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I. INTRODUCTION

Rush City is a small, isolated, African American community located on the southwestern edge of
East St. Louis, Illinois. Reaching an estimated peak of 5000 residents after a housing boom
during the 1920s and 1930s, Rush City has experienced a decline in population since the late
1960s. Today, there are approximately 40 households in Rush City. Many Rush City residents
are elderly, and there are few families with children living in the neighborhood. The majority of
residents own their homes and have resided in Rush City for many years.

Rush City is peculiar in the fact that although it is a residential neighborhood and does not boast
any industry within its borders, more than half of the land within Rush City is owned by
neighboring industrial companies. Rush City shares its southern border with Sauget, Illinois, a
major industrial center within the metropolitan area. As the population in Rush City declined,
Sauget industries bought land within the neighborhood with an eye towards future expansion and
to limit possible legal liability due to environmental pollution caused by the industries. Once the
land was purchased by industry, existing structures were torn down, and the land was left vacant,
contributing to the decline of a once vibrant community.

Rush City Street Map
(credit: East St. Louis Action Research Project, University of Illinois at Urbana-Champaign)

A desirable area for industry due to its transportation linkages and location near other industry,
numerous entities have been interested in siting an industrial project within Rush City and have
approached residents about purchasing their land. However, these proposed projects failed to
materialize. During the summer of 2005, residents of Rush City were once again approached by
an interested party regarding a possible buyout. ethanolIDEA Entropic (“EIE”), a joint venture
between ethanolIDEA Holdings, LLC and Entropic Energy — Illinois and Missouri, LLC, wants



to build an integrated waste-to-energy, ethanol production and beef production project on the site
of the current neighborhood. Given their past negative experiences with buyout offers, Rush
City residents were weary of the proposed deal. To help residents navigate the negotiation
process, the Rush City Improvement Association (“RCIA”), a long-standing neighborhood
organization serving the needs and representing the interests of residents, retained the legal
services of Kathleen O’Keefe from the Neighborhood Law Office and accepted the assistance of
Dr. Stacy Harwood’s UP474 Neighborhood Planning Seminar during the fall of 2005.

The UP474 students investigated the neighborhood relocation plan and the proposed Calvert
Park Landings development project. As a result of their efforts, the students produced a report
entitled, “Rush City Neighborhood: A Case Study of Displacement in Progress.” The report
focused on five topics of interest and included sections analyzing the validity of the industrial
development proposal, the feasibility of the Calvert Park Landings development, and the
proposed option agreement. Since the publication of the report, the terms of the buyout have
changed drastically, and the City of East St. Louis has assumed a significant role in the buyout
process. Following up on the work completed by UP474 students, this report documents these
changes and the continued negotiation process as Rush City residents face possible relocation.

The goal throughout this project has been to make sure that residents are given a voice regarding
the fate of their community and are treated fairly throughout the redevelopment process. Since
tax increment financing (“TIF”) bonds are to be used to help finance EIE’s proposed industrial
project, residents are entitled to at least a minimum level of relocation benefits as provided for
under the Illinois TIF Act (65 ILCS 5/11-74.4-1 et seq.) (“TIF Act”). With a belief that
oversight of the process helps ensure its integrity, this report documents the events and
negotiations that have taken place from December 2005 until May 2005 regarding the proposed
resident buyout. During this time, I have assisted Kathleen O’Keefe in advocating on behalf of
Rush City residents in an attempt to secure the rights guaranteed to them during the relocation
process. The information contained in this report was gathered from numerous sources including
resident meetings, City Council meetings, city documents, applicable federal and state statutes, a
resident survey, individual research, and collaboration with RCIA’s attorney, Kathleen O’Keefe.



I1. SUMMARY OF THE INITIAL OPTION AGREEMENT AND REDEVELOPMENT
PLAN

As documented in the report completed by UP474 students, Lester Petty, an East St. Louis
developer acting on behalf of EIE, first approached Rush City residents regarding a possible
buyout during August 2005. Petty presented residents with an option agreement and plans for a
new housing development located four blocks north of Rush City. Known as Calvert Park
Landings, this development would serve as relocation housing for Rush City residents. Petty
offered residents four floor plans to choose from, ranging in price from $85,800 to $139,920.
Three of the plans were for two-story units with three to four bedrooms and two and one-half
baths. The other proposed plan was a one-story house with three bedrooms and two baths.
Given that most Rush City residents are elderly and live on modest incomes, it did not seem like
the housing options in Calvert Park Landings were designed to meet the housing needs or fall
within the financial means of residents. In their report, the students raised a number of design
issues with the proposed floor plans and layout of the housing redevelopment project. Also,
since there were already people residing in decent homes on the proposed site, UP 474 students
guestioned whether it made sense to destroy an established community and displace these
residents in order to carry out the plans of the proposed redevelopment.

The option agreement presented by Petty to residents offered them $50,000 for their homes,
$10,000 for relocation expenses, and $5,000 to apply towards closing costs. Individuals that
owned additional vacant parcels could receive $0.70 per square foot for their property. Renters
would qualify for the $10,000 relocation payment. Exhibit A to the option agreement also
provides a $10,000 incentive payment for relocating within East St. Louis. Although it is unclear
in the option agreement, informational documents prepared by Mr. Petty clarify that this
incentive payment would only be made available to residents that relocated to Calvert Park
Landings. Petty’s materials also state that this payment could increase to $20,000 depending on
an individual’s loan qualifications, meaning that the less money an individual can obtain through
a mortgage, the more grant money he will receive. The incentive payment would be paid
through TIF funding. According to the option agreement, the incentive payment will only be
made available to a resident upon written proof that the resident has relocated to Calvert Park
Landings. Payment would be made within six months of the closing on a home within the
redevelopment. A footnote in Exhibit A to the option agreement states that an additional $5,000
will be paid to an owner who relocates to Calvert Park Landings; however, it is unclear from the
footnote why this payment is being made to the owner unless it is to help with the closing costs
for a house in Calvert Park Landings. According to documents prepared by Petty, a displaced
resident could receive up to $75,000 to put towards the purchase price of a home in Calvert Park
Landings which leaves residents to come up with between $10,000 and $65,000 depending on
the floor plan that they choose. Rush City residents that chose not to relocate to Calvert Park
Landings would only have $60,000, a total which includes the payment for relocation expenses,
to put towards the purchase of replacement housing. As consideration for agreeing to the terms
of the option agreement, residents would receive a nonrefundable payment of $1,000. The option
was good for one year and could be extended for three successive additional periods of three
months upon the payment of $50 to the resident for each three month extension.



Despite Lester Petty’s best efforts, no one agreed to the terms of the option agreement as
presented. Through the course of several resident meetings where Petty explained the
redevelopment plan, residents grew distrustful of Petty and questioned the nature of the proposed
Calvert Park Landings development. Even if Calvert Park Landings was legitimate, most
residents felt that they could not afford the replacement housing even with the proposed TIF
grants. Most resident homeowners own their current homes outright and were reluctant to
assume the responsibilities of a mortgage.



I11. LARRY COX TAKES CONTROL OF NEGOTIATIONS AND CITY OFFICIALS
OFFER SUPPORT

Until October 2005, Lester Petty continued to be the EIE’s point person on the deal, and the city
denied any knowledge of the redevelopment project and proposed buyout. However, given his
lack of success in contracting with residents, Lester Petty was soon replaced in negotiations by
Larry Cox, Co-Manager of EIE. Coinciding with this change in leadership, the city started to
assume an active role in advancing EIE’s agenda.

On December 3, 2005, RCIA organized a meeting at New Era Missionary Baptist Church
between residents, Larry Cox, and East St. Louis officials. The city officials in attendance
included Mayor Carl Officer, City Manager Dr. Charles Means, and Councilwoman Karen
Cason. Lester Petty was not present. At this meeting, Cox gave a PowerPoint presentation
detailing the operations of the proposed vertical integration plant and touting the economic
development growth potential for the city. According to Donnell Lewis, RCIA President, Cox
had given this same presentation to a few residents in late October at a meeting initiated by the
mayor. The RCIA and local residents were not aware that a meeting was scheduled to take place
until Larry Cox arrived in their neighborhood searching for the mayor. The meeting took place
at the Rush City Community Center. City officials were also present at this meeting, but due to
the lack of notice, many residents were unable to attend. Donnell suggested a second
presentation in order to get more resident participation.

At the beginning of the December 3 meeting, Mayor Officer spoke, offering his support to the
project. He emphasized that negotiations should take place on an individual basis, a viewpoint
that contrasted sharply with RCIA’s collective approach to negotiations. The mayor incorrectly
stated that the majority of households in Rush City were renting, and renters would not be
subject to negotiations. The city would not use its powers of eminent domain if a property owner
rejected the buyout; however, the city would require that all buildings in Rush City meet the
city’s building code. Currently, many, if not all, homes in Rush City do not meet the building
code, and it would be very expensive to bring these homes up to code. The mayor also stated
that the city would freeze property taxes at current levels so that residents would not face higher
property taxes upon relocation. Finally, when asked about the role of Lester Petty in the
redevelopment process, the mayor said that Petty has no money, and the city will not provide
Petty with any assistance to help finance the Calvert Park Landings housing development as
indicated in the first redevelopment proposal.

