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SUBJECT: COSTCO FILLING STATION—SPECIAL EXCEPTION
IMPACT ON NEARBY PROPERTY VALUES

Dear Mr. Brann:

Enclosed please find Lipman Frizzell & Mitchell's analysis of the most likely impact of
the development of the Costco filling station at Westfield Shoppingtown Mall in
Wheaton, Montgomery County on the property values of adjoining Kensington Heights
residential properties. Our analysis has been conducted in connection with Costco’s
petition for a special exception to permit operation of a filling station at this location.

LF&M finds that the Costco filling station use is not detrimental to the use, peaceful
enjoyment, economic value or development of surrounding properties or the general
neighborhood at the subject site, irrespective of any adverse effects the use might have -
if established elsewhere in the C-2 zone. We have reached this conclusion based on
our analysis of conditions within the subject's immediate environment, of specific
externalities which could affect neighborhood values, and of residential value trends in
Kensington and Montgomery County. The enclosed report summarizes our reasoning.

Please call me at (410) 423-2372 should you have any guestions or comments.

Sincerely,
LIPMAN FRIZZELL & MITCHELL LLC

Josephe W, Cronyn

Joseph M. Cronyn
Member



. INTRODUCTION

Costco Wholesale Corporation (Costco) has engaged Lipman Frizzell & Mitchell, LLC
(LF&M) to judge whether the operation of its proposed filling station at Westfield
Shoppingtown Mall in Wheaton, Montgomery County is likely to impact the values of
adjoining residential properties in some negative fashion. This analysis is to be used in
Costco’s submissions to Montgomery County zoning authorities.

Methodology

LF&M has approached our task from two angles:

1.

Evaluation of Typical Valuation Externalities - In valuing a residential property, there
are certain factors in its general neighborhood environment which appraisers
consider. Positive external factors (e.g., views, parkland, proximity to amenities)
may enhance the value of a home, while negative external factors (e.g., noise,
hazards/odors, traffic, nuisances, unpleasant views) may hurt the value of a home.
LF&M evaluates the proposed Costco filling station plans to see if any externalities
are likely to be present which might possibly impact values in the Kensington
Heights neighborhood.

Examination of Comparable Situation - Another way to assess the likely impact of a

new development on neighboring residential values is to compare the subject
situation to a comparable situation which has been in place a sufficient number of
years to enable an analysis of value trends over time. Value trends are evaluated by
comparing the annual rate of appreciation for immediately adjoining properties with
the value trend of nearby “control” properties not adjacent to the subject.

Scope of Work

For this assignment LF&M has accomplished the following tasks:

» Inspected the subject property and its adjoining neighborhoods, particularly the
Kensington Heights neighborhood;

+ Reviewed available site plans;

» ldentified other comparable situations proximate fo filling stations which might
yield useful market trend information;

» Analyzed the State of Maryland Department of Assessment & Taxation (SDAT)
records for sales of properties and Metropolitan Regional Information Systems
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(MRIS) multiple-list sales data for the Kensington Heights neighborhood and
comparable areas;

» Collected sales data from the Maryland Association of Realtors;

». Drawn conclusions concerning the subject property's impact on the values of
adjoining properties. LF&M has not appraised any properties; no statements
contained in the report as to values are to be construed as appraisals.

Consultant Qualifications

Lipman Frizzell & Mitchell, LLC (LF&M) is a multifaceted real estate consulting and
appraisal firm serving the Mid-Atlantic since 1977. LF&M is the largest real estate
advisory firm headquartered in the Region, with 25 professionals in our Columbia, MD
offices.

The LF&M principal-in-charge of this assignment has been Joseph Cronyn. He has
over 35 years of real estate development, finance and consuilting experience.

Additional information on Cronyn and LF&M can be found in the Appendix at the end of
this study and on the firm's website at “ifmvalue.com.”
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II. COSTCO FILLING STATION
DESCRIPTION & LOCATION

In this section, LF&M describes the proposed Costco filling station (subject)
development, its shopping center and neighborhood environment.

A. FILLING STATION DESCRIPTION

The subject's siting, limited facilities and services are appropriate to a members-only
station, where two-thirds of the usage.is generated by customers shopping at the
Costco Warehouse or passing by the site.

Site

The proposed filling station operation is located in the southwestern corner of the
Westfield Shoppingtown Mall (Wheaton Mall) property. The subject is located inside the
4-lane Ring Road (50’-55' wide) which circles the Mall property and is its primary means
of traffic circulation. The filling station location is intended to be convenient to Costco
members who will frequently have been shopping at the adjacent Costco Warehouse
store.

