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INTRODUCTION

Delta Development Group, Inc.
(Delta) was retained by the
Municipality of Mt. Lebanon to
assist with the preparation of a
developer Request for Proposal
(RFP) for the air rights
development above the Mt.
Lebanon Light Rail Station
located in Mt. Lebanon,
Pennsylvania. The scope of
services also includes EA - \
assistance with the selection process, the identification of potent|al alternative funding sources,
and the preparation of a market analysis. The following report was completed by Folan
Consulting and provides the market analysis findings as it applies to the Mt. Lebanon project
site. The analysis is based on a review of economic indicators, case studies, and stakeholder
interviews. The findings also reflect past experience with respect to transit-oriented
development (TOD) projects.

CONCLUSION AND KEY FINDINGS — SUMMARY

The following section contains the key findings and conclusions for the housing, retail and office
markets summarized from the complete market analysis for the project. This section also
contains a summary of development economics for three test scenarios. The supporting
analysis and information can be found later in the report.

HOUSING MARKET

e The period between July 1, 2011, and July 1, 2012, represents the third continuous year the
Pittsburgh MSA has experienced an annual population increase. Allegheny County currently has
a population estimated at 1,229,338, or a 0.5% increase since 2010. This is slightly higher than
the increase of 0.2% reported for the entire MSA. Although the MSA appears to have turned
the corner in terms of positive growth trends, the growth rate remains relatively low.

e The median age for those residents living within a one-mile radius of the site is similar to that for
the county and notably higher than that for the City of Pittsburgh (42.2 for the one-mile radius
and 37.4 for the City of Pittsburgh). A comparative analysis also shows the relative strength of
household incomes near the project site, a demographic that is important in attracting certain
key retailers to the area (average household income of $76,639 for the one-mile radius versus
$52,534 for the city and $65,218 for Allegheny County).

e Single family building permit activity (for the past ten years) for Mt. Lebanon and the
surrounding municipalities show that most new home construction has occurred in the City of
Pittsburgh (1,558 permits) and Bethel Park (335 permits). As might be expected, (since Mt.
Lebanon is almost built-out) new home construction within the municipality is limited. Upper
St. Clair saw an increase in new single family home construction in 2012 with 24 new units
recorded.

e Only fourteen new multi-family housing units have been built in the study area communities
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over the past eight years all in Bethel Park. The only other area with new multi-family housing
construction over the past ten years was Castle Shannon with 112 new units. There may be
some pent-up demand for new multi-family housing units in the area given the relative lack of
new supply.

e  REIS tracks multi-family rental housing data for submarkets throughout the United States,
including Pittsburgh. The West submarket (which includes Mt. Lebanon) vacancy rate is
currently a relatively low 2.6%, lower than that for both Pittsburgh and the larger Northeast
market. The vacancy rate has been decreasing consistently over the past several years. There
was a significant addition of 437 units to the entire West submarket in the fourth quarter of
2009, with 71 units added in the third quarter of 2012 and 87 units added during the first
quarter of 2013.

e There are several new proposed TODs in the Pittsburgh region. It is important to note that the
three TOD projects planned for the South Hills submarket (Shannon Station, Dormont Junction,
and South Hills Village) will include a total of 573 new multi-family rental residential units.

e The market at the project site will be influenced by several factors, including the following:

o Young couples with children represent a viable market given the reputation of the Mt.
Lebanon school system. More affordable multi-family housing could provide an interim
housing alternative as families save for a larger single family home in the future. Mt.
Lebanon is also a logical move for new families with children given its proximity to the
City of Pittsburgh.

o Due to the quality of medical care in the area, Pittsburgh is reportedly becoming an
affordable healthcare destination for elderly residents.

o Population growth in the region remains limited.

o The number of nearby competitive projects is significant and will ultimately limit the
total number of viable new multi-family units (573 new multi-family units proposed).
Also, other proposed projects will not incur the significant cost of constructing a
platform. However, Mt. Lebanon remains competitively strong because of its location
(near a viable downtown commercial district) and the strength of the local school
district.

e Washington Park, a multi-story high end condominium project proposed by Zamagias Properties
for Washington Road near Bower Hill, was shelved due to a lack of presales at the site. The
project units were priced between $300,000 and $1 million, with a total of 72 units proposed.
The lack of presales was due in part to the recent recession (a ceremonial groundbreaking was
held in 2007). Some local stakeholders believe that the units were priced too high for
condominium units given the price of single family homes in the area which averaged $235,838
in 2012.

e The multi-family rental market remains particularly strong as a result of the recent recession and
as developers take advantage of the availability of construction loans for the rental market.
Positive demographics (an increase in young adult renters and the downsizing of baby boomers)
and homeownership displacement from the recent housing ‘bust’ are also helping to drive
demand. The supply side has also languished over the past few years as development projects
remained on hold. As a result, the focus is on the immediate demand for multi-family rental
units at the project site. Also, because of the need to build a platform, higher density
development will be required in order to help make the project financially viable.

A “\\
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e This does not, however, preclude the demand for multi-family “for sale” units as homebuyers
gain confidence again and as the rental market becomes saturated. However, the demand for
multi-family “for sale” units in Mt. Lebanon is probably better met by garden style/townhome
development and rental units should be provided in a multi-story, high rise development. Lower
density, “for sale” townhome development is a better option at the site of the existing surface
parking lot (as envisioned in the 2008 plan).

e Delta defines target-market, income-qualified households for rental residential product as those
earning more than $75,000 per year. These households include young working professionals as
well as households seeking an alternative housing product, including those that are downsizing.
Two general renter groups were identified in order to estimate demand potentials: (1) demand
generated from new households in migrating to Allegheny County and (2) demand generated by
existing renter households (i.e., turnover). The analysis results indicate in Mt. Lebanon a
capturing of about 94 to 157 new households annually. This number represents a reasonable
expectation of absorption of rental units at the site.

RETAIL MARKET

e The South/Rt. 19 submarket (which includes Mt. Lebanon) recorded a relatively low vacancy
rate of 1.6% at the end of 2011, well below the suburban retail vacancy rate of 5.9%. Asking
rents along the Rt. 19 corridor are also significantly higher than rents in the CBD, reflecting in
part the affluence of the local market. Compared to both the CBD and the overall suburban
market, the Rt. 19 South retail submarket is performing well.

e Market dynamics along a commercial downtown district are typically different than that for an
automobile-oriented commercial corridor. Rents along Washington Road appear to be lower
than that for the submarket as a whole, or about $18 to $20 per square foot, reflecting in part
the predominance of local and regional retailers. Based on conversations with retailers located
in the downtown Mt. Lebanon commercial district, some of the retailers/restaurants have been
located along the corridor for years and have established a consistent market that does not
require extensive marketing. Customers at local retailers are traveling primarily from Mt.
Lebanon, Upper St. Clair, and Bethel Park, with secondary market support from Dormont, Scott,
and Castle Shannon.

e Local business owners and management have expressed a need for more service-oriented retail
along the corridor such as dry cleaners, barbershops, and larger scale convenience stores. Other
suggestions include a larger cluster of eating and drinking establishments to serve as a
“destination” for downtown Mt. Lebanon.

e According to some local businesses and brokers, the downtown district remains a challenging
location in terms of generating consistent traffic throughout the week. While the local market is
affluent, the close proximity of major shopping malls is a challenge in terms of capturing local
spending potential. The addition of the downtown hotel will generate increased traffic, but not
enough new traffic to make a dramatic impact in terms of retail demand. Similarly, the addition
of new residential units will help generate increased street activity, but again, not enough to
make a notable impact in terms of generating a need for significant new retail space. Potential
new residents and hotel visitors to the area will generate incremental new retail demand for
only about 5,000 to 6,000 square feet of new retail space.

e There is the potential to add some new small- scale retail space to the downtown area given an
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increase in street traffic. However, a location at the base of a mixed-use building above the air
rights will be challenging because it does not offer visibility along Washington Road and is not
immediately adjacent to the rest of the commercial corridor. A target range of between 10,000
and 15,000 square feet of new retail space is suggested. A focus on increasing food/beverage
space is encouraged in order to create a dining destination in the district (i.e., building on the
existing destination eating establishments already located along the corridor such as Walnut
Grill and Bistro 19). Another concept to consider, especially in light of a new hotel and a desire
to create foot traffic, is pre-packaged food markets and the growing “fast casual” market
segment (e.g., national chains such as Panera and Chipotle).

e Thought should be given to creating retail frontage along a public plaza that connects the air
rights development to Washington Road.

OFFICE MARKET

e Commercial brokers analyze the office market by submarket, with different brokers defining
submarkets with slightly different geographies. According to Grubb & Ellis, Mt. Lebanon is
contained in the fairly large South submarket, which includes most of the southern portion of
the metro market. The vacancy rate currently stands at 7.4%, or lower than that for the CBD
and about the same as the greater downtown market. CBRE also reports data for the South
submarket (it is defined differently, with a total of 5,117,634 square feet of total office space),
reflecting a Class A vacancy rate of 7.7% and Class B vacancy rate of 10.2%. Asking rents in the
South submarket are among the lowest in the region.

e Kossman has plans to construct two new 50,000 square foot office buildings on Castle Shannon
Boulevard, including an underground parking garage. The project will be built in two phases,
with the first phase including the first 50,000 square foot building. It should be noted that
Kossman has had approvals in place for several years to construct the new office space, but has
not moved forward yet due to a lack of interest in the area.

e The South Hills submarket remains a tertiary market for new office space, with downtown
Pittsburgh, the downtown fringe, Parkway West, Cranberry, Oakland, and the East End offering
preferred locations. This is due in part to a restricted roadway network for large scale office
users. As a result, Mt. Lebanon has a limited supply of quality (Class A), larger scale office space.
The area is geared more toward smaller scale professional office space users (under 5,000
square feet). There are few significant demand drivers in the area with the exception of the
hospital (UPMC ambulatory care, medical office), which currently occupies space across from
the South Hills Village Mall. It should also be noted that the former Consol headquarters
building located in Upper St. Clair was unable to generate any interest in office space after it was
vacated when Consol relocated to the Southpointe business park. It is now the future location
of a new Whole Foods store, anticipated to open in 2015.

e Based on conversations with local stakeholders and considering current economic indicators,
market demand for new office space in the area remains targeted to small-scale professional
office space. There will probably not be significant office demand for multi-story office space on
the air rights platform. However, small-scale office space could be an option on the first floor of
a multi-story residential building.

e In order to test the viability of office space in the area, projected employment growth in the
area was reviewed. Demand for new office space is contingent upon employment growth,
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particularly in industry sectors with a high proportion of office-using employees, such as finance
and insurance, and professional and technical services. To determine the potential level of
demand for office space within Mt. Lebanon, Delta analyzed employment projections from the
SPC from 2010 to 2020. The analysis reflects demand for small-scale office space, or about
30,000 square feet of new office space. It should be noted that this analysis does not account
for employers using already available vacant Class A and B space.