After Cox’s PowerPoint presentation, he indicated that EIE will start negotiations with residents
in early February 2006. Cox stated that the city will not be involved in the acquisition process.
As for the involvement of Lester Petty, Cox verified that EIE was involved in the development
plans for Calvert Park Landings and oversaw the drafting of the initial option agreement;
however, EIE had not contracted with Lester Petty. Petty was only to draft a development plan
for approval. It is questionable whether Mr. Petty had the authority to negotiate for EIE, and
given the comments by Mayor Officer and Larry Cox, it would seem that Lester Petty had
effectively been cut out of the deal.



At the meeting, residents learned that the City passed an ordinance declaring its intention to issue
TIF bonds to support the proposed industrial development. Ordinance # 05-10087 promises to
assist in the funding of three new projects by EIE consisting of an ethanol plant, waste and
energy plant, and beef program. Bonds issued for these projects shall not exceed $30,000,000.
Ordinance # 05-10086 pledges up to $7,500,000 in bonds to help fund the development of a
hydroponics plant. These ordinances were passed by the City Council on November 10, 2005.

Although passed in November, both ordinances were prepared by the city’s TIF Department and
approved by the TIF Director, Lonzo Greenwood, on October 28, 2005. Prior to the December
meeting, East St. Louis officials had stonewalled any attempts by Kathleen O’Keefe to gain
information regarding the development project or the use of TIF funds. The preparation and
passage of these ordinances in late October/early November clearly show that the city had a large
stake in the success of EIE’s proposed project and buyout. The ordinances also permit the city
manager to hold public hearings in order to hear citizen comments regarding the proposed
projects. To date, no hearings have been held to discuss the projects’ merits.

In addition to its intent to issue TIF bonds to help fund the project, Dr. Means promised at the
December meeting that the city would assist EIE during the resident relocation process. Means
declared himself to be the “first Black relocation officer in America,” and stated that the city will
personally handle relocation. He said that city staff would go door-to-door in the neighborhood
to survey residents in order to gauge their relocation needs.



IV. LEGAL GUARANTEES TO RELOCATION BENEFITS

A. lllinois TIF Act (65 ILCS 5/11-74.4-1 et seq.)

The Rush City neighborhood is located in East St. Louis’ Redevelopment Project Area No. 1
(“TIF District No. 1”). The city originally established TIF District No. 1 on December 29, 1986,
in an attempt to induce private investment to locate within the area and to help finance public
improvements. In April 2005, the City Council passed an ordinance (# 05-10025) amending the
redevelopment plan and project for TIF District #1. Amendments were needed in order to
comply with changes to the TIF Act and to extend the life of TIF District #1. TIF District #1
was set to expire on December 31, 2009, but given the extension, it will not expire until 2022.
The extension is limited to the property tax portion of the TIF program with the sales tax portion
being phased out as required by the TIF Act.

For purposes of the Rush City resident buyout, the most relevant portions of the TIF Act concern
provisions relating to a housing impact study and to the availability of relocation assistance to
low-income and very low-income households. A municipality cannot approve a redevelopment
plan unless it meets several requirements. One of these requirements is that the city must
perform a housing impact study if the proposed plan results in the displacement of residents from
more than ten residential units. The housing impact study consists of two parts. Part | must
include:
(i) data as to whether the residential units are single family or multi-family units, (ii) the
number and type of rooms within the units, if that information is available, (iii) whether
the units are inhabited or uninhabited, as determined not less than 45 days before the date
that the ordinance . . . is passed, and (iv) data as to the racial and ethnic composition of
the residents in the inhabited residential units

(65 ILCS 5/11-74.4-3(n)(5)). Part Il of the study identifies the residential units to be removed
and must include the following information:

(i) the number and location of those units that will or may be removed, (ii) the
municipality’s plans for relocation assistance for those residents in the proposed
redevelopment project area whose residences are to be removed, (iii) the availability of
replacement housing for those residents whose residences are to be removed, and shall
identify the type, location, and cost of the housing, and (iv) the type and extent of
relocation assistance to be provided

(65 ILCS 5/11-74.4-3(n)(5)). By requiring a housing study to be performed, the local
government is held accountable for its actions and must take into account the needs of residents
being displaced by a proposed redevelopment project.

In the amended redevelopment plan for TIF District #1, the city did not perform a housing study.
Instead, the city certified that the amended redevelopment plan would not result in the
displacement of more than nine inhabited residential units. Prior to EIE’s proposed buyout of
Rush City, the neighborhood was targeted by EnviRes LLC to site its experimental goal
gasification plant. However, preceding amendment to TIF District #1’s redevelopment plan, the



city amended its redevelopment agreement with EnviRes to change the project area from Rush
City to a site closer to the riverfront, commonly known as the “Norfolk Railroad Area.”
Ordinance # 03-10077 adopting this change was passed on August 22, 2003. The TIF District #1
redevelopment plan amendment was dated November 18, 2004, and since a project had not yet
been slated to replace the proposed EnviRes project in Rush City, the city could certify that a
housing study was not required. Inthe amendment to TIF District #1, the city did state,
however, that it would comply with the TIF Act and perform a housing study if the number of
displaced residences increased under a proposed redevelopment project. Given that EIE’s
project will displace an estimated 40 households in Rush City, East St. Louis must perform a
housing study as required by the TIF Act before it can approve the redevelopment agreement.

If the planned redevelopment project does result in the displacement of ten or more households,
then the TIF Act requires the municipality to conduct a feasibility study. See 65 ILCS 5/11-74.4-
4.1. The purpose of a feasibility study is to help a municipality determine whether the use of TIF
would be effective in achieving redevelopment for a proposed project area. In addition to the
housing impact study, the ordinance or resolution providing for a feasibility study shall include:
the boundaries of the redevelopment project area, the purpose of the proposed redevelopment
plan and project, a general description of TIF, and the contact information for the city official
who can be reached for additional information and to receive comments and suggestions (65
ILCS 5/11-74.4-4.1(a)). Given that the city certified in the amendment to TIF District #1 that no
more than nine households would be displaced within the project area, it can be assumed that a
feasibility study was not performed.

The TIF Act also provides that a redevelopment plan cannot be approved or residential housing
occupied by low-income and very low-income households cannot be removed unless the plan
provides affordable housing and relocation assistance not less than what would be provided
under the federal Uniform Relocation Assistance and Real Property Acquisition Policies Act of
1970 (“URA”). See 65 ILCS 5/11-74.4-3(n)(7). The affordable housing can be existing or
newly constructed housing, and the city must make a good faith effort to relocate residents in or
near the redevelopment project area. The TIF Act uses the income limits adopted by the United
States Department of Housing and Urban Development (“HUD”) for purposes of the Section 8
program to define “low-income” and “very low-income” households. Households whose
adjusted income falls between 50 percent and 80 percent of the area’s median income are
considered to be low-income. Very low-income households earn less than 50 percent of the area
median. These amounts are adjusted for family size. In determining the applicable HUD income
limits for the area, East St. Louis is considered part of the St. Louis Metropolitan Statistical Area.
According to the 2006 income limits, the median income for the area is $65,800. A two person
household earning between $26,350 and $42,200 qualifies as low-income. Two person
households earning under $26,350 are considered to be very low-income. As reported by the
2000 Census, the median household income for the census tract that includes Rush City is
$12,660. Given both the high income limit threshold for the area and the large percentage of
elderly residents in Rush City, it can be safely assumed that all residents qualify for affordable
housing and relocation benefits as required under the TIF Act.



B. URA Requlations

The goal of the URA is ensure that displaced persons are treated fairly, consistently, and
equitably when property is acquired for projects using federal funds. To our knowledge, EIE has
not received any federal funds to help finance the project although its business plan does indicate
that federal funding will be pursued. Regardless of the future availability of federal assistance,
the URA still applies to EIE’s project because of the TIF Act. Given the city’s intent to issue
TIF bonds to help finance the industrial project, the city or EIE, on behalf of the city, is obligated
to provide at least the same benefits as provided by the URA regulations. If the city is not
directly involved in the negotiation proceedings, then at a minimum, the city must oversee EIE to
ensure compliance with the URA. Both homeowners and renters in Rush City are entitled to
relocation benefits under the URA.

Owners are entitled to have their property appraised prior to the start of negotiations. Reflecting
nationally recognized appraisal standards, the URA regulations set minimum requirements for
appraisals. The appraisal sets the base where negotiations can begin, and any offer to buy the
property cannot be less than the appraised fair market value. The owner has a reasonable amount
of time to consider the offer and can present material relevant to determining the value of the
property. The owner cannot be coerced into accepting the offer. If the offer is accepted, EIE
shall also pay reasonable expenses including expenses incidental to the conveyance of the
property such as recording fees and boundary surveys, any penalty costs or other charges for
prepayment of a mortgage on the property, and the pro rata portion of any prepaid property taxes.

