Appendix C

MARKET WATCH: Dakota County

Minnesota Housing Partnership- Market Watch

naEf
it
s

Trends in the unsubsidized multifamily rental market

OCTOBER 2018 | Across the Twin Cities, the growing ranks of renter households are facing an increasingly challenging housing
market with rising rents and declining vacancy rates. While developers are leveraging public and private resources to create new
affordable units, current owners of unsubsidized rental properties have few tools to preserve and improve aging properties to
maintain homes for current and future tenants. In this research series, Minnesota Housing Partnership tracks key trends in the
unsubsidized multifamily rental markets across the Twin Cities. This report analyzes data for 23,800 unsubsidized rental units in
properties with four or more units in Dakota County from the CoStar database. Data information and limitations on page 2.

SIGNIFICANT INCREASE IN RENTER HOUSEHOLDS, THOUSANDS PAYING TOO MUCH IN RENT'

In 2016, slightly more than 1 in 4 households in Dakota County
were renters, significantly lower than St. Paul and Minneapolis,
where renters make up the majority of households. However, Dakota
County has seen a higher rate of growth in the number of renter
househalds, rising 18% since 2000 to a total of 40,564 renter
households. This is notably higher than the 12% increase in renters
statewide and 12% and 13% increases in St. Paul and Minneapolis
respectively. A number of cities in Dakota County have seen dramatic
increases in renter households, including Apple Valley (112%) and
Inver Grove Heights (71%).

The cities with the highest renter populations are those that are
closest to Hennepin and Ramsey counties, including West St. Paul
(42%), Burnsville (34%), South St. Paul (34%), and Eagan (31%).

Dakota County 26% 18% 52%
West 5t. Paul 42% 2% T0%
Burnsville 36% 7% S0%
South 5t. Paul 3% 22% 41%
Eagan % 4% 54%
Inver Growe Heights n% % 59%
Hastings 28% 4% T8%
Apple Valley 21% 112% %%
Rosemount 15% 114% 2%
Lakeville 13% 133% 26%
Farmington 13% 86% 14%
Mendota Heights 12% 4% 33%

These are also the cities with the largest percentages of people of
color. Overall, 52% of Dakota County renter households are people
of color, with West St. Paul (70%), Burnsville (60%), and South St.
Paul (61%) containing the largest proportion of renter communities
of color. Like the rest of the Twin Cities and the state, househaolds of
color are far more likely to be renters; for instance, only 22% of white
households in Dakota County are renters compared to 66% of Black
and 55% of Latino households.

From 2000 to 2016, median rentin Dakota County increased &%,
while median renter income decreased 8%. Of the 40,564 renters in
Dakota County, 18,601 earn under 60% of AMI, and 15,376 of thoze
renters earning under 0% of AMI (or 83%) are cost burdened, with
54% (8,275) paying mare than half of their income on housing?

In Dakota County, 0f those households,
46% of renter 83% pay more than
households (18,601 30% and 54% pay
families) earn less mare than half of
than 60% of area their monthly income
median income on housing

1- Unless otherwise noted, inform ation in this section comes from the 5. Census Bursaw, 2012-
2016 Ameerican Community Survey | 2- Metropalitan Council staff analysis of LS. Census Buresu,
1012-201 6 American Community Sumvey Public Use Microdata Samiple five-year data



DATA NOTES AND LIMITATIONS:

DATA SOURCE: Unless otherwise noted, data on pages 3-111in
this repart comes fram CaStarn, & commuencial real estate database that
tracks mubifamily properties with faur ar mare units. This includes
6,627 market rate, existing mubtifamily properties in the 7-county
Twin Cities metro, for which data is directly sourced from property
management by CoStar researchers. This repart analyzes data for
approximately 23,800 unsubsidized rental units in 330 properties
with 4 or maore units in Dakota County, excluding thase that are
currently under construction or renovation. Data for this repart was
actessed and downloaded the first week of June 2018,

RENT DATA: CaStar pravides average, rather than median, rent
data. Of the approximataly 23,800 unsubsidized rental units in Dakata
County tracked by CoStar and included in this analysis, 56% indude
rerit data. All rent data in this report is adjusted for inflation.
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BOUNDARIES: This report analyzes Dakota County cities by cty
baundary. In the county, there are a total of 21 cities, 14 of which have
properties in the Coftar database. Cities that do not have any rental
properties in CoStar indude: Coates, Mendota, Miesville, New Trer,
Randalph, and Surdish Lake.

