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Appendix A: Demographics

INTRODUCTION

This section analyzes some of the broad, long-range demographic trends that influence the
demand for different types of real estate.

GROWTH TRENDS

Modest population and household growth is forecasted for South Saint Paul through 2030 (Tables
1 and 2). South Saint Paul is a fully developed community with little, if any, undeveloped land
available for new development. Most of the forecasted growth, therefore, is expected to occur as
a result of redevelopment of existing properties. Because the redevelopment process is often
very time consuming and expensive, any new growth is often modest in scale and intermittent.
With that being said, though, there appears to be a growing interest in living closer to the core of
metropolitan areas. If this trend continues to increase to the point of significantly influencing
larger development patterns, South Saint Paul would be well positioned to accommodate future
growth because of its proximity to downtown Saint Paul and the 1-494/1-694 loop as well as its
large supply of underutilized and/or aging industrial properties .

Table 1: Population Growth Trends 1990 -2030

1990 2000 2010 2020 2030
Population
South Saint Paul 20,197 20,167 20,160 20,200 20,700
Dakota County 275,227 355,904 398,552 460,500 501,600

7-County Twin Cities Metro Area 2,288,721 2,642,056 2,849,567 3,334,000 3,608,000

Numerfc Change in Population

South Saint Paul -- -30 -7 40 500
Dakota County -- 80,677 42,648 61,948 41,100
7-County Twin Cities Metro Area -- 353,335 207,511 484,433 274,000
Percent Change in Population

South Saint Paul -- -0.1% 0.0% 0.2% 2.5%
Dakota County -- 29.3% 12.0% 15.5% 8.9%
7-County Twin Cities Metro Area -- 15.4% 7.9% 17.0% 8.2%

Sources: U.S. Census; Metropolitan Council; Bonestroo, Inc.

Table 2: Household Growth Trends 1990 -2030

1990 2000 2010 2020 2030
Households
South Saint Paul 7,914 8,123 8,186 8,500 8,900
Dakota County 98,293 131,151 152,060 181,000 201,750

7-County Twin Cities Metro Area 875,504 1,021,454 1,117,749 1,362,000 1,492,000

Numeric Change in Households

South Saint Paul -- 209 63 314 400
Dakota County -- 32,858 20,909 28,940 20,750
7-County Twin Cities Metro Area -- 145,950 96,295 244,251 130,000
Percent Change in Households

South Saint Paul -- 2.6% 0.8% 3.8% 4.7%
Dakota County -- 33.4% 15.9% 19.0% 11.5%
7-County Twin Cities Metro Area -- 16.7% 9.4% 21.9% 9.5%

Sources: U.S. Census; Metropolitan Council; Bonestroo, Inc.
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AGE OF POPULATION

The median age in South Saint Paul has increased from 25 in 1970 to 37 in 2010 (Figure 1). This
phenomenon has been occurring pretty much everywhere.
age profile has closely mirrored that of the national profile over the last 30 years. The re are

several reasons why our population has aged so rapidly. First, we are living longer, due in part to

advances in medical care and overall improved wellness. Second, we are having fewer children

compared to previous generations. And third, the baby boom, a period of high birth rates, is now

reaching retirement age. This has important ramifications on the market for new real estate

development. Older households have significantly different demands than younger households

when it comes to housing, retail, recreation, health care, and institutional uses.

Figure 1: Median Age 1970 -2010
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HOUSEHOLD SIZE

Household size is closely related to the age of the population. Typically, as young children grow
up and move out of the house and form their own households, there is a corresponding drop in
the size of households as the parents remain in place (Figure 2).

In 1970, South Saint Paul had 3.3 persons per household, which slightly above the regional and
national rates. By 2010, household size in Souh Saint Paul had dropped to 2.4, which is slightly
below current regional and national rates.

Changes in household size can impact real estate markets in a variety of ways. Fewer individuals
in a household decreases the need for household goods and persoral services, which can greatly
impact certain segments of the retail market. At the same time, if the decrease in household size
is due to an aging population, as is the case in South Saint Paul, the decrease in retail demand is
partially offset by the ris ing needs for healthcare related services.