Under the URA, all residents must be given information regarding their eligibility for relocation
assistance at the beginning of negotiations. Displaced persons are not required to move from
their residence without receiving at least 90 days advance written notice, and residents can only
be required to move permanently if at least one comparable replacement unit is available. The
URA recommends, though, that three or more comparable dwellings should be made available to
the displaced person. Under the regulations, a comparable dwelling will have considered to have
been made available if: (1) the resident is informed of its location; (2) sufficient time is given to
negotiate and enter into a purchase or lease agreement; and (3) the owner receives the relocation
assistance and acquisition payment in time to complete the purchase or lease of the property. All
comparable units must be decent, safe, and sanitary and meet applicable building codes
requirements. Also, residents must be able to afford the replacement housing.

The URA requires the city to prepare a plan during the early stages of development in order to
minimize the negative effects of displacement on residents. The plan may involve a relocation
survey or study which may contain such information as household demographics and an estimate
of the number of the comparable replacement houses within the area. Although Dr. Means had
mentioned at the December 3™ meeting that the city would conduct a survey within the
neighborhood, it is unclear whether he followed through on this statement. The URA requires
that each resident be personally interviewed in order to ascertain the relocation needs and
preferences of individuals. A relocation assistance program must be set up to provide
information and services to residents regarding the relocation process including: eligibility
requirements; procedures for obtaining assistance; information on the availability and costs of
comparable replacement dwellings; information regarding the maximum replacement housing



payment for which the resident qualifies; counseling; and transportation services to the elderly
and disabled to inspect property to which they are referred. In addition to these services, a
displaced resident is also entitled to a payment for actual moving and related expenses that are
determined to be reasonable and necessary.

In addition to the acquisition payment discussed previously, homeowners are also eligible for a
replacement housing payment if the owner meets the following requirements: (1) must have
owned and occupied the displacement dwelling for at least 180 days immediately prior to start of
negotiations; and (2) purchases replacement housing meeting the standards for a comparable
dwelling within a year from the date of payment or the date that replacement housing is made
available, whichever is later. Capped at $22,500, the housing payment is limited to the amount
needed for a resident to afford replacement housing. The payment is calculated by factoring in
the price differential between the acquisition payment and the cost of the replacement dwelling,
any increases in interest and debt service costs due to a mortgage on the replacement housing,
and reasonable expenses associated with the purchase of the replacement housing, including
closing costs. If an eligible homeowner chooses not to buy a home, he will be eligible for the
rental assistance payment provided to tenants in addition to his acquisition payment. Under the
URA, rental assistance cannot exceed $5,250.

Even with these benefits, the URA recognizes that some individuals may not be able to afford
comparable replacement housing and provides assistance in these circumstances under housing
of last resort. Housing of last resort applies when a project cannot proceed on schedule because
the cost of replacement housing exceeds the resources available to an individual. Any decision
to provide last resort housing must be decided either: (1) on a case-by-case basis, taking into
account the availability of replacement housing within the project area, the availability of
resources to provide housing, and individual circumstances; or (2) on a determination that due to
a lack of comparable replacement housing, the project cannot advance on schedule and it would
be more cost efficient to provide last resort housing in light of total program costs. Methods
under which a displacing agency can provide last resort housing include, but are not limited to:
(1) a replacement housing or rental assistance payment that exceeds the caps described above;
(2) rehabilitation of an existing dwelling; (3) construction of new housing; (4) provision of a loan
requiring regular amortization or deferred payment; (5) relocation and rehabilitation of a
dwelling; and (6) purchase of land and/or replacement housing by the displacing agency and
subsequent sale or lease to, or exchange with a displaced person. The decision regarding which
method to use is left up to the displacing agency, and the agency is given broad latitude to
implement last resort housing.

The city recognized in the amendment to TIF District #1 that it must provide at least the same
relocation assistance as what would be provided under the URA to displaced low-income and
very low-income households. However, at the beginning of the negotiation process, the city and
Larry Cox refused to acknowledge that the URA applies to this redevelopment project. Dr.
Means proclaimed himself an expert on the URA at the December 3 meeting, but he has never
proven these claims by undertaking any of the actions required by the URA such as resident
notification. Due to Kathleen O’Keefe’s persistence, city officials and Cox have relented a bit
on their position regarding the applicability of the URA, but it is not clear whether they will
comply with the regulations.



IV. NEGOTIATIONS BEGIN AND RUSH CITY RESIDENTS ARE PRESENTED WITH
A NEW OPTION AGREEMENT

A. Pre-Negotiation Preparations

With negotiations scheduled to begin in February 2006, | contacted Larry Cox near the end of
January to inquire whether he was willing to provide me with the PowerPoint presentation that
he showed to residents at the December 2005 meeting. After making excuses about the difficulty
of sending the file by e-mail due to its size, Cox finally admitted to me that he was reluctant to
share the file. He wanted firm option agreements in place prior to releasing more information
about the proposed project. Cox feared that land speculators would get wind of the project and
increase the purchase price of the land. He anticipated negotiations to start near the end of
February. During our conversation, he stated that benefits offered to residents would be very
generous and in accordance with the URA guidelines. Cox stated that there were less than 20
resident owners in Rush City, indicating that the majority of residents were renters. He also said
that some of the land is owned by industry.

Larry Cox’s characterization of land ownership in Rush City is not accurate. First, he drastically
understated the amount of land owned by industry. UP474 students analyzed the 2005 property
tax records from the St. Clair County Tax Assessor’s Office and determined that three major
industrial companies own an estimated 50 percent of the parcels in Rush City. Combined with
the parcels owned by Lechner Realty Group, an agency representing the industrial companies,
this total increases to almost 57 percent. According to Kathleen’s contact at Lechner Realty,
Lester Petty approached the agency in fall 2005 regarding the possible sale of the land. At that
time, the sale price proposed by Petty was $0.70 per square foot. The agency has not been
contacted since Petty’s initial inquiry. Kathleen’s contact stated that the industrial groups have
no current desire to sell the land. Second, the majority of Rush City residents own their homes.
Many also own additional parcels within the neighborhood. There are only a handful of renters
in the neighborhood. A few residents are renting houses to family members, and two of the
houses being rented are owned by RCIA. Given that the bulk of the land in Rush City is owned
by long-term residents and industrial companies who may be hesitant to sell due to
environmental cleanup issues, the validity of Cox’s fears regarding land speculation is quite
debatable.

1. Resident Survey

In anticipation of the upcoming negotiations, Donnell Lewis, Kathleen O’Keefe, Cherry Dabney,
a graduate student in the School of Social Work at the University of Illinois at Urbana-
Champaign, and | met to draft a survey to deliver to residents. In conducting a survey, our main
objectives were to gauge the position of residents in regards to the proposed buyout and to gather
information in preparation for negotiations. All information was to be collectively gathered and
used as a bargaining tool with EIE. Although Donnell, as President of the RCIA, was in constant
communication with residents and had a general idea where residents stood regarding the
proposed buyout, we wanted to formally document the process. During the December 3"
meeting, Dr. Means stated that he would send city staff door-to-door in order to identify
relocation needs; however, it is unclear whether this promise was fulfilled. Donnell told us that a



survey was left in his door, but he was unable to locate it. Other residents told us that they were
never visited by city staff.

In addition to finding out whether residents wanted to stay in Rush City or were willing to
relocate, we included questions on the survey addressing occupant status, monthly housing costs,
relocation preferences, and other services/benefits. Many of the services/benefits listed on the
survey are mandatory under the URA. We wanted to get a general idea of what type of
assistance individuals needed. One of our main concerns was that people would have trouble
providing free and clear title due to encumbrances or non-recordation of their deed. Problems
with deeds may be costly to clear up and may hinder conveyance of the property. The expense
related to clearing title may very well consume a large part of a resident’s buyout money, leaving
them with few resources to obtain replacement housing. Although Elbert Dorsey, one of EIE’s
attorneys, indicated that EIE could get the title company to insure over title issues that arise due
to not updating the property deed after the death of a family member or other similar
circumstances, there is no guarantee that a title company would be willing to assume this risk.

Donnell, Kathleen, Cherry, and | conducted a door-to-door survey in Rush City on February 24,
2006. Due to time constraints, we were unable to complete the survey with residents. Instead,
we left the survey and a cover letter explaining our intentions, and Donnell volunteered to pick
up the surveys once completed. If residents were not home, we did not leave a survey. Donnell
planned to catch these residents at a later time. We passed out 22 surveys and talked to many
residents. Although some of the older residents did not want to relocate, many residents were
frustrated with the lack of information regarding the proposed buyout. Not knowing what to
expect made it difficult for residents to plan for the future. At least two residents mentioned that
their homes needed to be repaired, but they were unwilling to invest money in repairs given the
prospect of a buyout. One resident doubted that the city would issue her the permits for
construction due to its interest in seeing the project succeed. Given Mayor Officer’s statements
about rigorous enforcement of the building code in Rush City for those residents who refused to
relocate, her fear was justified. Many homes would not pass code inspection in their current
state. In addition to being told by residents that repairs were needed, we noticed sinking ceilings
in a few homes and damage from a kitchen fire in one home.

