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FOREWORD

International experience shows that it is possible to revitalize an area or even a city using
intelligently planned and executed catalytic waterfront developments. In such developments
human energies are well directed; natural and financial resources are efficiently deployed,;
innovation is encouraged; and new technologies take root. International experience also
shows that high rates of strategic investment are the means by which strong, enduring growth
and social progress are achieved.

During the last decade Cleveland has shown its economic resilience, particularly in
healthcare and professional services development, and has sufficiently strong and capable
human and financial capital sources to continue evolving into a regional economic hub. A
thriving, attractive, well-integrated and exciting mixed-use waterfront development can help
that evolution continue.

This report was developed during the first half of 2009 through intensive market research,
stakeholder workshops, and analyses of international trends and best practice in the fields of
waterfront development and catalytic real estate investment. Research provided information

on economic trends,t h e  @arforpabice in attracting investment, relevant international
benchmarks, and stakehol dersé expectations.

The Cleveland-Cuyahoga County Port Authority coordinated preparation of this report, under

the guidance of its senior staff. This work has been supplemented by investigative and

analytical work that has been undertaken bythe CCCPA6s consultant s, PA Cor
RebelGroup and Kahr Real Estate. They have relied heavily on the experience and advice of

many of the ¢ i tlgading experts in the fields that touch on real estate investment, economic

development, and growth.

The authors would like to recognize the special contributions made by the staff at the Maxine
Goodman Levin College of Urban Affairs, TeamNEOQO, Colliers International, and numerous

real estate professionals who graciously gave their time and insights to us. The report takes

into accountthei r advi ce on st r eurbagrfdbecncreatigg a@inreng el and o6 s
waterfront development and bringing a long-wished-for project closer to fruition. Their support

and assistance is gratefully acknowledged.

Disclaimer

The forecast s, recommendati ons and opinions (together AForecastso)
basis of information available at the time. Forecasts are not a representation, undertaking or warranty as to outcome or
achievable results.

i

15/10/09



TABLE OF CONTENTS

Foreword [
Executive summary 4
1. Similar successful redevelopment examples worldwide show what is
possible in Cleveland 18
2. Clevelandds economy, population, and real e st
enough to support the development of the Port site 30
2.1 The local economy and population are diverse and attractive market
segments are growing 30
2.2 Recent successful devel opments are transfc
downtown 35
2.3 The real estate market offers opportunities for profitable
development 41
3. The development options for the Port site are supported by location
advantages, demand projections and financial analysis 63

3.1 The port site presents unique development opportunities with

solvable barriers to development 63
3.2 Our market demand model projects development potential for the
Port site to grow as it establishes itself 68

3.3 The economics of the Development Options are positive and

provide strong ground-lease cashflows 80
4, The recommended development plan should be built on local demand,
existing infrastructure and an independent implementation vehicle 91

4.1 Strategic phasing built upon local demand drivers will create

sustainable value 92
4.2 Build upon existing infrastructure to create a unique extension of

Downtown 97
4.3 Financial results for the development plan and associated

infrastructure provide an adequate return to deployed capital 102

4.4 An implementation vehicle may help to coordinate financing, project

development and risk management 104
5. Conclusion: A successful waterfront development will strategically
contributetoCl evel andds future growth 111

Cleveland i Cuyahoga County Port Authority ii



Appendicies:

APPENDIX A:
APPENDIX B:
APPENDIX C:
APPENDIX D:
APPENDIX E:

Our Approach to Real Estate Planning
Case Study Details

Port Relocation Roadmap

Real Estate Definitions

Selected Bibliography

.15/10/09



EXECUTIVE SUMMARY

The Cleveland Cuyahoga County Port Authority (CCCPA) manages the Port of Cleveland, and
plans to move port activities to a new location at East 55th street. The exact timing of the move is
not yet finalized, but is expected to occur in future years in line with the incremental availability of
the new port site. Meanwhile, the CCCPA would like to develop portions of the industrial land on
the current Port site (owned by both the CCCPA and the City of Cleveland) to offset a portion of
the costs of the port move. As this development would be one of (if not the) largest development
in Cleveland for a number of years i perhaps as long as thirty i the underlying demand for new
real estate development on the site must be positive to move forward.

Our analysis reveals that Cleveland can take on a successful, large scale waterfront development

based on three compelling reasons. First, cities around the world have successfully undertaken

large scale waterfront redevelopments while facing similar depressed local real estate and

economic markets. Second, even under conservative assumptions about the future growth
potential in the |l ocal economy, t hnewaeerfrantsiteowerf f i c i
the coming twenty-years to support development. Last, a detailed financial analysis of potential
development of the site based on results of a demand model reveals positive yields for the Port

and other related stakeholders.

We recommend that the development should be a mixed-use waterfront development rich in

public spaces and uses that strategically connects the waterfrontt o t h elowatown andl sice-

versa. The Port should develop a human-scale, vibrant, mixed-use waterfront neighborhood that

brings downtown Clevelandt o t he water 6s edge, while also brir
through water-based activities. The development plan calls for roughly 2,100 residential units, 1.8

million square feet of commercial property (principally Class A, supported by at least three anchor

tenants), 1.6 million square feet of retail space and around 3,000 hotel rooms (likely as three-four

star boutique hotels, plus two to four star larger properties), which can be absorbed by the market

under our twenty-year demand projections.

Similar successful redevelopment examples worldwide show what is possible in
Cleveland

Several cities around the worldi many of which are similar in size or facing similar economic

challenges to Clevelandi have undertaken successful city and waterfront redevelopment projects.

This worldwide experience shows the typical characteristics of these strategically-focused, mixed-

use, waterfront-premium developments. Importantly, these projects have been viable real estate
developments in their own right, but have also contributed strongly to wider city regeneration.

Further, these projects have shownth at wher e new devel opments are |
core there is a lift in demand for real estate that has revitalized lackluster areas. These worldwide
experiences strongly suggest what is possible in Cleveland, and provide practical lessons of how

this can be achieved. A few examples are as follows (Exhibit 1):

Cleveland i Cuyahoga County Port Authority 4



Exhibit 1: Summary of case studies examined for this report
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Kop van Zuid, Rotterdam, The
Netherlands

Success Stories

One of the worl dbés most
developments, the V&A Project covers a disused
300 acre port site that was divided from the CBD by
an infrastructure belt of railways and highways
(almost identical to Cleveland).

A new slip and a canal between the waterfront and
CBD were used to create valuable waterfront space
and to reconnect the CBD to its waterfront. V&A
retains elements of a working harbor with constant
boat and ship activity, and has built upon the areas
heritage characteristics, with a classic mix of
residential, office, retail and public uses.

This 388 acre devel opme
port redevelopment. It will increase the size of
Hamburgbés city center b
waterfront. The large development area is divided
intoself-s uf fi ci endt whQuahr taerre
developed in phases. High-quality public spaces,
dramatic architecture and energy efficiency are
important defining elements of the area.

Kop van Zuid features the redevelopment of
underutilized docklands into a dramatic new mixed-
use area of the city. The area is developed so as to
connect the poorer southern and wealthier northern
parts of the city, with strategic use of infrastructure
playing an important role. High-quality public
spaces and architectural design make the area

W attractive for companies, residents and visitors.

| Integration of some shipping activities and the
§ constant traffic of small boats, barges, water taxis,
¥ pilot and tug boats, give the area a unique

dynamism.

Cleveland i Cuyahoga County Port Authority



Development Success Stories

4 ain

-

Abandoibarra, Bilbao, Sp
| o 4 U s

The 87 acre Abandoibarra area is emblematic of
thecityofBi | baobs regenerati
declining industrial town, the redevelopment of
vacant industrial areas into attractive public and
mixed-use spaces, with the stunning Guggenheim
Museum at the visible forefront, has benefited both
the city and the wider region.

The declining textile town of Lille managed a

¢ successful economic recovery based on culture,
services and tourism. One central project of this
recovery was the 175 acre Euralille development of
offices, apartments, a shopping mall, hotels and a
congress center adjoining the high-speed railway
station serving London, Paris and Amsterdam. The
strong cooperation of regional and local authorities
was key to the turnaround.

This successful development partnership focuses
on 65 acres on the eastern Inner Harbor of
Baltimore. Harbor East is the most vibrant area of
the Inner Harbor. Original plans were for a low-
density residential, office and marina development.
However, in response to market demand, the area
has developed as a much denser, up-market
residential area with flagship hotels. Connectivity
andpedestri an accessibilit
appeal.

The South Street Seaport is a small, historic area in
the New York City borough of Manhattan, located
where Fulton Street meets the East River, and
adjacent to the Financial District. The original
mercantile buildings, former Fulton Fish Market and
A surrounding derelict docklands were transformed
into modern tourist malls featuring food, shopping
and nightlife, with a view of the Brooklyn Bridge.

i Tourism and offering urbanites a pedestrian
environment to escape the city are important
aspects of the area.
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Development Success Stories

8 Port of Bellingham, a small county-wide port, is at
the early stages of a major waterfront district
development project covering 220 acres. The
mixed-use development is constructed mainly on
an old industrial site, and extends from the existing
neighborhoods to the waterfront. A development
vision and master plan for the development are
currently being passed, and an implementation
body established. This is to become one of the first
LEED designed developments in the country.

Millennium Park is located in the heart of downtown
Chicago (bordering Michigan Avenue) and is the
citybs mai ndeyiedtdartcmusicp a ¢
: architecture, and landscape design within easy

= access of the CBD. Once an unsightly space

8 dominated by commuter rail lines and surface
parking lots, the 24.5-acre park now features the
work of world-renowned architects, planners, artists
and designers. This unique public space has
dramatically driven up surrounding residential

B values in the city, and supported a re-imaging of

#8 Chicago.

10 Similar in size and heritage to Cleveland,

Pittsb ur g h 6 s ionesffods\vhave @aid off I the
city topped the list of America's most desirable
places to live, and ranked 26th globally in 2005.
Three Rivers Park is a major project to redevelop
13 miles of city waterfront, much of which had been
abandoned, underused and environmentally
compromised. The project integrates the city with
its waterfront, creating high-quality public spaces
and uses that enhance t
attractiveness.

Further details of international cases are presented in Appendix B. Most of these waterfront
(re)developments have reconnected downtowns to waterfronts, catalyzed positive economic
change, brought new investments, increased on-site and adjoining property values, and increased
property taxes. Large-scale redevelopments typically lift property values in adjacent and
surrounding areas by between 5-10% depending on distance from the water (Exhibit 2). In some
cases the increase in property values have reached 25%. As indicated below, these
developments have geared up the real estate premium associated with waterfront space and
thematic mixed-use development.

Cleveland i Cuyahoga County Port Authority 7



Exhibit 2: Waterfront premiums decrease logarithmically away from the water
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Clevelandds economy, popul ati on, rgremoughe¢oal es

support development of the Port Site
The local economy and population are diverse and attractive market segments are growing

Clevelandbés economy and popul at-scaerealpestaewnteifoonta f o u
development, despite concerns of economic stagnation and suburban sprawl. The city is currently

in the middle of a gradual transition away from traditional smokestack manufacturing industries

into a services, knowledge and technology-focused economy. Business and investment promotion
entities have helped to increase the areabs vi si
stabilizing the economic shocks of a shrinking manufacturing base.

Underneath the lackluster economic growth numbers, knowledge and service-based industries
are growing. In fact, of eleven categories of employment, only four have declined over the past
five years, while the other seven have grown steadily. In particular, ICT, transportation, financial
services and professional services firms have grown more than their peers: these industries are
providing ever-greater numbers of jobs and business in the MSA.

Cleveland i Cuyahoga County Port Authority 8



Exhibit 3: Based on current MSA Gross Regional Product (GRP) and employment trends, the
waterfront can attract a variety of commercial tenants from current and emerging industries
F.LR.E.

Nonh-Durable Goods Manufacturing

e —— Fuel Cells —l Trade
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. .‘ ® ‘ A @ —— Buoness
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ppliances Trade )
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Government
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Emerging in . Health Services l
Cleveland add vibrancy to any future
developments. Arts & _Smaller Industries/ O
Opportunities Entertainment Sports
for Port
Health Tourism —=——
Clevelandbés MSA i s h o meeddcaed fesidergsevithingamb levels of wel |

sufficient to support robust consumption in housing, entertainment and retail. Personal income by

industry shows that residents earn on average almost $42,000 annually. This average individual

income creates a very large pool of households with incomes higher than $50,000 per year. In

fact, 48% of the households in the Cleveland MSA earn more than $50,000, representing

approximately 400,000 households able to afford a $200,000 home or higher. Employment too is
holding up in Cuyahoga County better than in Ohi
stable employment base in value-adding industries, which are increasing as a percent of all

employment locally.
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Exhibit4:Cl evel and MSA6s households represent significant
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Recent successful developments are transforming

Downtown Cleveland is the central business district of the City of Cleveland and Northeast Ohio.
Reinvestment in the area in the mid-1990s spurred new development that continues to this day,
with over $2 billion in capital projects slated to involve the downtown area over the next few years.
While Cleveland has experienced much residential emigration from the city to its surrounding
suburbs, Downtown Cleveland is currently one of the few city neighborhoods to gain population.
Cleveland's downtown population grew from 7,261 in 1990 to 9,599 as of the 2000 Census. In
2005, downtown Cleveland was rated by the Brookings Institution as one of America's "Emerging
Downtowns", due to its 32.2% growth rate over this period. There are 14 planned and ongoing
developments of over $100 million each (including infrastructure-related development), with mixed
residential, commercial, and retail uses planned for downtown.

Many of Clevelandb6s devel opments are helping to
However, some major real estate developments are being scaled back and put on hold, or have

stalled before groundbreaking. The largest mixed-use real estate developments in Cleveland are

the $230 million Avenue District, and the scaled back Flats East Bank development. However,

many Clevelanders are also realizing the advantages of moving back into the city. These

competitive downtown developments are not flooding the market with property. Rather, they are
revitalizing the downtown area and are attracting a larger percentage of those willing to live, play,

and work in the city.

Cleveland i Cuyahoga County Port Authority 10



Exhibit 5: Development activity clusters near the Port site

T
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Detroit
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The real estate market offers opportunities for profitable development

Class A commercial space in the CBD is needed because the current inventory is shrinking and
absorption trends for commercial property are becoming supportive for new development. Office

Circle

leasing rates are falling below competitors, but are set to recover in 2013. The industrial market is

growing slowly, with increasing absorption as rental prices fall, but the flex market shows even

stronger supply and demand fundamentals.

Exhibit 6: Recent Class A commercial absorption downtown has helped lower vacancy rates
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Hospitality demand has held up well, and distinct leisure and business niches are developing
across the city. The retail property environment in the MSA is under stress from the economic
recession, but the CBD appears to be stronger than the regional average with lower vacancy

Cleveland i Cuyahoga County Port Authority
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rates and higher lease prices.

