CITY OF RICHFIELD, MINNESOTA
TUESDAY, JANUARY 26, 2010
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SPECIAL CITY COUNCIL MEETING

- CITY HALL EXECUTIVE CONFERENCE ROOM

6700 PORTLAND AVENUE
5:30 P.M.
AGENDA
Call to order
Roll call

1. Interview of persons interested in serving on Cify advisory commissions (Council |
“Memo No. 4) ‘ :

Adjournment

*******************************************************************************************************

SPECIAL CITY COUNCIL WORKSESSION

CITY HALL COUNCIL CHAMBERS
6700 PORTLAND AVENUE

6:00 P.M.
_ AGENDA
Call to order
Roll call

1. Presentation by Michael Development and St. Croix Real Estate regarding potential
development of Woodlake Plaza (Council Memo No. 5)

Notes:

2. Demonstration of new Supervisory Control and Data Acquisition (SCADA) utility system
‘and discussion of possible capital investments at water treatment plant (Council Memo

No. 6)

Notes:

Adjournment
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REGULAR CITY COUNCIL MEETING

COUNGIL CHAMBERS
6700 PORTLAND AVENUE

7:00 P.M.
AGENDA

INTRODUCTORY ‘PROCEED_INGS

Céll to order

Roli call

Open forum (15 minutes maximum) |

Each speaker is to keep their comment period to three minutes to allow sufficient time for
others. Comments are to be an opportunity to address the Council on items not on the agenda.

Individuals who wish to address the Council must have registered prior to the meeting.

Notes:

Pledge of Allegiance

Approval of minutes of (1) Special City Council Closed Executive Session of January 6,
2010; (2) Special City Council Meeting of January 9, 2010; and (3) Special City Council
Worksession of January 12, 2010

COUNCIL DISCUSSION

1. Council discussion
e Hats Off to Hometown Hits

Notes:-

AGENDA APPROVAL

2. Council approval of agenda

CONSENT CALENDAR

3. Consent Calendar contains several separate items, which are acted upon by the City
Council in one motion. Once the Consent Calendar has been approved, the individual



items and recommended actions have also been approved. No further Council action is
necessary. However, any Council Member may request that an item be removed from the
Consent Calendar and placed on the regular agenda for Council discussion and action.
All items listed on the Consent Calendar are recommended for approval.
A. Consideration of approval of resolution authorizing 2010 social service agency
funding recommendations of certain human service agencies S.R. No. 18
B. Consideration of approval of resolution authorizing dispatch and use of City
equipment and services by City Manager or designee in emergency situations S. R.
No. 19
C. Consideration of approval of resolution authorlzmg acceptance of all grants and
donations received by Richfield Recreation Services Department in 2009 S.R. No.
20
D. Consideration of approval of resolutions authorizing submittal to Hennepin County
for Transit Oriented Development Program Grant and Minnesota Department of
Employment and Economic Development Redevelopment Grant Program for
. acquisition for redevelopment transit improvements and streetscape improvements
throughout community S.R. No. 21
E. Consideration of approval of resolution authorizing acceptance of addltlonal $1500
grant from Wal-Mart Corporation for funding Richfield Police canine unit S.R. No.-
22
F. Consideration of approval of closmg Parking Project Capital Project Fund and
transferring residual assets to City Hall Project Fund S.R. No. 23

Notes: 5

4. Consideration of items, if any, removed from Consent Calendar

Notes:

RESOLUTION

5. Considerati'onNof resolution expressing support for statewide Complete Streets Policy

Staff Report No. 24

Notes:

OTHER BUSINESS

6. Consideration of appointments to City advisory commissions

Staff Report No. 25



Notes:

7. Consideration of bid minutes/tabulation and award of contracts as recommended by
Stahl Construction for new Richfield Municipal Center ‘

Staff Report No. 26

Notes:

CITY MANAGER’S REPORT

8. City Manager’s report

Notes:

9. Claims and payrolis

Open forum (additional 15 minutes if more time needed after first Open Forum and by
majority vote of the City Council)

Each speaker is to keep their comment period to three minutes to allow sufficient time for

others. Comments are to be an opportunity to address the Council on items not on the agenda.
Individuals who wish to address the Council must have registered prior to the meeting.

Notes:

10.Adjournment

Auxiliary aids for individuals with disabilities are available upon request. Requests must be
made at least 96 hours in advance to the City Clerk at 612-861-9738.



CITY OF RICHFIELD, MINNESOTA
Office of City Manager

January 21, 2010

Council Memorandum No. 4

The Honorable Mayor

and _ :
Members of the City Council
City of Richfield

Subject: Advisory Commission Interviews
(Council Agenda Item No. 1)

Council Members:

The interviewing of two advisory commission applicants is scheduled for Tuesday,
January 26, 2010 at 5:30 p.m. in the Executive Conference Room in City Hall.

An updated vacancy list is attached.

- Approval of commission appointments is scheduled for the January 26, 2010 Regular
City Council meeting.

Please contact me if you have any questions. |

SLD:cak

Attachment v

E-mail: Department Directors
Assistant to the City Manager



1102 ‘L€ Aenuer.