DEVELOPMENT ECONOMICS

In order to better understand the overall feasibility of a proposed mixed-use tower (defined as
rental residential units located above commercial space, based on market support), Delta
developed a stabilized year pro forma. The analysis shows the relationship of project costs and
revenues to overall development costs and is based on an understanding of current market
conditions. The analysis ultimately shows a residual value which is the capitalized value of net
revenues (or net operating income) minus development costs. Costs in this case exclude land,
so the residual value represents the amount that the project could support for the acquisition of
land.

Construction of a project with mixed-use components results in a positive residual land value.
However, the addition of the structured parking garage significantly reduces the residual land
value. This indicates that some sort of incentive may be needed for the construction of the
garage. Not surprisingly, the added cost of the platform results in a negative residual land value
for the entire project. Potential incentives could include ways to lower development costs,
lower operating costs, or increase NOI. Since the assumed rent levels are already relatively high,
it is more likely that incentives would be required to lower development or operating costs (e.g.,
grants for infrastructure development, tax exempt financing, and other financing mechanisms).

Three scenarios were analyzed:

e 100 rental units, 10,000 square feet of commercial space constructed on an air
rights platform, 240 parking spaces constructed on a second air rights platform.

e 160 rental units, 10,000 square feet of commercial space constructed on an air
rights platform, 240 parking spaces constructed on a second air rights platform.

e And the low-density concept as developed in the 2008 South Hills TRID Planning
Study which includes 5,000 square feet of retail, 42 rental units, 11 for sale
townhomes, and 56 underground parking spaces.

Construction of the mixed-use components result in a positive residual land value, however, the
addition of the structured parking garage and platform for the mixed-use development
significantly reduces the residual land value, indicating that some sort of incentive may be
needed for the construction of the garage. Not surprisingly, the added cost of the platform
results in a negative residual land value for the entire project. Potential incentives could include
ways to lower development costs, lower operating costs, or increase NOI. Since the assumed
rent levels are already relatively high, it is more likely that incentives would be required to lower
development or operating costs (e.g., grants for infrastructure development and tax exempt
financing). The low-density concept results in a positive residual value, however, the cost of
underground parking for the rental units notably reduces the value. Nevertheless, the level of
potential outside financing required for the low-density option is minimal compared to the
platform scenarios.

A r\\\
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PROJECT BACKGROUND

The Mt. Lebanon Light Rail Station is located near the center of the Mt. Lebanon Central
Business District (CBD), which runs along the Washington Road Corridor. It is within the larger
Mt. Lebanon business district which includes the Washington Road corridor from Shady Drive
West to Castle Shannon Boulevard. This market study is focused on the Light Rail Transit (LRT)
Station site within the larger context of the business district, the Municipality of Mt. Lebanon,
Allegheny County, and the Pittsburgh Metropolitan Area.

The location of the station faces certain challenges in that there is a significant grade change
between the station location and Washington Road, and as a result, the connection to the
commercial corridor is limited to a single stairway. Parse Way, which serves as back street
access for the buildings fronting Washington Road, further impedes the connection from the
station to the commercial district. Housing density near the site is somewhat constrained by the
existence of a cemetery east of the station.

EXISTING STUDIES

SOUTH HILLS TRANSIT REVITALIZATION INVESTMENT DISTRICT (TRID) PLANNING STUDY, 2008

The 2008 study completed by DMJM Harris, Inc. included an analysis of development
opportunities at the Mt. Lebanon LRT Station, including a high and low density plan.

The low density plan did not include construction of an air rights platform. The concept includes
42 residential units at the sit e of the current parking lot (with underground parking), 11
townhome units along Shady Drive East, and the construction of a grand stairway to the station.

The high-density plan, as envisioned in the 2008 TRID study, reflected a residential loft project
with 90 units (eight levels) and an equal number of parking spaces. The development was
proposed partially on air rights, with parking accessed from the existing garage located on
Washington Road. A second mixed-use building was proposed for Washington Road with street
level retail (10,500 square feet) and nine upper levels of office and residential development.
The mixed-use building would be connected to a parking garage built over the air rights, with
330 spaces proposed. Finally, the plan also included 42 housing units (and 56 underground
parking spaces) built on the site of the current LRT park-and-ride lot at the south end of the
station site. This portion of the development would not be built over air rights, but rather have
frontage along Shady Drive East. The proposed plan included a total of 137 housing units,
94,500 square-feet of office space, 10,500 square-feet of retail, and 476 parking spaces.

SoUTH HILLS TRID PRELIMINARY ENGINEERING

The Preliminary Engineering Study was based on the 2008 TRID study referenced above and
applied the High-Density Concept from the 2008 study in order to derive cost estimates for the
proposed air rights platform above the Mt. Lebanon transit stop. The study contemplates two
platforms: one dedicated to a four-story parking garage (with the capacity or structural design
to add two more stories) and the other dedicated to a mixed-use tower. The cost for the
parking garage air rights structure (including the parking deck) is estimated at $13,460,000
(including the cost for stairs and elevators) and the cost for the mixed-use air rights platform is
$13,106,000, with a capacity of supporting seven stories.
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HOUSING MARKET DEMAND

REGIONAL AND LOCAL DEMOGRAPHIC TRENDS

According to recent U.S. Census estimates, the population of both Allegheny County and the
seven-county Pittsburgh Metropolitan Statistical Area (MSA) has increased slightly over the past
two years. The current definition of the Pittsburgh MSA includes seven counties in
Southwestern Pennsylvania: Allegheny, Armstrong, Beaver, Butler, Fayette, Washington, and
Westmoreland. The period between July 1, 2011, and July 1, 2012, represents the third
continuous year the region has experienced an annual population increase. As reflected in
Table 1 below, Allegheny County currently has a population estimated at 1,229,338, or a 0.5%
increase since 2010. This is slightly higher than the increase of 0.2% reported for the entire
MSA. Although the MSA appears to have turned the corner in terms of positive growth trends,
the growth rate remains low.

According to the University of Pittsburgh, University Center for Social and Urban Research
(UCSUR), the Pittsburgh MSA is one of the few metropolitan areas that experienced a decline in
the natural population, or a greater number of deaths than births. This is due in part to the
older age of the regional population, with an estimated 17.3% of the population in the age
cohort 65+' compared to 13.8% nationally. According to the UCSUR, the Pittsburgh MSA does
not rank poorly in terms of residents leaving the area; however, there still are not a lot of people
migrating to the Pittsburgh region.

1 U.S. Census American Community Survey (ACS).
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MT. LEBANON STATION TRANSIT-ORIENTED DEVELOPMENT PROJECT

TABLE 1: TOTAL POPULATION CHANGE, ALLEGHENY COUNTY VERSUS BROADER REGION, 2010 70 2012

Natural Population Total Net Total Population
_ Aprilz0%0 | July 2012 Migration Change
# % # %

County/Region Population | Population

Allegheny 1,223,348 | 1,229,338 -1,307 0.1% 8120 | 0.7% 5,990 0.5%
iﬂeg'z”ijwnty Pittsburgh | 36 285 | 2,360,733 | -7,212 -0.3% 12,953 | 0.5% 4,448 0.2%
Ten-County Region 2/ 2,574,959 | 2,576,907 | -7,842 -0.3% 11,103 | 0.4% 1,942 0.1%
Pennsylvania 12,702,379 | 12,763,536 = 37,311 0.3% 37,133 | 0.3% 61,157 0.5%

1/ Seven-county Pittsburgh MSA includes the following counties: Allegheny, Armstrong, Beaver, Butler, Fayette, Washington,
and Westmoreland.
2/ Ten-county region includes counties within the MSA as well as Greene, Indiana, and Lawrence.

SOURCE: U.S. CENSUS BUREAU POPULATION ESTIMATES, UNIVERSITY CENTER FOR SOCIAL AND URBAN RESEARCH/UNIVERSITY OF PITTSBURGH

Table 2 compares important demographic indicators for the one-mile radius from the project
site, the City of Pittsburgh, and Allegheny County. As reflected, there has been a negative
population growth trend for all three geographies from 2000 to 2010. It should be noted that
the figures below are based in part on the 2010 Census and do not reflect the modest growth
experienced in the MSA over the past three years. The median age for those residents living
within one mile of the site is similar to that for the county, and notably higher than that for the
City of Pittsburgh. The comparative analysis also shows the relative strength of household
incomes near the project site, a demographic that is important in attracting certain key retailers
to the area.

TABLE 2: DEMOGRAPHIC COMPARISON, ONE-MILE RADIUS, CITY OF PITTSBURGH, ALLEGHENY COUNTY

One-Mile Radius City of Pittsburgh Allegheny County

Population
2000 24,596 334,477 1,281,666
2010 23,557 310,889 1,220,731
2015 Forecast 23,004 301,552 1,191,621
% Change 2000 to 2010 -4.2% -7.1% -4.8%
2010 Demographics
Median Age 42.2 37.4 42.6
Owner-occupied Housing Units 6,515 69,048 345,324
Renter-occupied Housing Units 3,871 66,831 175,343
Median Household Income $62,347 $38,450 $51,369
Average Household Income $76,639 $52,534 $65,218
SOURCE: ESRI, DELTA DEVELOPMENT GROUP, INC.

The 2011 American Community Survey (U.S. Census Bureau) shows migration patterns in
Allegheny County for one year. As shown in Table 3, among residents living in owner-occupied
housing units, 5.5% of the population moved in the past year, compared with 25.4% of the
population living in rental units. The majority of migration for both owners and renters included
residents moving from within Allegheny County (3.9% for owners and 17.9% for renters).

ph
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MT. LEBANON STATION

TRANSIT-ORIENTED DEVELOPMENT PROJECT

TABLE 3: MIGRATION PATTERNS IN ALLEGHENY COUNTY, 2011

_Allegheny County Living in Living in
Owner-occupied Renter-occupled

Total Population One Year and Over 823,356 357,338
Moved within Same County 3.9% 32,111 17.9% 63,964
Moved From Different County, Same 0.6% 4,940 2 3% 8,219
State

Moved From Different State 0.8% 6,587 3.9% 13,936
Moved From Abroad 0.2% 1,647 1.3% 4,645
Total Moved Past Year 5.5% 45,285 25.4% 90,764

SOURCE: U.S. CENSUS BUREAU AMERICAN COMMUNITY SURVEY, 2011, DELTA DEVELOPMENT GROUP, INC.