CLASSES: CoStar defines building class in the following way. CLASS
A buildirgs regresent current trends and standards in design andlor
are of a imeless, perhaps historic quality. They include high quality
finishes such as hardwaod floars, granite countertops, andfor stainbess
sheel appliances, as well as on-site shared facilities like clubhouse/

party room, fitness center, business certer, ete. CLASS B buildings ane
aesthetically average and contextually appropriate. They indlude average
quality finishes and a few on-site shared facifities and spaces. CLASS €
buildings are purely functional, aften with below average finishes, small
windews and likeby no on-site facilities or shared spaces.
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AVERAGE RENT OUT OF REACH FOR MANY

From 2010 to June 2018, average rent in Dakota County for
multifamily properties with four units or more rose 13% to
§1,171. Average rent is lower than that of the 7-county metro
(31,217 in 02 2018) and the magnitude of increase has been
slower {compared to 3 17% increase for the 7-county region since
2010). 5till, rent is maving out of reach for a large segment of the
renting population.

Unsubsidized units that are affordable to households eaming
40% to &0% of the area median income (AMIF - for instance, a
family of four eaming 534,340 to §51,480 annually - are often
referred fo as naturally occuming affordable housing (MOAH).
By traditional measures, rent is considered affordable when a
household spends no more than 30% of its gross income on
housing costs. Countywide, rent s largely affordable to families
making 0% of AMI - but not for those at lower incomes.

Dakota County Average Rent by Unit Size

Fuerage Ioverage rent
rent 2010 Jume 2018

For instance, as of June 2018, the average rent for a one-
bedroom apartment is 51,041 - a full $343 more permonth
than a household at 40% AMI could afford. Similarly, the average
two-bedroom apartment costs 51,245, just over $430 a month
mire than what 2 40% AM| household could pay.

While 89% of the buildings in our dataset were constructed
prier fo 2010, new units that have been builtin the past eight
years are commanding much higher rents. The average rent in
properties that have come on the market since 201015 §1,722
- 47% higher than that of the county average. These new
buildings are concentrated in just a few cities: Apple Valley (4),
Eagan (3), Lakeville (1) and Lilydale (1).

% increase in Thﬂurﬂahlmﬁﬁ .l-A”u'dH:lE:om

$1.722 average rent g3 median inome area median income
hyeraas rent Rent adjusted lor inflasion
§1,220
51,017
§1,036 % i 51,092
$915 B
5764 0431 | $478
OVERALL STUDIO 1 BEDROOM 2 BEDROOM

3- Barea median income is caltulsbed for the 13-county HUD Metro BN area of
Minneapols- 51 Paul Blesmingtos



DRAMATIC RENT INCREASES IN NORTH/WESTERN CITIES

From 2010 ta 2017, rent has increased the mostin Apple Valley, with a 27% increase, followed by Inver Grove Heights (16%),
Rosemount (15%) and Burnsville [13%). Nine of the 14 dties in cur analysis have seen gains of mare than 10%. South 5t. Paul is the

only city that saw rent remain flat from 2010 to 2017.

Apple Valley +27%

Rosemount +15%
Mendota Heights +13%
Eagan +12%
Lakeville +13%
Burnville +13%
Inver Grove Heights +16%

Farmington +3%

West 5t Paul +5%
Hastings +2% £857 IM5877
South St. Paul 0% $849 | 5849

This graphic only sdudes cities with
mare than 100 units in our dateet

RENTAL HOUSING IN 1-3 UNIT PROPERTIES

Our dataset includes only properties with four or more units,
not townhomes, condos, duplexes, or single family rental
homes. HousingLink's Twin Cities Rental Revue for the
second guarter of 2018 tracked 323 rental unit listings (or
vacant, available units)in Dakota County, for which the average
rentwas $1,567. This is slightly below the average across the
7-county metro (§1,645). The majority of these listings were for
townhomes (51%) and single family rental homes (36%).

Countywide, condos had the lowest average rent at 51,144,
while single family rental homes had the mast expensive
average renfs at $1,835_ Average rent for a two-bedroam unit

AVERAGE RENT BY DAKOTA COUNTY MUNICIPALITES, 2010-2017

s976 I, ¢ 1,241

§1,073 §1,238
51,068 $1,207

$1,070 I §1.193
$1,049 I 1,153

$1,007 [ 1135
s943 NN ¢ 1,095

$1,055 I $1,082

5918 I 5962

i | 883 S976
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Rent adjusted for inflation

was 11,350 and $1,509 for a three-bedroom units. Two and
three-bedroom units in condos, townhomes or single family
rental homes were mare expensive than the multifamily
market, where two-bedroom units average $1,225 and three-
bedroom units average $1,341.

Burnsville, Eagan and Lakeville had the most listings tracked
by HousingLink for the first quarter of 2018. In these dties, the
rental properties are majority townhomes, with rent averaging
from $1,424 in Lakeville to 1,658 in Eagan.

Leamn more about this data source at housinglink.org.