L1L0Z ‘L¢ Aenuer
Z102 ‘L¢ Asenuep
Z10z ‘L Aenuer
Z10Z ‘L¢ Aenuerp
€102 ‘L€ Aenuer
€102 ‘L€ Aenuep

Z10z ‘1Lg Aenuep
L0z ‘1€ Aenuep
€102 ‘L¢ Aenuep

1102 ‘L€ Aenuer
€102 ‘L¢ Aenuep

1102 ‘L¢ Aenuer

2102 ‘L¢ Aenuer

€102 ‘1¢ Aenuep
€102 ‘L€ Aenuer

1102 ‘Lg Atenuer
SaJdxg wWid |

01/07/10 NV +0:8

OlsioeA

(wis)-piw)

(wus)-piw)

(wae)-piw)

(wuey-piw)

(wuey-piw)

WiBl-pIl G ‘Wlel-|N} Z - NOISSININOD SLHOIY NVINNH

[

(wusy-piw)

(wiey-piw)

Wwuel-piw Z -ulisk-In} L— NOISSININOD ALID dIHSANIMS

(wus)-piw)
uus)-pil | — NOISSININOD SADIAYIS >._._z:_>__>_oo

wisl-in} | ~ JOIAYIS TIAID

(wue)-pi)

(wusy-piw)

ULIS}-pIW Z -uLIgi-{in} Z — NOISSININOD SLHV

§

(wusy-piw)
wis)-piw | — HLTVIH 40 ayv0og ANOSIAQY

S3IONVOVA NOISSININOD



CITY OF RICHFIELD, MINNESOTA
Office of City Manager

January 21, 2010

Council Memorandum No. 5

The Honorable Mayor -
and :
Members of the City Council

Subject: Woodlake Plaza '
(Worksession Agenda ltem No. 1 )

Council Members:

On October 27, 2009 Michael Development and St. Croix Real Estate made a
presentation at a City Council Worksession regarding their proposed development at
6401 Lyndale Avenue. At that Worksession, members of the City Council requested
that the developers provide more detailed information regarding their proposal.

As a rés'ponse to that request, Michael Development and St. Croix Real Estate have
submitted a detailed project proposal (attached) with supporting documentation. .
Included in this proposal are the following: )

A description of the history of the existing retail center;
An explanation of the difficulties the owners have experienced in their recent
- efforts to market/lease retail space; _
= A description of the proposed multi-family housing project and the financing that
is being sought;
» Maps of the general area, comprehensive planning in the area and zoning in the
area; :
Architectural drawings of the proposed project;
A market study and supplemental market study; ‘
A sources and uses statement showing project funding; and
Tax Increment Financing projections.

The developers will be in attendance at the January 26, 2010 City Council Worksession
to further discuss their proposal and address any questions or comments from Council

ot

ity Manéger _

Attachments

SLD:cak

Attachment

Email: Department Directors
Assistant to the City Manager
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2177 Youngman Avenue, Suite 180
St. Paul, MN 55116
(651) 698-3452 » (651) 699-6433—fax

January 15, 2010

Mayor Goettel and Members of the City Council
City of Richfield

PROPOSED DEVELOPMENT

Dear Mayor Goettel and Council Members:

We have been the owners of Woodlake Plaza Shopping Center located at 64® and

Lyndale Avenue South for over 17 years and are pleased to present a proposal for a new

housing development to replace the existing center.

This proposed 90-unit rental housing development is the result of several years spent

exploring numerous alternative uses and was a difficult decision; in addition to asking for
City assistance in the form of a housing tax increment district, the owners need to assume

substantial risk and make a substantial cash investment as well.

The enclosed report provides a detailed history of our efforts to date as well as detailed

financial and architectural information on the proposed project. To summarize the
current situation and opportunity, we would ask you to consider the following:

This center is physically and structurally obsolete

Despite extensive leasing efforts by the owners and a major regional leasing
agent, the center is currently 49 percent vacant

The surrounding area has declined significantly; vacant and boarded Lyndale
Garden Center, vacant Kmart store, vacant/competing retail immediately adjacent
to the center, etc.

The owners are asking that the increased taxes from the proposed development be
captured and applied to the cost of the project

The owners have worked with City staff and the City’s legal and financial
consultants prior to submitting this proposal for your consideration.

Hopefully, this development acts as a catalyst for further
development/redevelopment in this portion of the city.



City of Richfield
Page 2
January 15, 2010

The proposed project works today because the current costs of construction are attractive
and interest rates are low. We believe that failure to act will see a continuing decline in
the neighborhood and this property. The City of Richfield has an overabundance of this
type of retail development and as we all compete for tenants, we end up attracting or
acquiring the type of tenants that neither we, nor the City, would like to see just for
economic survival.

We hope that you will look favorably upon this request; we see it as an opportunity to
inject some new life into an area of the City that needs it and to bring some much needed
employment to the area as well.

We look forward to meeting with you on January 26. If you have any question in the
meantime, please do not hesitate to contact me at 612-991-9062.

Sincerely,

h) 4

Terry McNellis
TM:pk

Enclosure: Lyndale Commons Proposed Sources & Uses

McNellis. WoodlakeRedevelopment Proposal.doc



January 15, 2010

Proposed Redevelopment/Housing Project

- Woodlake Plaza Shopping Center
64" and Lyndale Avenue South

Background

Mary and Terry McNellis and Mike Swenson (the “Owners”) of Woodlake Plaza are proposing
an alternative use for the property known as the Woodlake Plaza shopping center at the
intersection of 64" and Lyndale Avenue South in Richfield. The property is economically
obsolete as a retail building and the surrounding neighborhood is in the early stages of visible
decline and deterioration. Despite extensive efforts, the Owners of the building have been
unable to lease the center to viable commercial tenants for a number of years, and after
extensive examination of alternatives are‘proposing a change in use to multifamily housing.
The feasibility of the housing development is dependent on the use of Tax Increment Financing
within a Housing District and the acquisition of a small residential lot owned by the Richfield
Housing and Redevelopment Authority (HRA).

