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Portland Made Collective — Survey Results
REPORT HIGHLIGHTS

impact: The 126 members of the Portland Made Collective employ an estimated 1024 persons and
generate revenues of $258 million.

Mostly young: Eighty two percent (82%) of all enterprises have been in operation 10 years or less, sixty-
three percent (63%), five years or less.

Big hits and long tail: Three (3) enterprises, that have been in operation for thirty (30) years or more,
produced ninety percent (90%) of the revenues and seventy percent (70%) of the jobs. The lesson is not
to ighore the numerous small young enterprises but to nourish them. Two (2) of the three (3) large
enterprises, that have such an outsize impact, were started in small studios by founders trained in the
arts, with a passion for their craft and the ability to turn that passion into something substantial.

Sweet spot: When enterprises reach the threshold category of $500,000 — 1 million in revenues, they
make a dramatic shift from part time to full time employees. Below that revenue threshold, the balance
between part time and full time employees is roughly equal, above the threshold, the ratio of full time
to part time is five to one (5:1).

Hole in the Middle: We discovered an exceptionally small number of enterprises in operation in the
middle range of years, and a total lack of enterprises in a middle range revenue category. While this may
be an artifact of the data, we prefer the explanation that periods of innovation and enterprise occur in
waves, perhaps 30 year cycles. One in the late seventies spawned a wave of artisan/makers like Bullseye
Glass, Pratt and Larson Tile, and The Joinery. The 2000’s seem to represent the next wave of artisan and
makers. In between these two fertile periods, is the “hole in the middle,” a transition period where
there are few enterprise foundings.

Positive revenue growth: Respondents reported very positive revenue growth with an average of sixty-
one percent (61%) cumulative for the last three years. Estimates varied by size of enterprise, but
surprisingly, the fastest growth was not in the smallest enterprises. Enterprises with revenues of $50 —
100,000 report nearly doubling of size over the last three years.

Artisans and makers: When asked to rank their identify preferences, respondents clearly preferred
maker and artisan over entrepreneur or business person. The preference for maker/artisan may suggest
that respondents value craft and quality over maximizing financial returns.

Beyond local markets: As expected PMC members rely on local markets, with forty six (46%) of sales
generated in Portland and another sixteen percent (16%) from the Northwest. But surprisingly thirty
percent (30%) of reported sales came from the US, outside the Northwest, and eight percent (8%) were
international.

Challenges: Respondents identified marketing and product development as the most important
challenges and administration the least.
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INTRODUCTION

This report describes the results of a survey of the Portland Made Collective (PMC) members conducted
spring 2014. The survey requested information about products and services, revenues, employment,
growth, identity, markets, and challenges (see Appendix A for full text of survey). The report also
includes preliminary observations from the Phase |l of the project which expands the scope of the
research to the entire artisan/maker community in Portland. Thanks to Kelley Roy and Mike Alfoni for
their assistance with the project. Special thanks to all the Portland Made Collective members who
responded to the survey.

Survey process: An electronic survey was sent to 126 members of the Portland Made Collective. The
survey was first sent to the list on February 25, 2014. Over the next several months, three (3) follow-up
reminders were sent to non-respondents. The last follow up reminder was sent May 20" 2014 and the
survey was closed June 4, 2014.

Responses: We received about an equal number of responses, fifteen (15), to each of the survey
mailings. Overall, sixty one (61) persons responded to the solicitation. Of these sixty one (61), two (2)
refused to answer, five (5) felt unqualified to answer, and one (1) was removed because of inconsistent
responses. Excluding these eight {8), the remaining fifty-three {53) constitute the base of responses used
for this report.

Response rate: The response rate (53/126) was forty-two percent (42%). This is a very high response
rate given that the rate for electronic surveys is typically only ten-fifteen percent (10-15%). Also,
responses were received from enterprises of all sizes {(based on revenues) which gives us added
confidence that survey results are not biased toward one type of enterprise. With our high response
rate and the broad distribution of enterprises, we feel confident that the results of the survey reflect the
population of Portland Made Collective members.