SIGNIFICANT NEED FOR AFFORDABLE RENTAL PRESERVATION IN DAKOTA COUNTY

Unsubsidized affordable rental housing is typically

Class C*: older properties that provide basic shelter ' {.
without additional amenities. In Dakota County, the c
vast majority of buildings and unis in our dataset are UNITS BUILDINGS

Class C: 83% of properties and 71% of wnits. Class Class C: 71%(14,835) Class C: B3% (275)

B buildings comprise 24% of units, while Class A Class B: 20% (3,619) Class B: 15% (48)
buildings comprise just 5% of the county's units in gur Class & 3%(1,599) c Class ke T {8)
dataset.

Average rent in Class C buildings during the second

quarter of 2018 in Dakota County was $1,200, higher
than that of the 7-County region at $1,023. In contrast AVERAGE BUILDING SIZE BY CLASS (¥ of units)

to the 7-county region, which sees 2 33% difference in

average rent in Class C and B buildings, there is little _zm
variation between the two in Dakota County. However, CLASSA [0 145
there is a $423 distinction between Class B rents, and Minnespelis /St Poul

those of Class A.

I, 17
Like other cities in the region, there is a dramatic

distinction in building size by dass. While Class A ciasse W
buildings in Dakota County average 200 units, Class C
buildings average &1 units. This is dramatically larger

than the central cities. For comparisen, in Minneapolis
the average Class C building contains just 17 units, and —'&“I
in 5t. Paul just 21 units. cLassc |

Differsnce in rent T Difference in rent

Average rent by building class in Dakota County [l ClassA [ Class B Class C ] béwClass Cand B | biwClass Band A
§2,500

§2,000 51,862

§1,300

§1,000

$500

Overall Studio 1 bedroom 2 bedroom

4- Full descriptione of CoSlar d st desmnation on page 2.



DESPITE UPTICK IN 2017, VACANCY RATES PLUNGE COUNTYWIDE

In Dakota County, the vacancy rate® has
fallen from 5.1%in 2010 to 3.2% in the
second quarter of 2018, a drop of 37%.

When vacancy rates fall below 5%, renter
households struggle to find affordable
housing choices as property owners are able
to be more selective in tenant screening and
potentialby more inclined to increase rent.
Thiz has been the case in Dakota County
since 2011.

Into the second quarter of 2018, vancy
rates are extremely low in the cities of Inver
Grove Heights {1.8%) and Mendota Heights
11.3%). These two cities have seen enormous
changes in vacancy rates over time, falling
64% since 2010 in Inver Grave Heights, and
falling 58% in Mendota Heights.

5 For oun wicandy dats points, we remoe iy building in its
dirs yen of leasing. CoStar wacanty sate data is bigher thes
repariad by oter data sountes, like Marquetie Advisos, This
iy be due o thelac that the cample size is mach langer,
ncludes propeties with 4 or mare wnild, a5 spposed (o 10
or mare, and is disectly sousced rathes than relying on surey
dala

Vacancy by Building Class
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Similar to regional trends, in Dakota County vacancy rates are significantly higher
for Class A buildings, at 4% in the second quarter of 2018, than Class B or Class C.
However, this is markedly lower than the 7-county average of 10%. Like rent levels,
Class C and Class B properties in Dakota County have similar vacancy rates - 3.4%
for Class B and 3.3% for Class C. Again, for Class B, this is markedly lower than the

regional average of 5%.



MORE THAN 9,000 NATURALLY OCCURRING AFFORDABLE UNITS IN DAKOTA COUNTY

In Dakota County, renters with bow or moderate income

- 40 to 50% of AMI - are able to affard housing by renting in
unsubsidized, naturally occurring affardable housing (NOAH).
These properties are typically built from 1960 to 1990, and are
basic, safe structures without extra amenities.

In qur dataset, there are a total of 9,320 units in 111 buildings
that are affordable to households eaming 40% to 0% of AMI -
or NOAH units. This accounts for 39% of all units in our dataset,
which is notably higher than the 7-county region, in which 19%
of units are NOAH.

Geographically, the distibution of affordable units across Dakota
County follows the cities that contain the most overall multfamily

BUILDINGS WITH UNITS AFFORDABLE TO HOUSEHOLDS
EARMING 40-60% OF AMI

M dota
Huighta

Surdnh
Laks

units in our dataset Burnsville contains the most NOAH units
with a total of 2,517 units. West St Paul (2,001), Eagan (1,902},
and Inver Grove Heights (1,121) also have more than 1,000
NOAH units.