The Owners have owned this property for over seventeen (17) years and would be the owners
of the proposed housing project. ‘

History

The Woodlake Plaza shopping center was constructed in 1960, was remodeled and expanded in
1985, and again, most recently in 2003 when a new fagade and sign band were installed. The
center is well maintained and is comprised of approximately 24,000 square feet with the
majority of its parking in the rear of the building. The building fagade is constructed at the
sidewalk edge with no on-street parking available on Lyndale Avenue, its primary commercial

frontage.

Over most of the building’s history, it has provided rental space for small businesses serving
primarily the immediate neighborhood. It has provided a good start for new businesses and for
several national tenants such as Weight Watchers, H & R Block and Pizza Hut.



However, the commercial real estate market, especially for retail tenants, is an ever changing
environment based on the changing tastes and shopping patterns of the American consumer.
The Woodlake Plaza shopping center, as well as many the neighboring properties, has become
physically obsolete and an unattractive choice for the new age of retail and service businesses.

These market trends have hit Woodlake Plaza especially hard over the past five years. The
property has lost almost all of its viable tenants as many of its long time local businesses either
went out of business or relocated to presumably superior locations within Richfield or in other
more suburban locations. Currently, the property is 49 percent vacant. Several of the new
tenants leasing space in the past five years have already gone out of business or have moved

on.

There are a number of reasons for the lack of business and leasing activity at Woodlake Plaza
and the other commercial properties in the neighborhood. They include, among others:

1. Changing neighborhood economics: There has been a concerted effort by the City of
Richfield to redevelop the area near 66" and Lyndale, and it appears to have been a
great success; however, travel north two blocks and you will find several deteriorated
buildings including the former Lyndale Garden Center, vacant Kmart, several
freestanding small vacant commercial buildings and three strip centers in excess of 50
percent vacant; the closing of the Garden Center resulted in the removal of this area
from the leasing market for small tenants because the Lyndale Garden Center had
served as regional identification of the location and as an “anchor” to draw traffic for
decades; the City of Richfield has seen many failed attempts to redevelop the Garden -
Center site over the years and its current condition and the resulting lack of a large
retailer has had a devastating impact on occupancy at the surrounding properties;

2. Highway construction: over the past two years, the Crosstown/1 35W project has closed
Lyndale completely as well as the interchange at the Crosstown; this has crippled our
existing tenants and the ability to draw any new tenants to this location; intermittent
closures and congestion on the freeway will continue for at least the next year or two;

3. Decline in small businesses; even before the credit crisis and the Great Recession hit the
scene, leasing to small business was very minimal; this was caused by the “one, two
punch” of the consumer movement to the “big box” discount retailers and the
termination of credit to small businesses; the credit crisis has shut down the ability of
small businesses to borrow money to start and/or maintain their businesses; this has
resulted in no leasing activity for this sector of the commercial market for the past three
years; the only exception is side shop space next to a anchor grocery store or some
other big box anchor; these factors and trends were in place well before the Great
Recession; projections are that we will see a long, slow recovery period which does not
improve prospects for small business leasing;




4. Over supply of Product; Richfield has an abundance of vacant retail space and, we would
suggest, an over abundance of older neighborhood based strip centers. This provides
tenants with many options, but results in a number of vacant, economically struggling,
centers. This proposed project would help remove some of that excess space from the
market and would increase the number of households in the area to assist the
remaining strip center properties and businesses.

5. Recession; the Great Recession, as it has become known, has cut off credit to
businesses and the consumer, has strangled consumer spending and created record
levels of unemployment creating in the “knock- out punch” for the Woodlake Plaza
commercial neighborhood. Recently, Kmart announced the closing of the store just a
block down the street.

6. Finally, the factor that ties all the other factors together for Woodlake Plaza is the
physical construction of the buildings which is economically obsolete: the buildings do
not have a major anchor, the suites are small in size designed for small businesses for
which there is no market, the buildings are constructed with the front door at the street
and the parking behind the building, which was desirable in the 1950’s, but does not
serve the modern shopper consisting of busy families with a desire to park at the front
door, run in and move on; in fact, if you examine the location of the few tenants we
have left in this center, you will find that they are located on the ends of the center,
where the parking is closer to the front doors of the individual suites; in addition,
several of the separating or demising walls in the shopping center are constructed of
concrete block which does not allow flexibility in accommodating newer or larger tenant

specifications.

Alternative Uses

For the past three years, the Owners have hired Welsh Companies, one of the major
commercial real estate brokers in the Twin Cities area, to market this center to new tenants; in
all that time, they have produced one, 500 square foot tenant; they report to us that since the
recession has hit, there is major discounting of rents in the Class A retail locations, therefore,
what few prospects there are for smaller suites have gravitated to the Class A properties, resulting in no
prospect traffic at all at the Class B or Class C properties.

Based on the bleak prospects for leasing Woodlake Plaza to viable, neighborhood based tenants; the
Owners have spent the past two years exploring alternative uses for the property. Two years ago, there

- was good activity for freestanding drug store development (Walgreen’s and CVS), freestanding bank
facility development and specialty grocery store and hardware store development. The owners have
explored all of these alternative users for a redevelopment within the property’s existing commercial
zoning classification.

Prospective tenants and users have indicated they were not interested in a new building at 64™ and
Lyndale because it is not located on a “hard corner”, which is a retail term for property located on the
intersection of two major thoroughfares with high levels of traffic. Lyndale Avenue certainly meets the



requirement of a major thoroughfare, but 64™ most deﬁnitively does not because it simply provides
access to a small residential area. The intersections of 66 and Lyndale and 65 and Lyndale meet the

requirements of being a “hard corner”.