The Internal Revenue Service records county-to-county migration data based on federal tax

filings. Based on this data, the UCSUR compares migration flows for the seven-county

Pittsburgh MSA. According to data filed between 2009 and 2010 (the most current data

available):

e Destinations of the largest out-migration flows from the Pittsburgh MSA between 2009
and 2010 included the Washington, D.C. (1,133 out-migrants), Philadelphia (1,065 out-

migrants), and New York City (1,024 out-migrants) MSAs.

e Regions that were the originations of the largest migration flows into the Pittsburgh MSA

between 2009 and 2010 were New York City (1,050 in-migrants), Philadelphia (956 in-

migrants), and Washington, D.C. (903 in-migrants) MSAs.

As shown in Table 4, housing units in Mt. Lebanon are primarily owner-occupied, with 71% of
total housing units recorded as owned versus rented. The total population as of the last

complete census in 2010 was 33,137.

DELTA DEVELOPMENT GROUP, INC.
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MT. LEBANON STATION TRANSIT-ORIENTED DEVELOPMENT PROJECT

TABLE 4: MUNICIPALITY OF MT. LEBANON, DEMOGRAPHIC CHARACTERISTICS

Municipality of Mt. Lebanon, 2010

Total Population 33,137
Total Housing Units 15,040
Total Households 14,196
Median Age 43.8
% Population Age 62+ 22.4%
_ Total % of Total
Total Households 14,196
Family Households 8,929 62.9%
Non-Family Household 5,267 37.1%
Householder Living Alone 4,739 33.4%
Householder Age 65+ 2,311 16.3%
Households with Individuals Under 4,238 29.9%
Age 18
Total Occupied Housing Units 14,196
Owner-occupied 10,129 71.4%
Renter-occupied 4,067 28.6%
Total Living in Area One Year Ago 31,536 1
Non-movers 29,171 92.5%
Moved to Different House in U.S. 2,365 7.5%
Same County 1,553 4.9%
Different County 812 2.6%
Same State 429 1.4%
Different State 383 1.2%
Households Income $75,000+ 7,005 50.4%
SOURCE: 2007-2011 AMERICAN COMMUNITY SURVEY, RELEASED DECEMBER 2012,
DELTA DEVELOPMENT GROUP, INC.

Single family building permits (for the past ten years) for Mt. Lebanon and the surrounding
municipalities are reflected in the following table. As shown, most new home construction in
the South Hills outside of the City of Pittsburgh has occurred in Bethel Park (335 permits). As
might be expected, new home construction within the municipality is limited because Mt.
Lebanon is almost completely built-out. Upper St. Clair saw an increase in new single family
home construction in 2012 with 24 new units recorded.

A h\
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MT. LEBANON STATION TRANSIT-ORIENTED DEVELOPMENT PROJECT

TABLE 5: SINGLE FAMILY HOUSING PERMIT TRENDS, STUDY AREA JURISDICTIONS2

SF units
Municipality name 2002 | 2003 | 2004 2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012 2002 to
o e e o o | || 25
Baldwin Township 0 0 0 0 0 0 0 0 0 0 0 0
Municipality of Bethel Park 81 81 64 8 19 20 22 16 10 8 6 335
Castle Shannon Borough 1 0 4 0 0 0 0 0 0 0 1 6
Dormont Borough 0 0 0 0 0 0 0 0 4 0 0 4
Green Tree Borough 1 2 1 3 1 2 0 1 1 1 2 15
Mt. Lebanon 9 21 21 16 5 13 2 1 2 6 2 98
Scott Township 7 2 3 1 20 0 1 0 0 1 0 35
Upper St. Clair Township 26 25 29 18 8 14 13 13 8 9 24 187
Total 125 131 122 46 53 49 38 31 25 25 35 680
SOURCE: SOUTHWESTERN PENNSYLVANIA COMMISSION, DELTA DEVELOPMENT GROUP, INC.

FIGURE 1: SINGLE FAMILY PERMIT TRENDS, MT. LEBANON AND SURROUNDING JURISDICTIONS
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As shown in Table 6, only 14 new multi-family housing units have been built in the study area
communities over the past eight years. Multi-family housing units are defined as the number of
housing units, in all buildings, containing two or more units which may be atop one another or

? Statistics are based upon monthly reports submitted by local building permit officials in response to a
mail survey. They are obtained using Form C 404 “Report of Privately Owned Building or Zoning Permits
Issued.” When a report is not received, missing data are either (1) obtained from the Survey of Use of
Permits (SUP), which is used to collect information on housing starts, or (2) imputed. Imputations are
based on the assumption that the ratio of current month authorizations to those of a year ago should be
the same for reporting and non-reporting places.

A h\
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MT. LEBANON STATION TRANSIT-ORIENTED DEVELOPMENT PROJECT

side by side. The only other area jurisdiction with new multi-family housing construction over
the past ten years was Castle Shannon with 112 new units. For this reason, there may be some
pent-up demand for new multi-family housing units in the area given the relative lack of new

supply.

TABLE 6: MULTI FAMILY HOUSING PERMIT TRENDS, STUDY AREA JURISDICTIONS3

' ' | MF units
Municipality name 2002 | 2003 2007 | 2008 2010 2002 to
2012

Baldwm Township 0 0

Municipality of Bethel 0 0 0 0 0 14 0 0 0 0 0 14
Park

Castle Shannon 12 | 0 0 0 0 0 0 0 0 0 0 112
Borough

Dormont Borough 0 0 0 0 0 0 0 0 0 0 0 0
Green Tree Borough 0 0 0 0 0 0 0 0 0 0 0 0
Mt. Lebanon 0 0 0 0 0 0 0 0 0 0 0 0
Scott Township 0 0 0 0 0 0 0 0 0 0 0 0
Upper St. Clair 0 0 0 0 0 0 0 0 0 0 0 0
Township

TOTAL 112 0 0 0 0 14 0 0 0 0 0 126
SOURCE: SOUTHWESTERN PENNSYLVANIA COMMISSION, DELTA DEVELOPMENT GROUP, INC.

REIS, Inc. (REIS) tracks multi-family rental housing data for submarkets throughout the United
States, including Pittsburgh. While Mt. Lebanon is included as part of a larger West submarket
(see Figure 2 below), the statistics for the larger market do give a benchmark of rental
conditions in the Mt. Lebanon area.

As reflected in Table 7, the West submarket vacancy rate is currently a relatively low 2.6%,
lower than that for both Pittsburgh and the larger Northeast market. The vacancy rate has been
decreasing consistently over the past several years. There was a significant addition of 437 units
to the entire West submarket in the fourth quarter of 2009, with 71 units added in the third
quarter of 2012 and 87 units added during the first quarter of 2013. Table 8 reflects this
activity.

? Statistics are based upon monthly reports submitted by local building permit officials in response to a
mail survey. They are obtained using Form C 404 “Report of Privately Owned Building or Zoning Permits
Issued.” When a report is not received, missing data are either (1) obtained from the Survey of Use of
Permits (SUP), which is used to collect information on housing starts, or (2) imputed. Imputations are
based on the assumption that the ratio of current month authorizations to those of a year ago should be
the same for reporting and non-reporting places.

A h\
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FIGURE 2: REIS WEST SUBMARKET BOUNDARIES
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TABLE 7: WEST SUBMARKET RENTAL MARKET VACANCY RATE VERSUS PITTSBURGH, NORTHEAST, AND
UNITED STATES

‘ West ‘ United

‘ Submarket Pittsburgh Northeast States
3Q2011 2.8% 3.7% 3.8% 5.6%
4Q2011 2.5% 3.4% 3.6% 5.2%
1Q2012 2.5% 3.2% 3.4% 5.0%
2Q2012 2.5% 3.0% 3.4% 4.8%
3Q2012 2.4% 3.0% 3.3% 4.7%
4Q2012 2.4% 2.9% 3.3% 4.6%
1Q2013 2.6% 3.0% 3.2% 4.3%
2Q2013 2.6% 3.1% 3.2% 4.3%
SOURCE: REIS, DELTA DEVELOPMENT GROUP, INC.
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TABLE 8: WEST SUBMARKET RENTAL MARKET INDICATORS

Submarket Year Quarter
Y

Inventory
(SF/Units)

Completions
344

. Va
Conversions

cant

%

West 2004 17,656 0 9.4
West 2005 Y 17,656 0 0 7.5
West 2006 Y 17,656 0 0 7.9
West 2007 Y 17,656 0 0 5.9
West 2008 Y 17,656 0 0 4.3
West 2009 1 17,656 0 0 4.3
West 2009 2 17,656 0 0 4.6
West 2009 3 17,656 0 0 4.3
West 2009 4 18,093 437 0 4.7
West 2009 Y 18,093 437 0 4.7
West 2010 1 18,093 0 0 4.6
West 2010 2 18,093 0 0 4.5
West 2010 3 18,093 0 0 3.8
West 2010 4 18,093 0 0 3.1
West 2010 Y 18,093 0 0 3.1
West 2011 1 18,093 0 0 3.1
West 2011 2 18,093 0 0 2.8
West 2011 3 18,093 0 0 2.8
West 2011 4 18,093 0 0 2.5
West 2011 Y 18,093 0 0 2.5
West 2012 1 18,093 0 0 2.5
West 2012 2 18,093 0 0 2.5
West 2012 3 18,164 71 0 2.4
West 2012 4 18,164 0 0 2.4
West 2012 Y 18,164 71 0 2.4
West 2013 1 18,251 87 0 2.6
West 2013 2 18,251 0 0 2.6
SOURCE: REIS, DELTA DEVELOPMENT, GROUP, INC.

As outlined in Table 9 below, current rent levels for a one-bedroom apartment in the West
submarket is $840, or an average rent per square foot of $1.19.

TABLE 9: WEST SUBMARKET RENTAL MARKET AVERAGE RENTS BY APARTMENT TYPE

2nd Quarter, 2013
Current Submarket Average Rents by Type

Rent Average SF Average Rent/SF
Studio/Efficiency $625 452 $1.38
One Bedroom $840 708 $1.19
Two Bedrooms $1,013 975 $1.04
Three Bedrooms $1,307 1300 $1.01

SOURCE: REIS, DELTA DEVELOPMENT GROUP, INC.

The unit mix of apartment complexes in the area reflects a predominance of one- and two-

DELTA DEVELOPMENT GROUP, INC.
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MT. LEBANON STATION TRANSIT-ORIENTED DEVELOPMENT PROJECT

bedroom units, with about 84% of total units consisting of one- or two-bedroom apartments.
The unit mix for the area is shown in Figure 3.