Our attempt to formally document residents’ preferences was frustrated by Larry Cox beginning
negotiations with residents the following week. Once negotiations started, the emphasis shifted
from a collective effort to an individual focus as residents negotiated with Cox individually for
the best deal. In looking back at the surveying process, we may have received a better response
if we had allocated more time to the process and conducted the survey in an interview type
format instead of leaving the survey with residents to complete at their leisure. However,
through the efforts of Donnell, we did manage to collect 14 surveys. Although some of the
surveys were incomplete, they still provided some valuable information. Twelve of the
respondents owned their homes. Both tenants that responded resided in homes owned by RCIA.
The majority of the respondents indicated that they would accept a buyout if the terms were fair.
Eleven respondents preferred to stay in East St. Louis upon relocation, and the majority felt
strongly about relocating near their current neighbors. Surprisingly, a slight majority of
respondents were interested in multi-family housing with the rest indicating an equal interest in
single-family, senior housing, and manufactured housing options. Of the nine homeowners who



responded to the question regarding whether they had an existing mortgage, eight indicated that
they did not. Ten homeowners did not think that they could afford a mortgage on a replacement
home. Of the five responses to the question regarding property taxes, three homeowners
indicated that they currently paid $0. These homeowners most likely benefit from one of the
state’s homestead exemption programs for senior citizens.

The majority of respondents expressed interest in additional services/benefits as provided under
the URA. Twelve residents were interested in relocation advisory services and help in finding
replacement housing. Eleven residents indicated that they needed transportation to view
replacement housing options and help with moving and related expenses. Other services/benefits
which respondents expressed a strong interest in included: appraisal services, assistance in
reviewing and understanding any contractual agreements, legal assistance with clearing property
liens, and interest in property tax abatement upon relocation.

Donnell provided a valuable resource during this exercise. As a community that has continually
been studied and is suspicious of outside intentions, Donnell provided us with instant credibility,
and we were able to assure residents that we were collecting this information on their behalf to
ensure fair negotiations. Also, during the surveying process, we were able to update the list of
addresses compiled by UP474 students, and Donnell was able to provide us with information
regarding vacancy status and owner/renter occupancy for individual housing units.

B. Option Agreement

On February 28, 2006, Larry Cox started negotiations with residents. He presented residents
with a new option agreement. This agreement differed from the first option agreement that
Lester Petty offered to residents during the fall of 2005. Unlike the first option agreement, the
amount received by residents does not depend on whether residents locate to a particular
development. Under Petty’s agreement, residents would receive a $10,000 relocation fee only if
they relocated to Calvert Park Landings. Although plans for Calvert Park Landings have been
scrapped, it is unclear whether plans exist for another housing development project. The current
option agreement leaves residents to find replacement housing on their own.

Under the terms of the agreement, the option does not become valid until the City Council passes
the redevelopment agreement authorizing issuance of TIF bonds to fund EIE’s project. The term
of the option begins on the date of passage and is good for one year. As consideration for
agreeing to the option agreement, residents will receive $1000 within ten days of the
commencement date. EIE can extend its option beyond the year expiration date for three
successive additional periods of three months by paying $500 to each resident for each additional
three month period. All money paid in consideration is nonrefundable, meaning that residents
will keep this money regardless if EIE exercises its option.

The option agreement realizes that some residents in Rush City rent their homes, and the terms
of the agreement apply equally to owners and tenants. Renters sign separate option agreements
and receive consideration for their promise to vacate the property upon EIE’s exercise of its
option. EIE can exercise its option by giving written notice to residents anytime during the term
of the option. If an owner or tenant breaches the agreement, EIE does not have to accept



monetary damages and can ask a court to grant it specific performance under the terms of the
contract. The option agreement does not provide for any circumstances where a resident can
declare the option agreement null and void without breaching the agreement. The agreement
allows EIE the right to assign its option to the land to anyone. Although another entity can
assume the rights under the option, all terms and conditions contained in the agreement must be
upheld.

EIE will pay all closing costs, including the cost of title insurance. Any liens, assessments,
charges, claims, or other encumbrances to title are the responsibility of the owner to clear. If the
owner is unable to clear all title defects, EIE holds absolute discretion as to whether it will
complete the purchase of the property. Any surveys to be performed on the property are to be
initially paid for by EIE; however, if EIE chooses to exercise the option, then the cost of the
survey will be credited to EIE. Although the language in the option agreement is confusing, this
credit to EIE essentially means that residents bear the cost of the survey. The closing of the
purchase of the property will take place within 45 days after EIE’s exercise of the option or after
satisfaction that all conditions contained in the agreement have been met. These conditions are
standard to a property sale and include free and clear title, EIE’s ability to obtain adequate
financing, and proper zoning consistent with the proposed development plans. In a document
prepared by EIE’s representatives highlighting the key points of the option agreement, Cox states
that he expects to close on the options within 90 days of the city’s approval of the redevelopment
agreement.

Exhibit A to the option agreement lists a proposed purchase price of $60,000 for resident owners.
The purchase price includes $37,500 for the improved land, which includes the land and
building, and $22,500 for relocation expenses. Non-resident owners would only be entitled to
the purchase price for their improved land. If they rented their house on the lot, their tenants
would be entitled to relocation expenses. If the land is vacant, the attachment highlighting the
key points of the agreement states that owners will be paid $0.70 per square foot.

C. Negotiations with Residents

When Cox arrived in East St. Louis, negotiations with residents were scheduled to take place at
city hall. However, to make it more convenient for some of the older residents, negotiations
were moved to the Rush City Community Center. At first, only non-resident landowners were
talking with Cox. Kathleen O’Keefe was reluctant to advise people not to sign an option
agreement with Cox because she is not a real estate lawyer. With no strong objections to the
negotiations and proposed option agreement, many residents individually negotiated with Cox
and his lawyer. According to Donnell, most residents are generally pleased with their
agreements and negotiated purchase prices. Many residents fear that if the buyout was based on
fair market value, they would not fare as well as they did under the option agreement. Although
Exhibit A to the option agreement listed a proposed purchase price of $37,500 for improved
land, residents reported receiving considerably more than this initial amount. It should be noted,
however, that many residents own more than one parcel, and this increase in purchase price
could be reflective of owning multiple parcels. A resident who owns only the parcel with his
house could have received the proposed price of $37,500. One resident, who owns three
adjacent parcels with a house, reported receiving $77,500 for her improved land. Another



resident received approximately $105,000. These residents also received $22,500 in relocation
expenses. A Rush City church that owns four adjacent parcels upon which sits the church
negotiated with Cox for a purchase price of $500,000.

Not all residents were pleased with the negotiation process, though. Kathleen and I met with one
neighborhood resident on March 10, 2006, to discuss her options if she refused Cox’s deal. Cox
offered her a total of $90,000 ($67,500 for her improved land + $22,500 in relocation expenses)
and told her that this was the best that he could do. She does not have a current mortgage, and
she is worried that the package offered by Cox will not buy her a house with the same amenities
as her current residence. This resident only owns one parcel in Rush City. Since the City
Council has not passed EIE’s redevelopment agreement and given her rights under the URA,
Kathleen advised this resident that there was no rush to sign an option agreement, especially if
she was not happy with the terms being offered by Cox.

D. Concerns about the New Option Agreement

Larry Cox and one of his attorneys, T.C. Carter, resumed negotiations with residents at the Rush
City Community Center on Friday, March 10, 2006. Kathleen O’Keefe, Donnell Lewis, and |
met briefly with Cox and Carter to discuss negotiations and the option agreement as compared to
benefits under the URA. One of our concerns was that the $22,500, characterized as a payment
for relocation expenses under the terms of the option agreement, would be taxed as ordinary
income. Benefits received under the URA are non-taxable. At first, Cox replied that it would
not be taxable; however, when he learned that we were familiar with the tax code, he wavered a
bit on this statement. Under section 121 of the tax code, any gains from the sale or exchange of
property are not included in gross income for tax purposes if during the five year period ending
on the date of sale or exchange, such property was owned by the taxpayer and used as his
principle residence for two years or more. The amount of the gain excluded is capped at
$250,000 for individuals and $500,000 for taxpayers filing joint returns. Given the stability
within the neighborhood, all Rush City homeowners meet the requirements under section 121,
and therefore, any gains realized from the sale of their improved land (land and building) would
be exempt for purposes of taxation. However, since the option agreement separates the price
paid for the improved land from the $22,500 given to cover relocation expenses, residents will
have to make one of two arguments in order for this money to be considered tax exempt. They
can argue that the $22,500 is tied into the sale of their homes or that the payment is equivalent to
any relocation benefits that would have been provided under the URA. There is no guarantee
that the Internal Revenue Service will accept these arguments, and therefore, Larry Cox cannot
positively state that residents will not face tax consequences.

When asked why the price paid for the purchase of the land and the $22,500 paid for relocation
expenses could not be grouped together, Cox said that he was trying to follow the guidelines in
the URA. Although misinterpreting the regulations, Cox said that the URA provides between
$10,000 and $22,000 for relocation expenses and that EIE was providing the maximum amount
to residents. Cox’s attempt to follow the URA is interesting given his refusal to agree that the
URA even applies to the project. Kathleen asked Cox and Carter what will happen if residents
are unable to get a decent, safe, and sanitary house with the money provided under the option
agreement. Cox replied that EIE is willing to address the issue if people are unable to find a



place, but he did not believe that this would be the case if residents chose to stay in East St.
Louis. Despite Cox’s promise that all residents will be taken care of and satisfied, these
assurances were not included in the option agreement. Given the applicability of the TIF Act
though, it is arguable that EIE would be legally bound to meet the minimum requirements under
the URA which includes assistance in finding a house.

