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HR&A is a real estate and economic development consulting firm working at the

intersection of the public and private sector. Our work transforms communities and
revitalizes urban environments in the United States and abroad.

PRACTICE AREAS: LOCAL EXPERIENCE: TWIN CITIES EXPERIENCE:

Southeast Minnesota Regional
Economic Study

Edina Urban Vision
Symposium

Real Estate Development

Economic Development Inclusive
Advisory

Strategy Cities

Panoway on Wayzata Bay

One & Two Discovery Square
Market Studies

Minneapolis Commons Park

Transit-Oriented Urban Urban Tech &
Development Resilience Innovation

Saint Paul River
Learning Center

Heart of the City
Peace Plaza Redesign

West Broadway Transit
Alternatives Study

Parks & Affordable Program Design &
Open Space Housing Implementation
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CUMULATIVE COVID-19
CASES NATIONALLY
(Mar 15t - Dec 15t 2020)
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NATIONAL IMPACTS
A DUAL CRISIS

We are facing a dual
crisis—an
unprecedented
global health
emergency...
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NATIONAL IMPACTS
A DUAL CRISIS

..coupled with the
steepest job loss on
record.



NATIONAL IMPACTS

Hospitality and tourism, education and health, and retail - key Rochester
industries - have been severely impacted.

% CHANGE EMPLOYED PER INDUSTRY (FEB - OCT 2020)
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INDUSTRY IMPACTS | RETAIL
Brick and mortar retail was challenged....

- Online Retail Sales Nationally

- Online Share of Total Retail Sales Nationally
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INDUSTRY IMPACTS | RETAIL

.. but its post - COVID future is murky.

NATIONAL MARCH RETAIL SALES IMPACTED BY COVID-19, FEB. TO MAY. 2020 (%)

Grocery Stores

Health & Personal Care Stores

Nonstore Retailers

Building Mat. & Garden Equip. & Supplies Dealers
Retail Trade & Food Services Sales
Miscellaneous Store Retailers

Electronics & Appliance Stores

Gasoline Stations

Department Stores

Sporting Goods, Hobby, Book & Music Stores
Motor Vehicle & Parts Dealers

Food Services and Drinking Places

Furniture & Home Furn. Stores

Clothing & Clothing Access. Stores

Source: CBRE

-51%

27%
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INDUSTRY IMPACTS | HOSPITALITY

Travel bans have led to dramatic decreases in air travel and international
visitors to the US.

% CHANGE FROM PREVIOUS YEAR FLIGHT
FREQUENCY OF GLOBAL AIRLINES

31% decrease in visitor
spending in the US

42% hotel occupancy compared
to 66.5% this time last year

-69%

February August®

Source: Statista, *through the first week of August DMC COVID-19 Impact Analysis | 9



MINNESOTA IMPACTS

As the 3rd largest city in Minnesota, Rochester’'s recovery s
critical for the state.

CUMULATIVE COVID-19 CASES IN MINNESOTA

/nox 320K Total Cases
Statewide

March Dec
MONTHLY UNEMPLOYMENT RATE IN MINNESOTA
9.9% 76K jobs lost since

7.8%

\ February
5.9%

2010

2020

Data as of 12/03/2020

Source: MN Department of Labor, COVID tracking, Minnesota Reformer DMC COVID-19 Impact Analysis | 10



ROCHESTER CONTEXT

Rochester’'s economic recovery from COVID has broad implications for

Southeast Minnesota.

Goodhue

Wabasha

Dodge| Olmsted

Fillmore Houston

HR&A Advisors, Inc.

Rochester is a significant driver

of economic activity in Southeast
Minnesota, in part due to the DMC’s
iInvestments and future development
plans.

Nearly half of the 170K+ jobs in
Southeast Minnesota are located in
Rochester

31% of Downtown Rochester workers
come from outside Olmsted County, the
majority of whom live in other parts of
Southeast Minnesota.
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ROCHESTER IMPACTS
Health services - the leading employment sector - and hospitality have
been hit hardest. Unemployment rose to 4.2% in September from 2.2% in

2019. This is compared to the state’s unemployment, which rose from 3.3%
N 2019 to 5.9% in September 2020.

ROCHESTER MSA CHANGE IN EMPLOYMENT ROCHESTER MSA TOTAL EMPLOYMENT
JAN - JUL 2020
Education and Health Services .
Trade, Transportation and Utilties I 115 Jan
122K
Government I
Manufacturing B 295 July
M7K
Leisure and Hospitality I
Professional and Business Services I
April
Mining, Logging, and Construction L] 109K
Other Services ]
Financial Activities B 42
Information |
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The economic recovery from COVID will take place over three stages.

Careful planning and thoughtful interventions can help to bend this curve.

time

»
»

employment

ECONOMIC SHOCK RATE OF RECOVERY

How deep is the initial

When will businesses What share of pre-
Impact of business

reopen? COVID jobs will recover,
shutdowns and reductions in

and be located in
consumer demand?

Downtown Rochester at
stabilization?
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PUBLIC HEALTH MILESTONES

Economic recovery is unclear but recent epidemics (SARS, MERS, HINT)
show recovery depends on key public health outcomes and policies.