Properties containing NOAH units are on aversge larger than
similar properties in Minnezpolis and St Paul. Only 23% of these
buildings contain less than 25 units, while 42% contain more
than 100 units, with the average size of 108 units. Nearly half of
NOAH units are two-bedroom apartments (4,521 or 48%), with
one-bedraom apartments accounting for 42% of NOAH units
{3,892). Like the central cities, though, three- and four-bedroom
units are very scarce with just 374 three-bedroom MOAH units
and 20 four-bedroom NOAH units in our dataset

Burnsville 2517
West 5t. Paul 2,00
Eagan 1,902
Inver Grove Heights | 1,121
Apple Valley 686
Lakeville mn
Hastings 357
South St Paul 239
Farmington 112
Hampton 8
Size of buildings
with NOAH units
L tham 25 units
F54Y umts
I 5099 unis

W 100+ usits




BUILDINGS WITH UNITS AFFORDABLE TO
HOUSEHOLDS EARNING 40-60% AMI




MORE THAN 8,000 UNITS IMPACTED BY PROPERTY SALES SINCE 2010

From 2010 to 2017, 8,158 unitsin 103 buildings were sald In contrast to the regional trend, sales in Dakota County

in Dakota County. These property sales peaked in 2014 with impacted larger properties. The average size of buildings sold

24 buildings sold, impacting 2,975 units =or 13% of allunits ~ from 20710 to 2017 was 746 units = significantly higher than that

in our dataset in that year. In 2017, sales declined slightly to of the overall 7-county metro, which saw an average of 45 units.

21 impacting 1,215 units but still remained higher than the

PrEVIDLS SEVEN Years. Of these sales, only 10% were built prior to 1960, while the vast
majority were built between 19460 and 1989 (74%), and just

In line with the regional frend, the overwhelming majority of 11% in buildings built in 1990 or after.

sales were Class C properties, comprising 81% of buildings

and 43% of wnits sold fram 2010 ta 2017. Class B buildings

represented 17% of buildings and 33% of units. Only two Class

A buildings experienced a sale.

PROPERTIES SOLD IN DAKOTA COUNTY UNITS SOLD IN DAKOTA COUNTY
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76% of buildings sold from 2010-2017
were built between 1960 and 1989



PROPERTY SALES CONCENTRATED IN NORTHWEST CITIES

From 2010 ta 2017, the largest number of sales occurred in Bumsville (20), Eagan (13), Hastings (13) and West St Paul (10,
However, the largest number of units impacted is slightly different with 2,623 units impacted in Burnsville, 2,388 in Eagan, 902
in Inver Grove Heights and 428 in Apple Valley.

PROPERTY SALES, 2010-2017

®  Property Sale
B HNoData

# bldgs  # units

Burnsville 20 | 2,623
Eagan 13 | 2,388

Inver Grove Heights b g02

Apple Valley 5 428
Hastings 13 228
West St. Paul 10 183
South St. Paul ) 114
Farmington 3 50
Hampton 2 16

-

Rosemount 11




SUBSIDIZED AFFORDABLE HOUSING NOT FILLING
THE GAP

Mot incuded in this analysis are affordable rental housing developments
created with public andfor private capital funding that include affordability
abligations. Therefore, in addition to the 23,800 unsubsidized rental units
analyzed in this report, the Metropofitan Council reported there were 913
new units of affordable rental housing created in Dakota County from 2010
to 201 &. Owver this timeframe, there were no rental units produced that were
affordable to under 30% of AMI; the vast majority of units created were
affordable at &0% or 80% of AMI with fewer than 30% of units afferdable

to those eaming 50% of AMI. These produdtion counts are similar to the
distribution at the 7-ounty level; regionally, 54% of affordable housing units
were affordable at $0% of AMI, followed by 25% affordable to 50% AMI, 17%
affordable at 80% AMI, and finally 4% of all produced units were affordable to
0% of AMI. Over that same timeframe, 1,869 unsubsidized rental units wera
created in Dakota County, with an average asking rent of 51,585 in 2014

Dieaa fer nental hausing preduction = besed on building pesmits Bsued during sach cabendi pear by

cities sl citys wilthin the T-county Twin Citied iegasn. Dats i colected via an annuel ovey of comimunity
afficials, in cenjunction with colledties of data on residenlisl bodding permits. The data on rtumed suriey
wee verified by Metmpaoltan Coundil eff.

This report was published in August 2018, with data analysis, writing and mapping by

Gabriela Norton, Research Associate at Minnesota Housing Partnership, with editing, graphics

and design by Carolyn Szczepanski, MHP Director of Research and Communications.

Research assistance and input prosided by Matt Schroader (Metropolitan Coundl), and Enn Olsan

NEW MULTIFAMILY PRODUCTION IM
DAKOTA COUNTY, 2010-2016

1,869 units

wverage rent

913 units

80% AMI

40% AMI

50% AMI

Subsidized Unsubsidized

Learn more: mhponline.arg