Supplementary data: We obtained supplementary data for eighteen {18} members of the Portland
Made Collective from RefUSA, a publically available database. Thirteen (13} of these eighteen (18)
members answered the survey, five (5) did not. The data primarily enhanced information regarding
years of operation, products, revenues, and employment.

Resolving conflicts in data: There was surprising level of correspondence between the respondent
survey answers and the information obtained from the RefUSA database. In ten (10) of the thirteen
cases (13), the information obtained from the survey respondents and from the RefUSA database was
the same. In three (3) cases, the information was substantially different, either in the revenue or
employment reported. In these cases, we used the responses from the survey because they were more
current.

Explanation for variations in usable data: While nearly all respondents answered all the questions,
there were instances of missing data. Also, for five PMC members who did not answer the survey, we
obtained supplementary information from the RefUSA database. For this reason, graphs and tables of
different characteristics display variation in the number of enterprises for which data is available. For
example, we had information for the fifty-seven (57) enterprises listed in Table 1, whereas, there were
only forty-three (43) usable responses for Chart 6.

Portland Made Collective Survey Results ~ Page 3



ANALYSIS

Respondents by Revenue Category: Results were unexpected {Chart 1). While there were a substantial
number of respondents (16) with revenues between $0-20,000, we anticipated a much larger number in
this category. We were also surprised that the numbers of respondents in the $100,000 - $500,000
range {15) was nearly as large as those with revenues of $0-20,000. It was also unexpected to find a
remarkably large number of respondents. six (6), whose revenues were $1 million or greater.

Chart 1: Respondents by Revenue Category
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While the data is limited, it is interesting to speculate on its meaning. Does it suggest that artisan
enterprises find a sweet spot when revenues reach the $100,000 — 500,000 range and then again when
they reach or exceed $1 million? Caution is advised in drawing these inferences. Some of the reported
results could be an artifact of the revenue ranges that were available. We expected more enterprises at
the lower ranges and therefore created more categories in those ranges to increase the sensitivity of
responses. Given what our supplementary data from RefUSA has shown about the range of enterprises
in the $1 million + category, it is apparent that we should have offered more options in this area as well.

Products and Services: Respondents identified a broad range of products and services from aprons, to
fip balm, to skateboard parks (Table 1). No particular product line was over-represented. Some products
were targeted to very particular markets, like headphone clips, but most were more broadly framed, like
custom furniture and pet accessories.
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Table 1: Products and Services