Figure 2: Household Size 1970 -2010
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In the recent recessionary period, anecdotal evidence suggests that household sizes have been

rising across the country as more fAdowhbdckimg updo occurt
with parents in order to deal with financial strains. This is expected to be a temporary impact and

therefore is not expected to have many long term market impacts. In fact, as the economy has

improved over the past year, there is beginning to be signs in the rental market that this

situation is already easing.
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| NCOME

South Saint Paulis a community of modest incomes. The current median family income is about
$66,000. This is slightly above the national median family income, but below the Stat e median
income and well below the Dakota County median income (Figure 3). This has not always been
the case. In 1970, the median family income in South Saint Paul was well above the State
median income and only slightly below that of the region and Dakot a County. The widening gap
in median income is presumably due to the loss of the many well -paying jobs associated with the

former stockyards.

Annual Income

Figure 3: Median Family Income 1970  -2010
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HOUSEHOLD TYPE

Since 1970 the proportion of married couple households with children has significantly declined.
Figure 4 shows how this trend is consistent throughout all geographic regions, and is also evident
in South Saint Paulwhere the proportion of married couple h ouseholds with children has declined
from 45% in 1970 to 17% as of 2010. Of course, the transformation of household types can be
explained by an aging population, but other factors have influenced this as well, including a sharp
uptick in divorce rates during the 1970s, decreased birth rates, and delayed child rearing.

Figure 4: Married Couple Families with Children
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HOMEOWNERSHIP

From 1970 through 2000, the homeownership rate in South Saint Paul has generally hovered

around 71% or 72% (Figure 5). This is very similar to the statewide homeownership rate,

suggesting that South Saint Paul has a diverse mix of housing that includes everything from
owner-occupied single-family homes to rental apartments. Over the last 10 years, though, the
homeownership rate dipped below 70%. However, after decades of increasing homeownerhip,

most places in the country saw declines as well. Moreover, there is some recent evidence,
however, suggesting that the collapse of the mid -2000s housing bubble and the resulting

foreclosure crisis has reversed this longstanding trend. If the long -term outcome of the
foreclosure crisis is to significantly readjust mortgage standards, it is likely that homeownership
will have a higher barrier to entry, which will result in a continued declined in its rate.
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Appendix B: Economy

UNEMPLOYMENT

From late 2007 to early 2010, the unemployment rate in the Twin Cities Metro Area increased
sharply and reached a rate not seen for over 25 years (Figure 6). This had a dampening effect on
the demand for housing, retail, office, and industrial space in the Metro Area. Presumably, as the
overall economy improves, most real estate sectors will start to see some improvement.
However, larger economic trends should be tracked closely. Although slow, consistent
improvement in the economy is a definite positive, it may also indicate how long it will take to
absorb excess capacityin certain real estate sectors, which could be lengthy.

Figure 6: Unemployment Rate 1990 -2011
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EMPLOYMENT BY INDUST RY

Although Manufacturing and Wholesale Trade do not employ as many workers as Service and

Retail Trade, they are a very important component
Combined these two sectors account for nearly one-third of all jobs in the City, which is well

above the proportion of jobs they account for at the county level (17%).

Table 3: South Saint Paul Employment by Industry 2010

DAKOT/
INDUSTRY EMPLOYEES % | COUNTY%
Agricultural, Forestry, Fishing 61 0.77 1.14
Mining 0 0.00 0.07
Construction 495 6.28 4.78
Manufacturing 1252 15.88 10.68
Transportation and Communications 388 4.92 7.38
Wholesale Trade 1185 15.03 6.34
Retail Trade 1387 17.59 21.96
Finance, Insurance and Real Estate 334 4.24 7.40
Services 2469 31.31 35.05
Public Administration 271 3.44 4.32
Unclassified 43 0.55 0.89
Source: Minnesota Department of Employment and Economic Development
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Appendix C: Market Analysis

RENTAL HOUSING MARKET

The apartment market is beginning to rebound after a period of high unemployment and
lackluster job growth (Figure 6).

The overall vacancy rate in the Southeast metro area dropped from a peak of nearly 8% in 4"
guarter 2009 to under 4% as of 1st quarter 2011. This recent strengthening in the market means
that the vacancy rate is now below 5% percent, indicating that there is pent -up demand in the
market and new market rate development could very well be supported.

