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value of the land itself. 
In some cases, developers 

are continuing to pay assess-
ments to cities that helped 
make development feasible. 
But in a growing number of 
cases, they are falling behind 
on payments or not paying 
at all.

Cities are left to figure out 
how to make payments on 
the debt they incurred. De-
pending on how long the eco-
nomic downturn lasts, the re-
sult for some cities could be a 
lower credit rating that raises 
the cost of borrowing, higher 
utility fees for residents or  tax 
increases.

The Times collected data 
on almost 60  stalled devel-
opments in St. Cloud, Sauk 
Rapids, Sartell, St. Augusta, 
St. Joseph, Kimball, Rice, 
Clear Lake and Avon. All 
were platted since 2000 and 
have at least 10 vacant lots. 
Public financing was used 
to pay for improvements on 
 about half of the develop-
ments. The bills ranged from 
$31,000 to almost $6.5 mil-
lion.

St. Cloud used public fi-
nancing “for many, many, 
many years successfully 
when the times were a lot 
better,” said John Norman, 
city finance director. 

There was a time when 
overdue payments were rare. 
In the mid-1990s, the city 
collected 95 percent of the 
assessments it was owed.

But about five years ago, 
delinquencies began to rise 
sharply.

In 2006 — the start of the 
housing market collapse — 
the St. Cloud developments 
examined by the Times were 
late paying $26,065 in as-
sessments. One year later, 
that number had ballooned 
to $356,461, more than 13 
times the previous year’s 
amount. By last year, it had 
swelled to more than $1.2 
million. Collectively, they 
owe about $3 million. 

Relief sought
St. Cloud halted its use of 

public financing in 2007. The 
city has enough money in its 
assessment fund to make its 
debt payments as long as the 
housing lull doesn’t stretch 
on too long, Norman said. 

“(Developers are) just not 
able to pay in this environ-
ment,” he said. “They’re not 
selling lots.”

Ken Croat of Croat-Kerfeld 
Homes said local govern-
ment and private business 
depend on one another. He 
thinks they can work togeth-
er to get through this hard 
time. Maybe cities can delay 
assessments or extend pay-
ment terms, he said. 

A number of developers 
have called Norman, asking 
for relief. Can you negotiate? 
Reduce the assessments?

But Norman is bound by 
state law. He doesn’t have the 
authority to take a $25,000 
assessment and make it 
$2,500.

In a few cases, the city has 
agreed to extend the typical 
10 years the developers have 
to pay back the assessments. 
That happened with Quarry 
Woods 2, off 33rd Street 
South and Stearns County 
Road 136.

The 35-acre plat was sup-
posed to have 71 homes, but 
just five have been built. Al-
most $1.7 million in assess-
ments is still owed, and at 
the end of last year almost 
$700,000 was delinquent.

St. Cloud agreed to ex-
tend the payback period for 
Quarry Woods from nine to 
19 years, reducing how much 
the landowners must pay 
each year.

But cities aren’t able to 
do much more than that. 
Once the improvements are 
done, they need the assess-
ment money to make the 
payments on the bonds they 
issued to raise money for the 
projects. 

“We’re hoping now it sta-
bilizes at this and ... doesn’t 

get worse,” Norman said.
Sartell has nine develop-

ments with more than 10 va-
cant lots each that still owe 
assessments, although only 
a few are delinquent. 

Some developers have 
asked about extending the 
payback period, City Admin-
istrator Patti Gartland said.

“We get those inquiries, 
but typically we’re relying 
on those payments to make 
our bond payments,” Gart-
land said. The city hasn’t ap-
proved any extensions, she 
said.

Sartell is in a better posi-
tion than some cities because 
when it used public financ-
ing it required the costs to be 
paid back in five years, rather 
than 10 or 20, Gartland said. 
If a developer goes into de-
linquency, the amount they 
owe is less, she said.

Guarantees gone
The problems with stalled 

developments are taking a 
heavier toll on smaller cities 
with less-diverse tax bases to 
absorb the impact.

Cities close to the Twin Cit-
ies — in Wright, Sherburne 
and Isanti counties — used 
public financing much less 
frequently than outstate 
cities, simply because they 
didn’t need it to lure devel-
opers, Couri said.

“If one developer says, ‘I 
can’t do this project without 
public financing,’ they can 
wait for the next developer to 
come,” he said.