The banking facility development market has come to a standstill in light of the broader credit/banking

crisis.

Many of the smaller specialty grocery stores find the site too small for their buildings and parking
requirements or they also require a “hard corner” for their location.

Other users we have pursued for the center include Ace Hardware, a medical clinic and several fitness
facilities. Ace Hardware rejected the location for lack of the “hard corner” and the inflexibility of the
building construction to accommodate a larger user; the medical clinic was unable to sell its existing
building within the current market conditions and the fitness centers could not be accommodated due

to the inflexible lay out of the building.

The research into alternative uses eventually brought the owners to the concept of multifamily housing.
Two of the partners in the ownership structure of Woodlake Plaza are area experts in the construction,
management and financing of multifamily rental housing with decades of experience. After preliminary
discussions with the Richfield development staff, and the City’s legal and financial consultants, the
Owners prepared architectural plans and studies and professional market studies to determine the type,
amount and style of multifamily housing which might be successful at this location. The Owners also
explored several avenues for financing a project given the limited sources available in today’s

capital/financing environment.

The Owners believe they have arrived at an attractive, market rate housing development of 90 units
which would be an appropriate re-use of the property, a positive contribution to Richfield’s housing
stock and, hopefully, a jump start (or stimulus) to the revitalization of the section of Lyndale Avenue

from 65" Street north to the Crosstown Highway.

Proposed Multifamily Housing

The Owners have spent much of the past year working with architects, market researchers, contractors
and finance professionals to design the proposed housing development. The project consists of 90 units
of rental housing currently planned to consist of nine studios, forty-two one bedroom, thirty-five two
bedroom and four three bedroom units. The building is three and four stories high and creates an
attractive urban edge to the Lyndale Avenue corridor. The current design provides two three-story
elements defining the edge of Lyndale Avenue. Between these two elements, there is a landscaped
courtyard that will provide a very “livable” amenity for the resident, and will provide green space along
Lyndale Avenue. The shape of the building also provides a high level of articulation to add interest as
well as defining this urban courtyard area. The “step back” from the street also provides attractive
green space between the development and it s neighbors. A front entry to the building, along with
individual unit access is provided from the courtyard, and Lyndale Avenue to help activate the street.
The exterior is a combination of brick, rock face block and siding providing additional interest. The



design provides good articulation in both the “stepped back” smaller fourth story and Wlth the balconies
and material selections.

Parking is available with sixty-nine below grade and sxxty—flve above grade stalls, consistent with the
City’s building and zoning code. The units have individual controls for heating and air conditioning, as
well as individual washers and dryers, high quality interior finishes for the kitchens, bathrooms and
bedrooms and many energy efficient features. Residents will have access to common areas within the
building including a fitness room and community room. There is a leasing office with direct access to the

entry which will be staffed seven days a week.

The architectural drawings are attached to this report and electronic versions can be made available for
public meetings and discussions.

The market studies show a demand for market rents that would serve “workforce” households which is
consistent with the Tax Increment Financing requirements the either 20 percent of the units be available
at 50 percent of area median income or that 40 percent of the units be available for households making
60 percent of area median income. This is rental housing for working families and households at income
levels serving the existing population of the City of‘RichﬁeId.

This site is on a transportation corridor which the Owners believe would be attractive to young
professional and service workers in downtown Minneapolis. The proposed development is consistent
with the City’s Comprehensive Plan, and the Owners would hope to work with the City on “streetscape”
improvements that would eventually extend south to 66" street for future connections in the

neighborhood.

Financing Methods

The Owners have worked diligently with local finance professionals and the City’s financial and legal
consultants to determine the most feasible methods of financing the proposed development. The
current financing environment is incredibly challenging; FNMA, Freddie Mac and commercial banks are
virtually out of the market. The only source available to the developers is a HUD insured mortgage. The
sources of funds for the proposed project consist of a HUD insured first mortgage, developer equity, tax
increment financing and sale of a small HRA owned lot to complete the site.

This is a not a “luxury” housing project and consequently the proposed rents, while affordable, also limit
the total project revenue which presents a financing challenge. The Owners have struggled with the
amount of cash that they will need to contribute—over $800,000 to date—to this project and even this
amount is only achievable because of current “depressed “construction activity. If the City will approves
our Tax Increment request we will commit to bring our resources to the table if we can move quickly
enough to take advantage of the current construction environment.

The Owners are requesting assistance from the City of Richfield in the form of Tax Increment Financing
for the portion of the taxes generated by the increased tax value created by the project. The existing
level of taxation would remain available to the City and other taxing jurisdictions. The Tax Increment



assistance would be provided within a Housing District, and the legal and financial assumptions assumed
in this proposal have been reviewed and approved by the City’s consultants.

The other source of public assistance is the sale of one residential HRA owned lot adjacent to the
shopping center site to provide additional surface parking and green space for the number of proposed
units. The payment will be deferred and paid through excess TIF proceeds.

Attached to this report is a summary of the proposed sources and uses of funds and a Tax Increment
Financing cash flow statement and other relevant documents.

Summary

The Owners of Woodlake Plaza have owned and operated this property for approximately seventeen
years, and after extensive efforts to try to make it a success as a retail/service building, have determined
that it is best to find another use for this property. The construction of the existing building, designed
for small businesses, with no convenient parking at the front doors of the suites in an area devastated
by the loss of its “anchor business”, the Lyndale Garden Center, does not support economically feasnble
commercial investment, and this trend is expected to continue for the foreseeable future.