Exhibit 7: Hospitality demand is rebounding to pre-financial crisis levels
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Residential property is suffering from the recession (deliveries are slowing as construction permits
and starts drop) but interest in living downtown remains high within the MSA. Rates of home
ownership are falling even as prices show increasing volatility, while rental rates remain

reasonably stable. The CBD apartment demand forecast is one of the brightest spots in the

MSAGs residenti al mar ket .

Thus it

S
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Exhibit 8: Downtown Cleveland residential rental rates show increased demand and stagnant

deliveries are stabilizing vacancy rates
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The development options for Port site are supported by location advantages,
demand projections and financial analysis

The port site presents a unique development opportunity with solvable barriers to development

The Port site is an attractive area for development because of its connectivity, size and location. It
comprises prime waterfront real estate in a high-traffic metropolitan area. The plot is unique; being
undeveloped and adjacent to major city arteries, nationally recognized tourist attractions, and
Lake Erie. Logistically, the s i treladively large size gives developers flexibility during the first
phases of the development. It is possible to concentrate existing port activities on the site, and to
phase the relocation of these activities to a new facility in such a way that the real estate
development can proceed. The port may retain (part of the) port functions on an interim or longer
term basis as an important and defining element that provides character to the waterfront
development. Connectivity to the city and land ownership complications present barriers to
development, but can be easily solved.

Our market demand model projects development potential for the site to grow as it establishes
itself

Our demand-led analysis shows that demand for waterfront development in particular exists over
the next twenty years despite a weak real estate market at the MSA level. Demand model results
show limited demand initially during development eventually giving way to much stronger demand
over time, supported by regional economic diversity and relatively large numbers of high-income
households. Maximizing this potential will require the synergistic pull of several mixed uses that
will not only create sustainable growth on site, and help revitalize the entire downtown Cleveland
area. T h e moApgrésdive demand option assumes strong market absorption and would
allow for 7.3 million square feet of mixed use BUA. Under all development scenarios, the build out
on the site would be on average around 3 stories high.

Thesedevel opment pooftable and mro¥idestrong ground-lease cashflows

Using results from the demand model and development intensity options, we calculated the
financial returns over the twenty-year projected period to be positive for all scenarios analyzed.
We evaluated different levels of risks along with each development option, to understand various
timing, density, and mix options available. The demand-led results were modified to limit the risk
of over-supplying the site with built-up area with BUA.

The recommended development plan is built on local demand, existing
infrastructure and an independent implementation vehicle

Strategic phasing of development built around local demand divers will create sustainable value

Werecommendthat t he Portés devel opsoaenvibras hefgltbortosd us e a
theme to bring the city to the oWawitheactidites teatldgaer, an d
water-users to the area. This development theme should be based on local demand drivers (in

preference to focusing on distant markets initially), and should follow a flexible, phased

development approach. Wi t hin t he overall vision ofachtplmge si t e
should contain a mix of uses and one or more catalytic demand drivers that attract and retain

users to the site. These catalytic projects can be targeted to market segments, such as an

aquarium focused on the family market, or an older adult themed music and recording center. But

in each case these projectsshoul d i ncrease the siteds wuniigsityeness

Cleveland i Cuyahoga County Port Authority 13



to see and explore what is available there. One important lesson seen worldwide with waterfront
developments is the need to maintain flexibility with regard to market trends and responses.

Development will occur in phases, each potentially conducted either by a single private sector
developer or, depending on the scale, a number of developers. To maintain focus, each phase will
have a unique theme or overarching goal consistent with the overall vision for the waterfront site.
Ideally, there will be a common architectural language and style across the site. The development
plan and theme wil/ have to evolve ahet he commun
recommended development phasing considers demand, waterfront allure and mix synergy when
allocating built-up area across the site over the twenty-year timeframe. These phases will fall
under a single theme of a new, vibrant, human-scaled, and distinct but well integrated new
neighborhood that is unique because of the synergy of its diverse mixed uses, its location on the
water, with views of and easy access to downtown, and with interesting attractions that are
available on site. Each phase will have unigue focuses under the project theme, with the focus
coming in part from catalytic demand drivers that are designed to attract and maintain interest in
the site.

Exhibit 9: The current physical plan call for a number of development blocks that will be completed
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The 113 acre master plan includes integrating with adjacent developments and the Browns
stadium which will require linking infrastructure. The development footprint will be roughly 50% of
the site (2.4 million square feet), requiring approximately 1.17 million square feet (or 25% of the
site) for streets, and leaving the last quarter of the port site available for parks and open space.
These parks and public spaces will help provide the foot traffic and local visitor spaces needed to
sustain vibrancy in the development.

Cleveland i Cuyahoga County Port Authority 14



Exhibit 10: Development blocks by phase
5-7* 8-15

16-21 22-28

Block numbers 1-4

* Note that Phase two includes a portion of the Browns Stadium lot

The devel op meelopmen blaecks,psasim eonsiderations and average floor-area-ratio
(FAR) are blended with our demand-led analysis in Exhibit 11, showing how 6.7 million square
feet of BUA are delivered over the firsttwentyyear s of t he .projectédés I|ife

Exhibit 11: The twenty-year development plan (demand-led BUA blended with the physical
~development blocks) _

* Approximate
square feet
I Y Y Y Y A 1

Residential - 206,906 570,938 348,908 645,159 1,771,911

Commercial 102,052 103,453 570,938 610,590 460,828 1,847,861

Retail 170,087 103,453 525,263 436,136 368,662 1,603,601

Hotel 213,824 - 365,400 - 368,662 947,887

Special Purpose - - 251,213 348,908 - 600,121
TOTAL (SF) 485,964 413,811 2,283,753 1,744,542 1,843,311

By Units BASE

! Residential Units - 243 672 410 ‘ 759 ‘ 2,085 ‘

679 ‘ - 1,160 - 1,170 3,009 ‘

! Hotel Rooms

* Sums are rounded ‘

Geographically, development should begin from the already established tourism cluster on the
sitebdbs eastern edge, adjacent to the Rock and Ro
Lakes Science Center. This phase should develop a retail, hospitality, entertainment and tourism

identity that can be built on in later phases. Another phase with immediate market attractiveness

is the area near the current RTA loop, which can support a mixture of up-scale residential, retail

and entertainment options. Attention should be paid to possible market interest to undertake
development on this western edge of the site at a relatively early stage. The rest of the site can be

filled in with commercial, residential and retail and entertainment options that should be (ideally)

unique within the region. Across the entire site, park lands and open common areas should act as
linkage points that tie the site together as an
113 acres should be developed at low densities, reflecting the 6.7 million square feet of BUA to be

placed on only 50% of the total site (with the remainder being open areas).

Cleveland i Cuyahoga County Port Authority 15



Thedevel opment plands costisExahitd2Theéevseneeoes!| apemenhow
costs and revenues are shown in exhibit 73 below. The project level revenues are estimated to be

in excess of $4.18 billion over the twenty-year development period on development expenditures
of$1.34bi I I i on. The p o-teasérsceiptoariprojecied tg e §1U0B8MDillion, of

which $365.6 million is actual payments made to the land owners, and the remaining $722.9

million represents the capitalized value of future cash flows. These lease revenues are stable at

$15.36 million per year as of year twenty, giving a present value to the site of nearly $376.8

million. The site would then be valued at $6.85 million per developable acre, or $3.56 million per

acre for the total 113 acres site.

below. The project level revenues are estimated to be in excess of $4.18 billion over the twenty-
year development period on development expenditures of $1.34 billion. The land ownersénominal
ground-lease receipts are projected to be $1.088 billion, of which $365.6 million is actual
payments made to the land owners, and the remaining $722.9 million represents the capitalized
value of future cash flows. These lease revenues are stable at $15.36 million per year as of year
twenty, giving a present value to the owners of the site of nearly $376.8 million. The site would
then be valued at $6.85 million per developable acre, or $3.56 million per acre for the total site (on
113 acres).

Exhibit 12: Development costs and revenues

Nominal Development Revenues (unless otherwise noted)

Project level revenues (not including ground lease payments) $4,180,000,000
Total ground lease payments(to the land owners) $1,088,600,000
Of which, Ground leases during first twenty-years $365,600,000

Capitalized future revenues after year twenty $723,000,000
Annual lease payments (at year twenty) $15,360,000

Site level value calculations (present values includes residual)

PV of total lease payments discounted at 6.0% $376,800,000
PV of total lease payments per each acre (113 acres) $3,560,000
PV of total lease payments per each developable acre (55) $6,850,000

Build upon existing infrastructure to create a unique extension of downtown Cleveland

The ability for the development to stay vibrant hinges on fluid integration into its surrounding area.
First, being vibrant and unique may bring people initially to the site. However, high levels of
accessibility will be instrumental in attracting and retaining the numbers of people to live, work and
enjoy themselves that are needed for success. Secondly, the site must be able to draw on the
success of the Cleveland Rock and Roll Hall of Fame and Science Center and maintain the
prestige of the central business district. Development must take advantage of current linkages into
the city to create a successful development.
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The infrastructure investments required to develop the site will cover sub-surface and surface
development issues, including roadways, bus and rail extensions, utilities, and hardscaping the
site. The estimated costs of this infrastructure are approximately $162 million.

As part of developing the site, current port operations could be condensed onto a smaller footprint
and moved to the new port site or alternate locations. The details, timing and operational impact
of that move should be considered and approved within a reasonable time after launching the
development.

An implementation vehicle may be required to coordinate financing, project development and risk
management

Specific risks and project goals should be evaluated prior to selecting the appropriate

implementation approach for the Cleveland waterfront development. Governance of the project

and of the wider stakeholder world will change and each change may increase the risk of

commitment to the project (be that commitment time, capital, support or something else). Vocal
stakeholder groups can increase the risk that an entire project is mired in legal, political or public

relations battles because of narrow interests. Market changes may also require substantial
alterationstothedevelo p ment pl anés timing and scal e. Final/l
each stakeholder group expects raises the risk of project delays. Each of these issues should be
considered when planning the implementation approach and model.

Waterfront (re)developments are complex, multi-use and multi-faceted development projects.
Successful projects have strategically mobilized public stakeholders, communities, the private
sector and investors around a unifying development vision. To achieve this, most projects have
established for-purpose development and management bodies that are able to undertake
complex development projects of this nature, and to steer the development in phases over 20
year implementation periods. Similarly, CCCPA will need to determine what the most appropriate
organizational vehicle is for undertaking the waterfront development successfully and delivering
the benefits promised to stakeholders.

A development-focused implementation entity can help to secure finance for the development.

The development body tasked to manage this venture could be staffed by development

professionals and experienced outsiders who know how to raise and deploy finance for large-

scale developments. The st affds skills and experience woul 0
l enders and other developers that the siteds dev
considered to preserve and maximize the value of the available assets.
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1.

SIMILAR SUCCESSFUL REDEVELOPMENT EXAMPLES WORLDWIDE SHOW WHAT

IS POSSIBLE IN CLEVELAND

Several cities around the world that are similar to Cleveland 1 principally in terms of having
demand-constraints i have undertaken successful city and waterfront redevelopment projects.
Ten such projects are described in this section to illustrate the important lessons that CCCPA can

use

to craft i ts

where new developments are lin k e d
estate can be achieved that has revitalized lackluster areas.

Figure 1: Case studies examined for this report

1

Victoria & Alfred Waterfront,
Cape Town, South Africa

HafenCity, Hamburg, Germany
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Kop van Zuid, Rotterdam, The
Netherlands

to their ,awiderlifeis demand for seal

One of the worl dbés most
developments, the V&A Project covers a disused
300 acre port site, that was divided from the CBD
by an infrastructure belt of railways and highways
(almost identical to Cleveland).

A new slip and a canal between the waterfront and
CBD were used to create valuable waterfront space
and to reconnect the CBD to its waterfront. V&A
retains elements of a working harbor with constant
boat and ship activity, and has built upon the areas
heritage characteristics, with a classic mix of
residential, office, retail and public uses.

This 388 acre devel opme
port redevelopment. It will increase the size of
Hambur gbs ci t yandestent ieto theb
waterfront. The large development area is divided
intoself-suf ficient AQuarter
developed in phases. High-quality public spaces,
dramatic architecture and energy efficiency are
important defining elements of the area.

Kop van Zuid features the redevelopment of
underutilized docklands into a dramatic new mixed-
use area of the city. The area is developed so as to
connect the poorer southern and wealthier northern
parts of the city, with strategic use of infrastructure
playing an important role. High-quality public

© spaces and architectural design make the area

attractive for companies, residents and visitors.

Integration of some shipping activities and the
constant traffic of small boats, barges, water taxis,

| pilot and tug boats, give the area a unique

dynamism.

Cleveland i Cuyahoga County Port Authority

st r at e gvaterffort. Thesegmbjecis haveoshowmtigat Cl e v e

cor e

18



Development Success Stories

4

Abandoibarra, Bilbao, Sp
e & JYTRRDR

The 87 acre Abandoibarra area is emblematic of
thecityofBi | baods regenerat.i
declining industrial town, the redevelopment of
vacant industrial areas into attractive public and
mixed-use spaces, with the stunning Guggenheim
Museum at the visible forefront, has benefited both
the city and the wider region.

The declining textile town of Lille managed a

¢ successful economic recovery based on culture,

services and tourism. One central project of this
recovery was the 175 acre Euralille development of
offices, apartments, a shopping mall, hotels and a
congress center adjoining the high-speed railway
station serving London, Paris and Amsterdam. The
strong cooperation of regional and local authorities
was key to the turnaround.

This successful development partnership focuses
on 65 acres on the eastern Inner Harbor of
Baltimore. Harbor East is the most vibrant area of
the Inner Harbor. Original plans were for a low-
density residential, office and marina development.
However, in response to market demand, the area
has developed as a much denser, up-market
residential area with flagship hotels. Connectivity
andpedestri an accessibilit
appeal.

The South Street Seaport is a small, historic area in
the New York City borough of Manhattan, located
where Fulton Street meets the East River, and
adjacent to the Financial District. The original

1 mercantile buildings, former Fulton Fish Market and

surrounding derelict docklands were transformed
into modern tourist malls featuring food, shopping

Bl and nightlife, with a view of the Brooklyn Bridge.

Tourism and offering urbanites a pedestrian
environment to escape the city are important
aspects of the area.

Cleveland i Cuyahoga County Port Authority 19



Development Success Stories

8

10

Millennium Park, Chicao

il

Port of Bellingham, a small county-wide port, is at
the early stages of a major waterfront district
development project covering 220 acres. The
mixed-use development is constructed mainly on
an old industrial site, and extends from the existing
neighborhoods to the waterfront. A development
vision and master plan for the development are
currently being passed, and an implementation
body established. This is to become one of the first
LEED designed developments in the country.

Millennium Park is located in the heart of downtown
Chicago (bordering Michigan Avenue) and is the
citybébs main public spac

. architecture, and landscape design within easy
i access of the CBD. Once an unsightly space

dominated by commuter rail lines and surface
parking lots, the 24.5-acre park now features the
work of world-renowned architects, planners, artists
and designers. This unique public space has
dramatically driven up surrounding residential

0 i ¥ values in the city, and supported a re-imaging of

" Chicago.