No| Primary Product or Service  Yearsof Operation | AnnualRevenues | Total Employnent |
1 [Handmade jewelry | 1 S0- 20,000 0
2 |Custom bags 1 SO- 20,000 2
3 |Handwoven texiiles 1 S0 - 20,000 1]
4 |Partland made box subscriptions | i S0 - 20,000 I 2
5 |Custom men's accessories i 2 S G- 20,000 i 5
6 |Electric guitars, ukuleles, furniture. i 2 SO - 20,000 [i}
7 |Handmade aprons. i 2 S Q- 20,000 i 2
8 |Handmade paper goods - warkshops i 2 S0 - 20,000 G
g lArt-3D i 2 S@- 20,000 G
il |Leather goods 3 50 - 20,000 [ 2
11 |[Custom letterpress 4 S0- 20,000 1]
12 |Fiberglass teardrop trailers 4 S0 - 20,000 i
13 |Business directory 5 50 20,000 i
14 |Graphic arts posters 7 SO- 20,000 1
15 |Portrait photography 9 S0- 20,000 | 2
16 |[Ceramics i0 S0 - 20,000 i}
17 |Headphone accessories for athletic market. ] 1 $ 20,000 - 50,000 1
18 |Video Production { i % 20,000 - 50,000 i
19 |Pet accessaries 2 3 20,000 - 50,000 [i}
20 |Paper goods... primarily posteards. 3 S 20,000 - 50,000 0
21 |Hand-crafted leather goods/accessories. 4 $ 20,000 - 50,000 3
22 IMenswear and accessaries 2 $ 50,000 - 100,000 | 2
23 |Wooden iPhone accessorias. 2 $ 50,000 - 100,000 I 2
24 |Custom jewelry and metatwork 3 S 50,000 - 100,000 [ 2
25 |Professional photographer 4 850,000 - 100,000 1
26 |Distitled craft spirits 4 S 50,000 - 100,000 1
27 Hats and millinery 5 $ 50,000 - 100,000 | 2
28 {Supplier of coffee making equipment 3 5 100,000 - 500,000 5
29 |Beeswax based lip balm 3 $ 100,000 - 500,000 1
30 |Luxury craft golf accessories 3 S 100,000 - 500,000] 8
31 |Artisan jam 3 $ 100,000 - 500,0001 7
32 |Clothing and jewelry. 4 S 100,000 - 500,000 2
33 |Make-your-own kombucha kits 4 4 100,000 - 500,000 3
34 [Handmade jewelry 4.5 5 100,000 - 500,000 4
35 |Hand-made leather bicycle accessories 5 $ 100,000 - 500,000] 3
36 |Retail store - clothing manufaciuring 6 $ 100,000 - 500,000 3
37 |Ceramic design and manufacturing 6 5 100,000 - 500,000 6
38 |Women's clothing 7 $ 100,000 - 500,000] 2
39 |Custom cabinetry g S 100,000 - 500,000 1
40 |Glass art, private label manufacturing 14 < 100,000 - 500,000 2
41 |Furniture product and custom design services 16 S 100,000 - 500,000 12
42 |Handmade ceramic tile 16 S 104,000 - 500,000 5
43 |Cookies, pastries, shortbreads 31 $ 100,000 - 500,000 G
44 |Private label manufacturer bags - accessories 2.5 S 500,000 - 1 million 18
45 |Concrete skateboard parks 4 S 500,000 - L million 7
46 |Erco-conscious photo products. 7 S 500,000 - £ million 8
47 |Retall shop selling handmade items 8 $ 500,000 - 1 mitlion 3
48 |Custom furniture, cabinetry, and interiors 13 S500,000 - 1 million 2
49 |Crowdfunding - product development platform 2 S1-5million} 7
50 |Architectural hardware 5 S1-5millionl 13
51 | Private label manufacturer 8 51-5 midlian 26
52 |Retail art/craft suppiies and classes 10 S1-5million| 13
53 [Handcrafted wood furniture 32 $1-5mitlion] 3
54 [Custom Flags S1-5mitlia ]
55 |Architectural tile S50 - 100 million +

56 |Art glass and art glass education S 50 - 100 million +

57 |Paints, stains, coatings 880 - 100 mitian +
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Years of Operation: The blue bars in Table 1 show that the enterprises that produce the greatest
revenues and employment are also those that have been in operation the longest. For example, the last
five enterprises in Table 1, numbered 53-57, have all been in operation over 30 years. Both in revenues
and employment their collective contribution is greater than the other 52 enterprises combined.
However, years of operation are not the sole determinant of enterprise revenues. Enterprises 44-45 and
49-50 have been in operation only 2-5 years, yet they are generating revenues in the $1-5 million range
and creating significant employment. Also, more than 60% of all those in the $ 100,000 - 500,000 range
have been in operations 6 years or less.

Additional information about years of operation is displayed in Charts 2 and 3 below. Chart 2 shows the
number of enterprises in each age category. Not surprisingly, most of the fifty-seven {57} enterprises
were relatively young. The largest number of enterprises, twenty-one {21), are found in the 3-5 year
category and the second largest number of enterprises, fifteen (15), have been in operation only 1-2
years. However, it is also interesting that there is quite a broad distribution of enterprises across age
categories with six (6) organizations in operation 30 or more years.

Chart 2: Years of Operation
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Chart 3 displays years of operation in cumulative categories. This display better highlights the totality of
enterprises that fall below some given age. Chart 3 shows that eighty-two percent (82%) of all
organizations have been in operation 10 or fewer years, sixty-three percent (63%) five years or less, and
twenty-six percent (26%) 2 years or less. The “All others” category is not cumulative but residual,
showing that eighteen percent (18%) have been in operation 11 or more years.
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Chart 3: Years of Operation - Cumulative
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Employment: We asked survey respondents “How many full time workers do you employ?” and
additionally, “How many part time workers do you employ?” We assumed that respondents would
include themselves as either a full time or part time employees, but the framing of the question did not
make that clear. In reviewing the responses, we found that some respondents reported no employees,
either full or part time, leading us to conclude that, in some cases, the numbers of persons reported to
be employed may not include the owner of the enterprise. Especially in the smaller organizations, this
could lead to under-reporting.