The Owners believe, and the market study supports, a need in Richfield for new, affordable, non-elderly
housing at this location and this development would be a good complement to what the City has
accomplished at 66™ and Lyndale.

We believe that the redevelopment of this site will; remove an economically obsolete building, help
adjacent properties both with the new project itself and by providing new potential tenants as our
existing ones need to relocate, and, hopefully, the development of ninety housing units could help
stimulate the return of viable neighborhood commercial development and presekve and grow the
overall tax base of the City of Richfield. Lastly, this project will provide much needed employment in our
local economy. Failure to act will fikely result in the continued decline of this property and of this
portion of Lyndale Avenue and, ultimately, the surrounding neighborhood as well. '

Attachments:

Site map

Site zoning map

Architectural drawings of the proposed project
Market study/Supplemental market étudy
Sources and Uses of Funds



Mr. Michael Swenson June 4, 2008
Michael Development Page 2

Market Area Definition

Maxfield Research Inc. determined the draw area for housing in Richfield based on geographic
and man-made boundaries, commuting patterns, and our knowledge of Richfield and the south
Metro Area. The draw area, or Market Area, includes the Cities of Richfield, Bloomington, and
portions of South Minneapolis. We also estimate a portion of housing demand will come from
outside the Market Area. A map of the Market Area is shown below.

RICHFIELD MARKET AREA
;‘ ' y h 'L ﬁ i 1 ﬁﬂ b i“. {:1 “===.. :

-

Maxfield Research, Inc.

MAXFIELD RESEARCH INC.
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Population, Househo]d'and Employment Growth Trends

Table 1 presents population, household, and employment growth trends and projections for the
Market Area from 2000 to 2020. The data for 2000 is from the Census Bureau. The 2008 to
2020 estimates for population, households, and employment were determined by Maxfield
Research, based on data from the Census Bureau and the Metropolitan Council.

The Richfield Market Area is projected to experience modest growth through the remainder
of this decade and next decade as in-fill and redevelopment occurs. The communities in the
Market Area remain popular residential locations and households preferring to live closer in
to the urban area continue to consider new properties located on attractive sites.

The table reveals that Richfield is projected to add 3,990 people during the 2000s, about 40%
of the Market Area’s growth. South Minneapolis is projected to add the next highest number
of people at 3,868 for the décade. There is virtually no land available for new development
and nearly all new housing constructed has been through redevelopment. Because of the
ongoing popularity of the Market Area communities, new developments have continued to be

successful.

Since households represent occupied housing units, household growth trends are a much
better indicator of housing demand than population growth trends, Between 2008 and 2020,
the Market Area is forecast to add 3,215 households, a growth rate of 4.5%. This rate of
growth compares to nearly 37.0% for the Twin Cities Metro Area as a whole.

Richfield is 1,627 households (10.8%) from 2000 to 2010 and another 1,900 households from
2010 to 2020, a growth rate of 11.4%. : :

Employment growth is projected for the 2010s, but has been lackluster the latter half of the
2000s. As shown on the table, Market Area communities are projected to experience growth
of between 18,600 new jobs from 2000 to 2010, but only 6,840 new jobs from 2010 to 2020.
Because of the slowdown in job growth during the latter half of the 2000s, some of the
projected job growth for the 2010s may spill over into the next decade, increasing job growth
there and reducing overall job growth in this decade. Employment increases however, will
fuel demand for housing long-term as new employees move to live near their jobs.

Typically, households prefer to live near work for convenience. This is particularly true for
renters. Young adults entering the work force, a primary target market for rental housing,
often place great value on living near employment, shopping, and entertainment. In addition,
because young adults usually have more moderate incomes, transportation costs often
account for a greater percentage of their budgets. Thus, the projected employment growth in
the Market Area is projected to translate into demand for new rental housing.

The current lack of new rental product in Richfield has caused some renters to look
elsewhere for new housing. New construction with market rate rent levels has performed

MAXFIELD RESEARCH INC.
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Mr. Michael Swenson
Page 4

Michael Development

well in the area, although the lack of new rental construction may initially constrain rent
levels to some degree. The existence of limited competition and generally low vacancy rates
throughout the area, indicate that new construction would be well-received by the market.

TABLE 1
POPULATION, HOUSEHOLD AND EMPLOYMENT GROWTH TRENDS AND PROJECTIONS
RICHFIELD MARKET AREA
1990 to 2020
| Census | Estimate | | Projection | | 2000t02010 || 2010 to 2020

2000 2008 2010 2020 No. Pct, No. Pct.

Population . 1.~ e L R L L e e b o ‘
Richfield 34,310 37,500 38,300 42,700 3,990 11.6 4,400 11.5
Bloomington . 85,172 87,035 87,500 90,500 2,328 2.7 3,000 34
South Minneapolis (pt.) 36,783 39,880 40,651 42,414 3,868 10.5 1,763 4.3
Total 156,265 164,415 166,451 175,614 10,186 6.5 9,163 5.5

Twin Cities Metro Area 2,288,729 2,861,750 3,005,000 3,334,000 716,271 313 325,000 109

Households.; 5
Richfield 15073 16,375 16,700 18,600 1,627 10.8 1,900 114
Bloomington 36,400 37,440 37,700 39,200 1,300 3.6 1,500 4.05
South Minneapolis (pt.) 15,868 16,100 16,156 16,816 288 1.8 660 4.1
Total 67,341 69,915 70,556 74;616 3,215 4.8 4,060 58
Twin Cities Metro Area 875,504 1,133,500 1,198,000 1,362,000 322,496 36.8 164,000 13.7
Employment. -7 i 1 I B T e T RN Tk R R
Richfield 11,762 16,030 17,100 17,600 5,338 454 500 29
Bloomington 104,548 115,790 118,600 126,200 14,052 134 7,600 6.4
- [South Minneapolis (pt.) 7,080 6,455 6,301 5,044 -779 -11.0 -1,257 -19.9
Total 123,390 138,275 142,001 148,844 18,611 15.1 6,843 4.8

Twin Cities Metro Area 1,272,773 1,707,355 1,816,000 1,990,000 543,227 42.7 174,000 9.6
Sources: Bureau of the Census: Census of Population and Housing; Metropolitan Council; Maxfield Research Inc.