Similar in size and heritage to Cleveland,

Pittsbur ghds rejuvenat i dmhe
city topped the list of America's most desirable
places to live, and ranked 26th globally in 2005.
Three Rivers Park is a major project to redevelop
13 miles of city waterfront, much of which had been

@ abandoned, underused and environmentally

compromised. The project integrates the city with
its waterfront, creating high-quality public spaces
and uses that enhance t
attractiveness.

These case studies clearly show that the redevelopment of (old) port or industrial sites can
contribute greatly to the revitalization of a city. In comparable cities, waterfront (re)developments
have reconnected downtowns to waterfronts, catalyzed positive economic change, brought new
investments, increased on-site and adjoining property values, and increased property taxes.

The table below provides an overview of the key elements of these development cases, including
their size, development theme, city integration, uses, infrastructure, duration, financing and
implementation approach. Detailed descriptions of each case are provided in Appendix B.

Cleveland i Cuyahoga County Port Authority
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Figure 2: Key features of development cases

Victoria &
Alfred

Case

Waterfront

Cape Town,

Location South Africa

300

Size

(acres)

¢ Working
harbor and
water-
related
activities

* Heritage
architecture

¢ Mixed-use,
with strong
tourism and
commercial
component

¢ High-
quality
public
space

Develop-
ment
Themes

e Reconnect
CBD toits
waterfront

e New canal
dug from
waterfront
to CBD

City
Integra-
tion

Hafencity Kop van
Zuid
Hamburg, Rotterdam,
Germany The
Netherlands
388 309
o Highly » Working
urban harbor
expansion ¢ High quality
of Hamburg architecture
as maritime | e Converting
city old
* High quality buildings to
design, new uses
architecture
, space
o Sustainabili
ty and
energy
efficiency
* Mixed use
e Energize e Strategic
the city develop-
economy, ment on
culture, Maas river
society to connect
e Opens 6wealt
waterfront northo
while not 6poor

Abandoi-
barra

Bilbao, Spain

87

e Culture and
art

e Greenery

¢ Flagship
projects

¢ Extraordina
ry
architecture
and
landscape

¢ One of
several
projects to
revitalize
Bilbao

¢ Revitaliz-
ation
approach

Euralille

Lille, France

175

¢ Shopping
and tourism

e Culture and
art

e Central hub
in the high
speed
railway
network

e One of
several
projects
within the
revitaliz-
ation
strategy for
the entire

Baltimore,
Maryland

65

AThe m
prominent
mixed-use
urban
waterfront
develop-
ment on
the east
coast o
Self
contained,
mixed
amenities
Upscale
residential
and office
Live and
work in the
area
walking on
foot

Planned
low-density
street-level
not
competing
with Inner
Harbor, but
developed

South
Street
Seaport

New York
City, New
York

3.5

¢ Historical
preser-
vation

e Tourism
and retail

o Escape for
urbanites

¢ Part of
large-scale
redevelop-
ment of
Lower
Manhattan
and NYC
as a whole
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Bellingham

Bellingham,
Washington
State

220

efiConne
ting
Bellingham
with the
Bayo
Sustainable
and
environmen
tally-
friendly
Eliminate
townos
legacy of
environmen
tal pollution
LEED
Design,
high tech
fiber optics
Lead
economic
redevelopm
ent of city
Incorporati
on of
educational
institutions
Catalyst for
economic
develop-
ment of the
city
¢ Extend the
CBD,
University

Millennium
Park

Chicago,
lllinois

25

¢ Dramatic
public
space for
arts, culture
and open /
green
space

¢ Transform
unsightly
railyard and
open
parking

e Create
exceptional
attraction to

Three
Rivers Park

Pittsburgh,
Pennsylvania

13 miles

¢ Develop-
ment of
more than
10 miles of
public and
private
property
along the
riverfronts
into
continuous
accessible
park
system,
serving as
public
commons
for the city

Linking
places and
destina-
tions
through
publicly
accessible
riverfront
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Victoria &
Alfred

Hafencity

Kop van
Zuid

Abandoi-
barra

Euralille

Bellingham

Millennium
Park

Three
Rivers Park

Public
Use /
Activities

Key Infra-
structure

Waterfront

e Aguarium

o Maritime
Museum

¢ University
Business
School

o Ferry
terminal

o New Basin
(to increase
waterfront
space)

e Canal from
waterfront
to CBD

¢ Raised
pedestrian
crossing to
CBD

¢ Connecting
roads and
junctions

covering
city skyline
* Flagship
expansion
to catalyze
retail,
entertain-
ment,
leisure,
culture and
tourism

e Concert
Hall

e Maritime
Museum

e Science
Centre

o University

¢ Elementary
School

e Cruise
terminal

¢ Subway
connection
and 2
stations

¢ Connecting
roads

e Flood
protection
measures

e Energy
efficient
district
heating
system

of
Rotterdam

e Port
Authority
Offices

¢ Cruise
Terminal

¢ Regional
Court

» Tax office

e University
Student
Housing

¢ Theatre

¢ Schools

e Museums

e Erasmus
Bridge

e Metro
Station and
under-
ground line

e Tram lines
and
stations

e Access
road infra-
structure

e Port
facilities
and cruise
terminal

¢ Viaduct

also
consists of
environ-
ment clean-
up,
economic
restructure-
ing and
social
programs.

¢ Guggen-
heim Bilbao
museum

e Congress
and
Concert
Centre

e Library

e University
auditorium

e Maritime
Museum

¢ Park area

e New
subway
system,
consisting
of two lines

e Tram line

¢ Pedestrian
walkway

Metropoli-
tan area of

Lille.

e Conference

centre

o Pluralist
religious
centre

¢ Railway
station

* Subway
station

e Tram
station

e Eastern
section of
ring road

Harbor South
East Street
Seaport
high
density due
to market
demand
 Different-
iated from
Inner
Harbor by
less
tourism and
more
business
and
residential
* Marina o Historic
Ware-
houses
e South
Street
Seaport
Museum
e Marina e Easy
e Roads pedestrian
o Waterfront access to
Promenade public
e Pedestrian transportati
Walkways on
e Free
Shuttle
Services
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and
residential
units to the
waterfront
(rather than
create a
new
indepen-
dent area)

e Western
Washing-
ton
University

e Terraga-
rium

¢ Marinas

* Beaches

¢ Parks and
trails

¢ Series of
multi-modal
streets
extending
from CBD

¢ Extensive
high speed
bikeway

¢ Pedestrian
and bike
bridges

position
Chicago

e Generate
high quality
lifestyle pull
to the
downtown

e Parks and
open space

o Galleries

e Concert
venues

¢ Theaters

¢ Plaza and
ice rink

e Cycle
facility

¢ Decking
the
commuter
railyard

e Under-
ground
parking

¢ BP bridge
combining
pedestrian
connectivity
with
exceptional
architecture

¢ Public
commons
for the city

e Parks and
open space

¢ Public art

¢ Recreation
al opport-
unities

¢ Hosting
major
events

e Three
Rivers
heritage
Trail

¢ Pedestrian
bridges

e Boat ramps
and
marinas

e Promen-
ades
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Abandoi-
barra

South
Street
Seaport

Three
Rivers Park

Millennium
Park

Harbor
East

Victoria & Euralille
Alfred

Waterfront

Hafencity

Kop van
Zuid

Bellingham

Duration

Financing

Imple-
mentation
Body

18 years
(19891
2007)

~$800 m
total
investment
Initial $50m
catalytic
financing,
thereafter
self-financing

Publically-
owned SPV
SPV sold
privately in
2006 for ~$1
billion

207 25 years
(2004 -)

~$ 1.8 billion
public
infrastructure
Public
facilities paid
by city

~$ 7 billion
private

City-owned
SPV

20 years
(199071
2010)
Slower pace
due to lower
current
demand

~ $3 billion

total
investment

Special
purpose
public
development
body

20 years
(1992-2012)

~ $900 million
total
investment,
of which ~
$400 million
public
investment in
redevelop-
ment of the
area, the
Guggenheim
museum and
the Congress
and Concert
Centre.

Publically
owned SPV,
owned in
equal parts
by the central
State
administratio
n and Basque
adminis-
tration

18 years
(1992- 2010)
Slower pace
due to lower
current
demand

~ $1 billion
total
investment

SPV, owned
by public
sector parties
(54%) and
private sector
parties (46%)

20+ years

~ $1 billion
estimated
total
investment

Baltimore
Development
Corporation

Cleveland i Cuyahoga County Port Authority

6+ years

P3 Body

30+ years

Public ~ $347
million for site
clean-up,
prep, infra

City and Port
Authority
Waterfront
Advisory
Group

6 years
(1998 i
2004)

~ $475 million

$270 million
from city for
infrastructure
($175 million
bond; $95
million TIF)

$220 million
from
individual,
foundation
and corporate
donors

Public
Building
Commission
of Chicago,
with donors

20 years
(2000-2020)

~ $3.5 billion

total
investment in
various
waterfront
develop-
ments (also
including
casino, office
buildings,
residential
projects, new
stadiums
along the
riverfront)

Independent,
nonprofit
Public-Private
Partnership
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These project experiences show that successfully linking of waterfronts (re) developments with
established urban cores (often CBDs or downtown areas) can enhance the success of the project
itself, and spread benefits more widely in the city. There are several key lessons regarding the
successful planning and implementation of these projects, including:

A Waterfront and other demand premiums i the use of the waterfront and other drivers
of demand to develop pricing premiums
Development theme i use of a theme to give focus and help structure developments
Market mix and tenancy i development of a real estate product mix that is attractive to
the targeted tenants
City integration 1 links from the project site to the existing city that helps show the
project achieves wider city objectives
Key infrastructure 1 on-site and connecting infrastructure
Public uses and activities i the public uses that are incorporated in the development
Port aspectsii ssues regarding the siteb6s port acti
Financing 1 overall investments made and information regarding the financing of the
project
Implementation body i the approach and vehicle used to implement the project
Duration i the duration of time the project has taken

> >

I > >

> >

Waterfront and other demand premiums Research on the impacts of large-scale city
redevelopments shows that property values in adjacent and surrounding areas rise on average by
5% to 10%, and in some cases even 25%." Successful new developments alter the demand for
the land and buildings on their sites. For waterfront developments, one of the most often noted
demand measures is the waterfront premium, or the increase in price that a buyer would willingly
pay for a property that is on (or with views of) the water. Research shows that this pricing
premium falls very quickly the farther one is from the water. Thus, developers attempt to manage
their products to maximize this effect by providing water views and access from as many places in
a development as possible (think of the Palm Islands in Dubai, with long stretches of beachfront
for each house). Parks, too, exhibit similar behavior in terms of adding a premium to market
pricinzg in their areas, but with a less pronounced fall in value the farther one travels from the

park.

! De Sousa, Wu and Westphal, 2009: Assessing the Effect of Publicly Assisted Brownfield Redevelopment on Surrounding Property
Values; Oliva, 2006: The Effects of Waterfront Development on Housing Prices: The Case of Eastern Baltimore; City of Chicago, 2005:
Millennium Park Economic Impact Study; Ding, Simons and Baku, 2000: The Effect of Residential Investment on Nearby Property
Values: Evidence from Cleveland, Ohio.

2Itcanbenoted,thatanything that satisfies a particular groupds needs or is inf
largest anything, or public art installations) can generate demand to live, work, shop or just play next to it. This demand can translate
into higher property and land prices. While the waterfront premium is highest immediately adjacent to the water, it still provides higher
average prices across the development site.
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Figure 3: Waterfront premiums decrease logarithmically away from the water

300,000 5

250,000 1

200,000 1

—Study Area 1998/1997
Am— Study Area 1999/2000
Study Area 2002/2003
= = Baltimore 1996/1997
= = Baltimore 1999/2000
Baltimore 2002/2003

150,000 4

Deflated Sales Price

100,000 -

50,000 4

el i, = = I B B B B = = O E = = m

°
oo stV

oo o o offe o

0L i50m 200m

A A A A S i Rl S R P Sl e
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Key insights from studies made on the waterfront effect are that
A Waterfront property values drop logarithmically with distance, but still have helped to drive

up municipal property values.

A The waterfront premium on property values increases with time in successful

developments in Baltimore (as seen in Figure 3):

o In 1996, the difference (green, visible on the lower left of the graph) in house prices
between houses sold 50 meters and 200 meters from the waterfront are negligible

o By 2002, the difference (orange) represents a 30% premium on the house located

200 meters from the waterfront.
A Other studies done in Britain show that:

0 The prices of houses on the waterfront were 3-5% higher than houses further away

0 A corollary study indicates that other factors (e.g., access to waterfront views,

canals) can be equally significant to the waterfront location.

Cleveland i Cuyahoga County Port Authority
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Figure 4: Park premiums are similar, although less steeply curved
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Parks too can provide this land value increase. For example, studies of parks in residential

neighborhoods of Chicago show that community parks may provide adjacent houses with a 20%

premi um over similar houses not near a puoebdsord par Kk
wi || not produce any premium over nearby houses.
as expectations of a market turnaround become manifest (i.e., when the public sees the

development as a success).

Strategic development theme and focus: The current port site will have to develop a theme that

initially builds on the current demand drivers, and then introduces new businesses and destination
attractions that bring attention and visitors to the site. Each case study had a development theme

that created this attention and eventually a demand for real estate on the site. Often the cases

showed that |linking water uses with the urban co
edge and giving residents and visitors new cultural and entertainment options provided sufficient

focus to bring in successful development options.

From the case studies, four strategic parameters can be distinguished that are crucial for the
success of a redevelopment:
1. Proximity to the water has value for many people that translates into increased demand for
the siteb6s products: successful developments
waterfront premium.
2. Public spaces and high-quality architecture attract visitors and patrons.
3. The right mix of uses is important: uses should be complementary and reinforce each
other. Public facilities and functions, retail and hospitality make the area exciting while
residential and office uses can capture this extra value (which in return can be used to
finance the additional investments required).

4. Most of the cases examined had a development theme that created attention and
event ually demand for real estate on the site.
develop sucha s anodern lifestyle that is on the water, but in the heart of the city.0

Addi tional insights for the Port sitebs devel opm
themes are that:
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A Waterfront developments created unique urban places (hence a unique offer in local real
estate markets): waterfront space is a limited commodity, the harbor and water-related
uses add character to the development, and working harbors can contribute economic
value.

A Success can be achieved in many ways. The main focus or theme varies for the different
projects: some introduced new culture or leisure functions, while others create an exciting
public space or expanded the existing CBD (emphasizing urbanity). Each waterfront
should, however, be developed around its unique location, character and local
circumstances.

A In many cases the waterfront development was greeted with a sense of liberation: the city
had been cut off from its waterfront for a long time and would now be reconnected to it.