Cox told us that this is “the best deal that has ever hit town.” He said he is offering landowners
$2.00 per square foot for their vacant land which is an increase from the proposed offer of $0.70
per square foot as indicated on the attachment to the option agreement. According to real estate
agents contacted by representatives from EIE, land throughout the city appraises at $0.70 per
square foot. According the City Attorney, Mike Wagner, a study performed by the city’s TIF
consultant, PGAV Urban Consulting (“PGAV”), found the undervaluation and overvaluation of
property within the city. Due to a lack of arm-length transactions within the city’s real estate
market, it is difficult to determine the fair market value of property within East St. Louis. This
study discredits Cox’s reliance on land appraisals within the city valuing property at $0.70 per
square foot, and this blanket statement does not take into account that some land in the city may
be worth more than other land due to location. Currently zoned to allow for heavy industry,
Rush City’s relative isolation from residential uses, excellent transportation linkages, and large
amounts of already vacant land make it an ideal location for a proposed industrial site, and at
$2.00 per square foot, it can be argued that EIE is getting the best deal in town, not landowners.

As for renters in Rush City, there was some confusion as to whether they would receive any
benefits under the option agreement. Kathleen and Donnell believed that Cox was not giving
relocation benefits to renters. Donnell thought that property owners would receive money for
their improved land plus $22,500 for relocation expenses, and it would be the decision of the
owner whether to provide the tenant with any relocation benefits. However, when asked to
clarify, Larry Cox stated that every resident is getting $22,500 for relocation expenses, including
renters. Property owners that did not reside in Rush City would only receive money for the
acquisition of their property, and their tenants would receive $22,500 for relocation expenses.
Cox believed that this exceeded the benefits given to renters under the URA. He hopes that
renters will use this money to move into homeownership. The issue though of what benefits
tenants will receive under the option agreement is still unresolved. When this question was
raised with Elbert Dorsey, an attorney for Cox, in May, he indicated that there were six or seven
different option agreements and that there was an option agreement that specifically addressed
the needs of tenants. Prior to this comment, we were under the impression that there only existed
one option agreement. As to date, no other option agreements have been made available by Cox
or his representatives.

E. Comparison of the New Option Agreement with the URA

Despite Cox’s attempt to follow the URA, the benefits provided by the option agreement fail to
match those offered through the URA. By not providing at least the same level of benefits to
residents that they would receive under the URA, the option agreement fails to comply with the
TIF Act. The city has not prepared a plan to facilitate the relocation process or interviewed
residents to ascertain their individual needs and preferences regarding relocation. Also, Cox and



the city have not provided residents with information regarding the relocation process and have
not established a relocation assistance program as required under the URA.

Cox and the city are treating this relocation process strictly as a private real estate transaction
between a buyer and seller while ignoring the fact that residents are entitled to non-monetary
benefits and services. While it is evident that tenants are receiving a monetary windfall under
Cox’s option agreement, it is still too early in the process to determine whether resident owners
would have fared better under the URA. Appraisals have never been performed by either Cox or
the city. Without determining the fair market value of the land, it is difficult to determine
whether Cox’s proposed purchase price is even fair. While most residents believe that they will
not fare as well if prices were determined according to fair market value, they are failing to
recognize that the acquisition price would be supplemented by a replacement housing payment
and last resort housing assistance, if needed. Most residents that own houses in Rush City
currently do not have a mortgage and do not have the financial means to assume a mortgage on a
replacement house. These circumstances would be taken into account under the URA, but under
the option agreement, there is no guarantee that residents will not have to take out a mortgage if
their payout does not cover the cost of a replacement house.

Larry Cox believes that residents have been well-compensated and does not believe that they will
have trouble finding a house if they decide to stay in East St. Louis. Although the majority of
our survey respondents indicated their desire to remain in East St. Louis, residents are not
required to remain within the city and can choose to relocate to another area. According to the
2004 East St. Louis Comprehensive Plan, the median home value for the region was $99,000
while the median home value in East St. Louis was only $41,000. This large discrepancy in
value may make it difficult for residents to be able to afford replacement housing outside of the
city. Negotiations were based on what EIE believed the land to be worth and did not factor in
the cost of comparable replacement housing. If this price differential is great, residents may be
limited in their housing options.

A brief search of the current property listings showed that there is affordable housing available in
East St. Louis; however, many of the properties listed were uninhabitable and were being sold as
is. According to 2000 Census data, approximately 83 percent of the homes in East St. Louis
were built before 1970. The city’s aged housing stock raises issues about whether these
structures would meet the building code as required for replacement housing under the URA.
Many residents may be unable or unwilling to perform extensive renovation and repairs to a new
dwelling. Also, it was unclear where many of these properties were located because addresses
were not given. Many Rush City residents want to relocate near their neighbors, and some
residents, especially the elderly, are concerned with the safety of potential neighborhoods.

A relocation assistance program, as required by the URA, could address the above concerns.
Many survey respondents indicated that they would like assistance with locating comparable
housing and required transportation to view possible housing options. Under Cox’s option
agreement, these needs are left unaddressed. While some residents may be content with locating
their own replacement housing, the law requires that those residents who want relocation
assistance receive it. At closing, EIE takes possession of the property, and residents will be
forced to move regardless of whether they have secured replacement housing. Unlike the URA



which provides that an individual cannot be relocated unless at least one comparable dwelling is
made available, the option agreement does not provide this guarantee. As a result, residents who
have trouble facilitating their own housing searches may be forced either to accept substandard
housing or may be left with no housing.

Although many residents have signed Cox’s option agreement, they have a legitimate argument
that they are entitled to these additional services and benefits offered under the URA. EIE’s
potential argument that the benefits under the URA no longer apply to residents who agreed to
the option is invalid. Since the option agreement does not meet the minimum requirements of
the URA, it does not replace it. The option agreement does not state that residents are
relinquishing their benefits under the URA by entering into the option. In fact, it would be
questionable whether such a statement would be conscionable given that residents may be
receiving less benefits overall than what they would have received under the URA. EIE could
make the argument that residents who signed the option agreement fall within the “voluntary
transaction” exception as defined in the URA. However, since EIE is specifically targeting Rush
City for its industrial project, this argument would fail because the project does not meet the
conditions for a voluntary transaction. Also, the city has never formally informed residents that
it will not acquire their property through eminent domain if they failed to reach an agreement
with Cox. While Mayor Officer has stated this publicly, the URA requires that residents receive
written notification of this fact. Finally, the mayor’s statements promising that he would send
the building code inspectors to target Rush City homeowners who refuse to sell can be construed
as a threat, and residents could argue invalidation of the option agreement due to coercion.



V1. USE OF TIF BONDS TO FUND THE RUSH CITY BUYOUT

A. EIE’s Redevelopment Agreement

For the buyout of Rush City residents to take place, the City Council must approve the
redevelopment agreement authorizing the issuance of TIF bonds to fund the proposed projects.
According to Larry Cox, the city and EIE have been negotiating the terms of the redevelopment
agreement for over a year. EthanolIDEA Belle Plaine, LLC, a Larry Cox affiliated limited
liability company, originally planned to build its project in Belle Plaine, lowa and applied for
funding through the lowa Finance Authority (“IFA”). However, IFA nixed the project in July
2005, when Larry Cox did not provide the information needed in order for IFA to issue the
bonds. From the newspaper articles covering the story, it is unclear whether Cox planned to
build only an ethanol plant in Belle Plaine or whether the project included the waste-to-energy,
hydroponics, and beef production facilities. With the project failure in lowa, Larry Cox stated
that he found East St. Louis to be more politically friendly and selected the city for EIE’s project
due to the city’s willingness to help finance the venture.

The city intends to issue a total of $37,500,000 in TIF bonds. According to Mike Wagner, the
City Attorney, this would be more than three times the largest bond issue in the city’s history.
EIE’s business plan states that the funds will be authorized through two separate bond issues in
order to satisfy different investment groups. The ordinance and redevelopment agreement
currently before City Council encompasses the first bond issue. EIE is requesting that the city
issue $30,000,000 in TIF funds to help pay for the redevelopment costs associated with the
development of the ethanol plant, waste-to-energy plant, and hydroponics garden planned for
Rush City. The Rush City project plans to utilize $29,213,000 in TIF funding with the balance
of TIF money going towards financing for EIE’s beef program in National City. EIE’s business
plan lists $175,747,677 in tax exempt municipal revenue bonds from the Southwestern Illinois
Development Authority (SWIDA) and $22,851,205 in cash equity as other sources of financing
for the Rush City project. According to EIE’s business plan, the City Council must pass a
resolution approving issuance of SWIDA bonds before EIE can apply to SWIDA for funding.
As to date, this resolution has not been presented to the City Council for consideration.