FIGURE 3: UNIT MiIX, WEST SUBMARKET
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In reviewing the inventory of available units, Table 10 shows that the West submarket includes
many older buildings that were constructed before 1970 (making up 39% of the total inventory).
As might be expected given new construction data, only 2% of the total inventory of buildings
located in the West Submarket were constructed after 2009.

TABLE 10: TOTAL INVENTORY BY AGE BUILDING CONSTRUCTED, WEST SUBMARKET

Inventory by Building Age

Before 1970 39%
1970-1979 13%
1980 — 1989 15%
1990 - 1999 12%
2000 - 2009 19%
After 2009 2%
SOURCE: REIS, DELTA DEVELOPMENT GROUP, INC.

EXISTING MULTI-FAMILY HOUSING IN THE AREA

Since there has been little new multi-family housing construction in the area over the past
several years, there are only a few directly comparable projects located in the region. The
following multi-family projects were chosen in part because they were recommended by local
brokers and also because, in some cases, they are multi-story developments.

Delta looked at the following existing multi-family residential development in the area in order
to better understand pricing and existing market support for higher density housing.

A h\
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FOR-SALE UNITS

Main Line: The Main Line development is located in Mt. Lebanon near the Mt. Lebanon LRT
Station and includes duplex and condominium units for sale. Three-bedroom units at Main Line
start in the low $500,000’s.

Washington Square: Washington Square is a for-sale multi-family housing development located
in downtown Mt. Lebanon. There are reportedly only two units currently vacant. The property
is older (constructed in 1980) and a three-bedroom, one-bath unit is currently on the market for
$183,900 (two-bedroom, two-bath unit). Washington Square offers valet parking 24/7, a
meeting/party room, and an exercise room. Many of the residents of Washington Square
moved from elsewhere in the Mt. Lebanon area.

Woodridge: Woodridge is also an older property (34 years old) and is a stand-alone
development located in Mt. Lebanon near the intersection of Connor Road and Washington
Road in a park-like setting. A three-bedroom, three-bath unit is on the market for $229,900.

Chanticleer: Chanticleer is a high rise converted condominium development located on
Highland Road off of Route 19 (Rt. 19) near Village Square Mall in Bethel Park. A two-bedroom,
one-bath unit is currently on the market for $107,000. The building is 49 years old and located
in the Bethel Park School District.

RENTAL UNITS

Lincoln Pointe: Lincoln Pointe Apartments are located off of Washington Road, south of Connor
Road in Bethel Park. One-bedroom rents start at $970 per month with two-bedroom unit rents
beginning at $1,535. The development was built in 1993 and includes 338 units in six buildings.
Amenities include a club house, pool, exercise room, gas grills, and underground garage ($40
monthly fee). Occupancy at the development typically runs about 97% to 98%. Management
views its competition as Castle Ridge (in Baldwin), and Waterford at Nevillewood (located in
Presto).

Castle Ridge: Castle Ridge Apartments (112 total units) compete with Lincoln Pointe, offering a
similar apartment style and amenities. Castle Ridge is located in Castle Shannon on Baldwin
Street and offers one- (5999 to $1,049), two- (51,229 to $1,279) and three- (51,449 to $1,499)
bedroom apartments.

Waterford at Nevillewood: Waterford at Nevillewood (located in Collier Township) offers one-
(starting at $1,005), two- (starting at $1,265), and three- (starting at $1,490) bedroom units and
many amenities including a heated pool, fitness center, business center, fireplaces, tanning
salon, and garages.

There are also several smaller rental units located east of the Washington Road commercial
district, off of Central Square. Apartment rents in this area generally range from $800 to $900
monthly. Pendale Towers is an older high rise apartment building located near the commercial
district along Washington Road and includes 129 rental units.

A r\\\
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PROPOSED NEW HOUSING DEVELOPMENT

There are several new proposed TODs in the Pittsburgh region. Itis important to note that the
three TOD projects planned for the South Hills submarket, Shannon Station, South Hills Village,
and Dormont Junction, will provide a total of 573 new multi-family residential rental units.

SHANNON STATION PROJECT - CASTLE SHANNON

The Castle Shannon project (located above the Castle Shannon station parking lot on Castle
Shannon Boulevard) is slated to include an eight-story apartment building with 128 total units.
The project will also include 14,000 square feet of street level retail and 283 parking spaces. The
developer is JRA development.

SOUTH HILLS VILLAGE - BETHEL PARK

Negotiations are still ongoing for development of South Hills Village. The TOD is planned to
include 320 garden style apartments with an anticipated cost of $41.5 million. The project is
proposed adjacent to the South Hills Village T station in Bethel Park. The development will be
built on a 6.4-acre site that is a former park-and-ride lot. The developer is a joint venture of
Findlay-based Massaro Properties and the Atlanta-based Dawson Company. In the proposed
agreement, Massaro Dawson would rent the property from the Port Authority for 52 years for
approximately $5.5 million. South Hills Village Mall also has an agreement with the Port
Authority which stipulates that the site would not be developed with competitive retail. The
project requires approval from both the Port Authority and the Federal Transit Administration.

DORMONT JUNCTION TRANSIT-ORIENTED DEVELOPMENT

Preliminary plans at the Dormont Junction site, which would be located on an existing surface
Port Authority parking lot, call for 125 new residential units, approximately 380 parking spaces,
and between 15,000 and 25,000 square feet of new retail space as shown in Figure 4 below.

o b
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FIGURE 4: DORMONT JUNCTION TOD SITE — WEST LIBERTY AVENUE

Property Ownership

[T7] Port Authority: Parcel 7
(Dormont Owns Air Rights)
[T cochran: Parcels 1,28 2a

Dormont Borough: Parcels 3,4,5,6 & 8

OTHER PROPOSED AND/OR RECENTLY CONSTRUCTED MULTI-FAMILY HOUSING
DEVELOPMENTS IN THE AREA

There are a number of other new multi-family housing developments in the broader Pittsburgh
region. While these projects do not compete directly with the Mt. Lebanon TOD project, they
require similar market support for rental projects in other areas of the Pittsburgh area.

EAST LIBERTY TRANSIT CENTER

The East Liberty Transit Center, which has begun construction, is located at the East Liberty
station on the Martin Luther King, Jr. East Busway. The reconfigured station will provide better
circulation and access for bus users and will connect to three new residential buildings being
planned by The Mosites Company (located north of the transit center). Plans also call for a two-
level parking garage (595 spaces), 366 apartments, and 50,000 square feet of retail.
Construction is anticipated to take three years. While the East Liberty Transit Center project is
not located in the immediate South Hills market, it might compete to some extent for the
young, single market that prefers the higher density, walkable, housing choice offered by TOD
developments.

NEWBURY

Newbury will include a mix of homes, townhomes, apartments, and commercial development
along Interstate 79 in South Fayette. Because it is located further away from downtown
Pittsburgh, it represents a slightly different market with more open space and more affordable
land and home prices. The development is being built on a former brownfield site and will
include a Marriott Courtyard Hotel, Giant Eagle, two office buildings, and additional retail stores.

A h\
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The 250 garden apartments will range in price from $900 to $1,600 monthly.

Listed below are other new developments in the broader Pittsburgh region. While they do not
compete directly with the Mt. Lebanon TOD project, they point to similar market support for
rental projects in other areas of the city.

THE GATEWAY AT SUMMERSET

The Gateway at Summerset includes rental units adjacent to the original single-family home
development in Squirrel Hill. The development includes one- and two-bedroom apartments
within the Summerset at Frick Park development. Amenities include a swimming pool, outdoor
barbecue area, and a fitness center.

BAKERY SQUARE 2.0 (EAST LIBERTY)

Bakery Square 2.0 is currently under construction across the street from Phase | of Bakery
Square. The $120 million-development will include 175 apartment units, 57 townhomes,
200,000 square-feet of office, and an additional 200,000 square-feet of commercial space.

LoT 24 (STRIP DISTRICT)

Lot 24 was completed at the end of 2012 and is located across the street from the original Cork
Factory. The development includes 96 rental units with private balconies, high ceilings, and
stainless steel appliances.

Figure 5 below provides a map of the proposed Mt. Lebanon TOD project and other related
housing development projects planned for the Pittsburgh area.

FIGURE 5: PROPOSED MT. LEBANON TOD PROJECT AND OTHER RELATED PROJECTS
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POTENTIAL MARKET DEMAND

The market at the project site will be influenced by several factors, including the following:

e There has been no new multi-family construction in the immediate area over the past five years.
Only 126 total multi-family permits were issued in the adjacent municipalities since 2002.

e Residents of Mt. Lebanon tend to stay in the area, and in some cases pass property on to their
children.

e Older residents looking to downsize represent a potential market. While some may prefer to
downsize in units that are not multi-story (e.g., some downsizing residents are moving to patio
homes in Upper St. Clair, Peters Township, and points south), other older residents may like the
opportunity to “lock and leave” units throughout the year. As an example, Maxim Towers in
Squirrel Hill is a multi-story rental building that has succeeded with a market consisting of older
tenants who used to own homes in Squirrel Hill.

e With the opening of the North Shore connector from downtown, there has been renewed
interest in using the LRT system.

e Young couples with children represent a viable market given the reputation of the Mt. Lebanon
school system. More affordable multi-family units could provide an interim housing alternative
as families save for larger single-family homes in the future. Mt. Lebanon is also a logical move
for new families with children given its proximity to downtown.

e Due to the quality of medical care in the area, Pittsburgh is reportedly becoming an affordable
healthcare destination for elderly residents.

e Population growth in the region remains limited.

e The number of nearby competitive projects is significant and will ultimately limit the total
demand for new multi-family units (573 new multi-family units proposed) at the Mt. Lebanon
site. Neither the Dormont Junction project nor the South Hills Village project will incur the
significant cost of constructing a platform.

e Mt. Lebanon remains competitively strong because of its location (near a viable CBD) and the
strength of the local school district.

e Downtown and the fringe downtown submarket (e.g., the strip district, Southside, and North
Shore) will continue to attract and compete to some degree for the younger residents that are
likely to live in multi-family units.

e Washington Park, a multi-story high-end condominium project proposed for Washington Road
near Bower Hill by Zamagias Properties, was shelved due to a lack of presales at the site. The
project units were priced between $300,000 and $1 million, with a total of 72 proposed units.
The lack of presales was due in part to the recent recession (a ceremonial groundbreaking was
held in 2007). Some local stakeholders believe that the units were priced too high for
condominiums given that the price of single-family homes in the area averaged $235,838 in
2012.