A In all of the projects examined, the waterfront was clearly utilized to create added value.
Old port buildings were integrated in the project, some harbor functions were retained,
extra waterfront was created in some cases, views of the waterfront were maximized, and
the waterfront was used for recreational activities and major events.

A The most successful projects paid particular attention to the quality of architecture and
public spaces, often by involving leading international architects and designers.

A In many projects sustainability and energy efficiency are an integral part of the whole
development, which is also used to differentiate the project.

Market mix and tenancy: Successful mixed-use developments depend on sufficient market
demand for individual constituent uses, be they housing, retail, office, or others. However, there
can and should be a market premium generated from the interdependency of these uses.
Otherwise, the effort that is required to plan and design the master development will not be
repaid. In the waterfront projects examined, developers realized that effective urban design and
architectural solutions must take advantage of the complementarities while minimizing potential
conflicts between uses. For example, while office and residential uses are generally
complimentary, this does not mean that they should share the same lobby.

A Mixed uses are the best means to built vitality, but there can be different concentrations of
the mix across a given development site.

Integration of the development within the city: Redevelopment of the waterfront is never an
isolated event. It is usually part of a wider set of initiatives to revitalize a city or region. Integration
of the waterfront project with the CBD needs to be well thought out, and coordination with other
initiatives that are taking place is crucial.

A Successful waterfront redevelopment projects were also part of a broader strategy to
revitalize the whole city.

A Integration of the project with the existing city can take place in multiple ways: realizing
connecting infrastructure, creating attractive and easy passages, and reinforcing the
identity of the existing city and buildings through the spatial and architectural design.

A Integration with the city not only takes place on a physical level, but also on the economic,
environmental and social levels.

Key infrastructure: Integration between the Port and the central business district depends on the
expansion of existing infrastructure, especially transportation options and corridors. A three-fold
approach addressing road, rail, and pedestrian options will be needed to create a feeling of
integration with the existing city. The cases also show that on-site infrastructure, especially for
green technologies and advanced ICT backbones can seed the site for modern industries to take
root.
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A Linking infrastructure connecting the development to the rest of the city and the wider
region is critical. Accessibility draws demand: infrastructure and high-quality urban spaces
draw demand by providing easy accessibility and increasing the likelihood patrons would
stay on the waterfront.

A In some cases a powerful impulse is given to the revitalization process by new
infrastructure connecting the city to a wider network of cities (e.g., a new high-speed
railway line, a bridge, etc)

A Think modern and modular: the infrastructure demanded over the coming decade will be
green, ICT-enabled and flexible. Plan to develop these ideas into implementation concepts
so that new industries and urbanites want to locate on the Port site.

Public functions and land use mixes: An important insight from the cases is that waterfronts

are often used as sites for public functions and gatherings such as concerts, live outdoor theater
performances, sporting, and other events that ar
permits the operation of outdoor events during much of the year. The lake provides an idyllic

backdrop that cannot be replicated anywhere else in the city.

A (Re)locate public functions to the area to create development momentum i e.g., Port
Authority offices, museums, public functions.

A Public access to the waterfront is of great importance, as it plays an important role in the
identity of a city, can provide many recreational opportunities, and can serve as a public
commons.

Port aspects: In a number of the cases examined, existing port operations had been integrated in

the development to create visual activity along the waterfront. The most valuable land on the site

will include sweeping views of the water and downtown skyline. In most cities, waterfront views

have a premium; there is no reason to believe that this experience cannot be replicated in

Cleveland. An operating port thus potentially becomes an economic driver for development. Early
development near the river could create a venue where visitors and residents can experience the

economic activity and views at the mouth of the river. Particular emphasis can be placed on the

i mpressive spectacle of the ore ships navigating

A Some harbor functions may be retained to keep a working harbor atmosphere, which adds
character and vitality to the area.

Financing: Successful waterfront developments tend to have innovative and sometimes

complicated financial structures. These are usually designed for the specific development, and

often with large up-front investments in infrastructure and tax-incentives to attract developers and
businesses t o the area. The Port siteds devel opment
asset financing, tax abatements and infrastructure investment to maximize profitability to public

and private providers of capital.

A Most projects are a combination of public and private financing. The public sector usually
pays for site preparation, infrastructure investments, public facilities, and public spaces,
while private sector parties pay for the construction of real estate. In some cases,
however, private stakeholders may also contribute to the financing of public facilities and
spaces.

A Waterfront developments require upfront public financing, especially of infrastructure and
leading public facilities. So substantial investments and involvement by national, state and
local governments and public bodies is usually needed to gain momentum. Future
development will build on the successes of the initial stages, so after a point developments
can proceed with rolling financing.
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A Tax abatements and tax incentives may be instrumental in helping to make developments
feasible and attract tenants from cheaper alternatives in the suburbs. As markets mature,
less government subsidy will be required.

Development models and implementation strategies: Developments are built and managed by
multiple entities, public and private. In most cases of successful waterfront developments, the
lead entity is empowered by (or is a privately managed portion of) the government charged with
overseeing the development process. This separation of management from a purely public entity
often exists to provide continuity to the development process as parties inevitably change power
in local and state elections. Also, the institutional memory and single-purpose mandate of the
development entities help them remain focused on creating successful developments.

A Waterfront developments are long-term urban projects, and are typically phased over 20 to
25 years. Such development phasing has been criticalwithavi ew t o fAseedo t he
phase, often with public support.

A Establishing anchor tenants and developments i whether public or private i in the area is
critical early in the development stage, as they create momentum for further development
stages.

A An openness and welcoming attitude to private sector ideas and contributions are
important. Public and private sector stakeholders must come together in the earliest
phases of the development to discuss the future of the city and work out a revitalization
strategy.

A In later phases of the project competitive forces can be used in such a way that they work
to enhance the quality of the overall spatial design and architecture, e.g., by requiring
design competitions for developments within the Port area.

A Flexibility is key: waterfront developments have been driven by a strong development
vision, but must be flexible in responding to changing market needs.

A The most prominent part of the project should be marketed at the start to position the
project as important and exclusive, and signal the seriousness of the development.

A Random growth should be avoided.

A Develop the siteds phasing using a plan that
characteristics (e.g. waterfront before main portion of land).

A Maintaining some reserve portions of land for later development may be acceptable.
A Creating interim uses for undeveloped propert

Duration of the project: Each project examined had a different duration from the time it was
planned to the time that development could be considered completed. In every case, though, the
proper measure of time was years (and more often decades). Thus, especially for large sites, the
focus should be on creating development plans that are flexible and long-term in nature. There
are very few examples of overnight redevelopment successes.

A Plan for the long term.
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2. CLEVELANDOGS E GQPVOAWIDN, AND REAL ESTATE MARKET APPEAR
STRONG ENOUGH TO SUPPORT THE DEVELOPMENT OF THE PORT SITE

Clevel andds economy and popul at i cale ral estate waterfrant f o u n c
development, despite concerns of economic stagnation and suburban sprawl. Underneath the

lackluster economic growth numbers, knowledge- and service-based industries are growing. In

fact, of eleven categories of employment, only four have declined over the past five years, while

the other seven have grown steadily. In particular, ICT, transportation, financial services and

professional services firms have grown more than their peers: these industries are also providing
ever-greater numbers of jobs and business in the MSA.

Clevelandbés MSA i s h o meeddcaed fesidergsevithingamb levels of wel |
sufficient to support robust consumption in housing, entertainment and retail. Personal income by

industry shows that residents earn on average almost $42,000 annually. This average individual

income creates a very large pool of households with incomes higher than $50,000 per year. In

fact, 48% of the households in the Cleveland MSA earn more than $50,000, providing a pool of
approximately 400,000 households able to afford at least a $200,000 home. Employment too is
holding up in Cuyahoga County better than in Ohi
stable employment base in value-adding industries, which are increasing as a percent of all

employment locally.

Residents continue to move from the city to other parts of the MSA, but an increasing number are

choosing to move downtown. This group is among the most attractive for developers, in terms of

education levels and upward mobility. Finally, Cleveland area residents are well educated, but are

not finding sufficient job opportunities at their skill and experience level to remain in the MSA

(especially amongthe35-44 year ol d age bracket). This groupé€
opport unities represents an opportunity to retain t
bio-tech, healthcare and professional services.

Class A commercial spaceinthe Centr al Busi ness District (CBD)Os i
inventory is shrinking and absorption trends for commercial property are becoming supportive for

new development. While office leasing rates are falling below competitors, they look to recover in

2013. The industrial market is growing slowly, with increasing absorption as rental prices fall, but

the flex market shows even stronger supply and demand fundamentals.

Hospitality demand has held up well, and distinct leisure and business niches are developing
across the city. The retail property environment in the MSA is under stress from the economic
recession, but the CBD appears to be stronger than the regional average with lower vacancy
rates and higher lease prices.

Residential property is suffering from the recession (deliveries are slowing as construction permits

and starts drop) but interest in living downtown remains high within the MSA. Rates of home

ownership are falling even as prices show increasing volatility, while rental rates remain

reasonably stable. The CBD apartment demand forecast is one of the brightest spots in the

MSAG6s residenti al mar ket. Thus it is the focus f

2.1 THE LOCAL ECONOMY AND POPULATION ARE DIVERSE AND ATTRACTIVE
MARKET SEGMENTS ARE GROWING

The Cleveland-Elyria-Me nt or ( CEM) MSAd&6s economy is in the mi
from traditional smokestack manufacturing industries into a services, knowledge and technology-

Cleveland i Cuyahoga County Port Authority 30



focused economy. Business and investment promotion entiteshave hel ped t o increa

visibility regionally and nationally, and their efforts are stabilizing the economic shocks of a
shrinking manufacturing base.

The Port site can target tenants in both established and emerging industries who are likely to seek
premium Class A office space. Large established firms in finance, insurance and real estate
(F.I.R.E.) firms, (see Figure 5), which represent the largest consumers of office space per
employee, have significant buying power. The site may also be attractive as a corporate park for
high tech emerging industries poised for significant growth.

Figure 5: Based on current MSA Gross Regional Product (GRP) and employment trends, the waterfront
can attract a variety of commercial tenants from current and emerging industries®

F.IL.R.E.

Nonh-Durable Goods Manufacturing

Finance ——» Fuel Cells Trade

O Services

Insurance —> Legal

Automotive !

Busin(_ess
T Consulting

Real Estate — )
Warehousing

Heavy Manufacturing
Wholesale Retail Trade

Appliances Trade
Bio-Med
Government
Hospitals & Care —l
Current Healthcare O
Ambulatory IT
Emerging in Health Services
Cleveland )
Arts & Smaller Industries/ O
Opportunities Entertainment

Sports ——————>
for Port P

Health Tourism —=——

The MSA economy grew at a modest 6% between 2001 and 2006 compared to a national growth
rate of 14%. Overall, Gross Regional Product (GRP) growth remained fairly stagnant with the
exception of 2 years of 3% growth from 2002-2004. The expansion of service, knowledge, and
technology-based industries has helped to keep the Cleveland economy steady despite a 3.4%
loss in the manufacturing sector.

Industry growth varies dramatically. The ICT industry, though small, saw a robust compound
annual growth rate (CAGR) of 8.2% between 2001 and 2006. Transportation, utilities and financial
services, the remainder of the top industries in the MSA, each grew at CAGR rates between 3-

5%. Though a staple of Clevelandbés economy, educat

healthcare accounts for over 85% of this measure), grew more slowly than the financial services

3 Based on GRP (BEA), employment projections (BLS), and investment trends (BEA).
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industry, at a 1.7% annual compound rate. The biomedical industry (categorized within
professional and business services) is becoming significant within the MSA as well. Each of these
business sectors has suitable tenants for any commercial space planned for the Port site.

Employment

The economi c base s uppaiontsidivegsify@d, lmuvoatbuanmedsaraed inp o p u |
gross regional product (GRP) continues to be concentrated in financial activities and private

goods producing industries. Education and health
core economic activity , ar e strong contributors to the aread
component, or its fastest growing segment. I n fa

technology (ICT) and transportation and utilities sectors show the fastest growth of all sectors.
Perhaps not coincidentally, those two sectors also show the highest median rates of pay among
all sectors. Yet, the health and education sector, together with manufacturing and trade, provides
nearly 50% of all employment within the MSA and continues to account for a larger portion of
regional GDP and employment.

Industry composition by employment reveals two major noteworthy issues regarding a low

industrial mix (skewed towards jobs that require less education) and median industry incomes that

provide a strong base for consumption and economic growth. The healthcare industry remains the
backbone of employment and account Figure®)y'THRe@ % of C
sectors i education/healthcare, manufacturing, and trade i account for over 50% of total

employment, while the six largest sectors account for 80%.

Figure 6: Three industries account for over half the employment in Cleveland®
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4 79,785 jobs in education and 149,753 jobs in healthcare

s U.S. Census Bureau, 2005-2007 American Community Survey.
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The Bureau of Labor Statistics estimates that technology, service, and knowledge-based jobs will
continue to grow and diversify the Cleveland economy. These jobs will help offset losses by the
manufacturing sector. Of the current heaviest employers, manufacturing will fall out of the top
three, to be replaced by an 11.4% increase in professional business services. This increase
coincides with growth in industries (bio-med, fuel cells) brought in by Northeast Ohio business
development. Education and health services and trade, transportation and utilities will round out
the top three positions by 2016. These figures indicate that suitable office space, especially Class
A and high-end Class B, will be needed over the coming decade.

Personal and household income

Clevelandbs MSA i s hobwaleeducaied fesidergsenithringamb levels that can

support robust consumption in housing, entertainment and retail. Forty-eight percent of its

households earn more than $50,000, providing a pool of about 400,000 households that can

afford a $200,000 home or higher. In addition, employment in Cuyahoga County higher than in

Ohi o as a whol e, | argely because of -adding areadbds s
industries, which are increasing as a percent of all employment locally.

Figure 7: MSA median personal incomes by industry indicate avenues for economic growth6

Leisure and hospitality 25,724 41,632
Retail trade 31,100
OTHER 31,926
Natural resources and mining 32,042
Education and health services 40,501
Wholesale trade 43,051 | |
Financial activities 43,461 |
Construction 44.267| |
Manufacturing 44,356 |
Professional and business services 46.843) |
Transportation and utilities
Public Administration
ICT
mm Median Income Population Median

While the personal income for the MSA stands at $41,632, the median household income for the

City of Cleveland is just $27,007.” This lower average salary level reflects many factors, but may
improve as more high-ear ni ng suburban dwell ers move back to
high-growth industries may provide job opportunities with higher average salary levels than those

currently available. For example, the education and healthcare segment, with high median income

and large numbers of workers, may be an important demand driver for any new developments in

the waterfront area. As the manufacturing sector continues to shrink in output, wages will likely

experience some change as workers retrain for newer, service led jobs or skilled manufacturing

® Ibid.

! Center for Housing Policy, Paycheck to Paycheck Analysis, May 7, 2009, http://www.nhc.org/chp/p2p/
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niches. Developers must pay close attention to how Cleveland responds to this shock in buying

power.