The redevelopment agreement for the first phase of the project is quite lengthy and includes the
EIE’s business plan. Basically, the project proposes to convert municipal solid waste (“MSW?)
into clean gas fuel that will be used for process steam and utility power generation. This energy
will then be used to produce ethanol. The two major by-products from the ethanol production
process, distiller’s grain and low-level waste heat, will be used by the beef production and
hydroponics gardens, respectively. A section within UP474’s report describes ethanol
production and the integration of the different processes in greater detail. EIE’s industrial
project integrating these different processes is the first of its kind in the world. Although EIE has
performed an in-house assessment of program feasibility, a third-party feasibility study has not
yet been performed to validate EIE’s findings. EIE applied to the Illinois Department of
Agriculture for a $100,000 grant to help finance a third-party study. Awards were announced on
March 23, 2006, and EIE was denied funding.



In the redevelopment agreement, the city agrees to supply EIE with at least 800 tons of
municipal solid waste (“MSW?”) per day and pay EIE a disposal fee of $32.00 per ton for the first
year. The city also agrees to provide the sewage sludge to EIE from the city’s wastewater
treatment plants and pay a disposal fee of $24.00 per ton for the first year. The city is
responsible for the delivery of the wastes to the plant. When this section was discussed with
Mike Wagner, he stated that the MSW section will not be included in the final redevelopment
agreement because the city does not have control over these contracts. EIE would need to
contract separately with Waste Management and American Bottoms Wastewater Treatment
Plant. Since the project proposes to redirect MSW from the landfill to EIE’s plant, a strong
argument can be made that EIE’s waste-to-energy portion of the plant can be classified either as
a waste disposal site or a waste treatment facility, qualifying the project as a pollution control
facility under the Illinois Environmental Protection Act (415 ILCS 5/3.330). Pollution control
facilities are subject to the local siting process as described under 415 ILCS 5/39.2. The statute
requires that the public be fully informed regarding the proposed pollution control facility and
that local officials conduct at least one public hearing to receive public comment. The EIE
business plan does not seem to anticipate the possibility that it may be subject to local siting
approval as a pollution control facility. After evaluating the nine criteria under the local siting
process and taking into account public comment, local officials may deny siting of the waste-to-
energy portion of the plant which may alter the scope and feasibility of the project.

B. Redevelopment Plan vs. Redevelopment Agreement

The redevelopment plan for TIF District #1 meets the criteria and includes the items required by
the TIF Act. For purposes of the TIF Act, the items to be included in the redevelopment plan can
be broad and vague. For instance, instead of listing specific redevelopment projects, the TIF Act
allows the city to generally state that it will be pursing private and public redevelopment
activities. In the TIF District #1 amendment, the city described the progress to date within the
TIF district. The city listed the Casino Queen, the commercial corridor along State Street, and
the planned EnviRes project along the riverfront as accomplishments within TIF District #1.
However, the city did not mention the proposed EIE development project for Rush City or any
other specific information about future projects in the amended plan. Since the TIF Act requires
the city to accept public comment and hold a public hearing prior to approval of the
redevelopment plan, the exclusion of details regarding these future projects, such as EIE’s
industrial project, effectively stifles public comment and debate and keeps East St. Louis citizens
from being fully informed about what projects their taxes will be used to support. The city is not
required to entertain public comment on a redevelopment agreement because the primary
purpose of an agreement is to govern how TIF funds are shared by a municipality and a
developer. Given the vagueness of its redevelopment plan, though, East St. Louis uses a
redevelopment agreement to introduce and approve new projects within the TIF District. As
long as the projects fall within the general parameter of private redevelopment activity as stated
in the redevelopment plan and do not exceed the estimated redevelopment project costs for the
district, then the city has fulfilled the requirements of the TIF Act.

The TIF Act requires that the housing study, the feasibility study, and the provision of benefits
not less than what would be provided under the URA be included in a redevelopment plan. City
officials, including Mayor Officer, Dr. Means, and Lonzo Greenwood, seem to differentiate



between a redevelopment plan and a redevelopment agreement, arguing that these conditions do
not apply because this is a redevelopment agreement, not a plan. However, an argument exists
that the redevelopment agreement between EIE and the city effectively amends the
redevelopment plan for TIF District #1, and therefore, the city must comply with certain
provisions within the TIF Act. The certification in the amended redevelopment plan for TIF
District #1 regarding resident displacement is no longer true, and the city must amend the
redevelopment plan to reflect the displacement of Rush City residents. Any amendment
increasing the number of displaced households must comply with the public hearing
requirements under the TIF Act. See 65 ILCS 5/11-74.4-3(n)(8). The city must give notice,
convene a joint review board, and conduct a public hearing pursuant to the procedures in sections
11-74.4-5 and 11-74.4-6 of the TIF Act. Given that the cost of EIE’s industrial project was not
factored into the total estimated redevelopment costs set out in the amended redevelopment plan,
itis very likely that EIE’s project increases the redevelopment costs within TIF District #1 by
more than 5 percent after adjusting for inflation. The TIF Act requires amendment to the
redevelopment plan to reflect this increase and mandates that any increase in total redevelopment
costs exceeding 5 percent be subject to the public hearing process. These amendments to the
redevelopment plan must be made and the studies must take place prior to the City Council’s
passage of EIE’s redevelopment agreement.

C. Attempts to Pass EIE’s Redevelopment Agreement

1. Structure of East St. Louis Government

For the proposed buyout to succeed, the East St. Louis City Council needs to approve the
issuance of TIF bonds to help finance the project. Historically, East St. Louis politics have been
complicated and corrupt. Unfortunately for the citizens of Rush City, the separate agendas
advanced by members of the council threaten to jeopardize the proposed buyout. The City
Council is comprised of four at large members and the mayor. The four council members are Dr.
Karen Cason, Eddie Jackson, Delbert Marion, and Edward Russell. With the exception of
Marion, all the council members have served the city for a number of years. For any action to
take place, at least three council members have to be in agreement, and in order to advance a
particular agenda, a council member needs to garner support from at least two other council
members. Unfortunately for the citizens of East St. Louis, this political maneuvering often turns
into a game with the two sides clearly drawn. The mayor’s agenda is supported by Councilman
Marion. As a past Officer supporter, Councilwoman Cason seems to be advocating for a
different agenda and has been able to win the support of Councilman Jackson, a longstanding
rival of Mayor Officer. This leaves Councilman Russell with the deciding vote.

Operating under a council-manager form of government, the City Manager, Dr. Means, also
plays a substantial role in the functioning of the city and the advancement of different policies.
The duties of a city manger include: preparing a fiscal budget for the council’s consideration;
recruiting, hiring, and supervising city staff; contracting with third parties; serving as the
council’s chief advisor; and carrying out the council’s policies. The City Council has the power
to hire and fire the city manager. Seeming to be an ardent supporter of the EIE development
project, Dr. Means appears to play a substantial part in the success of the project due to his self-



proclaimed expertise regarding the URA. Also, in EIE’s redevelopment agreement, he is listed
as one of the people responsible for obtaining land options in Rush City.

Serving as an illustration of the existing division between members of City Council and the
unpredictability of city politics, Dr. Means was fired as City Manager on April 24, 2006. Cason
was backed by Councilmen Jackson and Russell in her motion to fire Means. Hired in
September 2005, Means was the twelfth person to serve as the City Manger in 15 years. While
Cason said his firing was based on his poor work performance, Means and Mayor Officer said he
was dismissed for political reasons. It is not clear if his firing will have any impact on the
proposed redevelopment project. Robert Betts, former development manager for the East St.
Louis Housing Authority, was appointed interim City Manager.

2. March 9, 2006—City Council Meeting

In an attachment to the option agreement signed by residents, EIE predicted that the City Council
would approve the TIF redevelopment agreement on or about March 9, 2006. Approval of the
redevelopment agreement is needed before the option agreement can take effect because TIF
funds are to be used to finance the acquisition of the land. Anticipating a vote at the City
Council’s March 9" meeting, Kathleen O’Keefe tried to get her name placed on the agenda in
order to put city officials on notice that residents were entitled to benefits no less than what
would be provided under the URA as stated in the TIF Act. However, due to staffing problems
at the City Council’s office, she was unable to get her name on the agenda and placed a note
under the door with her request. The agenda was posted 48 hours prior to the City Council
meeting and did not include the redevelopment project. Kathleen feared that city officials might
try to sneak the redevelopment agreement on to the agenda, but she was pretty confident that a
vote could not take place on the redevelopment agreement since the ordinance had not been
included on the posted agenda. In order to insure the integrity of the process though, Kathleen,
Donnell Lewis, and | attended the City Council meeting.

Prior to the meeting, Councilwoman Karen Cason approached Kathleen and asked whether she
would like to be included on the agenda. Cason had found Kathleen’s note under the council’s
office door and did not want to fault Kathleen due to the office staff’s absence. Kathleen told
Cason that although the redevelopment agreement was not included on the agenda, she would
like to remind the council of the requirements under the TIF Act regarding compliance with the
URA. Cason told her that the council needed to know this and promised to make a motion to
include Kathleen on the agenda. Cason’s motion was accepted, and Kathleen was added to the
agenda.