There were fifty-two (52) usable responses to the employment questions. In addition, we had
supplementary data from the RefUSA database for five (5) members of the Portland Made Collective
who did not answer the survey.

Chart 4 shows the average employment by size of enterprise. Because of the additional data from the
RefUSA database we were able to add two categories to the underspecified $1 million + category from
the survey. The first additional category, shown on the graph is $1 — 5 million. A second category of $50
— 100 million is not included on the graph because it compresses all the other data.

The primary observation is expected and obvious; as firms grow they employ more people. However,
there are some interesting observations regarding full and part time work. The data presented here
suggest that larger firms tend to employ more full time workers relative to part time workers. That is
especially true beginning with the $500,000 to 1 million size enterprises. Below that size, the pattern is
generally reversed with part time employment larger than full time.
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It is also somewhat remarkable that enterprises under $100,000 do not, on average, support even 2 full
time worker. Up to $50,000 revenue, enterprises support about 1 worker {full + part time) on average
with the mix moving from part time to full time as the enterprise gets larger. When an enterprise
reaches revenues between $500,000 — 1 million this seems to be the sweet spot signaling the beginning
of exponential employment growth and a dramatic shift from part time to full time employment.

Chart 4: Average Employment
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Total Employment - Correlation Between Size and Number of Enterprises: Chart 5 shows a positive
correlation between total employment (combining full and part time) and the size of the enterprise and
a reverse correlation between total employment and number of enterprises. To simplify the
comparison, all enterprises with revenues of $1 million or fess have been grouped into a single category.
Combined, these forty-eight (48) enterprises provide employment for one hundred and forty-three
(143) persons. Six (6) Enterprises in the $1 and 5 million category provide employment for one hundred
and eight (108) persons, three quarters (%) as many as all the forty-eight (48) enterprises with revenues
of S1 million or less. Finally, only three (3) enterprises whose revenues are in the $50-100 million +
category provide employment for five hundred and sixty-four (564} persons, over twice the number of
employees as all the fifty-four (54) other enterprises combined.
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Chart 5: Employment and Enterprises

. 600

500

400

otal Employment

300
i Total Enterprises

200

143
: 108

100 -+

$1 million or less $1 -5 million $50 -100 million +

While these observations may suggest that small artisan enterprises, even collectively, have much less
impact than a few large enterprises, some examination of the data is in order. One (1} of the three large
employers is Rodda Paint, a venerable home grown firm that has been in existence 82 years. Three
hundred and fifty {350) employees, well over half of all employees in this category, can be attributed to
them alone. While its organizational history is important, it is from the two (2) other enterprises in the
$50-100 million + category that we should look to lessons for the future. Their history, character, and
development are perhaps more representative of the artisan/maker enterprises that constitute most of
the Portland Made Collective.

Bullseye Glass was founded by Dan Schwoerer, Ray Ahlgren, and Boyce Lundstrom, three art school
graduates, in 1974. The “glass factory” where they began making colored sheets for the stained glass
trade, was a shed in the backyard of their Portland house. Schwoerer was a student of Portland State
University professor and ceramist, Raymond Grimm, whose “glass shack” was the first glass making
studio in the state of Oregon. Bullseye Glass is now an internationally recognized maker of art glass and
promoter of glass art through its educational outreach. It employs one hundred and twenty-five (125)
workers.

Pratt and Larson Tile and Stone has a similar history. Michael Pratt, a ceramist and painter, and Reta
Larson, a textile artist and home remodeler started the enterprise in 1982 in a home basement studio in
Portland. They were among the first companies producing custom designed tiles for a national market.
Today they employ eighty-nine (89) highly trained employees in their facilities in eastside industrial area.