Limited Facilities

The filling station is planned as having eight multi-product dispensers (MPDs) with 16
fueling positions and a very small 128 sq.ft. service kiosk. The facility is situated within
a special exception area of only 36,950 sq.ft. (0.85 acre}). No accessories or services
other than gasoline are offered. Nonetheless, the station is expected to pump a
significant volume of gasoline—estimated at approximately 1 million gallons per month.

Services

The service station is open only to Costco cardholders. It is typically open from 6:00
a.m. till 9:30 p.m. on weekdays and 6:00 a.m. till 7:00 p.m. on weekends. The service
station accepts only debit cards and the American Express credit card; it will not accept
cash or other payment. There are always two certified gas attendants on duty to assist
customers. The station offers only regular and premium grades of gasoline (no mid-
grade) and does not offer diesel fuel.

Signage/Marketing

Signage is very limited, principally the subject's canopy, with an understated 28.5 sq.ft.
graphic design on each side of the canopy. Portable sandwich board signs providing
daily gas prices are positioned on the property, as required by law. Other than low level
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security lighting under the canopy, lighting is turned off by 9:30 p.m. on weekdays and
7:00 p.m. on weekends. The canopy is constructed with a clearance of 14'6” above the
service lanes. The canopy itself is 3’ tall, resulting in a maximum 17'6” height at its
highest point.

B. WESTFIELD SHOPPINGTOWN MALL

The Westfield Shoppingtown Mall is a regional shopping center located in the Central
Business District of Wheaton, designated as a regional shopping area in the County’s
2011 Sector Plan Amendment.

The Mall is located at the intersection of University Boulevard (MD Route 193) and Viers
Mill Road (MD Route 586) in the Wheaton area of southern Montgomery County.
Situated about 1.5 miles north of the Capital Beliway (1-495), the Mall is located in an
area of intense mixed use and transit-oriented development served by the adjoining
Wheaton station on the Metro rail system’s Red Line.

The Mall property consists of 80.91 acres of commercially zoned land which currently is
improved with approximately 1.5 million sq.ft. of retail space and 200,000 sq.ft. of office
space. The Mall is now anchored by such major retailers as Target, Macy’s, JC
Penney, Giant supermarket, Montgomery Royal Theaters, Bally Total Fitness and many
other in-line retailers.

Wheaton Shopping Mall opened in 1960 as a single-level open air mall with two anchors
(Woodward & Lothrop and Montgomery Ward). The mall was enclosed in the mid-
1980’s and a third anchor department store (Hecht Company) was built in 1987. We
note that there was a full-service automobile repair center operated by Montgomery
Ward from 1960 up to approximately 2002. The Westfield ownership has made
significant improvements to the Mall since purchasing it in 1997.

The Mall currently receives approximately 18,000 visitors per day on an average
weekday; 24,000 visitors per day on Saturdays; and 40,000 visitors per day during the
holiday season.

The new Costco Warehouse store is being developed in the approximate location of the
(now demolished) former Hecht Company store. Opening at the end of October 2012,
the Costco Warehouse store will be a single-story 150,000 sq.ft. store over additional
new retail and parking.
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C. ADJOINING RESIDENTIAL PROPERTIES

Kensington Heights is a suburban residential neighborhood, with a mix of building types
ranging from brick bungalows to garage townhomes. Though most of the
neighborhood's homes were built in the 1940’s and 1950's, construction on in-fill sites
has continued to current times. Homes have seen continual modifications to meet the
needs of contemporary owners.

Proximity to Adjoining Residential Properties

Within Kensington Heights, certain blocks are located closest to the Mall. Those blocks
are north of McComas Avenue and include: 2800 biock Peregoy Drive; 11800 block/odd
side Coronada Place; 2900 block Faulkner Place; Melvin Grove Court; Littieford Lane;
Torrance Court

The proposed filling station is located over 200’ from the lot line of the nearest
residential properties to the west and from the lot lines of the nearest residential
properties to the south. Distances to the homes on those parcels are greater.

Topography

The subject is built at the level of the Mall parking lot, which is approximately 440’ above
sea level. The Mall's 4-lane Ring Road lies between the subject and the Mall's property
line to the west and south. The adjoining properties in the Kensington Heights
neighborhood are located at elevations which range from 16’ to 40’ lower than the
subject site’s elevation.

In connection with the subject, a solid screen wall ranging in height from 8’ to 14’ will be
constructed on the far side of the Ring Road from the Costco Warehouse and will
extend eastward and then northward parallel to approximately the mid-point of the kiosk
provided as part of the subject. The neighborhood side of the wall will be landscaped to
provide a green screen toward the neighborhood. The wall will totally block all views of
the subject from the residential properties and residential structures.