Affordability

The annual income required to purchase an averagepr i ¢ e d
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underlines the weakness of the Cleveland housing market: a sprawling population base and low
employment growth has flooded the market with cheap housing (residential, office and retail). Yet,
to focus on that fact alone would be ignore the sub-market strength that has been apparent in the
Western suburbs and parts of Downtown. Figure 8 further supports that argument by showing that
230,000 households can afford housing at over $360,000, and 130,000 households at over
$500,000. Metropolitan residents have the income and buying power to sustain development, but
the real question is whether the waterfront can match the needs of residents and draw them out of
the suburbs.

Figure 8:
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Structural unemployment and a generally stagnating economy have skewed the wage diagram of
Figure 8 to the left, with a significant portion of the population earning less than $15,000 per year.
However, 2013 projections reveal that the population as a whole should become wealthier and the
di stributi

di agramds

on shoul d

shift t

o

t he

right

$50,000 per year, but by 2013 this percentage will drop to just 47%. This wealth shift reflects the
belief that job losses in the manufacturing sector are being replaced by higher waged jobs in
emerging industries.

Overall, the affordability of homes in the suburbs (as low as $100,000 per dwelling) and light

traffic are drawing residents from all backgrounds (save a small portion of educated 35-44 year

olds moving into the downtown area) out of the city. Since neither of these factors will change until
upwar ds

t he

demand

for

8 Team NEO and Claritas.

r eal
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roadways are eliminated to increase congestion), the implicat i o n

for

the Portods r

that demand for businesses, residents and retailers to locate on the Port site will likely have to be
induced. Typically, induced demand takes one of two forms: lower costs or differentiated

products. This issue will be discussed in more detail during the evaluation of strategic options for
the Port site.

2.2

RECENT SUCCESSFUL DEVELOPMENTS ARE TRANSF OR M1

DOWNTOWN

NG CLEVELANDO S

Downtown Cleveland is the central business district of the City of Cleveland and Northeast Ohio.
Reinvestment in the area in the mid-1990s spurred new development that continues to this day,
with over $2 billion in capital projects slated to involve the downtown area over the next few years.
While Cleveland has experienced much residential emigration from the city to its surrounding
suburbs, Downtown Cleveland is currently one of the few city neighborhoods to gain population.
Cleveland's downtown population grew from 7,261 in 1990 to 9,599 as of the 2000 Census, and in
2005 was rated by the Brookings Institution as one of America's "Emerging Downtowns", due to
its 32.2% growth rate over this period. There are 14 planned and ongoing developments of over
$100 million each (including infrastructure-related development), with mixed residential,
commercial, and retail uses planned for downtown (see Figure 9).

Figure 9: Planned and ongoing Cleveland developments by cost

Number Development Millions Number Development Millions
1 Cleveland Clinic Expansion +1000 18 Cleveland Institute of Art 54
2 Innerbelt Reconstruction 1000 19 West Shoreway Reconstruction Phase | 50
3 UH Vision 2010 Plan 1000 20 St. Lukes Hospital Renovation 49
4 Flats East Bank 522 21 Cleveland Institute of Music 40
5 MedMart & Conv. Ctr. 400 22 RTA Transit Related Improvements 40
6 CSU Master Plan 350 23 Gordon Square Arts District 30
7 Cleveland Art Museum 250 24 John Hartness Brown Bldg 30
8 Avenue District 230 25 Park Lane Villa 30
9 Euclid Corridor 208 26 Playhouse Sq. Theatre District 30
10 University Arts & Retail District 200 27 Hanna Theatre 30
11 Veterans Administration Hosp 150 28 Terminal Tower Restoration 26
12 Stonebridge Plaza |[& C3®nhdo &8 Tudor Arms 25
13 Steel Yard Commons 120 30 Opportunity Corridor 25
14 East 4th Street Neighborhood 100 31 Pinnacle Building 21
15 Battery Park Housing 90 32 Upper Chester Phase | 15
16 668 Euclid Building 65 33 United Bank Building 15
17 Global Cardiovascular Innovation Ctr. 56 34 College Town 10
Many of Clevelandbs devel opment s acteroftowwmtgwvn.ng t o

However, some major real estate developments are being scaled back and put on hold, or have
stalled before groundbreaking. The largest mixed-use real estate developments in Cleveland are
the $230 million Avenue District and the scaled back Flats East Bank These developments are

t he

pri mary

competition

for t he

Port

sitebds deve

Real estate development projects in Cleveland are similar in size: the average mixed-use
development will typically include roughly 400 residences. Downtown real estate developments
have relatively little diversity, focusing on residential units and allowing retail to tailor to the needs
of tenants. The larger more ambitious developments generally include a wide variety of mixes.
The $300 million Uptown Development located in University Circle, for example, has over 58,000
square feet of commercial space, 150,000 square feet in retail, and 90,000 square feet of hotel

space.
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Residential Commercial

Figure 10: Size and magnitude of current and planned developments

Project (Units) (SF) Retail (SF) Hotel (SF) Cost Developer

668 Euclid 240 65,000 $65 | K&D Group

Avenue District 400 30,000 $300 | Zaremba, Inc

Battery Park 327 $100 | Vintage Development Group
CSU College Town 378 134,000 SF Mixed CSuU

Flats East Bank 400 525,000 30 Tenants | 120 rooms | $522 | Wolstein Group

Steelyard Commons 1,000,000 $125 | First Interstate Properties, Ltd
Plaza at Stonebridge 108 120,000 $28 | K&D Group

Tremont Pointe 190 $18+ | McCormack Baron Salazar
Tyler Village 1,200,000 Graystone Properties

Upper Chester 840 20,000 $25+ |Developers

Uptown 434 58,000 150,000 90,000 $300 | Zaremba, Inc

Even in a weak housing market, developers are carefully planning and delivering mixed-use
luxury and mid-market developments (see Figure 11). Now developments, such as the Avenue
District, are bringing entertainment, shopping, and outdoor restaurants together in a pedestrian
friendly and safe environment. Clevelanders are also realizing the advantages of moving back into
the city. These competitive developments are not flooding the market with property. Rather, they
are revitalizing the downtown area and are attracting a larger percentage of those willing to live,

play, and work in the city.

Figure 11: Development activity clusters near the Port site
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Such developments may drive up property values throughout the downtown area just south of the
Port. From the East Flats Banks to Euclid, developments are filling niche markets with different
mixes of quality and unit sizes, leaving only the waterfront area of the port undeveloped. This
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should create a profitable opportunity for the port to create a sustainable development with careful
capture of the target market and use.

Figure 12 The Avenue District and Detroit Shoreway

i i P lﬂ.ﬁ!ﬂﬁﬁ

The Avenue District

Downtown Cleveland is one of the few neighborhoods in Cleveland where net population inflows
are positive. The new Avenue district, situated between the financial district and the Euclid
corridor, hopes to take advantage of its prime location there.

Located immediately east of Erieview Tower on the site of several parking lots on East 12th
Street, the development is slated to include over 400 condominiums, including lofts, townhomes,
penthouses, street-level retail, garage parking, and pedestrian-friendly sidewalks and streets. The
developer is touting this as downtown's new upscale, quiet neighborhood with easy access to the
attractions and amenities of downtown. The development is a project of Zaremba, Inc. The
Avenue District will be built in phases, with future surface lot development based on market
demand.

The development consists of upscale residential and retail units, but includes no commercial
space because it is within walking distance of the CBD. Residential units include lofts and upscale
penthouses mixed between retail venues. Housing prices in this neighborhood may extend to over
$1 million for penthouses to closer to $250,000 for smaller lofts. Penthouses on 1211 St. Claire
Avenue feature hardwood floors, marble showers, granite tops, and other luxury amenities that
are on par with expectations at this price level. The developer, Zaremba, expects to open most of
the development by 2010-2011, although some developed units, including 1211 St. Claire Avenue
have been put on the market. The first phase will be complete in 2009 and includes 30
townhouses, 54 lofts, 8 penthouses, and 7,000 square feet of retail.

A major Zaremba development theme is walkability. Ample green space and proximity to vibrant

areas encourage foot traffic around retail establishments. The Avenue District is located within %2

of a mile of the Cleveland Rock and Roll Hall of Fame, Browns Stadium, and a quarter of the

CBD. CSU, the Warehouse District, and the Euclid Corridor are also within walking distance. The
neighborhood served asthepr i mary sponsor for Clevelandbés seco
2008. Unobstructed views of the city skyline and proximity to public transit also add to its allure.

Parking garages are also under development. Rent-to-own options are also available.

The Avenue District has one clear advantage over any development on the waterfront: its

integration in the City cannot be matched. It is within walking distance to the tourism-focused
waterfront area, Euclid, and the CBD. The port, however, is physically separated by a large
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highway and railroad track that will eliminate foot traffic (even automobile traffic) from the CBD
into the port development.

Detroit Shoreway

The Detroit-Shoreway is located between Lake Erie and 1-90, from West 85th to West 45th
Streets. The area has been known throughout its history as pedestrian friendly, once having the
highest percentage of people commuting to work by foot of any US city.

The Greater Cleveland Regional Transit Authority, in conjunction with the City of Cleveland and
the Cleveland EcoVillage, is working on plans for transit-oriented development in the area around
the station, and Detroit-Shoreway is additionally the site of a brownfield redevelopment of an old
Eveready Battery Plant, known as Battery Park. The city is working with the Ohio Department of
Transportation on plans to rebuild the limited access West Shoreway (SR-2) as a low-speed, 35
mph boulevard, reconnecting the long-split neighborhood with access to the lake.

Of the two slated developments, only the $100 million Battery Park was delivered with 328
condos, townhouses and single family units near the lakefront. Vintage Development Group
priced homes from $160,000 to $315,000 (as of late 2008); lofts are below $200,000. Two
bedroom, 2.5 bath houses were selling above $300,000 for 2,300 square feet of space.

The development will take advantage of the waterfront by adding green space along the lake
shore in addition to Edgewater Park. Green space and new bike/hiking trails aim to integrate the
neighborhood as much as possible to the waterfront park and lake area. Two bike paths already
make the area well suited for recreation. Nearby, a $30 million improvement of the Gordon
Square Art District will enhance the booming historical arts and theatre district. Residents should
be able take advantage of the historical theatres, booming restaurants, coffee shops, and art
galleries already located in the area.

The development is currently less than 2 miles from the port site. Being a waterfront community,
the Detroit Shoreway should serve as an important proxy for pricing and development mix.

However, the portés centralized | ocation shoul

possible in the Detroit Shoreway.

Figure 13: East 4™ Street Neighborhood and the Flats East Bank

East 4th Street Neighborhood

The East 4th Street neighborhood sits between Euclid and Prospect near downtown Cleveland.
MRN Ltd anchors the development with high-end retail stores, restaurants and coffee shops.
Outdoor seating in restaurants and coffee shops create a lively feel that attracts entertainment
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venues to the street. The East 4th street is one of the more established developments mentioned
in this study.

Sprinkled above and between the commercial spaces sit over 200 lofts and condos for rent and
sale. MRN Ltd has five buildings for rent in the surrounding area and many other properties for
sale. The developer now owns most of the buildings along the street and is working to add more
entertainment venues there. Two-bedroom apartment rents on any of the five residential buildings
range from $900-$1700 per month depending on size. All apartments are within the $1 per square
foot range. Underground building parking is available at each site.

East 4th Street is becoming the second entertainment hub of Cleveland. Its high concentration of
restaurants and entertainment venues sets it apart from other developments in the area.
Noteworthy businesses along the street include: Hilarities 4th Street Theatre, Lola Bistro (owned
by an Iron Chef America winner), View Nightclub, and high-end ethnic restaurants.

Flats East Bank Neighborhood

The Flats East Bank is a historical mixed-use industrial, commercial, and residential area. It is
located on the banks of the Cuyahoga River, adjacent to the port. The area was given its name
due to its mostly flat appearance and is defined by the lower lying areas that line the banks of the
Cuyahoga River. The Flats have had significant historical influence on the city and greater region.
The $522 million development has been scaled back because market conditions are impacting
financing. It was originally planned to have over 400 high-end housing units, 500,000 square feet
of office space, 300,000 square feet of retail, a hotel with 150 guest rooms and 50 conference
rooms, and a boardwalk.

The development had originally accumulated almost $147 million in public funding, though details
have since changed. The plan called for pedestrian access along the river, together with dining
and entertainment options there. A gourmet food market, a boutique hotel and a public park were
also included in the plans.

The Flats was once the entertainment hub of Cleveland, but it died out in the early 2000s. A string
of deaths in 2000 forced the city to shut down most of the bars and restaurants in the area. Since
then, the area has been mostly industrial and commercial, with residential making a recent
comeback. The developer Scott Wolstein intends to finish Flats East development project, though
the slated mid-2010 opening date may not be possible. Once finished, the site should help
revitalize the area around the port. However, it is equally as likely that this development may not
be resuscitated until further development downtown or on the Port site commences.

The West Bank has fared better than the East since 2000. While not anywhere near its pre-2000
peaks, it still has many establishments open, and has been home to the majority of housing
developments in the Flats. New upscale condominiums have been constructed along the old
Irishtown Bend and at the remains of the Superior Viaduct, which was the first high-rise bridge to
span the river. New shopping destinations have been constructed, like the Steelyard Commons,
which is located on lands previously occupied by the steel mills and the new East Bank
Redevelopment project which has begun demolition work. The canal's towpath trail, part of the
Ohio & Erie Canal Corridor, is also being restored to provide jogging and bike trails for city
residents and to preserve part of the Flats history. Whiskey Island has also been purchased by
Cuyahoga County in hopes of making it more accessible to residents in the form of a waterfront
park.
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Figure 14: University Circle and the Warehouse District

T "

University Circle

University Circle is the educational, artistic and medical center of Greater Cleveland. It is located
on the east side of Cleveland and occupies 550 acres around the campus of Case Western
Reserve University and the adjacent Wade Park Oval. It borders Cleveland's Little Italy, and it is
home to many private art galleries and restaurants, as well as the neighborhoods of Hough,
Glenville, Buckeye-Shaker, and Fairfax (also known as Midtown). The current development focus
is on retail and commercial, to take advantage of businesses moving into the area and 2.5 million
yearly visitors. This focus is to add onto an already sizeable workforce of over 30,000.

Over 13,000 undergraduate, graduate, and professional students attend area institutions, and
approximately 2.5 million people visit the Circle each year. University Circle Incorporated, a not-
for-profit corporation established in 1957, fulfills many administrative and quasi-governmental
functions for the area, including security, transportation administration, and marketing. Nearly 50
cultural, medical, educational, religious, and social service institutions are based in the University
Circle area, the largest of which is Case Western Reserve University.

The AUPtown | nitiat i v$&50 milian toVinartensedidinal @and gecheotogicali t h
research and rejuvenate the surrounding neighborhoods. Developers Zaremba and MRN Ltd

partnered with Case Western University to develop the triangle area of Euclid, Ford, and Mayfield
anchored around the Museum of Contemporary Art move. The $120 million project will be a

mixed-use development bringing in entertainment venues, bars, restaurants, coffee shops, retalil,

and 400+ residential and office units next to the existing residential tower.