The multi-family rental market remains particularly strong because of the recent recession and
the availability of construction loans for the rental market. Positive demographics (an increase
in young adult renters and the downsizing of baby boomers) and homeownership displacement
from the recent housing ‘bust’ are also helping to drive demand. The supply side has languished
over the past few years as development projects remained on hold. As a result, the immediate
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demand for multi-family rental units at the
project site should be strong. Rental units
are probably attractive for multi-story, high
rise development. Also, because of the need
to build a platform, higher density
development will be required in order to
help make the project financially viable.

This does not preclude the demand for
multi-family “for sale” units as homebuyers
gain confidence again and the rental market
becomes saturated. However, the demand
for multi-family “for sale” units in Mt.
Lebanon is better met by garden
style/townhome development. Lower
density, “for sale” townhome development is a better option at the site of the existing surface
parking lot (as envisioned in the 2008 plan).

FOR-RENT (MULTI-FAMILY)
The following examines market potentials for rental housing on the project site.

For purposes of this analysis, Delta defines target-market, income-qualified households for
rental residential product as those households earning more than $75,000 per year. These
households include young working professionals as well as households seeking an alternative
housing product, including those that are downsizing.

Two general renter groups were identified in order to estimate demand potentials: (1) demand
generated from new households migrating to Allegheny County and (2) demand generated by
existing renter households (i.e., turnover). A range of potential new rental housing was
considered for the project site. The first scenario assumes that the project site will capture Mt.
Lebanon’s existing “fair share” of housing demand based on population. The second scenario
assumes that the “fair share” of housing in Mt. Lebanon will increase given a CBD location close
to public transportation.

The following methodology was used to identify potential target demand:

1. New Household Demand

A key source of potential demand for rental units is generated by new or relocating
householders (in-migration). To determine this demand, annual new households as defined by
the Internal Revenue Service Statistics of Income were qualified by three factors: (1) income, (2)
propensity to rent as determined by tenure data from ESRI Business Analyst, and (3) lifestyle
preference. In combination, these qualifying factors identified potential market support from
new households. Finally, an assumed capture of these households was based on Mt. Lebanon’s
fair share of population relative to Allegheny County.

2. Relocations of Existing Renter Households

Similar qualifiers of income, tenure, and lifestyle were applied to this segment. The fourth
qualifier includes the annual turnover rate of existing renter households, which was identified at
25% in Allegheny County. Similar to above, Mt. Lebanon’s fair share of population was applied
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to the qualified population.

As shown in Table 11, the analysis indicates that Mt. Lebanon could capture about 94 to 157
new households annually. This number represents a reasonable expectation of absorption of

rental units at the site.

TABLE 11: POTENTIAL RESIDENTIAL MARKET DEMAND, MT. LEBANON TOD SITE

Allegheny County

I. Demand from New Households

3% Fair Share

5% Fair Share

In-Migration 1/ 18,819 18,819
Income-qualified 2/ 31% 31%
Percent of Renters 34% 34%
Total In-migration Income and Tenure Qualified 1,984 1,984
Mt. Lebanon Fair Share of Population 3/ 3% 5%
Total Mt. Lebanon 60 99
Assumed Target Households 4/ 20% 20%
Total Target Mt. Lebanon 12 20
Il. Demand from Existing Renter Households (Turnover)

Total Households, 2010 520,667 520,667
Income-qualified 31% 31%
Percent of Renters 34% 34%
Annual Turnover Rate 25% 25%
Total County Turnover 13,720 13,720
Mt. Lebanon Fair Share of Population 3/ 3% 5%
Total Mt. Lebanon 412 686
Assumed Target Households 4/ 20% 20%
Total Target Mt. Lebanon 82 137

1/ In-migration calculated from current tax returns. Assumes that the income distribution of migrating

households is similar to the current income distribution.

2/ Target market income range is $75,000+.

3/ Population of Mt. Lebanon: 33,137; Population of Allegheny County: 1,229,338

4/ Single, young couples with children, empty nesters — Based on ESRI lifestyle demographic data.

SOURCE: ESRI, DELTA DEVELOPMENT GROUP, INC.
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RETAIL MARKET

EXISTING CONDITIONS

The downtown Mt. Lebanon business district, which runs along the Washington Road Corridor,
appears to be well leased (the current vacancy rate is approximately 8%) with a variety of local
and regional retailers and services. According to the municipality, there are 182 businesses
located along the corridor. Notable tenants in the CBD include Rolliers Hardware, which has
been in Mt. Lebanon for over 50 years with the last 15 years on Washington Road, and Walnut
Grill, a successful regional restaurant with other locations in the Pittsburgh area. Other long-
term tenants include: The Saloon, Mineo’s Pizza, the Sesame Inn, Johnston the Florist, and
Howard Hanna. Newer businesses such as Pamela’s, Bistro 19, and the Uptown Coffee have also
experienced some success. While the Enrico Biscotti Company formerly had a location along
Washington Road, the decision to close the store was reportedly due to issues with the property
owner rather than a market concern.

COMPETITIVE ENVIRONMENT

It should be noted that Mt. Lebanon residents are not just looking at the Mt. Lebanon CBD for
dining and entertainment options. There is significant competition in the area for dining and
retail consumer dollars.

The Galleria of Mt. Lebanon, located south of downtown Mt. Lebanon along Rt. 19, is an
upscale retail destination that includes some national retailers that are unique to the Pittsburgh
market (e.g., Pottery Barn Kids, Restoration Hardware, and Talbots). The Galleria was renovated
in 2002. It serves as a dining/entertainment destination with a movie theater and five national
chain restaurants. The Galleria is significantly smaller than a typical regional mall with only
167,142 square feet of space and no department store anchors.

Other nearby retail centers along Rt. 19 include the South Hills Village Mall (a Simon mall
anchored by Macy’s, Target, Barnes and Noble, Dick’s Sporting Goods, and Sears) and Village
Square Mall (anchored by Home Depot, Burlington Coat Factory, Kohls, and Toys“R”Us).

Another neighborhood shopping district is located at Shady Drive and Castle Shannon Boulevard
and is home to smaller destination retailers (e.g., Vicar Antiques and Gardens). The Cochran
Road commercial corridor primarily supports automobile-oriented retailers. There is a small
commercial district located along Beverly Road that includes primarily local eating
establishments, a bakery, and some small retail and service establishments.

Since the downtown Pittsburgh market has also developed a significant cluster of viable
residents, it has become highly competitive and residents are not just looking at the Mt.
Lebanon CBD for dining options.

MARKET INDICATORS

As with many of the other development sectors in Pittsburgh, the retail sector has fared
relatively well since the recession began to impact various markets in 2008. New retail interest
in the broader region is focused primarily on food service establishments, grocers, and discount
stores. As reflected in Table 12, the Rt. 19 South submarket recorded a relatively low vacancy
rate of 1.6% at the end of 2011, well below the suburban retail vacancy rate of 5.9%. Asking
rents along the Rt. 19 South, Washington Road corridor are also significantly higher than rents in
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the CBD, reflecting in part the affluence of the local market. Compared to both the CBD and the
overall suburban market, the Rt. 19 retail submarket is performing well.

TABLE 12: RETAIL MARKET TRENDS, FOURTH QUARTER 2011

Total SF

CBD 1,824,479 147,390 8.1% $25.00
South/Rt. 19 3,407,687 56,194 1.6% $30.00
South/Rt. 51 5,878,090 588,586 10.0% $18.00
Suburban Total 54,307,235 3,192,578 5.9% --

1/ Asking rent for well-positioned, small box space.

SOURCE: GRUBB & ELLIS, DELTA DEVELOPMENT GROUP, INC.

Market dynamics along a commercial CBD are typically different than that for an automobile-
oriented commercial corridor. Rents along Washington Road appear to be lower than that for
the submarket as a whole, or about $18 to $20 per square foot, reflecting in part the
predominance of local and regional retailers. Based on conversations with retailers located in
the downtown Mt. Lebanon commercial district, some of the retailers/restaurants that have
been located along the corridor for years have established a consistent market that does not
require extensive marketing. Customers at local retailers are traveling primarily from Mt.
Lebanon, Upper St. Clair, and Bethel Park, with secondary market support from Dormont, Scott,
and Castle Shannon.

Local business owners and management have expressed a need for more service-oriented retail
along the corridor such as dry cleaners, barbershops, and improved or larger scale convenience
stores. Other suggestions include a larger cluster of eating and drinking establishments to serve
as a “destination” for the CBD in Mt. Lebanon.

PROPOSED AND NEW DEVELOPMENT

New food and grocer retailers locating along the corridor include Primanti Brothers and Fresh
Market, both located near the Galleria of Mt. Lebanon. Fresh Market is a 19,000 square foot
store which is based to some extent on a European Market. The store includes meats that are
prepared in the store, salad bars, bulk snack foods, and bagged spices and is the first of its kind
in the Pittsburgh market. Trader Joe’s also entered the market on this Corridor within the past
two years and Whole Foods is slated to enter the market within the next year.

In addition to the residential units proposed at the project site, there are other area
developments that may help drive the demand for new small scale retail.

The Denis Theater Foundation continues to raise funds for the renovation of the theater, which
closed in 2004. Reportedly they have raised more than $2 million of its $4.5 million goal and
hope to open the first of three new screens in the near term. However, it is not yet clear if the
theater will definitively open within the next few years. Moreover, the Hollywood Theater in
Dormont is already open and operational, offering direct competition for theater programming
and live entertainment.

The SpringHill Suites Hotel currently under construction adjacent to the project site will include
108 rooms, a fitness area, and an indoor pool. The hotel has structured parking that will be
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accessible off of Parse Way. The developer will create a pedestrian connection between
Washington Road and Parse Way.

RETAIL MARKET DEMAND

The Mt. Lebanon CBD retail serves a close-in population with a variety of local and regional
retailers and services. Key national retailers are located south of the downtown area at The
Galleria of Mt. Lebanon, South Hills Village Mall, and Village Square Mall. Due to the proximity
of the regional shopping centers, the CBD will remain primarily a local/regional tenant shopping
district. This market consists of primarily young professionals and families. It is different than
the East End market, which includes a younger demographic because of its proximity to the local
student population. Mt. Lebanon offers a large weekend market; however, the lunch market is
limited since there are not a significant number of employees located in the immediate area.

However, it is worth noting that a few eating establishments located along the corridor (e.g.,
Pamela’s, Nikki Dee’s Café, and Emma’s Café and Deli) are supported primarily by breakfast and
lunch customers. The primary retail market consists of residents of Mt. Lebanon. CBD retailers
are also able to draw some market support from Upper St. Clair, Bethel Park, Dormont, Scott,
and Castle Shannon.

