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Damages During Road Construction Projects In thas 1ssue:
by Keeshawn Aleksuk and Robert Strachota

In the real estate world, the government has the legal power to take all or a portion of private property if the prop- # Damages During Road
erty is necessary for public use. Just compensation is the payment the government has to pay for taking private Construction Projects

property. This process is referred to as eminent domain — the government’s power of condemnation. Just compensa-
tion in eminent domain is measured as the “fair market value” of the property, or the hypothetical price the real estate # Supply Chain Crisis
would bring after fair and reasonable negotiations between willing buyers and sellers as of the date the property is

‘ Real Estate Market

taken. In the appraisal industry of real estate, appraisers find the difference of the property’s value before the taking

{before value) less what it is worth after the taking (after value), with the difference being the just compensation due to "Transaction
the property owner. Additionally, it should be noted that there are at least three categories of damages that need to be ‘, Business Market
addressed to correctly provide just compensation during eminent domain: the direct taking of real property, construc- Transaction

tion damages, and permanent severance damages.

« Direct taking refers to the “fair market value” of the private property that is being taken during condemnation.

¢ Construction damages refer to the damages to the property from construction-relat-
ad interference that occur on and after the date of taking. (All of the property, not
just the portion being taken.)

¢ Permanent severance damages refer to the amount of damage to the remainder of
the property when a portion has been taken during condemnation. (Result from Con-

struction damages + Permanent diminution of value to the remaining property)

An appropriate condemnation action will address all three categories of damages. How-
ever, the government oftentimes neglects the construction damages category since
these damages can occur for several years after the actual date of taking and, in the gov-
ernment’s opinion, are often considered non-compensable. Therefore, it is the apprais-
er’s ethical responsibility to find how the market reacts to all the government’s activity

in an eminent domain action.

Historically, construction interferences would most often occur no more than one year,
making it difficult in the marketplace to measure these damages. When analyzinga prop-
erty with a construction period of a year or less, it is challenging for the appraiser to

track how the road construction project is damaging the whole property since there is

a limited amount of market evidence regarding short-term impacts to many different

types of properties.
Real Estate Indicators from Green Street Advisors CPP! Report,
However, when damages during construction are greater than one year (let’s say a period of *Source: St. Louis FRED, ** 20.2021/2Q 2022 — Source: Bureau of
: . LaborStatistics, *** Jul 2021/lul 2022 — Source: Bureau of Labor Statistics,
three, four, or even five years), the appraiser can track the performance trends of the mar- %% |11 2021/Jul 2022 — Source: The Conference Board

ketplace and property at hand, clearly recognizing the diminution of value to the property.
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“These supply
chain 1ssues have
affected nearly
cvery industry.”

Supply Chain Crisis

by Thomas Bauer

Amid the recovery from the Covid-19 pandemic, the global economy was hit with yet another major setback:
a supply chain crisis. Global supply chains have been under extreme pressure recently, with several major
transportation and logistics companies reporting backlogs at ports of entry and lost cargo. These delays
have been caused by several factors: worker shortages, surging demand, low safety stacks, and high com-

modity volatility.

The United States is currently experiencing the worst worker shortage in decades. The recent jobs report
from the Bureau of Labor Statistics stated that the economy added 315,000 jobs in August. Wages continue
to rise, albeit at a slower pace than overall inflation. The job market is still very strong and demand for work-
ers outpaces supply. At the end of Iune, there were still nearly twice as many jobs openings as unemployed
workers. This worker shortage has hit the transportation industry particularly hard, resulting in an estimated
80,000 unfilled semi-truck driver positions in 2021. This shortage has made it difficult for shipping companies
to bring goods to and from ports to stores, resulting in further congestions at ports and ultimately, goods left

ta sit on container ships.

As the economy emerged from the Covid-19 pandemic, consumers found themselves with higher disposable
incomes than they had seen since 2019. This was driven by more people returning to work, as well as stim-
ulus checks, leaving people with extra cash. Further, with inflation being high, 8.5% annually as of the end
of July, consumers have little incentive to save this money, as its purchasing power dwindles, with long term
interest rates well below inflation. This has caused demand for many goods to rise beyond what analysts had
forecasted, resulting in shortages of goods. This supply chain crisis has been particularly hard felt by con-
sumers, due to the popularity of lean and just-in-time {JIT) operation strategies. In an effort to cut costs in
an increasingly competitive global economy, many companies have adopted operational and manufacturing
strategies that involve holding minimal inventory, allowing for a more efficient use of capital. However, this
has resulted in a decrease in the safety stock held in warehouses across the country. When shipments from
ports became delayed, companies had no extra inventory they could draw on to sell to consumers. As such,

shelves in stores across the country are left unstocked.