Date of Construction

According to SDAT records, most homes in the blocks adjoining the Mall were built from
the 1950’s (Faulkner, Coronada Peregoy) through the 1990’s (Torrance Court).
Though some of the homes preceded construction of the Mall, most were built after the
Mall was opened in 1960. The Montgomery Wards auto service center was in operation
through 2002, while all homes were in existence.

As far as we could determine from a review of the tax records, none of the original

owners of adjoining properties are still in ownership. This means that virtually all current
owners purchased their homes taking into account the Mall's proximity to their
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properties, understanding that an auto service center in essentially the Costco filling
station’s location was in operation.

In any case, the Mall has been in development next door to these residential properties
and the Kensington Heights neighborhood for more than 50 years.

D. EVALUATION

The Costco filling station is not a typical “retail” filling station. lts siting, limited facilities,
limited hours, low key signage and services are appropriate to a members-only station,
where usage is driven by the Costco Warehouse.

The Westfield Shoppingtown Mall has been in operation next to Kensington Heights
since 1960. It is a regional commercial shopping center including 1.7 million sq.ft. of
retail and office space, and generating significant visitation (e.g., 18,000 visitors on
weekdays and 24,000 visitors on Saturday) and vehicular traffic. During most of those
years, a Montgomery Wards auto service facility was located in approximately the same
spot as the proposed Costco filling station.

The proposed Costco filling station will be a minimum of approximately 200’ from the
closest residential properties and will be totally concealed by the screen wall. The
screen wall will be a green wall and the wall itself will be buffered by the existing trees
(to be augmented by Costco) and by changes in topography.

LF&M finds that, if there is any impact (positive or negative) on adjoining residential
uses, the Westfield Shoppingtown Mall is the cause. Despite the fact that it is
reasonably buffered from adjoining residential uses, the Mall is a very intensive use of
tremendous scale which generates significant traffic. The subject will create only a
refatively small amount of incremental traffic over and above what is already on the Mall
property. Adjoining residential property owners purchased their homes understanding
the relationship of their properties to the Mall.
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lll. FACTORS AFFECTING VALUE

Standard appraisal sources (e.g., The Appraisal of Real Estate published by the
Appraisal Institute) identify a category of factors called “externalities,” which are external
to a real property but which can affect its value.

Factors to be Evaluated

Relevant to the case at hand, LF&M evaluates the proposed Costco filling station plans
to see if any externalities are likely to be present which might possibly impact values of
adjoining residential properties in the Kensington Heights neighborhood.

Noise - The proposed use generates virtually no noise over and above what
occurs due fo existing shopping center uses and is already present in the
background noise level in Kensington Heights. Noise levels are well within
Montgomery County noise ordinance levels. The distances, elevation changes
and forest buffers between the Costco filling station and adjoining residential
uses will dampen whatever additional noise occurs on site.

Hazards - No volatile organic compounds (VOC's), carbon dioxide (CO) or

similar hazards present risks beyond the typical range observed in U.S.
meftropolitan areas.

Odors - Any odors generated by the proposed use will be minimal and are
evaluated as “near neutral.”

Nuisance Behavior - The proposed use is unlikely to generate any rowdy
behavior.

Traffic - The property will certainly not affect traffic in the adjoining Kensington
Heights neighborhood since there is no connection into the neighborhood road
network. The incremental traffic volume generated by the proposed use is
estimated at only 4% above the volumes already experienced at the Mall. ?

Visual - LF&M finds that the subject's siting, the screen wall, substantial forest
buffer and setback distances from the property lines will mean that views of the
Costco filling station operation will be totally blocked. The adjoining residential
properties will experience improved views compared to current circumstances,
due to the landscaped green screen wall and augmented forest buffer.

! All' Quality, Odor and Noise Analysis, December 20, 2011, Sullivan Environmental Consuiting, Inc.
? Traffic Impact Analysis for LATR and PAMR, Specual Exceptlon Traffic Group.
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Evaluation

Assessing the usual factors affecting residential values, LF&M judges that the proposed
Costco filling station use is unlikely to have any negative influence on the values of
adjoining residential properties in the Kensington Heights neighborhood. As best we
can determine, the typical negative externalities (noise, hazards, odors, nuisance
behavior, traffic, visual) which we have identified will not be experienced by
neighborhood residents at any measurable level in excess of what is already present in
the Westfield Shoppingtown Mall.