Case Western University will continue to expand and invest in the area beyond the proposed

initiative. The university is involved with a large amount of planning in the area, including the

creation of a large medical and technological research center, known as the "West Quad, 06 whi
is to be built on the campus of the former Mt. Sinai Hospital. Future plans for the area include

large apartment and condominium towers, and other housing for residents, with projections of

20,000 people living within the University Circle area.

Overall, these plans will continue to strengthen the area as a research hub and prepare for the
population inflows resulting from economic growth. The focus will remain on high technology.

Warehouse District
Cleveland's first neighborhood, the Warehouse District, was originally a residential area, then

became a warehousing and shipping neighborhood, and has morphed into an entertainment,
dining, and downtown living hub. The Warehouse District is the largest downtown neighborhood
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by population, and continues to grow with a vast assortment of shops, clubs, bars, and loft
condos/apartments. This most recent transformation from empty, run-down warehouses to hip,
happening clubs and restaurants is only the latest in a long life cycle for this historic area.

It was announced at the end of 2005 that local developer Robert L. Stark, of Stark Enterprises,
was planning a $1 billion redevelopment of what are currently surface parking lots in the
Warehouse District. The plan was to add retail, office, housing, and structured parking in a series
of buildings from the lakefront to Public Square. Stark was to build on 21 acres of surface parking
lots that prevented the area from becoming a true urban neighborhood. On the largest area of
parking, measuring 8 acres within the block bounded by Superior Avenue, West 3rd Street, St.
Clair Avenue and West 6th Street, Stark was to build Phase I. Phase | would have been a $1
billion multi-building, mixed-use development of retail, offices, housing, and structured parking.

Clevel andb6és Warehouse District was the | argest
years of advocacy, Stark Enterprises dropped plans for the development at the end of 2008, citing
a difficult market and the inability to find financing. Currently residential units do exist, but the area
is best known for an entertainment hub and its ample parking lots. Phase | of the proposed plan
was to have first plugged in holes in the retail and office areas before redeveloping residential and
hotels.

However, the liveliness of the restaurant and entertainment district has attracted another, smaller
development project. Westin Inc. and Gilbane Development Company aim to add 700,000 square
feet of office space, 2,400 parking spots, a 150 room hotel, 250 condos, 150 apartments, and
100,000 square feet of restaurants and entertainment on top of an existing parking lot. The 10-12
story building is located within walking distance to towers in the rest of the downtown area.

The new proposed development is much smaller and more focused than that of Stark Enterprises.
However, the relatively small size of the new development should not compete significantly with
any development in the port. In fact, the vicinity of the development to the port may ultimately give
developers the confidence to strike more deals and revitalize downtown Cleveland. Any
development that raises the overall value of the downtown area will increase the value of a port
development.

2.3 THE REAL ESTATE MARKET OFFERS OPPORTUNITIES FOR PROFITABLE
DEVELOPMENT

Class A commercial space in the Central Busi
inventory is shrinking and absorption trends for commercial property are becoming supportive for
new development. While office leasing rates are falling below competitors, they look set to recover
in 2013. The industrial market is growing slowly, with increasing absorption as rental prices fall,
but the flex market shows even stronger supply and demand fundamentals.

Hospitality demand has held up well, and distinct leisure and business niches are developing
across the city. The retail property environment in the MSA is under stress from the economic
recession, but the CBD appears to be stronger than the regional average with lower vacancy
rates and higher lease prices.

Residential property is suffering from the recession (deliveries are slowing as construction permits
and starts drop) but interest in living downtown remains high within the MSA. Rates of home
ownership are falling even as prices show increasing volatility, but rental rates remain reasonably
stabl e. The CBD apartment demand forecast is
market, and is the focus for many recent successful developments.
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Commercial Property
New Class A commercial space is needed in the Central Business District

Despite relatively higher levels total office inventory (across Class A, B and C) than competing
cities, Cl evel andés CBD has shown downward trend
Leasing rates have fallen and may account for some of the recent absorption, but longer-term

structural factors may also be helping to drive demand, such as lease expirations, growth in

selected sectors and the search for better quality buildings downtown. Evidence points to a

prevalence of untapped demand for Class A office space, some of which can be absorbed even

with a waterfront premium added to the lease prices.

Class A commercial inventory in the Cleveland market is shrinking: The total commercial
inventory in metropolitanareas of Cincinnati and Col umbus i s s m:
reflecting the size differences in the comparative economies. But while Cleveland has avoided

commercial property inventory demolitions that Cincinnati was unable to avoid, it has not grown its

inventory as fast as Col umbus. Balti moreds of fi
growth fundamentals) has grown and been absorbed quickly, partly because of a downtown
revit al i zation anchored by the waterfrontébés redevel
Figure 15: Clevelandés CBD office inver?tory has not grown
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Cleveland has not seen a new Class A commercial real estate product in six years, indicating a
weak commercial market (Figure 15). Yet pockets of market strength and latent demand do exist
and will get stronger over the coming decade. As the current inventory of Class A real estate
ages, some of it will migrate down into the B space, leaving a dearth of available high-end Class A
space. Figure 16 estimates that only 25-30% of office space in the CBD is currently listed as
Class A, and 10-20% as Class C, with the remainder (50%) as B space. A few older buildings are
being renovated in order to keep up with the demand for high-end Class A product, but it is
unlikely that these renovations (similar to those in the Euclid Corridor) can offset Class A
inventory loss. Cleveland will face a large deficit in high-end Class A office inventory.

% |bid.
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Figure16: Cl evel andds commerci al mar ket s dominated by (

Colliers CBD Office Market by Class CoStar Downtown* Office Market by Class
Buildings Inventory (SF) Inv (% of total) Buildings Inventory (SF) Inv (% of total)
14 8,142,965 30% 20 9,934,560 25%
81 16,142,947 60% 125 21,320,046 54%
58 2,589,894 10% 201 7,993,336 20%
153 26,875,806 100% 346 39,247,942 100%

*Downtown includes CBD and Midtown

The demand forcommercialspace i n Cl evel andés CBDeconaryic strengt
conditions stabilize and downward trending vacancies continue. Given the proximity of the

waterfront site to the CBD, a waterfront development will likely cannibalize much of its tenants

from the CBD. Initial demand will likely be high given that any new commercial building may

become among the most prestigious in the city and be the first delivery in nearly a decade.

Absorption trends for commercial property are becoming supportive of new development:
Stagnant construction deliveries over the past ten years have helped to bring vacancy rates in the
CBD down to levels on par with similar cities in the area. Aging buildings and a low level of
economic growth have helped to push rent rates down enough to drive vacancy rates lower than
many competing markets. Expiring leases and industries that require high-quality office space
may drive potential demand for new commercial development, especially in the higher tiers of the
Class A market, over the coming decade.

Figure 17: Commercial vacancy rates in downtown Cleveland are on par with competing cities™
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Cleveland had a higher vacancy rate than its Ohio counterparts until 2006. High vacancy rates

(+20%) drove rent prices down enough for firms to move back into the CBD. Now vacancy rates in

the Cleveland CBD are much closer to those of competing Ohio cities. The downward trend in

vacancy rates indicates that demand is reaching a point where new Class A offices may be

absorbed profitabl y. At around 18%, Clevelandés vacancy r
which will deliver a 500,000 square feet waterfront tower to serve as corporate headquarters for

Legg Mason in 2010. This development is already in addition to the other well established

devel opments in the original l nner Harbor. Cleve
tenants willing to pay a premium for new development in a prestigious location.

10CostarﬁCIeveIand Of fice Marketo, First Quarter 2009 and Colliers | nt

11 . . .
Colliers International, US Real Estate Review.
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Figure 18: Recent absorption downtown has helped lower vacancy rates'?
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Figure 18 indicates that the recent drop in the commercial vacancy rate comes as downtown

absorption increased. Market participants say that this absorption is likely the result of firms

exploiting relatively cheaper rates and expanding their Class A space downtown. But those same

mar ket participants also noted that some of the
unlikely to have moved back in. The absorption then may have come from existing businesses

downtown and new entrants to the market. All of the factors mentioned above (the growing

demand for office space, no deliveries in the past six years, and a falling vacancy rate) indicate

pent up demand will likely absorb new office space, if the right development is available.

The next six years wil/|l be characterized by | arg
more than 64% of leases are set to expire. These expirations offer the Port a window of
opportunity to position the site to attract these tenants.

Figure 19: 64% of the total tenant square footage is expected to expire over the next six years
18.4%

11.9% 10.3% 12.3%
. 0
l . .6'1% =
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Current data on downtown commercial demand point to a variety of potential tenants for the
wat er front site. Since Greater Clevelandds office

12 1hid.
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taking less than 5,000 square feet with one, three, and five-year leases (See Figure 20), these
groups should not be overlooked as solid tenants for the Port site.

Figure 20: Smaller firms are abundant and are the seeds of future growth

58.5%
17.8%
10.2% 8.1%
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24,999 49,999 74,999

Despite the probability of layoffs in banking sector, the finance/insurance/real estate industry is
second only to government in terms of occupied square feet (see Figure 21) in the city. However,
other industries exhibit more promising growth rates, and when considered with the average
space a given employee occupies, other opportunities emerge, particularly within the
medical/health services industry.

Figure 21.: Government and FIRE firms are the citybs | ar ges
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Clevelandbés office |l easing rates are falling bel

recover: Aging buildings and a sluggish national economy are pushing Class A rental rates lower

across the CEM MSA. The market is now nearly $3 per square foot lower than in 1999. The drop

in leasing rates has helped to lower vacancies and increase absorption, but current prices may

have to rise again before most developers are willing to build new office inventory in the CBD.
Clevelandbés commerci al |l ease rates are now | ess
Col umbus. Given Cl evel aonidsie, nerasghere may how neprasentireat ¢ o n
value for money.
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Figure 22: Class A office rents are declining despite no new inventory deliveries®®
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Nevertheless, Clevelandbds CBD rents arseacatedpect ed

space continues to outpace absorption. Once vacant space is absorbed, however, average CBD
rents across all classes should begin to grow again in 2011. From a low of $14.90 per square foot
in early 2011, average rents may climb over 10% through the end of 2013 to $16.33.14 This
growth is somewhat slower than in Columbus and Cincinnati, where rents are already climbing.

Figure 23 Rents are projected to recover in 2010"
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A waterfront development on the Port site may be able to command a premium for its unique
location and under-developed context, which could conceivably be sufficient to make new
development profitable. Rent levels on the development could realistically garner $33 per square
foot based on a 10% premium to the recent rent price negotiated by the Flats East Bank
development.

13 Colliers International, US Real Estate Review.
14 Property and Portfolio Research, Cleveland Office CBD Fundamentals 1Q2009.

15 Colliers International, US Real Estate Review.
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Industrial Property

The industrial market is growing slowly as rental prices fall, but the flex industrial sub-
market shows strong fundamentals.

Available industrial inventory in the MSA is trending upwards and vacancy rates are at their lowest

level in ten years. Absorption since 2004 has also been trending upwards because rental rates

have dropped over 40% since 1998, allowing firms to lease warehouse space without increasing

their operating costs. Within the various types of industrial real estate sub-markets, the flex

indust ri al 6s submarket fundamentals | ook well posit

Cleveland has much more industrial inventory than its competitors: Cleveland remains the
largest industrial hub in Ohio because of its regionally significant port and large blue-collar
workforce. This industrial base is reflected in the large industrial property inventory that exists
there (in contrast with Cincinnati, Columbus and Baltimore).

Clevel andés industrial space inventory may be at i
expected to shrink over the coming years. For older industrial inventory in second or third-tier

locations, any loss of businesses may mean that demolition is likely. For prime locations with

modern linkages into the rail and road networks that cross Cleveland, the loss of industrial

businesses may be less severe, as owners may simply reposition the assets for new sectors.

Figure24Clevel andods Growing I ndustrial Inveéntory Leads its
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But its industrial vacancy rates have been very low since the late 1990s: In spite of the large
amount of inventory, Clevelandds industrial wvaca
at least 1999. The vacancy rate trend is downward, too, ending 2008 at 7.4%. The historical and

current vacancy rates reflect the underlying strength of the manufacturing base, even as it is

projected to shrink (though not disappear). Future deliveries into the industrial market will likely be

modern replacements of older facilities and will not increase market inventory.

18 1hid.
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Figure 25: Industrial vacancy rates remain low despite high supply17
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Absorption has been increasing recently: The current state of the market is reasonably
healthy, and supply and demand factors appear to be largely in balance. Four of the past five
years showed net increases in absorption (between two to four million square feet, enough to
mostly offset the 12 million square feet shed during the fallout from the recession of the early part
of the decade). Absorption has been trending higher since then as well. While this absorption has
helped to bring down vacancy rates, it has not led to an expansion in industrial inventory. New
absorptions appear to be mostly expansions into more modern facilities within the Northeast Ohio
region.

Figure 26: Net positive absorption has been increasing over the past five years18
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Cl ev el an dasand affiderental rates are similar competing cities: Average

warehouse rent prices in the MSA have dropped 46% since 1999 (Figure 27), which partially
explains why inventory growth has been flat and vacancy rates have improved. Companies are

7 1bid.

18 1bid.
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able to rent more warehouse space at the same cost. Manufacturing jobs in 2016 are expected to
be 18% less than in 2006. This job loss may set the stage for lower leasing prices as tenants
aggressively negotiate with current leasors over escalating rents amid increasing vacancies.

Figure 27 Industrial rent prices are trending downwards™®
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Rel ative to other property types, Clevelandos

dramatic peak-to-trough swings in vacancy. Vacancies changed little over the last few years,
hovering near 10.8%. A forecasted increase to 12.4% will occur by 2010, before reverting back to
near 10.8% by 2013 (Figure 28). These factors make general purpose industrial space a less
attractive use of the current Port site than other uses. Further, industrial tenants would not pay
premium prices to be on the waterfront.

Figure 28: Warehouse vacancy rates and rent prices are poised for recovery in 2012
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Cleveland warehouse yields remain high despite pessimistic outlooks for other property types.
Capital values did not inflate here as much as in many other markets, making for a less severe
value decline now. Strong leasing over the past three years (despite a declining local employment
base and a crippled housing market) and the metro area's reputation among national real estate
investors keep developers away and yields high.

19 1pid.
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Clevelandbés industri al isfamechk bester btarg thkugh: Fléxeacancya s t
stood near 12.1% at the end of the first quarter of 2009. Downtown flex lease prices are the

highest in the MSA region, perhaps causing a somewhat high regional vacancy rate. Unlike

traditional warehousing, flex space users are willing pay locale premiums. A port development

could seek to lease space higher than the almost $12 per square foot in the downtown area.