A few case studies (included in the
Appendix) provide examples of “infill” TOD
or suburban TOD in relatively affluent
markets. The examples are presented in
order to give a sense of component sizing
and character, especially as it relates to the
retail/commercial components of the
project. The commercial or retail
component of the case studies typically
accounts for about 10,000 to 20,000 square
feet of leasable space and include at least
one dining/take-out food tenant.

According to some local businesses and
brokers, the CBD remains a challenging
location in terms of generating consistent
traffic throughout the week and also during
the summer months. While the local market is affluent, the close proximity of major shopping
malls is a challenge in terms of capturing local spending potential. The addition of a CBD hotel
will generate increased traffic, but not enough new traffic to make a dramatic impact in terms of
retail demand. Similarly, the addition of new residential units will generate increased street
activity, but again, not enough to make a notable impact in terms of generating a need for
significant new retail space. As shown in Table 13, potential new residents and hotel visitors to
the area will generate incremental new retail demand for approximately 5,000 to 6,000 square
feet of new retail space.
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TABLE 13: POTENTIAL NEW RETAIL SPACE DEMAND, INCREMENTAL NEW RESIDENTS AND HOTEL GUESTS

New Household Retail Spending

Estimated New Households 200
Average Household Income $75,000
Average Annual Spending on Food/Services 1/ $11,400
Total Spending Potential $2,280,000
Capture 30%
Total Retail Sales $684,000
Supportable Space at $330 Per Square Foot (PSF) 2,073
| New Hotel Room Visitor Retail Spending |

Total New Hotel Rooms 108
Annual Hotel Visits at 65% Occupancy 25,623
Average Daily Spending- Retail 1/ $48
Annual Spending $1,234,004
Capture 90%
Total Retail Sales $1,110,603
Supportable Space at $330 PSF 3,365
1/ Based on average daily visitor spending in Pennsylvania of $112, of
which 43% is spent on food and retail.

SOURCE: DELTA DEVELOPMENT GROUP, INC.

A ten-minute drive is typically considered a reasonable limit for local and regional shopping. As
reflected below, a ten-minute drive from the Mt. Lebanon CBD encompasses 107,948 residents
with an average household income of $75,454.

There is the potential to add some new small scale retail space to the CBD area given an
increase in street traffic, however, a location at the base of a mixed-use building above the air
rights will be challenging because it does not offer visibility along Washington Road and is not
immediately adjacent to the rest of the commercial corridor. A target range of between 10,000
and 15,000 square feet of new retail space is suggested. A focus on increasing food/beverage
space is encouraged in order to help in creating a dining destination in the CBD. Another
concept to consider, especially in light of a new hotel and a desire to create foot traffic, includes
pre-packaged food markets (markets that sell prepackaged groceries, meats, and other
provisions) and/or a flagship store (i.e., a larger scale regional or national tenant that is new to
the South Hills market) that will capture residents who are typically traveling to the South Hills
Village Mall to shop.

Thought should also be given to creating retail frontage along a public plaza that connects the
air rights development to Washington Road.
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TABLE 14: 10-MINUTE DRIVE TIME DEMOGRAPHIC CHARACTERISTICS

10-Minute Drive Time 10-DI\:Iii‘:1:te

2013
Population 107,948
Owner-occupied Housing Units 32,087
Renter-occupied Housing Units 16,452
Persons 65+ 19.5%
Median Household Income $54,077
Average Household Income $75,454
Percent of Household Income $75,000+ 36.7%
SOURCE: ESRI, DELTA DEVELOPMENT GROUP, INC.

FIGURE 6: 10-MINUTE DRIVE TIME MAP
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OFFICE MARKET

LocAL AND REGIONAL MARKET INDICATORS

The regional office market in Pittsburgh has gained strength over the past several months, due
in part to a decline in unemployment and increased demand for new space from some industry
sectors. Indicators for the Pittsburgh CBD are generally positive, with Colliers International
reporting a vacancy rate of 10.4%, with 800,000 square feet of new office space under
construction. According to Grubb & Ellis, absorption of only Class A space across all submarkets
was 176,862 square feet (first quarter 2012) and Class A rents also increased. Compared to
national averages, Pittsburgh remains a relatively affordable alternative with an average market-
wide rent of $18.63 versus the national average of $23.23.

As reflected in the following table, the Mt. Lebanon CBD is contained in the fairly large South
submarket, which includes most of the southern portion of the metro market. The vacancy rate
currently stands at 7.4%, or lower than that for the CBD and about the same as the Greater
downtown market. CBRE also reports data for the South submarket (it is defined differently,
with a total of 5,117,634 square feet of total office space), reflecting a Class A vacancy rate of
7.7% and Class B vacancy rate of 10.2%. Asking rents in the South submarket are among the
lowest in the region.

TABLE 15: OFFICE MARKET INDICATORS, PITTSBURGH REGION, SECOND QUARTER 2013

| Office Market Indicators by Region by Region Vacant Year-to-Date  Year-to-Date  Construction Rents
Pittsburgh CBD 32,425,158 10.4% -46,724 0 800,000 $20.29
Greater Pittsburgh Area 14,168,932 7.2% -80,903 0 30,624 $20.93
South (Includes Mt. Lebanon) 8,478,927 7.4% -40,357 0 24,481 $16.43
Oakland 5,540,391 1.3% -11,345 0 0 $15.02
Parkway West Corridor 9,270,964 7.6% 8,302 0 130,000 $19.73
SOURCE: COLLIERS INTERNATIONAL, DELTA DEVELOPMENT GROUP, INC.

MT. LEBANON/SOUTH HILLS OFFICE MARKET

Office rents in the Mt. Lebanon market generally range from $13 to up to $20 per square foot,
depending on location, amenities, years of construction, etc.

Kossman Development Company (Kossman) has plans to construct two new 50,000 square foot
office buildings on Castle Shannon Boulevard, including an underground parking garage. The
project will be built in two phases, with the first phase including the first 50,000 square foot
building. It should be noted that Kossman has had approvals in place for several years to
construct the new office space, but has not moved forward due to a lack of interest in the area.

The South Hills submarket remains a tertiary market for new office space, with downtown
Pittsburgh, the downtown fringe, Parkway West, Cranberry, Oakland, and the East End offering
preferred locations. This is due in part to a restricted roadway network for large scale office
users. As a result, Mt. Lebanon has a limited supply of quality (Class A), larger scale office space.
The area is geared more toward smaller scale professional office space users (under 5,000
square feet). There are few significant demand drivers in the area with the exception of the
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University of Pittsburgh Medical Center (UPMC) ambulatory care and medical office, which
currently occupies space across from the South Hills Village Mall. It should also be noted that
the former Consol Energy Inc. (Consol), headquarters building located in Upper St. Clair was
unable to generate any interest for office space after it was vacated when Consol relocated to
the Southpointe business park. The site is now the future location of a Whole Foods store,
anticipated to open in 2015.

EMPLOYMENT GROWTH AS A DRIVER FOR NEW CONSTRUCTION

In order to better gauge potential new office demand in the Mt. Lebanon area, Delta looked at
employment projections by industry category for Allegheny County (outside of the City of
Pittsburgh) over the next several years. As reflected below, the services sector” is expected to
add the most jobs over the next several years, increasing from 313,799 employees in 2010 to
393,237 in 2025. Manufacturing continues to account for the smallest percentage of jobs in the
region, with 28,980 total employees in 2010.

TABLE 16: EMPLOYMENT PROJECTIONS, ALLEGHENY COUNTY OUTSIDE OF PITTSBURGH

Allegheny County, Outside City of Pittsburgh

Retail _ Manufacturing ~ Services Other ~ Total  Change from 2010  Percent
2010 102,392 28,980 313,799 59,158 504,329 - --
2015 103,583 29,103 347,857 69,721 550,264 45,935 9.1%
2020 102,103 28,442 372,576 72,132 575,253 70,924 14.1%
2025 104,889 27,472 393,237 72,980 598,578 94,249 18.7%
SOURCE: SOUTHWESTERN PENNSYLVANIA COMMISSION, DELTA DEVELOPMENT GROUP, INC.

FIGURE 7: EMPLOYMENT PROJECTIONS TRENDS BY SECTOR, ALLEGHENY COUNTY OUTSIDE OF PITTSBURGH
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The services sector is broadly defined and includes utilities; transportation; warehousing; finance and
insurance; administrative and support services; health care and social assistance; arts; entertainment and
recreation; accommodation; public administration, etc.
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Based on conversations with local stakeholders and current economic indicators, market
demand for new office space in the area remains targeted at small scale professional office
space. For this reason significant office demand for multi-story office space on the air rights
platform is not likely. However, small scale office space could be an option on the first floor of a
multi-story residential building.

In order to test the viability of office space in the area, Delta reviewed projected employment
growth in the area (2010 to 2020). Demand for new office space is contingent upon
employment growth, particularly in industry sectors with a high proportion of office-using
employees, such as finance and insurance, professional and technical services, and management
of companies. To determine the potential demand for office space within the Mt. Lebanon CBD,
Delta first analyzed employment projections from the Southwestern Pennsylvania Commission
(SPC) from 2010 to 2020.

Because not all industry sectors utilize office space equally, it was assumed that 45% of service
sector employees were office users; these ratios range from 70% for the federal government,
finance and insurance, and professional and technical services sectors to 10% for the leisure and
hospitality sector. A factor of 220 square feet per new employee was applied to total growth in
office-using employment to determine total new space required. This figure was then compared
to Mt. Lebanon’s fair share of total employment, with proposed new office space deducted from
the total. It should be noted that this analysis does not account for employers using already
vacant Class A and B space. As shown, there is a net new demand for less than 50,000 square
feet of new office space.