SARS EPIDEMIC (2003)
The turning point for virus containment was drastic decreases in cases as a result of
surveillance, prompt isolation of patients, and strict enforcement of quarantine.

May 2003 - The virus hits its peak July 2003 -

Fall 2002 - A new infection point causing governments to Sales stabilize as Jan 2004- Sales
llIness spreads in implement sweeping community cases began to are growing
Southern China quarantine orders and shut down drop. Airlines compared to the

events. lose $6B. pPrevious year.
Feb 2003 - The May 2003 - Growth in retail sales Dec 2003 - China’s economy grows
falls to 4.3% — the slowest pace by 10% — more than the previous

disease spreads to

Hong Kong. Within on record, compared to 8% year's 9.1%. This is 0.5 to 1
10 wiceks 27 GilRar growth from the previous year percentage points lower than
countries are two months anticipated pre-virus

reporting cases.
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PUBLIC HEALTH MILESTONES

While some vaccines will be approved in December it will take much
longer for the majority of the population to be vaccinated due to
distribution challenges and concerns over vaccine safety.

e There are efforts underway to prepare for mass production of vaccines before we
have conclusive results, meaning it will be ready to deploy doses quickly.

There are two vaccines
. currently under review in
Vaccine 40 6 the US by the FDA, one of

. . : O j
Progress: Vaccines Vaccines | which has been approved
Vaccines in the UK

As of 12/2/2020 testing approved
safety for earl Zpproves
Y for full
and or limited

use*

dosage use

“*Two companies, Moderna and Pfizer have applied to the FDA, review and approval is anticipated by the end of the year. China and Russia
have approved three vaccines for limited use all which pose extreme risk given the lack of data behind them.

Source: DMC, Mayo Interview, NYT DMC COVID-19 Impact Analysis | 16



METHODOLOGY - SCENARIOS

Public health milestones act as inflection points in the model.

Transformative public health milestones:

Scenario A - Optimistic

2020 | 2|O21 2|022

2|O23

Today Early 2021

Scenario B - Moderate Case

4

THE NEW NORMAL

2020 2021 2022 2023
| | | | >
Scenario C - Conservative Case
2020 2021 2022 2023
| | | | >
Late 2021
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METHODOLOGY

The outputs of the model allow us to extrapolate the impacts of COVID into

findings contextualized for the DMC.

Change in Retalil
Space Needs

Change in Hotel

Direct Impacts i Room Demand

(Employment,
Spending)

Total Change in

_ Economic Activity Need for New Multi-
Indirect Impacts Family Housing Units

Induced Impacts

== Change in Office
l 3 Space Needs
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METHODOLOGY

The primary drivers of Rochester’'s economy are its employment and visitors,
which are interrelated.

Mayo Clinic is a significant
driver through direct
employment and non-
employment spending.

Spending by Mayo Clinic
employees and providers
supports the local economy

Other industries such as
Finance, Real Estate, and
Education contribute to the
Rochester economy.

A stable employment base
enables residents and
workers to spend disposable
iIncome

3 million convention goers
and patients visit Rochester
each year

Most visitors stay overnight,
spending money on hotels
and restaurants

This spending supports
retail, F&B, and
hospitality industries
directly, while also
stimulating the economy
citywide.
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FINDINGS

Following a significant loss in economic activity, HR&A projects a
gradual recovery in the Rochester economy over the next 2+ years.

Output reflects annual economic
activity generated by businesses,
residents and
employees in Rochester.
Projections include:
* Direct impacts: loss in visitor
and employee spending
* Indirect impacts: loss in
business-to-business purchases
* Induced impacts: loss in
spending of labor income
Spending losses include employees
who are working from home
on furlough or part-time. The
projections assume that their
spending is significantly reduced.

Dec-19

Actual

Rochester Citywide* Economic Output
Recovery Projections

Jun-21 Dec-21 Jun-22 Dec-22

Jun-20 Dec-20
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KEY TAKEAWAYS

HR&A applied its economic impact findings to update the DMC Phase 2
development plans.

* Thereis alot of uncertainty around the full impact of COVID-19.
* Pre-COVID-19, Rochester had a growing economy. Development was largely aligned with demand.
 Rochester will have excess capacity in downtown office space due to job loss and growth in remote work.

« Downtown retail and restaurants that are dependent on employees and visitors will be disproportionately
affected when compared to counterparts with a broader customer base.

« Hotels have experienced a precipitous drop in occupancy rates. With Rochester’s hotel pipeline, the
market will continue to see occupancy rates below historical averages.

* Housing demand appears to be remaining relatively strong. Growth in downtown residential will help to
support the core’s retail businesses.

DMC COVID-19 Impact Analysis | 22



PATH FORWARD

The DMC and downtown development will need to remain nimble as economic
recovery becomes clearer.

 Unlike natural disasters, this pandemic hit every city in the country. However, not all are developing
recovery strategies.

 Despite significant losses, Rochester has faired better than other cities.

 Rochester is starting its recovery from a place of strength. It had a robust and growing economy, the
healthcare industry and Mayo Clinic provide stability during weak economies, and the city has the tools
from the DMC to support growth.

 Future economic development strategies should:
 Support existing local businesses
* Prioritize public infrastructure
 Reuse excess real estate capacity creatively
 Diversify the economy

 Support development proactively
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