Overall Rental Market Trends

Table 2 shows average rents and vacancy rates for Richfield, Bloomington and South
Minneapolis submarkets. According to the Metro Trends Report First Quarter 2008, published
by GVA Marquette Advisors, the City of Richfield had a 2.9% vacancy rate, Bloomington a
3.7% vacancy rate and South Minneapolis, a 3.1% vacancy rate. The vacancy rates are lower
than the overall rate for the Twin Cities Metropolitan area vacancy rate of 3.9%.

The overall rental market in the Twin Cities Area has strengthened over the past 12 months
between March 2007 and March 2008, with the overall Twin Cities vacancy rate dropping from

4.4% to 3.9%.

MAXFIELD RESEARCH INC.
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From March 2007 to March 2008, Metro Trends Report shows that average rents increased in all
of the submarkets shown on the table, from a low of 2.7% to a high of 9.1% over a 12-month
period. On average, rents have increased on an average annual basis by about 4.0% to 5.0%.

TABLE 2
AVERAGE RENTS/VACANCIES AMONG MARKET AREA SUBMARKETS
4TH Quarter 2007 and 1st Quarter 2008
<Overall.| JAvg.Rent Inc.
Community o - .- | Studio | [71BR -] | IBR/D] | -:2BR ;'] | 2BR/D | |- 3BR . | | .Average:| |- “12-mos"" |
Richfield
4th Quarter 07
Rent $593 $658 $1,295  $862  $1,420  $1,197 $749 4.6%
Vacancy Rate 0.0% 3.9% 0.0% 1.7% 0.0% 2.3% . 3.0%
1st Quarter 08
Rent $593 $676 n/a $889 n/a  $1,237 $765 9.1%
Vacancy Rate 6.7% - 2.7% 4.3% 3.2% 10.9% 2.8% 2.9%
Bloomington
4th Quarter 07
Rent $653 $787 $956 $977  $1,001  $1,157 $889 2.9%
Vacancy Rate 0.5% 3.3% 3.8% - S51% 1.8% 9.0% 4.3%
1st Quarter 08
Rent $661 $794 $959 $974  $1,008  $1,137 $893 3.6%
Vacancy Rate 2.0% 2.8% 5.0% 4.3% 1.8% 6.8% 3.7%
South Minneapolis
4th Quarter 07
Rent $590 $715 - $818 $970  $1,450  $5,120 $750 2.7%
Vacancy Rate 2.6% 3.5% 0.0% 35% 33.3% 4.5% 3.4%
Ist Quarter 08
Rent $618 $720 n/a $983 na  $1,583 $769 5.0%
Vacancy Rate 3.4% 2.3% n/a 4.4% n/a 1.5% 3.1%
Notes: 1st Quarter 2008
South Central Suburban = Average Rent: $907 per month; Average Vacancy: 3.9%.
Larger Developments (Over 200 units) = Average Market Rent = $998; Average Vacancy Rate 3.4% (Metro-wide)
Sources: GVA Marquette Advisors Inc.; Maxfield Research Inc.

Average vacancies declined, from 3.0% to 2.9% in Richfield, from 4.3% to 3.7% in Bloomington
and from 3.4% to 3.1% in South Minneapolis. We note that average rents as shown on the table
are much lower than would be rents for new construction. The substantial amount of older rental
product in these submarkets accounts for the lower average rent profile. However, newer rental
developments across the Twin Cities are also reporting reasonable vacancy levels. According to
the Metro Trends Report, the average vacancy rate for new construction is 5.8%, essentially at
market equilibrium with an average rent of $1,257 per month.

MAXFIELD RESEARCH INC.
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Comparable Rental Projects

Maxfield Research identified four selected newer (1990+) rental properties in the area that
provide examples of features, amenities and market positioning similar to new product that
would be developed on the subject site. These properties span a wide range in product offerings,
from modestly appointed to fully-appointed. The properties are shown here to provide an
example of the diversity in rental rates and features among newer products, those built only just
recently and those that are newer in the marketplace, but built in the 1990s. These properties are
listed in Table 3, along with their number of units, a rent range and average rent, a square-foot
range and average square feet, vacancies and an average rent per square foot. This information
provides examples of the ability of these properties to successfully capture a portion of the
market, rent levels currently charged and overall vacancies. The following are key points from

our survey of existing competitive developments.

e The four developments shown on the table have a total of 2,428 units, Overall mix among
the properties is less than one percent studio units, 34% one-bedrooms units, 48% one-
bedroom plus den and two-bedroom units, and 18% two-bedroom plus den and three-
bedroom units. These competitive properties generally have fewer studio units, more one-
bedroom plus den units than the Twin Cities market as a whole.

o The overall average vacancy rate for the identified competitive projects is 4.2%, slightly
higher than the Metro Area’s vacancy rate of 4,7%. We note that vacancies may be
somewhat higher at this time due to higher rates of turnover during the peak leasing and

moving months from June through September.

e The newest property is Cornelia Place apartments in Edina. This property serves an affluent
renter segment and offers distinctive features such as granite counters, built-ins, hardwood
floors and stainless appliances. We do not expect that the level of finishing for a new

property would equal that of Cornelia Place.

e QOaks on Pleasant is a newer rental property in Richfield that has continued to increase rents
and maintain low vacancy rates. Oaks offers newer contemporary features and amenities, but
below the level currently offered by Cornelia Place. We envision that new rental product
would be similar in quality and character to The Oaks on Pleasant. Currently, the Oaks is
fully-occupied. The renter profile is a mix, but is predominantly older adults and seniors.

e The average rent per square foot at the projects surveyed was $1.02 per équare foot.