TABLE 17: PROJECTED DEMAND, NEW OFFICE SPACE, TOD PROJECT SITE

Projected Office Space Demand

Total Change Service Sector, 2010 to 2020, Allegheny County (Outside City of Pittsburgh) 58,777
Total Office Demand at 220 Square Feet/Employee (Square Feet) 12,930,940
Assume 45% Office Users (Square Feet) 5,818,923
Mt. Lebanon at Place Employment, 2010 . . 11,276
Allegheny County, Outside of Pittsburgh Employment, 2010 504,329
Mt. Lebanon Fair Share of Total Employment 2.24%
Total Mt. Lebanon Office Demand (Square Feet) 130,102
Total New Office Space Proposed (Square Feet) 100,000
Potential TOD Site Demand (Square Feet) 30,100

SOURCE: DELTA DEVELOPMENT GROUP, INC.
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DEVELOPMENT ECONOMICS

In order to better understand the overall feasibility of a proposed mixed-use tower (assumed as
residential above retail, based on market support) Delta developed a stabilized year pro forma.
It should be noted that these are preliminary numbers and that both programming and costs are
subject to further refinement once a developer has been chosen for the site. The analysis shows
the relationship of project costs and revenues to overall development costs and is based on our
understanding of current market conditions. The analysis ultimately shows a residual value,
which is the capitalized value of net revenues (or net operating income) minus development
costs. Costs in this case exclude land, so the residual value represents the amount that the
project could support for the acquisition of land. Capitalization allows an investor or other
interested party to estimate value by discounting stabilized net operating income at an
appropriate rate, or the capitalization (cap) rate. The cap rate reflects the perceived risk of the
property’s cash flow relative to other investments.

Suppose a property is offered for sale at $3,200,000. If the property generates a net operating
income of $200,000, the implied cap rate would be the following: $200,000/$3,200,000 =
0.0625% x 100 = 6.25%

This means that if the property is purchased for $3,200,000 with no debt (unleveraged), and
achieved a $200,000 net operating income (NOI) in the first year, the investor would receive a
6.25% return on equity. The cap rate is a common metric used by brokers, borrowers, lenders,
and appraisers in real estate and reflects the perceived risk of a property. Alternatively, the
$3,200,000 could be invested in a certificate of deposit, with relatively little risk, and earn a
return of 3.3% (for example). The higher rate reflects the higher inherent risk in the property
investment; the difference between the 3.3% and 6.25% compensates the buyer for the risk of
the transaction.

The operating assumptions applied throughout the financial analysis are summarized in Table
18. Average rents and sales prices echo the findings of the market analysis and reflect new
housing or commercial development pricing in current dollars. Operating costs are based on
commonly accepted costs for similar development types (e.g., an operating cost of 30% of total
revenues for rental apartments). It should be noted that retail rents are reported as triple net
rents, or less taxes, insurance, and maintenance (net rent).

The development economics of three different scenarios were considered:

e 100 rental units, 10,000 square feet of commercial space constructed on an air rights
platform, 240 parking spaces constructed on a second air rights platform.

e 160 rental units, 10,000 square feet of commercial space constructed on an air rights
platform, 240 parking spaces constructed on a second air rights platform.

e The low-density concept as developed in the 2008 South Hills TRID Planning Study which
includes 5,000 square feet of retail, 42 rental units, 11 for sale townhomes, and 56
underground parking spaces (described in greater detail below).

Delta also estimated construction costs based on current construction data provided by RS
Means. Mixed-use development costs (first floor retail and residential units above) have been
estimated at approximately $165 per square foot. Construction costs for the platforms for the
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mixed-use development and for the parking garage (including the cost of the garage structure
itself) are based on the 2012 AECOM study entitled “South Hills Transit Revitalization
Investment District Preliminary Engineering.” The estimated cost for the parking garage,
including the platform, if based on a four-story garage and includes stairs and elevators; is
$13,460,000. According to the report, the garage will accommodate 240 cars. The cost for the
mixed-use platform (which can accommodate a future seven-story building) is estimated at
$13,106,000.

Based on conceptual drawings submitted with the engineering study, the total building area of
the seven-story building is estimated at approximately 113,000 square feet. Assuming 100 units
averaging 900 square feet per unit, the building profiled should be large enough to
accommodate 100 units (estimated at about 100,000 gross square feet assuming 90% efficiency)
and 10,000 square feet of retail (estimated at about 11,765 gross square feet assuming 85%
efficiency). These numbers will change as an actual concept is further refined and depending on
the development concept on and around the platform. Also, as mentioned previously, the retail
component should be sited on, or closer to Washington Road. However, it would not be large
enough to accommodate 160 rental units (estimated at 160,000 square feet) without adding to
the size of the platform and increasing the number of stories supported on the platform.

It is also important to note that the number of parking spaces included in the analysis (240
spaces) reflects the number of spaces included in the 2012 AECOM cost estimate for the
platform and parking garage. The air rights development programs outlined below would
require less parking. Zoning standards for the proposed development site require one space per
unit for multi-family dwellings and two spaces per 1,000 square feet of net floor area for retail
commercial uses. As a result, the scenario with 100 rental units and 10,000 square feet of retail
space would require 120 spaces and the second scenario with 160 rental units and 10,000
square feet of retail space would require 180 spaces. This could lower the infrastructure costs
required for the parking platform and garage. The exact sizing of the new parking garage will
require further analysis of the overall parking needs of the immediate area. A new parking
garage could also provide a location for relocated park-and-ride spaces if the lot is ultimately
redeveloped.

As mentioned earlier, Delta has also analyzed the preliminary development economics for the
low-density concept outlined in the 2008 South Hills TRID Study. The low-density concept would
not require the construction of a platform. The low-density concept includes 42 walk-up units
located at the current park-and-ride lot (it is assumed that these are rental units given the
current strength of the rental market), 56 underground parking spaces to accommodate the
rental housing units, 11 for-sale townhouse units located along Shady Drive East (requiring the
relocation of the bus berths from Shady Drive East to Parse Way), and 5,000 square feet of retail
to be located in a structure adjoining a new pedestrian connection between Washington Road
and the LRT station. It should be noted that this is an estimate of retail space that could be
accommodated and would require further physical site planning in terms of the layout of a new
stairway and adjoining structure/arcade.
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MT. LEBANON TOD
AXIMUM DERSITY STUDY
OCTOER 3011

TABLE 18: DEVELOPMENT ECONOMIC ASSUMPTIONS, MT. LEBANON TOD SITE

Assumptions ‘

Housing Units — Rental

Monthly Rent $1.50 PSF
Average Unit Size 900 square feet
Total Monthly Rent $1,350
Vacancy Factor 3%
Operating Expenses 30% of revenue
Retail Space

Rent Type NNN
Average Annual Rent PSF $24.00
Vacancy Factor 5%
Capitalization Rate 6.5%
Parking - Structured Garage on Platform

Total Number of Spaces 240
Percent of Spaces Monthly Varies based on housing units
Percent of Spaces Daily Varies based on housing units
Parking Rates

Monthly Rate $88.00
Average Daily Transient Rate $7.00
Average Monthly Utilization Rate 75%
Average Daily Utilization Rate 75%
Operating Expenses 25% of revenue
Structural Cost — Parking Platform 1/ $13,796,500
Structural Cost — Mixed-Use Platform 2/ $13,433,650
1/ Includes cost for four-story garage, includes cost for stairs and elevators inflated to 2013
construction costs.

2/ Inflated to 2013 construction costs.

SOURCE: AECOM, DELTA DEVELOPMENT GROUP, INC.
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TABLE 19: DEVELOPMENT PROGRAM ASSUMPTIONS, MT. LEBANON TOD SITE, 100 RENTAL UNITS

Average

Leasable/For Sale Space stmber of Gross SF Per Total Net SF S VB EEEES

Units/Spaces ! Factor SF
Unit

Retail - -- 10,000 85% 11,765

Residential — Part of Mixed-Use 100 900 90,000 90% 100,000

Development

Total 100 111,765

Other

Parking (Garage 1) 240 -- -- -- -

TABLE 20: DEVELOPMENT PROGRAM ASSUMPTIONS, MT. LEBANON TOD SITE, 160 RENTAL UNITS

Retail - - 10,000 85% 11,765
Residential — Part of Mixed-Use 160 900 144,000 90% 160,000
Development
Total 160 171,765
Other
Parking (Garage 1) 240 - - -- --
TABLE 21: DEVELOPMENT PROGRAM ASSUMPTIONS, MT. LEBANON TOD SITE,
LOW-DENSITY CONCEPT (NO PLATFORM DEVELOPMENT)
. 0
Retail (Along Grand Stairway) - -- 5,000 85% 5,882
Residential — Site of Existing Park-N-Ride Lot 42 900 37,800 90% 42,000
For Sale Townhomes 11
Total 160 47,882
Other
Parking (Under Rental Units)) 56 -- - -- --

The results of the analysis are shown in the following three tables and reflect the scenarios depicted
above. If the costs exceed the supportable investment, the residual value is negative. A negative
residual value would indicate that such a use could not support the land value, and that it may require
other development incentives to be made feasible. As shown, the mixed-use components result in a
positive residual land value, however, the addition of the structured parking garage and platform for the

DELTA DEVELOPMENT GROUP, INC.
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mixed-use development significantly reduces the residual land value, indicating that some sort of
incentive may be needed for the construction of the garage. Not surprisingly, the added cost of the
platform results in a negative residual land value for the entire project. Potential incentives could
include ways to lower development costs, lower operating costs, or increase net operating income.
Since the assumed rent levels are already relatively high, it is more likely that incentives would be
required to lower development or operating costs (e.g., grants for infrastructure development and tax
exempt financing). The low-density concept results in a positive residual value, however, the cost of
underground parking for the rental units notably reduces the value. Nevertheless, the level of potential
outside financing required for the low-density option is minimal compared to the platform scenarios.
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TABLE 22: DEVELOPMENT ECcONOMICS, MT. LEBANON TOD SITE, 100 RENTAL UNITS

10,000

Leasable Space 90,000
Stabilized Vacancy Factor 5% 3%
Total Leased Space 9,500 87,300
Total Gross Square Feet 11,765 100,000 111,765
Development Cost PSF $165.00 $165.00 -
Parking
Number of Parking Spaces — Structured 240
Included in cost
Total Building Development Cost $1,941,176 $16,500,000 of platform $18,441,176
Monthly Rent PSF - $1.50
Annual Rent PSF $24.00 $18.00
Total Annual Rent $228,000 $1,571,400
Operating Expenses as Percent of -- 30%
Revenue
Total Operating Expenses -- $471,420
Total Net Rent $228,000 $1,099,980
Parking
Total Monthly Spaces 120
Monthly Rate $88.00
Utilization Rate — Stabilized 75%
Estimated Revenues — Monthly $95,040
Total Transient Spaces 120
Daily Rate $7.00
Utilization Rate — Stabilized 75%
Estimated Revenues — Transient $164,430
Total Estimated Parking Revenues $259,470
Operating Expenses as Percent of Revenue 25%
Annual Net Operating Income | $194,603
Capitalization Rate 6.5% 6.5% 6.5%
Indicated Value $3,507,692 $16,922,769 $2,993,885 $23,424,346
Residual Value $1,566,516 $422,769 $1,989,285
Residual Value Less Air Rights Premium
and Parking Costs
Total Structural Cost — Mixed-Use Tower 1/ $13,433,650
Total Structural Cost — Parking 2/ | $13,796,500
Total Residual Value with Parking $(22,246,980)

1/ Reflects seven-story tower.

