made to decrease the amount of interior light energy and increase the

effectiveness of natural light. Partial deductions of $.60 per square foot can be given, amounting to
$7,264.80.

SUMMATION

Therefore when applying the Federal Rehabilitation Tax Credits in combination with available
grants, the total project cost of $737,755.00 is reduced to $592,255.00. While the use of loan funds
will decrease the remaining amount of upfront cost needed for the total project, the current interest
rate (6.25%) will amount to $27,167.80 over a 15 year period, therefore increasing the total cost of
the project to $549,422.80 with federal tax credit applied.

The tax deduction available through the TIAP, will not immediately affect the project cost of the
Adsit Block Rehabilitation plan, however it would provide for an estimated $29,059.20 tax

deduction.

Long-term Economic Viability of the Adsit Block

The proposed use of the second floor of the Adsit Block, as a multi-use event center will open the
building to an entirely new market in Owatonna. While the building is primarily used for dining, it is
not functional to accommodate large scale community events or the professional meeting space
required for Owatonna’s growing economy.

By restoring the exterior facade and rehabilitating the vacant second floor space, the Adsit block will
be able to draw interest for its surrounding market and provide a space which can be suited for
various uses. While it is understood that the success of the space will be measured by how
frequently it is used, by restoring the buildings historic exterior aesthetic quality, while providing
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modern meeting spaces, the Adsit Block Building will capture a market in Owatonna that has not
been satisfied.

The facade changes to the exterior of the first floor will also subtly allow for design changes to the
interior of Jerry’s. This will be accomplished with the opening of the windows and restoration of
the original entry way. The restored entry way will require a small reconfiguration of the interior
space, which could increase the aesthetic character of Jerry’s and enhance the dining experience.
Ultimately the potential to have two economically viable uses for the Adsit Block is greatly increased
with the rehabilitation of the second floor space and implementation of the multi-use event center.
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PART VII: CONCLUSION

The Adsit Block, as it stands today, holds and maintains a prominent position in the vitality of
downtown Owatonna. This proposal works to amplify that vitality, to use the building as a model
and catalyst for downtown redevelopment. The importance of this next step for Jerry’s Restaurant
and Lounge has been acknowledged by the building owner and restaurant manager and eagerly
supported by residents and patrons alike.

The proposed use and rehabilitation of the Adsit Block as a multi-use event, meeting and
entertainment space, including a delicatessen, will begin to meet the needs of a market that is lacking
in evening entertainment and dining. Rehabilitation of the two-story 1895 commercial building,
following the proposal recommendations, presents a feasible option based upon this identified
market and available financing options. Care needs to be taken to undergo a certified historic
rehabilitation, particularly when applying green building and energy conservation elements, not only
to protect the integrity of the historic building, but to also qualify for certain tax incentives.

Downtown Owatonna sits at a pivotal point in its “rebirth.” The outcome of this project could be

far-reaching and highly profitable for the owner and nearby businesses. And an historic downtown
will once again become a vibrant destination.
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