At the beginning of her comments, Kathleen passed out to the members of the City Council, Dr.
Means, the City Attorney, and the TIF Director the portion of the TIF Act that requires that
displaced low-income and very-low income households receive benefits at least equal to those
offered under the URA. Mayor Officer agreed with Kathleen that the city needs to follow
federal and state laws, but he said that Larry Cox was spending his own money. Officer did not
agree with Kathleen that this provision necessarily applied because it was not the city’s money.
He stated that this is a private transaction between the owner and the buyer, and he is
comfortable with the approach of the developer to deal with owners individually. In order to



develop jobs, the mayor stated that the city must do economic development and give incentives.
However, Officer then went on a tirade regarding how other developers have “pimped” him and
the city. Given this history though, the mayor seemed to fully support the EIE project and stated
that he wants to see everyone in Rush City move. Officer said that the city owns approximately
1800 lots within the city, and he made an offer to give a lot to each displaced homeowner if they
want to stay in East St. Louis. He made the comment that the people in Rush City are not paying
their fair share of taxes. This statement conflicts with his promise to residents that the city would
freeze property taxes at current levels upon relocation. The mayor denied having the
redevelopment agreement and promised Kathleen that he would provide her with a copy once he
received one. Mayor Officer’s statement regarding the redevelopment agreement was
contradicted by Larry Cox on March 10, 2006, the day after the City Council meeting. When
asked whether the city had possession of the redevelopment agreement, Cox said that the
agreement had been submitted to the city.

Kathleen asked the mayor whether he was going to allow the residents to remain in Rush City.
Restating his position from the December 3, 2005, meeting, he was not going to vote for the use
of eminent domain. However, as mayor, he will enforce the city code. When Kathleen argued
that selectively choosing to enforce the building codes to meet his needs was a violation of equal
protection, the mayor twisted her argument and said that she cannot have it both ways, wanting
him to enforce the building code city wide but not enforcing it when it comes to Rush City.
Officer stated that there was probably not a building in East St. Louis, including city hall, which
would pass a building code inspection.

Councilwoman Cason asked Kathleen to keep her abreast of the issue. She stated that Larry Cox
has never approached her regarding the proposed redevelopment agreement and that she has
never met personally with Cox. She seemed to imply that she was distrustful of the arrangement.
Cason said that Larry Cox was present the week before at a council meeting, and he told council
members that every resident except one had signed an option agreement. Kathleen, Donnell, and
I knew that Cox’s statement was not true as there were more than several residents that had not
signed as of that date. To rebut Cason’s statement that she had never personally met with Cox,
Mayor Officer stated that every member of the council, including Dr. Cason, had dinner with
Cox in Chicago. Officer’s statement was verified the next day by Cox who stated that the
council members were in Chicago attending a conference, and they invited him to meet them for
dinner. All council members were present except for Edward Russell. This meeting between
Cox and the four council members violated the Illinois Open Meetings Act (5 ILCS 120/1 et
seq.) since more than two of the voting members of the City Council met with Cox to discuss
public business.

3. Multiple Attempts to Pass the Redevelopment Agreement Fail

On March 16, 2006, the City Council held a special meeting in order to address passage of EIE’s
redevelopment agreement. However, the council could not proceed due to the lack of a quorum.
Council members Cason, Jackson, and Russell failed to attend the meeting. The meeting was
rescheduled for March 20, 2006. All council members were present at this meeting; however, no
action was taken on the project. The council reconvened on March 23, 2006, to discuss passage
of the redevelopment agreement. At this meeting, Mike Wagner, the City Attorney, could not



attend the meeting, and instead, a substitute from his law firm was sent in his place. When the
council asked him for his opinion regarding the development agreement, the attorney could not
recommend passage because he needed to review the agreement. For the third time in as many
attempts, the council failed to take action. During this meeting, Councilwoman Cason made the
comment that this development deal was being pushed through by Mayor Officer in order to
provide kickbacks to his campaign supporters. Cason’s belief was later supported by a statement
made by Mike Wagner to Kathleen O’Keefe, questioning Officer’s intentions in supporting the
project.

The agenda for the March 23" meeting listed an item pertaining to the approval of an ordinance
for housing redevelopment. This was the first time that a housing redevelopment had been
mentioned since the controversial Calvert Park Landings development proposed by Lester Petty.
Pursuant to the Freedom of Information Act, Kathleen requested any information about the
housing redevelopment from Lonzo Greenwood, the city’s TIF Director. She made this request
on March 22, 2006. He denied having any documentation of the proposed redevelopment.
Greenwood told Kathleen that the City might buy some land and have Don Johnson, a local
contractor, build houses for residents.

On March 23, 2006, the mayor’s office prepared a resolution authorizing the city to request the
Illinois Housing Development Authority (“IHDA”) to issue grants/loans to Rush City
homeowners wishing to remain in East St. Louis upon relocation. Capped at $30,000 per
homeowner, these grants would assist residents in their purchase of replacement housing. The
ordinance does not discuss the details of the proposed program, and the city’s request does not
seem to fall within any of IHDA’s programs described on its website. Due to contradictory
language within the ordinance, it is not clear whether this money is a grant or a loan to
homeowners. When combined with the purchase price negotiated with Cox, this money, if a
grant, will allow many, if not all, Rush City residents to be able to buy a house within East St.
Louis without having to assume a mortgage. However, the issuance of this money is conditional
in that residents must relocate within East St. Louis. Under the URA, there are no restrictions
upon resident relocation, and the conditional issuance of a relocation benefit by the city could
arguably violate the URA. In addition to requesting this housing payment from IHDA, the
resolution also states that the city will work with the St. Clair County Assessor’s Office to freeze
property tax rates for Rush City residents that relocate within the city. To qualify, the Rush City
owner must purchase the property on or before December 31, 2006.

On April 6, 2006, a committee meeting was held and passage of the industrial redevelopment
project was discussed. Mike Wager wrote the City Council a letter, stating that the
redevelopment agreement cannot be passed in its current form. Wagner called for a number of
changes in the agreement, including compliance with federal and state relocation statutes. The
city needed to perform a housing study as required under the TIF Act. Wagner raised concerns
regarding the parties who were in charge of selling the bonds. Also, Wagner insisted that a
feasibility study be performed prior to the city’s issuance of the bonds. In response to Wagner’s
concerns, Mayor Officer stated that Mike Wagner was no bond expert and that a feasibility study
is conducted after passage of the ordinance issuing the bonds. Given these conflicting
viewpoints, no action was taken by the council on the industrial redevelopment agreement.



VII. RUSH CITY RESIDENTS MEET WITH THE PARTIES TO DISCUSS DELAY

While the City Council continued to struggle with the passage of the redevelopment agreement,
Rush City residents were left in limbo as to whether the proposed buyout would take place.
Frustrated by the city’s inaction, Donnell called a resident meeting on April 8, 2006. Kathleen
O’Keefe, Dr. Stacy Harwood, Cherry Dabney, and | were also present. Although resident
attendance was poor, the group decided to set up a meeting between Mike Wagner, Larry Cox’s
attorneys, and Rush City residents in order to discuss the option agreement and the proposed
buyout. Some residents are unclear about the terms and conditions of the option agreement and
want answers regarding their rights and responsibilities. The group agreed to draft a letter to the
City Council voicing residents’ concerns and requesting a meeting between the parties.

Donnell presented this letter to the council at the April 13, 2006, City Council meeting and
invited city officials to attend. Ms. Janie Jackson also spoke at the meeting, voicing her concerns
regarding relocation. In response to these comments, Mayor Officer stated that all five of the
council members are committed to taking care of the residents who want to remain in East St.
Louis and that an arrangement will be worked out. He anticipated that the council would act on
a revised redevelopment agreement in two weeks. Officer said that the city was hiring a
consultant to perform a feasibility study and a housing study, and these studies needed to be
completed prior to the passage of an ordinance issuing TIF bonds to the project. According to
Mike Wagner, he received the third draft of the redevelopment agreement on April 13",

Following up on his letter to City Council, Donnell arranged a meeting between the parties on
April 4, 2006. Mike Wagner, Kathleen O’Keefe, Cox’s attorney, Elbert Dorsey, and several
residents attended the meeting. Cherry Dabney and | were also present. This meeting proved to
be very informational and validated our questions and concerns regarding the proposed industrial
project and buyout. According to Mike Wagner, the city has hired PGAV as its TIF consultant,
and PGAYV has raised 41 issues with EIE’s redevelopment agreement that need to be addressed
before the project can advance forward. Wagner verified that the redevelopment plan for TIF
District #1 will have to be amended, and he agreed that it is likely that the city will have to hold
public hearings on the amendments as required by the TIF Act. He did not know how long this
process would take or how fast the issues with the redevelopment agreement could be resolved.

Wagner indicated that it is still undecided whether the city wants to do the project or is even
capable of doing the project. If the city does decide to fund the EIE’s project, the TIF bonds
requested by EIE would be over three times the largest bond issue ever made in the city’s
history. Currently, the city does not know whether the project will generate the cash flow needed
to pay back the bonds. The city will need to project the tax increments produced by the project;
however, there is a problem with valuing the project since it is the first of its kind in the world.
Since EIE’s proposed project integrates several processes, Dorsey stated that separate sites exist
for each of these processes, and the value of these sites can be combined together to find
comparables in order to value the project. A feasibility study will need be conducted prior to the
issuance of the bonds because the worth of the bonds is tied directly to the public’s willingness
to buy them. East St. Louis defaulted on almost $300 million worth of bonds in the late
1980s/early 1990s, and as a result, the city’s bond rating is not that high. Although a bank has



stated that it will purchase the bonds issued for EIE’s project, this statement has not been verified
because Mike Wagner has been unable to obtain a letter of financial commitment.