The war in Ukraine has also had an adverse effect on the health of global supply chains through rising prices
of commodity items. When Russia invaded Ukraine in March 2022, western power placed harsh sanctions
aimed to punish Russia for its military actions. These sanctions prevented the importation of many key goods
from Russia. Russia and Ukraine are major producers and exporters of wheat, corn, and oil. The disruptions
of global commodities have led to sharp increases in both future and spot prices, which has in turn increased

the price of consumer goods derived from these commodities, like food and gasoline.

These supply chain issues have affected nearly every indus-
try, but certain industries have been hit harder than others.
1 For example, the automotive manufacturing industry, an in-
dustry known for its use of lean and JiT manufacturing, has
seen rising prices and shortages of important components.
Automotive manufacturers were forced to cut unit pro-
duction in 2020 and 2021 after sourcing departments were
unable to acquire semi-conductor chips for their vehicles.
| Semi-conductor chips, also known as microchips, are used
in almost every electronically controlled system in modern
vehicles, fike cruise control, airbags, and lights. As a result,
there is a massive shortage of new and used vehicles on the
market. This has caused the average used car price to increase 36.9% between January 2021 and January
2022.



VALUATION VIEWPO
Supply Chain Crisis

continued from page 2

Another good that has been uniquely affected by these issues is baby formula. Demand for the product out-
paced analysts’ expectations, leaving grocery store shelves bare and parents unsure where they can find this
essential product. Manufacturers have struggled I ' 1 1 ‘ 11 1 W‘,r’ ;‘_': .
to increase production, as their efforts have been , « o Py L -4

e PO o T N -
met with difficulty in obtaining ingredients and ﬂ ok ]

i
packaging materials, as well as securing transpor- 4 _ﬁ_ﬂ
s

tation to warehouses and store shelves,

in the short-term, companies may see lower rev-
enues and higher transportations costs as they
struggle to source their raw materials and get
finished products to shelves. In the long-term,
companies may move away from lean and T
operations by maintaining higher levels of inven-
tory to avoid future supply chain issues. An in-
dustry-wide increase in inventory would increase
the level of working capital companies maintain. Since working capital typically provides a lower return to
shareholders than alternative uses of capital, we may see lower overall returns for companies. While a lower
level of returns could lower company valuations, the lower level of risk associated with profits may offset this
impact. The result may be companies that have less risky, less efficient operations as a way to mitigate supply
chain risk. o110

Damages During Road Construction Projects
continued from page 1

The evidence can be seen in the cost approach {more depreciation, functional or economic obsolescence}, income ap-
proach (a decrease, slight, or even no cash flow coming from the property when examining the DCF), and the sales ap-
proach (adjustments made for the conditions of sale or expenditures made immediately after purchase - for example,
to bring the property back to its “before” state}.
There has been evidence of these damages being upheld in Minnesota law in two cases: 1992 Minnesota Supreme
Court Decision State v. Strom, 493 N.W. 2d 554 {Minn. 1992) and County of Hennepin v. Laechelt, A19-0473 (Minn.
2020).

1992 Minnesota Supreme Court Decision State v. Strom, 493 N.W. 2d 554 (Minn. 1992): Evidence regarding often
changing and difficult access routes was a form of construction interference evidence that could be considered by the
fact finder in the case. Additionally, the Court held that evidence of noise, dust, and vibrations generated by the project
could also be considered by the fact finder.

Evidence: During construction the occupancy of the office building (subject) at issue dropped from 91.6% to 56.7%, and
the net rental rate dropped from $10.59 per square foot to $7.90 per square foot. Evidence of these temparary lossesin

the ability of the property to generate revenue is admissible in a condemnation case.

County of Hennepin v. Laechelt, A19-0473 (Minn. 2020): Evidence of construction-related interference that comes into
existence after the date of taking — “simply provides the benefit of hindsight” Such evidence “may shed light on whata
willing buyer and seller might reasonably expect” as of the date of taking.

Evidence: Property owner’s submitted photographs and testimony of how the construction projectimpacted her property.