Figure 6: Market Rate Apa rtment Vacancy Rates 2001  -2011
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The average monthly rent in the Southeast metro increased hovered between $925 and $950 per
month between 2006 and 2010 (Figure 7). During the 1% quarter of 2011, though, average rents
have increased sharply. Close attention should be paid to apartment vacancies and rents.
Typically, declines in vacancy precede increases in rent. Once rents increase enough, this will
place pressure on the market to develop new rental housing and there are already reports of
several rental projects throughout the Metro Area in predevelopment as well as active
construction in select locations close to large employment centers.

Figure 7: Average Apartment Rents 2001 -2011

$1,000

$975

$950

$925

$900

$875

Average Monthly Rent

$850

$825

$800

20011Q
2002 1Q
2003 1Q
2004 1Q

005 10
2006 10
200710

008 10
2009 10
201010
201110

=== \letro Total ~@=SE Metro

Source: GVA Marquette Advisors, Apartment Trends

Page 10

2% Bonestroo



Some of the demographic trends mentioned earlier regarding homeow nership rates may
profoundly impact the apartment market. Evidence appears to be growing that younger age
groups are not embracing homeownership the way previous generations did. First, mortgage
standards have returned to more stringent levels where the ba rrier to entry is much higher due
to substantially larger down payments that are required on the part of banks.

Second, with housing no longer appreciating at even modest levels the nest egg that so many
previous generations created through homeownership is no longer seen as attainable.

Third, for younger households vulnerable to high unemployment rates, homeownership can be
viewed as reducing employment flexibility which further depresses demand. As a result, younger
households are starting to choose rental housing as a preferred arrangement rather than a
temporary situation prior to homeownership. If these trends persist or become deeply
established, the demand for rental housing could increase in the coming years.

MARKET RATE COMPARABLES

Bonestroo profiled 10 of the newest market rate apartment projects in the vicinity of the study
area to gauge performance of comparable projects and their positioning (Tables 4 and 5). The
comparison focused on unit mix, size of project, rents, vacancies, and project amenities. The
following are key finding s of the analysis:

A Only two of the ten properties profiled are less than 16 years old. The two newest properties
are both seven years old.

A Overall vacancy among the 10 properties is 2.2%, which is very low and well below the area
vacancy rate. This suggests there pent-up demand for newer product with more amenities
and features.

A The vacancy rate for one-bedroom units is 1.7%, which is extremely low. Given that two-
bedroom units outnumber one -bedroom units by more than two to one, this indicates there
is an imbalance in the market and that there is an especially strong demand for one -bedroom
units.

A Blackberry Pointe and Monument Ridge, the two newest properties, consistently have the
highest rents per square foot for all unit types. They typically average between $1.10 and
$1.20 per square foot. Although more centrally located properties in the metro area are
achieving much higher rents, these properties are now seven years old and lack many of the
amenities and unit features found at other newer properties, such as large tubs, stainless
steel appliances, conference centers, and other community gathering spaces.
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Table 4: Comparable Apartment Properties

(Age, Size, and Rents)

Project Name

Year
Built

City

# of
Units

Vac.
Units

Rent

Square Feet

Range

Avg.

Range

Avg.

Avg. Per
Sq. Ft.

Studio Units

Southview Gables 1987 IGH 4 $799 - $799 $799 612 - 612 612 $1.31
Stone Ridge 1986 WSP 2 $650 - $650 $650 520 - 520 520 $1.25
Waterford Green 1990 SSP 10 $550 - $550 $550 475 - 475 475 $1.16

Subtotal/Average 1 $799 - $799 $625 612 - 612 515 $1.21

One-Bedroom Units

Blackberry Pointe 2004 $958 - $1,022  $990 803 - 902 853 $1.16
Pearlwood Estates 1991 IGH 75 $765 - $800 $783 706 - 706 706 $1.11
Monument Ridge 2004 IGH 60 $799 - $869 $834 730 - 840 785 $1.06
Southview Gables 1987 IGH 150 $819 - $967 $893 789 - 961 875 $1.02
Stone Ridge 1986 WSP 12 $810 - $810 $810 800 - 800 800 $1.01
The Ridge 1986 WSP 2 $859 - $859 $859 900 - 900 900 $0.95
Waterford Green 1990 SSP 30 $650 - $750 $700 704 - 845 775 $0.90
Southview Greens 1989 IGH $700 - $700 $700 800 - 1,200 1,000 $0.70
Subtotal/Average $650 - $1,022 $858 704 -1,200 821 $1.05
One Bedroom/Den Units