Figure 29: Downtown flex space commands the highest rates in the MSA
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Cleveland faces strong competition from Columbus, a national warehouse market with strong
distribution infrastructure. Locally manufactured auto parts and machine goods, and local
consumption drive industrial property absorption in Cleveland. Given the state of the US auto
market, predicted demand will decline until 2010. The flex building market specifically recorded
net absorption of -215,282 square feet in the first quarter 2009, compared to +27,874 square feet
in the fourth quarter 2008.

Only 300,000 square feet came into the market in 2008 (older property redevelopment, primarily),
and as with other property types (excepting retail), this construction constraint helps
fundamentals. Generally demand for flex space comes from tenants that are well distributed over
available size ranges, with most taking under 25,000 square feet of space.”

Rents are poised for an encouraging rally, pending any negative market news. The forecasted

2.6% drop is well below the 6.5% PPR54 average, and is expected to grow 12.6% by 2013.21

The average quoted rate within the flex sector was $9.05 per square foot at the end of the First

Quarter 2009, while warehouse rates stood at $3.69 over the same period. Consequently, PPR

actually recommends buying into this submarket after mid-2010. Flex development on the Port

mi ght be considered useful for a portion of the
that are involved in technical or advanced manufacturing for fast-growing ICT or health segments.

2 CoStar 1Q2009 Cleveland Industrial Report.

2 Property and Portfolio Research Cleveland Warehouse Market Performance.
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Hospitality Property
Hospitality demand is strong, and distinct niches are developing across the city

Hoteliers recognize the strength of the local tourism market and plan on increasing the number of

hotels in the city (and expanding some of the current hotels). In both cases,the Por t 6 s adj acer
tourism cluster of the Rock and Roll Hall of Fame and Science Center provides a strong

foundation for waterfront area tourism development. Waterfront hotel rooms would be strong
competitors against hot el s | togriattateadtionfs.as thetsier away
develops and matures, additional demand support will come from business travelers to the

waterfront and wider CBD.

Clevelandodés tourism economy gener at e<Slewlandisda ant i a
culturally-rich city offering numerous natural, recreational, and cultural attractions for visitors to

explore and enjoy. In 2007, visitors to Northeast Ohio generated $13.9 billion in tourism sales and

sustained 170,728 tourism-related jobs. Cuyahoga County broughtin45% of Nor t heast Ohi
tourism sales, accounting for roughly 14 million visitors.

Figure 30: Visitor numbers show strong sales, overnight visitor and RevPAR (revenue per available
room) growth?

Cuyahoga County Economic Impact

Total Sales $5.72 Billion $6.05 Billion $6.36 Billion
Total Employment 63,783 64,109 63,721
State Tax Receipts N/A N/A $258.5 Million
Local Tax Receipts N/A N/A $198 Million

Northeast Ohio Visitor Volume

Day Trip Visitors N/A 51.7 Million 50.9 Million
Overnight Trip Visitors 11.2 Million 11.4 Million 12.1 Million

Cleveland Area Hotels

Occupancy 57% 58% 58%
Room Demand 4,530,029 4,513,721 4,519,140

Revenue Per Available
Room (RevPAR) $44.13 $48.85 $51.58

Since the early 1990s, Cleveland has added and improved many cultural and recreational

amenities appealing to tourists and residents. These include the development of Quicken Loans

Arena (the Clevel and Cav alseakconseft vehue)ndevelapmenhch and 2
Progressive Field (home field of the Cleveland Indians); development of Cleveland Browns

Stadium; addition of the Rainforest to the Cleveland Metroparks Zoo; development of the Rock

and Roll Hall of Fame and Museum (host of an annual induction ceremony every third year

beginning in 2009); development of the Great Lakes Science Center; restoration of the Playhouse

Square Theater District; and the six-year, $258 million expansion and renovation of the Cleveland

Museum of Art.

%2 http://www.positivelycleveland.com/media_center/industry_stats/
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Figure 31: Hospitality demand is rebounding to pre-financial crisis levels
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The availability of these unique attractions will be a strong selling point to groups holding

meeti ngs in Clevelandés new convention center, onc
toattractnew i ndustries and development s, t he areads n
and lodging facilities will benefit from the increase in visitors. The recent fall in room demand will

rebound beginning in 2011, which will outpace hotel deliveries and drive vacancy rates higher.

The Cleveland MSA includes hotels located in Cuyahoga, Ashtabula, Geauga, Lake, Lorain, and

Medina counties. The Cleveland MSA has recorded increases in occupancy each year since

2005, while average daily rates (ADRs) has increased steadily over the last four years. The

fol owi ng chart shows the Cl e wte-tlakefodgingp8riodnanceni st or i ¢
through July 2008 along with projections by Hotel & Leisure Advisors.

Figure 32: Cleveland MSA Hotel Market Operating Performance®

9% Change % Change | _RevPAR | % Change

2004 57.1% $74.98 $42.81

2005 56.6% -0.9% $78.01 4.0% $44.15 3.1%
2006 57.6% 1.8% $84.90 8.8% $48.90 10.8%
2007 58.2% 1.0% $88.59 4.3% $51.56 5.4%
YTD July 58.6% $88.39 $51.80

2007

YTD July 55.1% -6.0% $90.54 2.4% $49.89 -3.7%
2008

2008 55.0% $91.00 $50.05

2009 57.0% 3.6% $94.00 3.3% $53.58 7.1%

Year to date, Cleveland area hotels have recorded a -3.5 point decrease in occupancy as
compared to 2007, although the ADR has increased by 2.4%. In 2007 both the Cavaliers and the
Indians were in playoff competitions, which boosted demand. The drop in 2008 is due to reduced
business travel because of the economic downturn as well as reduced leisure travel due to fewer
major sporting events.

23 Smith Travel Research (historic) and Hotel & Leisure Advisors (forecast).
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The Cleveland market contains 187 hotels with 21,439 rooms according to Smith Travel Research
and is divided into 7 submarkets. The foll owing
lodging performance in 2007.

Figure 33: Cleveland Submarket Operating Performance 20072

Akron/South 50.4% $56.10 $28.27
Downtown 61.0% $118.32 $72.18
East 57.2% $85.46 $48.88
South 59.1% $89.32 $52.79
Southeast 39.9% $61.16 $24.40
Southwest 64.6% $73.61 $47.55
West 58.9% $76.63 $45.14

In 2007, the strongest market in terms of occupancy was the Southwest market with occupancy of

64.6%. The strongest market in terms of ADR and RevPAR is the Downtown market with an ADR

of $118.32 and RevPAR of $72.18. While an occupancy rate of 61.0% would not be considered

by most hoteliers to be strong, itds not a part.
the other six submarkets.

New hotels are being planned to take advantage of unique opportunities: As a result of the
forthcoming development of a new convention center and Medical Mart in downtown Cleveland,
an 800 to 1,200-room convention headquarters hotel has been proposed as well as a possible
300 to 400 room expansion of the existing 491-room Renaissance Cleveland Hotel (both in the
preliminary planning stages). Additionally, the Inter-Continental Hotel Group has signed an
agreement with K&D Group to redevelop the Ameritrust Tower on East 9th Street and Euclid
Avenue into a Hotel Indigo. The new hotel would be part of a mixed-use development including a
140-suite boutique hotel, 165 to 180 apartments, and 200,000 square feet of office space. A new
126-room Staybridge Suites hotel has been proposed at the former Channel 3 building on the
corner of Rockwell Avenue and East 6th Street. Additionally, Charter One Bank is financing the
renovation of the Tudor Arms Hotel near the Cleveland Clinic. The developer is proposing a
mixed-use development containing a 157-room hotel and 53,000 square feet of office space.
University Hospitals has begun seeking proposals from hotel developers to construct a new 160-
to 200-room hotel on the corner of Euclid Avenue and Cornell Road. Additional smaller hotel
projects are proposed for suburban areas. As is often the case in development, each of the
aforementioned lodging projects is speculative in nature. However, if the Medical Mart and
convention center proceed, it will drive the occupancy and new construction of hotels.

Hotel development forecasts are more speculative than forecasts for other property types. With
hotel development, much depends upon broader economic issues. So much so that it is common
for real estate professionals to consider hotel development separate from traditional real property
development.

While forecasts project a continuing decline in hotel demand until the end of 2010, a net
absorption for hotel rooms is predicted with overall economic recovery.” This bodes well for new
hotel development at the Port site. Since the submarkets of Cleveland are so unique, it is possible

24 Smith Travel Research.

= Property and Portfolio Research, Cleveland Hotel Market Fundamentals 1Q2009.
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for the Port site to support new hotel development, even if the Cleveland MSA does not.

Figure 34: Increased demand for hotel rooms feeds growth in the room rates and RevPAR®®
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Finally, new hotel construction and increased occupancy tend to drive employment. Hotels are

intense users of relatively low-cost labor, and can provide many people a first rung on the

economic ladder’ Thi s empl oyment growth may helathand i ncr ¢
contribute to rising prosperity (that in turn attracts people to the Port site and the city generally).

Retail and Entertainment Property

The retail environment in the MSA is under stress from the economic recession, but the
CBD appears to be stronger.

Over time, we estimate that the residential, office and tourism populations of the wider Port area

(including Downtown and the CBD) will grow sufficiently in size to support precisely the types of

retail amenities that suburban shoppers take for granted (such as grocery stores, big-box retalil

and various entertainment options). But the city
thinkers has also broughtnon-c hai n options that add to the areac
Cleveland MSA level retail market has not fared well during this recession (estimates of retalil

vacancy differ by very large amounts, but generally all agree that rates above 20% are possible),

the CBDO6s retail submar ket has performed better

While insufficient demand currently exists in the CBD for large anchor tenants in the supermarket
or big-box segments (roughly 10,000 households are needed for those tenants to be successful),
entertainment providers and retailers focused on the tourism sector (initially) may fare well, as will
restaurateurs and bar-owners that can deliver unique experiences on the waterfront.

26 1hid.

27 bid.
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The Cleveland MSAG6s r et aiMacarsciesowitrantthe EEM MSA retailll u mpi n g
market are high (18.3% at the end of the first quarter) and will only experience a moderate

recovery in the coming quarters (Figure 35). Reduced consumer spending and overbuilt capacity

across the MSA are driving vacancies upward, and the vacancy rate may even be as high as

22.4% in 2010 before moderating to a still relatively high 18.9% by 2013. Unlike other product

types, MSA retail inventory is not held in by supply constraints. A glut of product that accumulated

due to new construction during the last few years will reduce the potential for a substantial

recover y. When coupled with greatly decreased demar
historic retail market rent volatility, a bleak outlook emerges. Fortunately for existing landlords,

only 310,000 square feet will come onto the market in 2009. As customers have pared back on

almost all discretionary spending, smaller, value-oriented retailers that provide lowest-cost

alternatives are expected to be among the only retailers shopping for space this year.?®

Figure 35: Increased demand and stagnant deliveries are stabilizing vacancy rates
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Predictably, rents are expected to fall by 15-20% (Figure 30)*° and will not rebound with the same

tenacity as other metro areas, regaining only 5.4% compared to 8% for the PPR54 metropolitan
areas.®®*Cl evel anddés popul ation and unempl oyment woes
predictions.

28 CB Richard Ellis, Northeast Ohio Retail Report.
29 Ibid., Property and Portfolio Research, Cleveland Retail Market 1Q2009.

3 Property and Portfolio Research, Cleveland Retail Market 1Q2009.
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Figure 36: Projected rent prices will remain stable through 2013
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some forecasters expect Clevelandds rebound to t
Net Operating Income (NOI) for retail property is 10% (outpacing Cincinnati and Detroit, but below

the 19% national average). Similarly, cap rates are expected to rise roughly 3.3%, but this is

insufficient to boost annual returns above average in 2012 and 2013. This rate of return is similar

to Cincinnati but lower than Columbus.

Figure 37: Forecast summary as of 2009 Q1 for the retail market
Average Annual Growth Rates

Historical Forecast
Metro PPR54 Metro PPR54
Supply 1.90% 2.30% 0.10% 0.70%
Demand 2.00% 2.50% 0.00% 1.10%
Net Demand 0.10% 0.10% (0.1%) 0.40%
Finally, data collected for the retail property

2009 retail vacancy estimates at 18.3%,* 7.1%,%* and 11.5%.%* This variance reflects the different
sampling methodologies used to understand this relatively opaque market.

Clevelandbébs CBD retail mar ket is in dmostaki derabl y
contrast to high vacancy rates at the MSA level, CBD vacancy is in much better shape with
vacancy rates at 3% c ompmure38). Yetoenttpicesa®lSoAds 22 . 4 %

3L Ibid.
%2 Ibid.
3 CoStar Cleveland Retail Report 1Q2009.

34 Marcus & Millichap Cleveland Retail Research 2Q2009.
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significantly different than at the MSA level. Volatility in rent prices could reflect weak retail
demand. The market lacks high-profile anchor tenants, but rather is filled with general retailers
that are unlikely to pay high rent prices. Weaknesses in the CBD retail market may, therefore, be
a sign that retail property investment would need to be grounded on local demand drivers that
justify any premiums paid.

Figure 38: Downtown Cleveland vacancies point to a notably healthier market than the MSA overall®
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The CBD currently hosts only retail classified as General Retail and Mall Market (generally single
purpose retail buildings or the typical multi-tenant mall). This is a benefit, as other types of retalil
have been more hard-hit during the recession. Nonetheless, across all classes of retail property in
the CBD, deliveries, absorption, and vacancies fell simultaneously from 2006 through 2008. As a
result of these trends, CBD rents did not drop substantially. Other cautiously optimistic statistics
show rents creeping upward, and vacant space increasing only modestly. However, the CBD is

notimmu n e
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residential and office tenants, and a good connection to local tourism attractions.

Residential Property

Residential property is suffering from the recession, but interest in living downtown
remains high

Cl evel and 6 dousirg sarkektasrthe iveakest segment in this analysis from an MSA
perspective, but is not representative of the residential market over all submarkets. A good
indication of the relative supply of houses at the MSA level compared to demand is that the
median sales price for single family homes in the MSA dropped below $100,000 in 2008,
continuing a trend of declining prices that began in 2006. Presaging this slowdown, construction

= CoStar Cleveland Retail Report 1Q2009.
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permits had begun to decline in 2004 and had continued through 2007. Only selected
submarkets, particularly in Western Cleveland, have bucked this trend strongly.

The impact of the recession is also visible in the home ownership rate. Foreclosures have taken
this rate lower, even as rental rates fall from the increasing supply of homes converted to rental
use. If the real estate cycle were nearing its bottom, then the volatility in pricing would be
narrowing to a small band. As of Q1 2009, this volatility was growing, indicating continuing
difficulty withi n t he CIl e v el entadpropéByAtarket.r e si d

Amid the gloom in the residential market, residential demand in the CBD is forecast to grow, and

this growth is before a number of planned developments there begin spending money on

marketing and generating additional demand for downtown living. As the residents of the

downt own apartments and condos are also includes
and educations, the growth in downtown residential demand supports additional residential

development there.