As for the proposed housing development, Wagner stated that the city does not have the financial
resources to create housing for Rush City residents. Mayor Officer’s offer of giving city-owned
parcels to residents is not legal. The city cannot legally give its land away to residents. The city
could assemble land for a development, and then issue a request for proposal (“RFP”’) from
developers to carry out the project. Once a developer is chosen, the developer is responsible for
applying to IHDA for tax credits to lower the cost of the housing so that it can be made
affordable to residents. Wagner stated that this would only be cost effective if at least ten
households in Rush City agreed to relocate to the housing development. However, it does not
seem like this is a plausible option given the city’s current finances. When asked about the
housing resolution prepared by the mayor’s office, Wagner stated that he had not seen a copy of
the resolution. Wagner said that the city has never directly lined up funding with IHDA to
support a housing project.

Wagner indicated that the EIE’s redevelopment agreement cannot be passed until Cox can show
complete site control. The TIF bonds are tied to the project area, and the bond underwriters will
not issue the bonds prior to the developer demonstrating ownership of the land. Although Cox
has signed option agreements with residents and non-resident landowners, he has not worked out
any sale agreement with the industrial companies which own almost 60 percent of the land in
Rush City. Dorsey indicated that Cox was in negotiations with the industrial companies;
however, his statement lacked credibility when he stated that Cox was working out a deal with
Solutia’s bankruptcy trustee. Solutia, an industrial plant located in Sauget, does not own any
land in Rush City. Mike Wagner doubted whether Big River Zinc and Ethyl Petroleum, the two
major industrial landowners in Rush City, would be willing to sell their parcels given that both
companies are currently involved in Comprehensive Environmental Response, Compensation,
and Liability Act (CERCLA) actions. If a sale did occur, both companies would be liable for the
costs associated with cleaning-up the environmentally contaminated land. Wagner also
questioned whether options to buy rather than actual ownership of the land would satisfy
concerns of the bond underwriters.

Following the meeting, Mike Wagner indicated that he has his own reservations about the
proposed project and that many questions remain. For instance, he is uncertain whether Larry
Cox really has equity to invest in the project. When the city issued TIF bonds to help fund the
commercial redevelopment on State Street, the developer paid individual property owners a
premium for their land and gained control of most of the site prior to approaching the city about
financing. Larry Cox proposes to fund the acquisition of the land by using TIF funds, and it is
questionable whether he is using any of his own money since the $1,000 consideration for the
option agreement will not be paid to Rush City residents until the passage of the redevelopment
agreement. The city will have to perform a feasibility study, and Wagner intends to require that
Larry Cox place his own funds in escrow to cover the costs of the study in case the project
proves not to be practicable. Wagner believes that Cox’s response to this request will provide a
good indicator of how serious Cox is about developing his project in East St. Louis. Wagner
stated that no blueprints of the plant have made available to the city, and he questioned whether
blueprints existed. Mike Wagner believes similarities may exist between this project and a



condominium development project planned for the riverfront in late 1980s during Officer’s first
stint as mayor. As referenced earlier, the city defaulted on these bonds, and the condominiums
were never built.



VII. POSSIBLE SCENARIOS

City officials were scheduled to meet with Larry Cox and his attorneys during the week of May
8, 2006, in order to discuss the issues raised by PGAV. If these issues are able to be resolved
and the project proves to be feasible, then Mike Wagner speculated that the City Council would
be able to consider passage of the redevelopment agreement by the end of 2006. This would
allow time for TIF District #1’s redevelopment plan to be amended, if needed, and would allow
the city time to perform the studies required by the TIF Act. Mike Wagner stated that Cox
would have to obtain site control prior to council’s approval of the redevelopment agreement.
This could pose a huge hurdle for Cox given the industrial companies’ interest in retaining their
land due to environmental liability issues. Elbert Dorsey indicated that the project will be able to
proceed regardless if this land is acquired; however, this statement does not seem plausible given
the large amount of land owned by industry. East St. Louis could use its powers of eminent
domain to condemn the land, but there would still be issues of environmental cleanup. Also,
given the Illinois Supreme Court’s holding in Southwestern Illinois Development Authority v.
National City Environmental, LLC, it is questionable whether East St. Louis would be exceeding
its constitutional authority by using its eminent domain powers to take land for EIE’s private use.
In Ilinois, it is unclear whether economic development is considered a public use as required
under the United States Constitution’s Fifth Amendment. If site control is obtained and the
council approves the agreement, the Financial Advisory Authority (“FAA”) would also have to
approve the TIF bond issue. Given the large amount of money involved in the project, the
FAA’s approval is not guaranteed.

Assuming the project is approved, the city would have to ensure that residents are being provided
at least the same benefits that they would receive under the URA. Despite the mayor and former
city manager’s wavering statements, Mike Wagner, the City Attorney, seems to realize that
residents are guaranteed relocation benefits. Currently, the benefits being provided by Cox do
not meet the minimum requirements of the URA, and Cox will have to make adjustments to his
current offer in order for the project to proceed. There is the possibility, however, that TIF funds
will not be used to fund the project which raises concerns regarding the relocation rights of
residents. At the May 4" meeting, Wagner indicated privately to us that the city is considering
removing Rush City from TIF District #1. Instead of TIF funds, the city would help fund the
project through the Industrial Job Recovery Act (“IJRA”). Although it did not seem like
residents would receive the same protections as they do through the TIF Act, Wagner stated that
residents would receive benefits and will be well taken care of if forced to relocate. More
information needs to be gathered about the IJRA and the possible protections available to
residents under this funding scheme.

If EIE’s project proves not to be feasible or is not approved by the City Council or the FAA, then
Rush City residents will be able to remain in their current homes. While some residents may be
disappointed at this prospect, many residents, especially those who have resided in the
community for a number of years, would be content to remain in Rush City. However, given the
fact that Rush City is a desirable location for industry, residents may soon receive other buyout
offers. The constant possibility of relocation can be stressful for residents and can deter their
investment in their homes and community. The city needs to be cognizant of the uncertainty and
frustration it creates among residents due to its lack of planning for Rush City. Instead of relying



solely on the claims of a developer, the city needs to fully investigate any subsequent
development projects before bringing them public. Also, city officials need to provide residents
with truthful information rather than making promises to residents that they cannot keep.



VIl. CONCLUDING THOUGHTS

Despite all the activity that has taken place during the spring of 2006, Rush City residents are left
with many uncertainties regarding the proposed buyout. The focus has shifted from residential
displacement to whether the proposed project is even financially feasible. As the city takes a
critical look at the project and addresses the issues raised by PGAV, residents should stay
involved in the process since the fate of their community depends on the outcome of negotiations
between the city and EIE. By being involved in negotiations, residents will be able to ensure that
their interests are being considered, and they will be able to guarantee their rights if relocation
occurs. Further research should be done to investigate IJRA in case TIF funding is not used for
the project. Also, as suggested by Mike Wagner, it would be interesting to research the
similarities between this project and the condominium project where East St. Louis defaulted on
its bond obligations.
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IX. APPENDICES

A Rush City Parcel Maps

** Maps obtained from the 31* Edition Atlas of St. Clair County, lllinois (Vol. 1).
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B. Rush City Parcel Map—Industrial Ownership

** This map indicates industrial ownership within Rush City. Industrial interests own
approximately 57 percent of the property within Rush City. Big River Zinc owns 111
parcels; Ethyl Petroleum Additives owns 80 parcels; and La Bon Vie Incorporated owns
10 parcels. The Lechner Reality Group, an agent for the industrial companies, owns 28

parcels. Ownership was determined by using the 2005 St. Clair County Tax Assessor’s
Records.



Industrial Parcel Ownership in Rush City




C. East St. Louis Ordinances # 05-10086 and # 05-10087: Ordinances Declaring
Official Intent to Issue Tax Increment Financing Bonds for New Development
Projects






FROM : Neighborhood Law Office PHONE NO. : 618 271 8835 JAN. 19 2886 @5:24PM P9
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the City reasonably expects to be reimbursed from the proceeds of the bonds will
not exceed Seyenty Thousand Dollars ($70,000.00).

5. The City hereby grauts the City Manager to entertain public forums for the
‘citizen’s comuments relative to the projects being proposed by the City.

- 6. This Ordinance constitutes a declaration of official jntent under the Treasury
Regulations Section 1.150.2.

7. This Ordinance shall be in full force and effect immediately upon its adoption.
8. Now therefore, be is resolved by the Mayor and City Council of the City of East
St. Louis, lllinois to apprave the inducement Ordinance for the intent of the City

of East St. Louis to issue Tax Increment Financing bonds that will pot exceed the
amount of Thirty Million Dollars ($30,000,000.00).
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