The construction of the screen wall will totally block views of the shopping center from

the adjoining residential properties, representing an improvement over existing
conditions.
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IV. VALUE TREND ANALYSIS

LF&M has researched residential value trends for Kensington Heights homes on the
blocks most proximate to the Wheatfield Shoppingtown Mall and proposed Costco filling
station. We have then compared those frends to trends 1) in Kensington
neighborhoods proximate to Connecticut Avenue filling stations and 2) in Montgomery
County as a whole.

We are able to draw certain conclusions regarding the impact of filling stations on
residential property values over time. We assume that, if the proximity of filling stations
had some negative impact on residential property values, it would be evident in a fower
rate of appreciation for any affected properties over time.

A. METHODOLOGY

The bursting of the Housing Bubble of the past decade has resulted in a reduction in
transaction volume and decline in values which makes value trend analysis challenging.
The typical way for appraisers to gauge trends is to compile “same sale” transactions
where particular homes have sold a number of times over a period. Lacking transaction
volume in the cumrent housing market and dealing in small geographic areas, “same
sale” situations are too few to represent value trends. LF&M has, therefore, chosen to
capture trends by developing as large a sample of neighborhood sales as possible,
averaging the sales vaiues in two ways:

» Annual - Ali sales for each geographic area are averaged on an annual basis to
demonstrate the effect of the Housing Bubble and Bust in linear fashion.

» Periodic - All sales for each geographic area within defined time periods are
averaged to demonstrate distinct shifts in value trends. We use average sales
prices in 1999 as our base for all geographies. From that point values rise
gradually in the 2000-2004 period, then escalate steeply to the heights of the
2005-2007 period, and finally decline through 2011.

LF&M has collected and analyzed data on arm’s-length sales of residential properties
using the Maryland State Department of Assessments & Taxation databases for the
period of 1994-2011 for two groups of properties in defined geographic areas. Only
arm’s-length  (i.e., excluding foreclosures, below-market family transfers, etc.)
transactions are considered. The two areas (located on the following maps) are defined
as follows:

1. Kensington Heights - Sales on the blocks most proximate to the shopping
center including Coronada, Faulkner, Littleford, Peregoy, Torrance. We found a
total of 66 arm’s-length sales over the defined period on these blocks.
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2. Connecticut Avenue - Sales on blocks most proximate (i.e., within 400%) to the
six filling and auto service stations located on/near Connecticut Avenue in the
Kensington commercial district. We found a total of 82 arm’s-length sales over
the defined period. This concentration of filling stations in a few block area is
judged to be reasonably comparable (though more intense, in our judgment,
given the visibility and direct access between the residential area and the filling
stations) to the subject’s relationship to adjoining residential property owners.

In addition, we have compared sales trends in the two neighborhoods to trends in
Montgomery County overall based on reports from the Maryland Association of
Realtors. Reports of transaction volumes and average prices for the years 1999-2011
have been used.

Data for 2011 at all levels of geography includes 11 months (January-November) only.

B. SALES TRENDS

LF&M has summarized the average annual sales prices for the three levels of
geography in Table 1. As might be expected, it is clear that there has been substantial
price appreciation in all three areas over the long-term. In the chosen Kensington
Heights blocks, for example, average prices increased from $187,136 in 1994 to
$348,269 in 2011—with a high point of $480,900 in 2005. The other areas follow a
similar pattern.

Sales trends are depicted in linear fashion in Chart 1 below. Though the average price
levels are distinct for each area, we note that the trend lines follow very much the same
pattern from year to year.

Chart 1
Sales Price Trends (1994-2011)
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In order to smooth out the trends for easier comparison, LF&M has averaged the sales
in each geographic area for the distinct multi-year periods defined by the turning points
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Table 1

Average Arm's Length Sales Prices
Selected Geographies by Year

1994 1995 1996 1997 1998 1989
$187,136 $225,000 $214,750 $185,767 $175480
$157,860 $148,000 $168,500 $134,250 $154,167 $235,000

$242,033

2000 2001 2002 2003 2004
$189,180 $243,917 $243,000 $339,857 $395,600
$223,333 $232,000 $266,166 $305,500 $430,968
$253,876 $275,079 $320,418 $363,147 $429,480

2005 2008 2007
$480,900 $470,975 $445,488
$426,167 $489,988 $535,000
$507,340 $529,511 $550,210

2008 2009 2010 2011
$400,000 $413,000 $329,167 $348,269
$384,000 $412,400 $497,667 $600,300
$503,958 $434,297 $441,492 $456,151

Sources: Maryland SDAT tax records; Maryland Association of Realtors.
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