Figure 39: The volume and value of city of Cleveland residential construction permits are well below
average levels®
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Residential deliveries are slowing as construction permits and starts are dropping: Housing
permits are a key indication of future growth expectations for any housing market and the volume
of housing permits halved between 2004 and 2007. The total value of potential housing starts has
also dropped to a low of $20 million. There have been no major shifts toward higher, mid, or
lower-cost housing in the Cleveland MSA area. Figure 39 plainly shows the drop in residential
permits prior to the 2006 real estate bust.

Rates of home ownership are falling along with prices, while rental rates are stable:
Although the Cleveland real estate market did not participate strongly in the recent real estate
boom, home ownership rates and rental prices at the MSA level have fallen. A combination of
rising unemployment, foreclosures, and the availability of land has kept rental rates low.

36
Census Bureau.
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Figure 40: Home ownership rates are declining®’
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Cleveland-Elyria-Mentor historically has had higher rates of home ownership than the state of
Ohio until the recent economic meltdown. High homeownership rates were a result of low housing
prices as the population sprawled further away from the city. However, recent economic troubles
in the manufacturing sector have amplified weaknesses in the housing market, causing a cascade
of foreclosures. Between Q4 2008 and Q1 2009, the MSA saw an 8% reduction in home
ownership rates after nearly returning to levels seen at the beginning of the real-estate bubble
bust from 2001-2006.

Figurée 41: Cuyahoga County residential vacancy rates are dropping, along with rental
rates
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Stagnant rises in real estate prices have also kept fair market rental prices low. After peaking In
the middle of 2008, rental prices are falling steadily to 2006 levels. Average rental rates for a two
bedroom apartment remain relatively low at under $800 per house. The median price of a single-

37 U.s. Census Bureau, 2005-2007 American Community Survey.

38 LJUD, HUDUSER.

Cleveland i Cuyahoga County Port Authority 59



family home in Cleveland was roughly $105,400 in the first quarter, down 6% from one year
earlier. Job losses leading to more foreclosures are maintaining pressure on home prices, helping
to keep them from growing. The median price of an apartment property in Cleveland increased
6% to $36,900 per unit year over year. Some of the appreciation is due to the mix of assets
trading, as more Class A properties changed hands during that time. The drop in prices has
helped to keep vacancy rates steady at over 10% over the past 3 years.

Residential real estate volatility is growing: Cleveland real estate prices have historically been
cyclical with growth trending linearly upwards, unaffected by the housing boom in the late 80s, the
slump in the mid 90s, and the recent real estate boom. However, losses in the manufacturing
sector and financial instability have sent the Cleveland housing market into a period of extreme
uncertainty.

Figure 42 reveals that the Cleveland market has had strong steady growth, but has suffered since
2006. Unlike the rest of the country, its historical growth has been steady, as the Cleveland
market, marked in red, missed the boom in the late 80s and 2000s and missed the recession
during the mid-90s. Overall growth during growth periods did not see nearly the growth seen in
the aggregate US market. In the recent slowdown, the Cleveland market has suffered more than
the US market, despite seeing a smaller percentage drop from peak levels. Housing prices in the
Cleveland area are down to the lowest level since 2001, while the rest of the country only dropped
to 2004 price levels. With increasing foreclosures and houses already as cheap as $20,000, the
Cleveland market may be nearing the bottom.

Figure 42: Housing prices are dropping, but less steeply than at the national level®®

250 A

200 A

—

&)

S

=]

«

@© 150 -

o

>

Il

o

=]

2 100 -

x

&

o

<

50 A
0
N0 O d N ® Y WO N O DO d N M S WO~ 0D
X DX 0 DD DD DN DO O QO 9O Q9O 9 9 B
o O O O O O O O O & O & & © © &6 © © © © & © ©
4 a4 d d dd dd A dd d 3NN JdNJJdA

Composite 10 = Cleweland

Negative yearly growth rates started in the beginning of 2005, before the country-wide bust
began. Since then, price shocks have gotten deeper but have been softened by a brief period of
recovery. With growth rates volatility increasing, the residential market may yet be weak at the
MSA level for some time.

39 case Schiller Index.

Cleveland i Cuyahoga County Port Authority 60



Apartment demand in the CBD is forecast to grow: In spite of the regionally weak residential

mar ket, there are bright spots in the picture. T
(most of the residential property supply in the CBD in condo or apartment) and is one of the best

residential markets in the city. Vacancy rates are low, average rents are high and attractive

segments of the MSA population wish to live there. Figure 42 shows the vacancy rate together

with the residential supply and demand changes in the CBD.

Figure 43: Modest movement will characterize CBD residential development40
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CBD residential vacancies fell until 2007, and then rose through 2009 (with estimates of a stable

10% vacancy rate until 2 0 1 3 apartménu vacarecyrate iyclosedor e at er
that of other major Ohio metro areas. A waterfront development would increase supply and shift

demand from the CBD and the suburbs onto the waterfront. This demand may be translated into

higher average rents than are available in the CBD as well.

0 ppR
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Figure 44: Current economic conditions are hurting rent prices, but will begin to rebound in 2012
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Rents are expected to improve again in 2011, following a decline in that began in 2007.
Reportedly, lower-end one bedroom units in the CBD will currently rent within 48 hours at $0.87 i
$0.90 per square foot, while high-end one-bedroom units will rent similarly quickly at $1.45 i
$1.50 per square foot. Sale units vary by CBD location and building type: historic conversions
generally fall between $190 1 $250 per square foot, new construction is slightly more expensive at
$285 1 $300 per square foot, and product located in the Theater District or University Circle will
command a slight premium of $300 i $325 per square foot. Despite 700 i 1,100 units coming off
Clevelandbés condominium tax abatement and onto t
still selling, although at a discount relative to units still under abatement. One example listed two
very similar units changing hands for $256,000 and $285,000 for the expired abatement and
exempt unit, respectively.**

If the Port site can be developed within these pricing parameters, then absorption within levels

seen in the CBD may be expected. ShouldthePor t 6 s resi denti al devel opme
other sources of demand that can supplement standard apartment or townhouse leasing

arrangements, then the local university market may also be attractive. Cleveland State University
reportedly suffers from a scarcity of dormitory housing. 400 units are supposedly absorbed in two

days, leaving a waiting list twice as long as the available units. Since nearly 75% of students

commute, housing on the Port site may be an attractive residential solution (although the rates

would have to be evaluated in light of development costs).

41 :
Greater Cleveland Partnership.
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3. THE DEVELOPMENT OPTIONS FOR THE PORT SITE ARE SUPPORTED BY
LOCATION ADVANTAGES, DEMAND PROJECTIONS AND FINANCIAL ANALYSIS

The Port site presents unique development opportunities supported by emerging local demand

and financials. The site sits on prime waterfront real estate in a high-traffic metropolitan area with

t he areads tourism.i cloengsalnecaormpiltisc epteiranmse tier t he |
structure are potentially limiting, but reconcilable. Despite a currently weak real estate market,

demand model projections indicate sustainable demand for a unique waterfront development with

a mixed use product. The demand-led options for development plan options each result in positive

financial returns for the capital providers.

3.1 THE PORT SITE PRESENTS UNIQUE DEVELOPMENT OPPORTUNITIES WITH
SOLVABLE BARRIERS TO DEVELOPMENT

The Port site is an attractive area for development because of its connectivity, size and location. It
comprises prime waterfront real estate in a high-traffic metropolitan area. The plot is unique; being
undeveloped and adjacent to major city arteries, nationally recognized tourist attractions, and

Lake Erie. Logistically, the s i treladively large size gives developers flexibility during the early

stages of development for a longer period. The port may retain (part of the) port functions as an

important and defining element that provides character to the waterfront development.

Connectivity to the city and land ownership complications present barriers to development, but

can be easily solved through negotiation with the relevant stakeholders.

Port site is well positioned to exploit regional connectivity: ThePor t 6s proposed de
in Cleveland places it along a network of land, road, rail and air connections with other large

population centers in the north-central and much of the Eastern i Mid-Atlantic United States. This

location is estimated to be accessible by at least 20% of theentre US popul ati on wit hi
drive.

Figure 45:

n

Cityds |location within the region is attractiVve

The city is not only accessible to Americans. As Figure45s hows, Cl evel andds pos
southern end of Lake Erie means that Canadians too can visit easily. It has access to transport

options via waterways, rail or land routes along the lake. It counts itself among a select group of

large cities that border Lake Erie, including: Buffalo, New York; Erie, Pennsylvania; Toledo, Ohio;

and (somewhat indirectly) Detroit, Michigan. Interstate highways facilitate land access through I-
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77 and 1-90, with reasonably easy access to I-75, 1-79,1-80and1-8 6. Cl evel andds | oc
near so many large highways positions it as a potential aggregator of local and long-haul tourists

who travel on the aforementioned roadways. These links help to make Cleveland a regional hub

for businesses, trade, and tourism.

The waterfront site is unique and links into wider city development trends: The current size

of the Port site is 99-acres with an additional 14 acres near the Browns Stadium that are

potentially available for development, visible from the downtown area behind the port. Taller

buildings in the downtown area have clear views of the port, stadium, and Rock and Roll Hall of

Fame. Aesthetically, the site itself is austere with no historical structures, as the port was built for

functional use: as a place to load and unload bulk cargo ships. The railway, large areas of storage

space, warehouses, and overall lack of green space add to the industrial setting of the site.
However, the siteds waterfront devel opment al pot
development would take advantage of sunsets on the lake, and unobstructed views of the

cityscape to attract new residents, visitors and businesses.

Figure 46: The port has a prime location within the city

Figure 46 reveals that the siteisinclosepro x i mi ty t o some of Clevelandd
site (Zone A) is adjacent to the tourism epicenter (Zone B) of Cleveland, with the Rock and Roll

Hall of Fame and Science Center, which attract n
Stadium, which fills with 80,000 people more than 10 times a year. A link from the eastern corner

of Zone A to Zone B would connect the portods sit
Stadium. It would make a strong base from which to develop a retail, entertainment, hospitality

and dining area on the portds site to seed its |

The port site borders the developing Flats district (Zone C) to the south. The western end of the

port site is conveniently located along the mouth of the Cuyahoga River, just north of the former
FIl ats entertainment district. De v e-Use gevelogmerd one A0
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zone would complement the live-work-shop-e nt er t ai nment t heme headl i nec
downtown development mix. The site also borders the CBD (Zone D) to the east of the Flats.

Office use and the planned medical mart in Zone D would tie together with commercial and retail
developme nt on t he waterfront siteds southern peript

Current transportation infrastructure can be adapted and connectivity improved: The area

has some on-site transport infrastructure, primarily related to ongoing port activities. On the

eastern side of the site, relatively more infrastructure is in place for Browns Stadium and public
useduring game days. | mportantly, the site is alrea
System (RTA) with an existing commuter rail line bridging the Amtrak railways and running along

theent i re southern edge of the sit eewhidhlktonsectc arri es
directly to the Tower City T Public Square downtown hub station. There is also a reasonable level

of existing road access between the downtown and the Port area, with three existing roads

crossing the railway corridor: W 9™ Street, W 3" Street, and E 9™ Street. Additionally, there is site

access on the eastern side from Highway 2, as well as from the N Marginal Road. There is a

double pedestrian bridge over the railway lines connecting The Mall and the Browns Stadium

area.

Despiteitspr oxi mity to the most vibrant areas of downt
accessibility is still problematic. Road and pedestrian accessis bl ocked by t WAWmy Port
development plan would have to i mproveabditgtogestei bi | it
the Port easily. Access to and from the site is best from the west side of the city, but the rail and

road links act as a physical barrier between the downtown area and the waterfront site. Outside of

the Waterfront Line the Port area remains separated from the city: the railway run across the

entire southern perimeter of the site adjoining the downtown, and the elevated Highway 2 affects

the eastern side of the southern perimeter. The railroad and roadway effectively serve as a barrier

to natural pedestrian circulation to the Port site. The area is bounded on its western perimeter by

the Cuyahoga River, with an Amtrak bridge present. Connectivity is not an issue on the East side,

with few physical barriers disconnecting the Port with the stadium area. Here, the site would

benefit from direct access to the Memorial Shoreway, the Amtrak Station, and other public

transport access servicing the tourist area.

Current port operations provide opportunity to add value waterfront development: As seen

in the international and US case studies, many waterfront developments retain all or part of the

port functions that mmaritipeelarattes asadreas anraaivetworkingar e a 6 s
waterfront. A panorama with port functions (cranes, ships, tugs, dockings and departures,

shipping and boat activities) can add value to a real estate project by adding vibrancy, activity and
character to the site for residential, tourism, office and leisure functions.

The waterfronts wit lgofténlinclvde stirgulaging shipping dnd watert reélated a | i t
activities (fishing, diving, boat tours, ferries, boat repair or even some small cargo handling are

appealing port activities). Similarly, it is possible to attract forward agencies, shipping lines, and
others to |l ocate in offices close to the active
adjoining development area. However, the nature and manner of port functions and the nature of

the adjoining waterfront real estate development need of course to be considered to effectively
6nestd the port functions as a complement to the

Land ownership complications are solvable: The complex ownership structure of the port site
may limit development options if a solution is not agreed upon early in the planning process. But
given the stakeholders involved (primarily all government entities with an interest in ensuring the
best possible public outcome for the Port site) a successful development is nonetheless feasible.
The Port authority owns the majority of the site and leases the rest from the City. However,
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neither entity directly owns their land. Instead, the Port and the City own land (which was created
using dredged fill) that sits on déupwthedrigimalne St at
shoreline. This legal fact means that the Port and the City pay a ground lease to the State of Ohio

for using the land that the Port currently occupies. As Figure 47 shows (with red denoting city

ownership and green port ownership), there are additional nuances to the ownership issue.

Land owned by the CCCPA (in green) comprises eight parcels of approximately 59 acres, mainly

to the sitebs south and west. Pr e s e djacenytothet he ci t
Brownsdé Stadium and the Rock FHRgord46Rmllplbts2Band30inof F a
Figure 47) and the port has a lease on that land until 2028. This land is roughly 48 acres in total.

Further, the city also owns the land surrounding two of the commercial slips (plots 24 and 26 in

Figure 47) that the port uses for its primary operations and 350,000 square feet of warehouse

space. The port has purchase options for these latter two plots of land, but currently leases them

from the city until 2043. The terms of the purchase have not been discussed, but may be

favorable considering the potential economic impact of the new developmentonthecity 6 s t a X

base.

The port itself also leases land to two other companies, Kenmore and Essroc. Kenmore leases
land adjacent to plot 22, which is at the intersection of the lakefront and riverfront; while Essroc
leases land on the riverfront that is adjacent to plot Dock 22 South and the Rapid Transit Authority
(RTA) loop. The Port Authority is in a long-term contract with the Essroc cement factory that is set
to expire in 2027, with options to be extended for another 20 years. Kenmore currently operates
on a year to year agreement.
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Figure47: The Portds | and ownership and | ease structure is complicated
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