The Ridge 1986 WSP 4 $929 - $929 $929 900 - 900 900 $1.03
Stone Ridge 1986 WSP 4 $890 - $890 $890 900 - 900 900 $0.99
Southview Gables 1987 IGH 24 $904 - $973 $939 1,062 -1,062 1,062 $0.88
Subtotal/Average 32 1 $890 - $973 $931 900 -1,062 1,022 $0.91

Two-Bedroom Units

Monument Ridge 2004 $1,059 - $1,279 $1,169 1,070- 1,070 1,070 $1.09
Blackberry Pointe 2004 IGH 135 $1,222 - $1,222 $1,222 1,019-1,224 1,122 $1.09
The Ridge 1986 WSP 42 $1,009 - $1,029 $1,019 1,000- 1,000 1,000 $1.02
Southview Gables 1987 IGH 241 $895 - $1,191 $1,043 1,015- 1,177 1,096 $0.95
Pearlwood Estates 1991 IGH 125 $835 - $985 $910 924-1,022 973 $0.94
Parkview Manor T+ 1993 IGH 108 $950 - $980 $965 1,050- 1,100 1,075 $0.90
Stone Ridge 1986 WSP 42 $975-%$1,000 $988 1,110-1,190 1,150 $0.86
Waterford Green 1990 SSP 82 $850 - $925 $888 956- 1,294 1,125 $0.79
Southview Greens 1989  IGH 43 $750 - $750 $750 1,000- 1,400 1,200 $0.63

Subtotal/Average $750 - $1,279 $1,018 924 -1,400 1,084 $0.94

Three Bedroom Units (or larger)

Blackberry Pointe 2004 $1,582 - $1,582 $1,582 1,448- 1,512 1,480 $1.07
Greystone Heights 1995 IGH 100 $1,199 - $1,275 $1,237 1,300- 1,300 1,300 $0.95
Monument Ridge 2004 IGH 12 $1,299 - $1,299 $1,299 1,420- 1,420 1,420 $0.91
Waterford Green 1990 SSP 8 $1,200 - $1,200 $1,200 1,343-1,343 1,343 $0.89
Pearlwood Estates 1991 IGH 40 $1,125-$1,160 $1,143 1,306- 1,306 1,306 $0.87

Subtotal/Average 178 5 $1,125-$1,582 $1,253 1,300 -1,512 1,330 $0.94
Total/Average 1514 34 22% $850 878 $1.03

Sources: Bonestroo; GVA Marquette Advisors
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Table 5: Comparable Apartment Prop erties (Project Amenities and Unit Features)

g £
—~
a4 5 s £ 8 g
§ 3 e o5 § g 2 g o 3 2 F 2 a s
s 8 § 05 3 & § o g5 % 8 g 2338 g = 2
Q O g & 549 0 2F 2 § 0 2= 29 K g g 2 iy
e £ 8§ 21 & 2§ 5 F T g ES o £ 352 8§ S8 8
2 £ § 8 35 &£ 55 £ 8 22 £33 S5 58 8¢ g g8
s & £ 3 &8 8 & £ S5 g s £ § 8 3 8 & £ 3 5 & ® T
S S L o S o & ¥ ¢ O a I & v v K a @ @a O &h o O
Stone Ridge H X X X||X||O U incl.
The Ridge X X X | X X|| X X U $50
Southview Gables X||s||Ss||X X X||X]||O X U incl
Southview Greens X X X||X]||O U incl
Waterford Green X X X Of|X]||X U incl
Parkview Manor X X X A incl
Pearlwood Estates X X X X || X|lon | X||[X X D | | $40
Greystone Heights X X X X||X]||O A incl
Blackberry Pointe H X X X||X|| O U | | $45
X X X X| | X||O U incl

Monument Ridge
S = Some Units; H = Hook-ups

U = Underground Parking; A = Attached Parking; D = Detached Parking
| = Indoor Pool; O = Outdoor Pool