2/ Includes platform and parking structure and 2.5% cost escalation from 2012.

Note: Cap rate assumption based on Pittsburgh MSA data from Integra Realty IRR-Viewpoint Report. Costs include labor, materials,
and installed components for buildings. Does not include site preparation and infrastructure.

SOURCE: RS MEANS, DELTA DEVELOPMENT GROUP, INC.
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TABLE 23: DEVELOPMENT EcONOMICS, MT. LEBANON TOD SITE, 160 RENTAL UNITS

160 New Rental Units

Retail

Apartment
Units

Parking

Leasable Space 10,000 144,000
Stabilized Vacancy Factor 5% 3%
Total Leased Space 9,500 139,680
Total Gross Square Feet 11,765 160,000 171,765
Development Cost PSF $165.00 $165.00 --
Parking
Number of Parking Spaces — Structured 240
Included in cost
Total Building Development Cost $1,941,176 $26,400,000 of platform $28,341,176
Monthly Rent PSF - $1.50
Annual Rent PSF $24.00 $18.00
Total Annual Rent $228,000 $2,514,240
Operating Expenses as Percent of Revenue -- 30%
Total Operating Expenses -- $754,272
Total Net Rent $ 228,000 $1,759,968
Parking
Total Monthly Spaces 180
Monthly Rate $88.00
Utilization Rate — Stabilized 75%
Estimated Revenues — Monthly $142,560
Total Transient Spaces 60
Daily Rate $7.00
Utilization Rate — Stabilized 75%
Estimated Revenues — Transient $82,215
Total Estimated Parking Revenues $224,775
Operating Expenses as Percent of Revenue 25%
Annual Net Operating Income | $168,581
Capitalization Rate 6.5% 6.5% 6.5%
Indicated Value $3,507,692 $27,076,431 $2,593,558 $33,177,681
Residual Value $1,566,516 $676,431 $2,242,947
Residual Value Less Air Rights Premium
Total Structural Cost — Mixed-Use Tower 1/ $13,433,650
Total Structural Cost — Parking 2/ $13,796,500
Total Residual Value $(22,393,646)
1/ Reflects seven-story tower and 2.5% cost escalation from 2012. Cost likely to increase given greater number of residential
units.
2/ Includes platform and parking structure and 2.5% cost escalation from 2012.
Note: Cap rate assumption based on Pittsburgh MSA data from Integra Realty IRR-Viewpoint Report. Costs include labor,
materials, and installed components for buildings. Does not include site preparation and infrastructure.
SOURCE: RS MEANS, DELTA DEVELOPMENT GROUP, INC.
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TABLE 24: DEVELOPMENT EcoNOMICS, MT. LEBANON TOD SITE, LOW-DENSITY CONCEPT

Low-Deqsity Concept

For Sale
Units

Apartment

Retail Units Parking

Leasable Space

5,000 37,800

Stabilized Vacancy Factor

5% 3%

Total Leased Space

4,750 36,666

Average Unit Size

900 1,700

Total Gross Square Feet

5,882 42,000 18,700 66,582

Development Cost PSF

$165.00 $165.00 $120 -

Parking

Number of Parking Spaces —
Structured/Underground

56

Cost Per Space

$20,000

Total Cost-Parking

$1,120,000

Total Building Development Cost

Monthly Rent PSF

Revenues and Expenses

$970,588 $6,930,000 $2,244,000 $1,120,000 $11,264,588

~  $150

Annual Rent PSF

$24.00 $18.00

Total Annual Rent

$114,000 $659,988

Operating Expenses as Percent of
Revenue

- 30%

Total Operating Expenses

= $197,996

Total Net Rent

$114,000 $461,992

For Sale Units

Average Unit Price

$238,000

Total Sales Revenue

$2,618,000

Cost of Sales at 6%

$157,080

Total Net Sales

$2,460,920

Parking

Total Monthly Spaces

56

Monthly Rate

$40.00

Estimated Revenues — Monthly

$2,240

Total Estimated Parking Revenues

$26,880

Operating Expenses as Percent of Revenue

25%

Annual NOI

$20,160

Capitalization Rate

6.5% 6.5% 6.5%

Indicated Value

$1,753,846  $7,107,563 $310,154

Residual Value

$783,258 $177,563 $216,920  $(809,846) $367,895

Residual Value without Parking

$1,177,741

Note: Cap rate assumption based on Pittsburgh MSA data from Integra Realty IRR-Viewpoint Report. Costs include
labor, materials, and installed components for buildings. Does not include site preparation and infrastructure.

SOURCE: RS MEANS, DELTA DEVELOPMENT GROUP, INC.
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RETAILER STAKEHOLDERS SUMMARY

Several stakeholders were interviewed during the course of this study, including residential
brokers, commercial brokers, and retailers currently located along the Washington Road
corridor in Mt. Lebanon. The stakeholders were asked about overall real estate conditions in
and near Mt. Lebanon;, trends with respect to average rents; vacancies and absorptions; tenant
movement in the downtown business district; potential opportunities and constraints for the
TOD site; potential new tenants at the project site; current market support; competitive
developments in the market area; comparable development projects in the area; and proposed
new development in the area.

Following is a summary of comments received from various stakeholders:

e There needs to be sufficient parking allocated for each new incremental use or
development. The Mt. Lebanon parking lots are consistently full. Any new residential
development should also be held to existing standards in terms of parking requirements.

e A previous development proposal for the site included a retail courtyard connecting to
Washington Road adjacent to the existing staircase. The development was never built, in
part, because the owner of the residence located next to the staircase was asking for a price
for his property that was well above market value.

e South Hills Village constructed a new parking lot at the T station that is not utilized because
residents park at the South Hills Village parking lot.

e The typical primary trade area for retailers ranges from a five-mile radius to the immediate
population of Mt. Lebanon.

e Itis not yet clear what will happen with the Denis Theater. If reopened, it could help
generate more downtown traffic.

e The proposed condominium project located across the street from St. Bernard’s Church was
overpriced for high rise units ($400,000 to $500,000). It was targeted at older residents
looking to downsize.

e The target market for any new housing at the project site should include younger couples as
well as retirees.

e The Main Line development has been successful, in part, because they offer three-story
townhouse units, as opposed to high rise condominium living.

e New housing at the site should include an open floor plan, high ceilings, and a smaller
overall footprint for those potential residents that are downsizing.

e Views (in a high rise building at the site) toward Washington Road will be limited because
units will look out onto the back of buildings located along Washington Road.

e The market consists primarily of young professionals and families. It is different than the
East End market, which includes a younger demographic because of its proximity to the local
student population.

e Since the downtown Pittsburgh market has developed a significant cluster of viable
residents, it has become highly competitive; residents are not just looking at the Mt.
Lebanon CBD for dining options.

e The family market is particularly strong in Mt. Lebanon.
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e Acritical mass of restaurants in Mt. Lebanon is a viable idea. If more were offered in the
immediate Mt. Lebanon CBD, residents would not be as likely to go to downtown Pittsburgh
for dining and shopping.

e Residents located in the North Hills do not go to downtown Pittsburgh for entertainment
and dining nearly as often as residents in the South Hills.

e Mt. Lebanon offers a large weekend market; the lunch market is limited since there are not
a significant number of employees located in the immediate area.

e The Friday and Saturday market makes up about 60% of the total market during a typical
week.

e The summers are very quiet in terms of traffic in the Mt. Lebanon CBD.

e A flagship store in the Mt. Lebanon CBD would keep residents from traveling to South Hills
Village Mall for shopping for certain items.

e Trafficin the Mt. Lebanon area is not an issue; traffic is an issue near the South Hills Village
Mall.

e The Municipality of Mt. Lebanon is very business friendly and works to encourage new
businesses in the downtown area.

e Qutdoor dining helps to generate additional traffic.

e Significant investment has been put into various commercial developments in the
downtown district (e.g., Rolliers and Howard Hannah).

e Sales are fairly consistent on Thursday, Friday, and Saturday nights, as well as at lunch
during football season.

e Some retailers reported fairly consistent sales over the past few years.

e Downtown retailers are also able to draw some market support from Upper St. Clair, Bethel
Park, Dormont, Scott, and Castle Shannon.

e Customers typically range in age from 21 to 65+.
e Mid-week business can be slow, with a need to run promotions to attract customers.

e It would be helpful to have more planned events, such as the Ultra Party, to attract
customers to the CBD.

e Potential new tenants for the downtown district include a convenience store (the existing
one operates infrequently), dry cleaners, barber shop, and specialty clothing.
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CASE STUDIES - TOD INFILL PROJECTS

The following case studies provide examples of “infill” TOD or suburban TOD in relatively
affluent markets. The examples are presented in order to give a sense of component sizing and
character, especially as it relates to the retail commercial components of the project. The
commercial or retail component typically accounts for about 10,000 to 20,000 square feet of
leasable space and include at least one dining/take-out food tenant.

DEL MAR STATION - PASADENA, CALIFORNIA

Del Mar Station is a TOD
located adjacent to a Metro
Rail stop which connects
Pasadena to Los Angeles.
The project includes 347
apartments (15% are
affordable) and serves as a
gateway to the downtown
district. The project
includes four distinct
buildings and is linked by
paseos and public plazas
with 20,000 square feet of
retail. The development
encompasses 3.4 acres and
also includes a 1,200-car underground parking garage (600 of the spaces are for transit users).
The project is served by a light rail system; the tracks bisect the site. An historic train depot
remains on-site and has been adaptively reused as a restaurant.

COLLINS CIRCLE - PORTLAND, OREGAN

Collins Circle is a mixed-use project located near the IMAX station in Portland’s Goose Hollow
neighborhood. The development includes 124 rental units above first floor retail (about 10,000
square feet) and below-grade parking. Retailers present on the first floor include Starbucks,
Subway, a convenience store, and a pizza
restaurant. The site was originally owned by
TriMet and was used during the construction
of the light rail system for staging. The land
was ultimately sold to the developer for a cost
that reflected the highest and best use of the
land.
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200 SECOND STREET -
OAKLAND, CALIFORNIA

200 Second Street is located
in Oakland, California near
Jack London Square and
includes 70 condominium
units and four live/work units
of housing above a first level
of retail. The building
includes corner retail, lobby
murals by local artists, and a
landscaped courtyard.
Encuentro, a vegetarian wine
bar, recently opened in the
first floor retail space.
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