It was a different story in 
communities farther from 
the Twin Cities. Not only 
did they frequently offer to 
pay for street and utilities 
improvements, they also re-
quired less-stringent guar-
antees of payment if things 

went sour. 
Metro cities typically re-

quired developers to provide 
a letter of credit from a bank 
that would cover 100 percent 
of the improvement costs if 
the development went under, 
Couri said.

But outstate Minnesota 
cities, hungry for new hous-
ing subdivisions, were willing 
to accept letters of credit that 
would cover 50 percent or 
even 30 percent of the cost.

“The farther you get out, 
the lower those numbers 
drop,” Couri said. “The far-
ther outlying, the more the 
cities wanted the develop-
ment.”

In Avon, city officials are 
drawing on a bank letter of 
credit to make the assess-
ment payments for Avon 
Estates. But it covers only a 
third of the city’s cost, Mayor 
John Grutsch said. 

And such letters of credit 
aren’t always the safety net 
city officials thought they 
were. In some cases, banks 
have gone out of business in 
communities where devel-
opers aren’t selling lots and 
can’t make payments, said 
David Drown, a financial ad-
viser who works for several 
Central Minnesota commu-
nities. In others, the letters of 

credit came not from federal-
ly regulated banks, but from 
a financial lending firm that 
got into trouble itself.

“Their guarantee blanket, 
if you will, got ripped off the 
bed,” Drown said.

Another development in 
Avon, Waters Edge, was sup-
posed to have 116 homes near 
Ochotto Lake on the city’s 
north side. Only a few homes 
of the third phase have been 
built and none of the phase 
three assessments have been 
paid. 

The developer provided 
a letter of credit from Lake-
land Construction Finance, 
which has since gone insol-
vent , rendering the letter of 
credit worthless. 

In other cases, the devel-
oper intended to pay for the 
improvements but a letter of 
credit was required to make 

sure they got done, Couri 
said.

Now, “maybe there’s sewer 
and water but no street, or 
maybe there’s nothing,” he 
said. 

Uncertainty
Although the burden of de-

linquent assessments hasn’t 
reached a crisis yet, there is 
an expectation that it could 
get much worse, said David 
MacGillivray, chairman of 
Springsted Inc., which advis-
es cities on financing issues.

“There can be smaller 
towns that have made a big 
expansion in 2006 and 2007, 
and they could have prob-
lems now,” he said.

Generally, cities are bound 
by contract to make bond 
payments or face lawsuits, 
MacGillivray said. 

Some cities have a rainy-

day fund that can be used to 
cover bond payments. Others 
would have to raise property
taxes or utility fees. Some, 
including Avon, are working
to restructure their debt to 
spread out their bond pay-
ments.

Cities defaulting on their 
debt and teetering on the 
verge of bankruptcy, includ-
ing Detroit and Harrisburg,
Pa., have made national
headlines. But MacGillivray
sees bankruptcy as an unlike-
ly option for most Minnesota
communities. He said it’s
more likely that they could 
face lower credit ratings,
which would make borrow-
ing money for projects more 
expensive.

“The rating agencies are 
certainly asking those ques-
tions,” he said.

General obligation bonds
are generally considered very
secure; no Minnesota city has 
defaulted on one since before
the Great Depression, Drown 
said. If they come to be con-
sidered more risky, everyone
will pay more, he said.

“Most communities will do 
everything in their power to
avoid that,” Drown said. 

No revenue  
It’s not just spending on 

streets and curbs for vacant
streets that’s returning to 
haunt cities.

Many communities built 
or expanded water or waste-
water plants early in the past 
decade, when residential de-
velopment was booming and 
there was no end in sight. 
City leaders thought the new 
homes would require more 
treatment capacity than they
had available, and connec-
tion fees and ongoing utility
fees would help cover the ex-
pansion costs.

“Those new revenues that 
were expected to come into 
the system to carry some of 
the debt burden aren’t there,” 
Drown said. “That poses cash
flow problems for a city.”

As one of the cities help-
ing to pay for an expansion 
of St. Cloud’s sewer plant,
St. Augusta was counting on 
new hookups to keep its costs
down.

“Our rates are higher 
than any of the other area 
cities that are tied into the
St. Cloud wastewater treat-
ment plant,” said Bill Mc-
Cabe, St. Augusta city ad-
ministrator . He said the city
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Waters Edge at Donovan Lake  is seen June 10. The project was supposed to bring 1,261 new housing units in 10 years. Fifty-seven homes were built.
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A sign advertises Quarry Woods developmen t.
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Road signs and lights are installed on streets with few hous-
es in the Quarry Woods Development , seen June 10.
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