MAXFIELD RESEARCH INC.
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e Typical in-unit amenities are central air, modern kitchen amenities such as a built-in
microwave and dishwasher and walk-in closets. Features such as balconies/patios and
underground parking are found in most newer properties. Common area and recreational
amenities found among the comparable properties include outdoor pools, party rooms, picnic
areas, fitness centers and business-centers. In-unit features and amenities vary but typically
include open floor plan designs, center kitchen islands or open galley kitchens, stainless

appliances, and high ceilings.

Rental Unit Demand Analysis

Table 4 shows our preliminary demand calculations for general occupancy rental housing for a
project in Richfield between 2008 and 2015, The table presents demand for market rate and low-
and moderate income housing. Below is a discussion of our calculations.

e The Market Area is expected to add 2,674 households between 2008 and 2015. Of this
projected growth in households, we estimate the general occupancy rental market to capture
about 30% of this growth. The potential demand for rental housing from new household

growth is 802 units over the next eight years.

e We expect that 30% of the total demand for rental units in the Market Area will come from
projected growth outside the Richfield Market Area. This demand can be from individuals
who would move into the Market Area for a specific product, or because of a lack of
available product just outside the Market Area, or for other reasons. Adding the additional
30% results in a total estimated demand for 1,146 rental units from 2008 to 2015.

e We estimate that of the demand for 1,146 rental units, 50% of that demand will be for market
rate units. The remainder of demand will be from lower-and moderate-income households
seeking subsidized and affordable units. This equates to demand for 573 market rate and 573

affordable (moderate and low-income) units.

e From the total demand for rental units in Market Area, we subtract the planned and pending
rental units, of which there are currently none.

o No one project or location can capture all of the rental demand. We estimate that your
property in Richfield could capture approximately 20% to 25% of the demand in the Market
Area for market rate rental housing, This results in demand for about 115 to 143 rental

units on a subject Site between 2008 and 2015.

In addition, we estimate that your Richfield property could capture approximately 25% to
30% of the demand for low- and moderate-income rental housing. This results in demand
for about 143 to 172 rental units on the subject Site between 2008 and 2015.

MAXFIELD RESEARCH INC.
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TABLE 4
PROJECTED DEMAND FOR RENTAL HOUSING
RICHFIELD MARKET AREA
2008 to 2015
Housing
' “Units
Projected new housing unit demand from household growth, 2008 to 2015 2,674
(times) Estimated percent of demand for general occupancy rental housing X 30.0%
(equals) Estimated G-O rental demand in the Market Area, 2008 to 2015 = 802
(plus) Demand from outside the Market Area (30%) + 201
(equals) Demand for rental housing in Market Area = 1,146
(times) Percent of re‘ntal demand for market rate units X 50.0%
(equals) Demand for market rate rental units ‘ N 573
T(Iess) Competitive units pending in the Market Area - 0
= 573

(equals) Total demand for market rate rental housing in Market Area

(tlmes) Estlmated percent of demand capturable on the Slte in Richfield

20% - 25%

(equals) Market Rate umts supportable ‘on the Slte in Rlchfield .

(times) Percent of rental demand for moderate rent units
(equals) Demand for moderate rent units

(less) Competitive units pending in the Market Area
(equals) Total demand for moderate rent rental housing in Market Area

(txmes) Estlmated perce t of moderate rent demand capturable on the S1te in Rmhﬁel

X 50.0%
= 573
- 0

= 573
X

25%-_30%

(equals) Moderate Rext: uﬁportable on the Site in Rxchfield

Source: Maxfield Research Inc.

In addition to the demand identified here, we also note there is pent-up demand for units in the

Market Area. Based on current vacancy rates, pent-up demand in the Market Area totals another
240 units. Approximately 30% of these units would be for market rate housing (72 units) and the
remainder (168 umts) would be for moderate income rental housing.

Preliminary Conclusions and Recommendations

The rental market has nnproved considerably from two years ago; rents have increased between
3% and 5% and vacancies are below market equ1hbr1um, in the 3.0% to 4.5% range. Based on
the calculated level of demand for rental housing in the Richfield Market Area, we believe there
is sufficient demand to support between 120 and 150 units on the property that would have a mix

MAXFIELD RESEARCH INC.
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of market rate and moderate-income units. We recommend that the moderate-income units
account for no more than 30% of the units in the building and preferably no more than 20%.

Suggested Rent Levels, Unit Mix and Unit Sizes

Table 5 shows our suggested unit mix, sizes, and rents for the proposed development. We

recommend market rate rents of $825 to $875 for studio units, $925 to $950 for one-bedroom
rents, $1,350 to $1,400 for two-bedroom rents and $1,500 to $1,600 for three-bedroom units.
Moderate rent units would range in price from $700 per month for a studio unit to $1,100 per

month for a two-bedroom unit.