Source: Bonestroo, Inc.
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Given demographic trends and the condition of the current market, there appears to be market
demand to support development of new multifamily housing in or near South Saint Paul. The
study area, however, has both strengths and weaknesses as a possible location for new
multifamily housing. The strengths are its accessibility to | -494 and proximity to the Mississippi
River and the MRT trail. The weaknesses are mostly related to the industrial character of the
study area, which could lead to perceptions, both real and perceived, of negative impacts
associated with odor, noise, light pollution, etc.
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There also are no state-of-the-art properties that feature modern ameni ti es desi
renters. This can be both a positive and a negative. One the one hand, it means there are no
examples of recent properties that have achieved sufficiently high rents to afford the cost of new
development. This indicates that there would be some risk associated with developing a new
property. On the other hand, lack of directly competitive projects indicates an opportunity to
capture a segment of the market not being currently met.

Page 15

2% Bonestroo

red

by

t

(Ol



FOR-SALE HOUSING MARKET

The for-sale home market has dramatically weakened in recent years. Between 2004 and 2008,
the number of homes sold through the MLS has declined each year with pronounced drops in
2006 and 2007. However, after years of declining sales, 2009 saw a substantial increase in sales
due to the Federal stimulus program that provided a substantial tax credit to first -time home
buyers. However, in the wake of the Federal stimulus program, sales declined yet again to rates
not experienced in over a decade.

More importantly, though, the impact of foreclosures is still evident as median sales price
continues to decline and is now off nearly 25% from its peak in 2006 (Figure 8). The causes of
the soft market are varied and complex. However, over -construction encouraged by lax lending
standards has been a clear root cause. Until much of the oversupply is absorbed, it appears the
for-sale market will continue to be soft. Excess supply isslowly being absorbed, which will
stabilize the balance between supply and demand and eventually lead to price increases.

Figure 8: Median Sales Price 2001 -2010
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Figure 8 also demonstrates the sales price trends of homes in South Saint Paul. In 2006, the
median sales price peaked at $197,000 and then bottomed out in 2009 at $132,000, 33% bel ow
the peak. The median sales price rebounded slightly in 2010, but remains well below the 2006
peak. Moreover, sales prices in South Saint Paul tend to be 15-20% below the metro median.
Although the for-sale market appears to have hit bottom with respect to sales prices, there are
no clear signs of recovery. Persistently high unemployment rates, weak job growth, and high
levels of foreclosed properties in the marketplace are contributing to the poor market conditions.

OFFICE MARKET

As with otherrealestat e cl asses, the office market is suffering
downturn. Companies that have reduced hiring levels have excess office space and can undercut

landlords with reduced rent subleasing. Very few businesses are looking for additional office

space and those that are in the market are maximizing their leverage with demands for reduced

rent and extensive tenant improvement packages. Landlords are reluctant to enter into long term

| ease arrangements that woules Laidlomsake aftemgtingdgour r ent | ow
remain profitable by aggressively cutting operating costs and making targeted capital

improvements to improve their buildings.

The impacts of these trends can be seen in Figure 9. Overall vacancy rates in the Twin Cities
have been hovering between 9% and 10%, which is well above historic vacancy rates. And the
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concessions many tenants were going after can be seen in the multi-quarter decline in lease
rates from 4Q 2009 to 4Q 2010. The good news is that an overall uptick in e mployment growth
has seemingly stopped a continued rise in vacancies and subsequent decline in rents.

Figure 9: Metro Area Office Vacancy and Lease Rate Trends
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Vacancy rates can vary significantly by submarket due to local economic conditions and levels of
overbuilding. The Dakota County submarket that includes South Saint Paul has generallyfollowed
the metro area trend in recent years (Figure 10). Vacancy rates, though more volatile, have
mirrored the overall metro, though average lease rateshave dropped several dollars per square
foot in recent quarters compared to the metro average.

Figure 10: NE Dakota County Office Vacancy and Lease Rate Trends

Generally speaking, the South Saint Paul, West Saint Paul, and Inver Grove Heights office
markets have not been prominent submarkets. Although a search of office properties in those
three communities revealed over 120 properties (Figure 11), the vast majority are small with
under 10,000 square feet of space and filled with users that cater mostly to th e local residential
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