In conclusion, an experienced appraiser strives to mirror the full behavior of the marketplace. It is the appraiser’s re-
sponsibility to show all conseguences of an eminent domain action. #t is the courts responsibility to decide what is legalty
compensable. Thus, the appraiser should discuss and display all damages so the court can clearly understand how

buyers and seflers handle the consequences of a road construction project. 1118 ©
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MARKET TRANSACTION
Real Estate

Hines Purchases Parking Lot

In December 2020, Hines, a privately owned real estate investment, development, and
management firm out of Houston, Texas, purchased a surfaced parking fot in down-
town Minneapolis for $8.4 million. It is .82 acres of land on the 900 block of Mar-

quette Avenue next to the popular Prince music mural on the Schmidt Music Building.

Hines has announced plans to build a 29-story office tower with 719,000 square feet
of office space, 21,000 square feet of retail/restaurant space and 183 underground
parking stalls. Construction is expected to start sometime in 2023, with a plan to
open in 2026. However, Hines has stated that they will require a commitment of ap-
proximately 175,000 square feet of space, one quarter of the available office space,
before they begin construction. Many view Hines’ investment decision as a long-term

endorsement of the Minneapolis downtown real estate market. . | .

Buyer: Hines, Houston,
Texas

Seller: Steve Greenberg,
Scottsdale, Arizona

Property: 900 Block
Marguette Avenue,
Minneapolis

PID: 12-345-67-89-0000

Sale Price: $8.4 Million
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MARKET TRANSACTION

Business

by Dave Santoni, Managing Director, Hennepin Partners

Russia’s Invasion of Ukraine Disrupts M&A Activity
North American M&A activity experienced a slight dip in value and volume in Q1 2022
created by Russia’s invasion of Ukraine. Approximately 4,739 deals closed for a combined
value of $611.3 billion, which marks a 20% decrease in both value and volume from Q4
2021. Nonetheless, M&A activity remained in line with that of| Quartexly M&A Deal Volume & Value

the last five years, demonstrating market resilience despite| Soume PirhBosk

volatility and continued challenges to the international supply 9,000
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chain. Heading into Q2, we are seeing an increased propor- $1.200

tion of smaller transactions, proving out the resiliency in the
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lower middle market. Larger deals, however, have been put on 5800 5,000
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ters. Western sanctions and public disapproval has pushed in- $200 1000
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abandoned their Russian assets. Even if more violence is avoid-

ed, Russia’s invasion has had numerous effects on the global

supply chain, including oil & gas, food, electronics and others.

Sector Spotlight: Consumer Products & Services
North American dealmakers executed 1,221 transactions valued at $128.3 billion in Q1

2022, marking YOY decreases of 28% in deal count and 33% in deal value. Despite strong

vaccination rates and loosening Covid-19 restrictions across| North American Consumer Products & Services M&A

the globe, accelerating inflation has significantly dampened Activity
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spend on consumer products. This has put downward pres- $150 200
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sure on consumer M&A, as ever-changing consumer be- “ 700
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havior functions as a primary catalyst for M&A activity.| ¢;
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years, emerges as a particular area of interest and is expect-
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ed to experience robust growth going forward. As automotive
care spending increases, the global professional appearance
productsmarketispoisedtogrowata5.9% CAGRthrough 2027.

Hennepin Partners LLC is a boutique investment bank that provides M&A advisory services and strategic advice to entrepreneurs,
private equity firms, and corporations. Member FINRA/SIPC. For more information, visit www.hennepinpartners.com
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Allocation of purchase price
Asset depreciation studies
Bankruptcy proceedings
Charitable donations
Commercial properties
Condemnation
Contamination impact studies
ESOP/ESOT

Estate planning

Feasibility analyses

General limited partnership interests

Gift tax evaluations

Going public or private

Highest and best use studies
industrial properties

tnsurance indemnifications
Intangible asset valuation
Internal management decisions
Investment counseling

Land development cost studies
Lease and rental analyses

Lost profit analyses

Contributors: Robert Strachota, President
Dave Santoni, Managing Director, Hennepin Partners

Marriage dissolution

Mortgage financing

Multifamily residential properties
Municipal redevlopment studies
Potential sales and purchases
Railroad right-of-ways

Special assessment appeals

Special purpose real estate

Tax abatement proceedings

Tax increment financing

Utility and communication easements

Keeshawn Aleksuk, Real Estate Valuation Analyst
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Thomas Bauer, Business Valuation Analyst
Michelle Gates, Office Manager
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find the information relevant and useful, it is important to consult your own advisors before making business decisions.