Table 5 shows average base rents for market rate units to be $1.31 per square foot. Total average
per square foot rent for market rate and affordable would be $1.27 per square foot.

TABLE 5
PRELIMINARY SUGGESTED UNIT MIX AND RENTS
RICHFIELD PROPERTY
June 2008
' % of Suggested Rent/

Unit Type Rent Basis Units Square Feet Rent Sq. Ft.
Studio . Market 5% - 5% 600 - 625 $825 - $875 $1.38 -$1.40
Studio Affordable 2% -« 2% 500 - 535 $700 - $725 $1.40 -$1.36
1BR/1BA Market 35% - 35% 700 - 725 $925 - $950 $1.32 -$1.31
1BR/1BA Affordable 10% - 10% 650 - 700 $800 ~ $850 $1.23 -$1.21
2BR/2BA Market 30% - 30% 1,000 - 1,100 $1,350 - $1,450  $1.35 -$1.32
2BR/2BA Affordable 8% - 8% 950 - 1,050 $1,000 - $1,100  $1.05 -$1.05
3BR/2BA Market 1,250 - 1, 300 $1 500 $1 600  $1.20 -$1.23
TOTAL /s555 Fi oy ol il A I L ~$1~.-27.‘:-.2:-25-:1-"
Market Average Onl -$1.31°:
*Rents include water, sewer, trash, and one underground stall.
Source: Maxfield Research Inc.

Residents of the proposed project should pay for gas heat and electricity. The newest rental
properties in the marketplace require their tenants to pay for heat as well. Water, sewer and trash
charges are typically incorporated into the monthly rent as is the monthly charge for one covered

parking stall.

We recommend floor designs that maximize flexibility and use open spaces that flow into one
another. We also recommend the following in-unit amenities.

High-speed Internet access;

Digital cable/satellite TV access;

Full kitchen appliance package including microwave oven;

One bath in one-bedroom / plus den and two baths in larger units;

Walk-in closet in master bedroom;

MAXFIELD RESEARCH INC.
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e Mini/vertical blinds;
o Private balconies or patios;
e In-unit washer/dryer.

We also recommend the following recreation / common area amenities:

Outdoor gas grills and a picnic area;

Rooftop terrace with outdoor sundeck;

Community room with serving kitchen and big screen TV;
Business center;

Exercise room;

Bike room;

Storage lockers.

These common area features will also attract residents to the property and will offer an additional
value to the apartment community. We recommend 1.0 stall of underground parking per unit
with the option for tenants to pay an additional $50 / month for extra stalls.

' Projected Absorption

If a property is developed with.approximately 150 units, we estimate that 20% of the units could
be preleased with the remaining units leasing at a rate of 12 units per month. At this rate, the
project would reach stabilized occupancy (95%) in 9 to 10 months of opening. This absorption
rate assumes that the project would open during the peak leasing season. If the property opens in
the late fall or winter months, the absorption period would be extended by between 3 to 4

months.

MAXFIELD RESEARCH INC.
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2177 Youngman Ave. #180
St. Paul, MN 55116

RE:  Preliminary Unit Mix, Sizes and Rents for Proposed Workforce Housing
in Richfield, Minnesota

Maxfield Research Inc. has compiled a preliminary unit mix, unit sizes and rents for a proposed
workforce housing development that would be located on South Lyndale Avenue and roughly
64" Street in Richfield, Minnesota. The project would be comprised of a mix of retail and
residential uses and would replace neighborhood strip center development.

Table 1 presents a suggested development concept for the residential component of the property.
Rents include heat, water, sewer and trash removal and one enclosed parking stall. Electricity

and telephone would be paid for by the resident.

. TABLE1
PRELIMINARY UNIT MIX/SIZES/RENTS
RICHFIELD RENTAL
July 2009
% of Awerage
Unit Type Total Sq. Ft, Rent Range Rent/Sq. Ft,
Rental Building

Studio 5.0 550 $860 - $385 $1.56 - $1.61
1BR/1IBA 50.0 750 $985 - $1,085 $1.31.- $145
2BR/1.75BA 350 1,050 $1,335 - $1,430 $1.27 - 8136
3BR/2.5BA 10.0 1,300 $1,545 - $1,595 31.19 - $1.23
Total 100.0 Median = $1.34

Note: Rents include heat, water, sewer and trash removal;

Rents include wall-unit air conditioning

one parking stall included; additional parking stalls, $75.00 per month.
Rents are in 2009 dollars with an annual trend factor of 2.5% to occupancy.

Source: Maxfield Research Inc.

615 1% Avenue NE, #500, Minneapolis, MN 55413
(612) 338-0012 (612) 904-7979 fax
www.maxfieldresearch.com
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In marketing of mid-price properties, we find that the target markets respond very well to
properties that include the heat in the rent rather than provide separately metered heating and
cooling units. Although some case is attempted to be made that the resident has more control
over utility costs by managing their own heating and cooling, there is almost always a trade off
in that the rents for new product do not appear to be less to accommodate this feature. In most
instances, rent levels are higher because of the additional cost to add separate the separate utility
units irrespective of what is paid by the tenant in utility costs later on. As such, prospects tend to
prefer having their heat included in the rent. '

If you have questions or need additional information, please contact me at (612) 904-7977.

Sincerely,

MAXFIELD RESEARCH INC.

wyﬂ@iy/[

Mary C. Bujold
President

615 1% Avenue NE, #500, Minneapolis, MN 55413
(612) 338-0012 (612) 904-7979 fax
www.maxfieldresearch.com
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