A vibrant and diverse economy has both big hits and a long tail. Rodda Paint, Bullseye Glass and Pratt
and Larson Tile are obviously the big hits. The remainder of the enterprises constitutes the long tail.
Collectively the long tail contributes considerable employment. It is out of the diversity of this
understory of small enterprises that the big trees of the new economy will arise.

Total Annual Revenues: Using the same aggregate categories as we did with employment, a similar
picture emerges (Chart 6). Revenues, even more than employment, are overwhelmingly generated by
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those few firms in the $50 ~ 100 million category. If we had data for enterprises between S5 and 550
million, the comparison might seem less dramatic but the pattern would likely be similar.
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Chart 6: Total Annual Revenues
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Hole in the Middle: Chart 7 displays revenue cohorts similar to those in Chart 6 with the exception that
it also displays a revenue cohort of $5-50 million that was not included in Chart 6 because there were no
enterprises to populate this cohort, Chart 8 displays the number of enterprises by years of operation.
These two charts are paired to illustrate similar gaps in both charts, what we are calling the “hole in the
middle.” In Chart 7, for the $5 — 50 million revenue cohort, where you would expect to find three to five
{3-5) enterprises, there are none. in Chart 8, in the 16-30 year cohort where you would expect to find

ten to fifteen (10-15) enterprises there are only two (2).
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Since it is not possible to have some enterprises survive into the oldest cohort, 30 + years, without a
larger number going through and middle range of age and revenues, we are left with a problematic gap.
While there are any number of explanations that might be offered for this, serveral seem more
plausable.

The first explanation is that PMC members are a small and unrepresntative group, and this is simply an
artifact of the data. A second explanation, is that most enterprises fold in their early years or are
transformed into other ventures. While this explains an expected and substantial drop in the number of
enterprises, it does not explain the dirth of enterprises that must populate the middle range category in
order from some to survive into the oldest cohort.

A third explanation is that middle age, middle size enterprises face particular risks and opportunities.
They may have grown sufficiently that founders cash out, or founders may burn out and quit if the
enterprise plateaus or other competitors enter the market, or it may be some combination of both.

A final explanation, the one that we prefer, is that periods of innovation and enterprise occur in waves,
perhaps 30 year cycles. There may have been a wave of artisan/makers like Bullseye Glass, Pratt and
Larson Tile, and The Joinery that started in the late 70’s and have grown into substantial enterprises. The
2000’s seem to represent the next wave of artisan and makers evident in the substantial number of
young enterprises with revenues below $ 1 million. in between these two fertile periods, is the “hole in
the middle” a transition period where there are few enterprise foundings.

Revenue and Employment Projections: In this section we make some conservative projections about
revenue and employments impacts for the whole PMC membership, based on what we know from
survey respondents and supplementary (Table 2). The fifty-seven (57) Portland Made Collective
enterprises, for which we have data, employed one hundred and eight (108) part time workers, seven
hundred and seven (707) full time workers for a total of eight hundred and fifteen (815) persons
employed. Together the fifty-seven (57) PMC member enterprises generated over $242 million in
revenues. The third column in Table 2 shows how those employment and revenue numbers would look
if we projected them for the entire 126 PMC membership.

Table 2: Projecting Revenues and Employment for Total PMC Membership

PMC members for Projected for total PMC
which data is available {57) membership (126)
Part time employment 108 191
Full time employment 707 833
Total employment . g5 094
Totalrevenuyes . [ so43634000 . $958360378

Several clarifications are necessary to demonstrate the limits of these projections. While the
employment data for the fifty-seven (57) enterprises are the actual numbers reported by respondents or
found in the RefUSA database, the revenue numbers have been generated using the following
assumptions. Where there was a range of revenues, we used the mean value. For example, the revenue
range of $50,000 ~ 100,000 was counted as $75,000. When a specific revenue number was available
from RefUSA database, we used that number. When there was a conflict between the RefUSA data, we
used the more current estimate provided by the survey respondent.
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For all the categories up to $S1 million annual revenues, we used a standard projection formula
(126(known data)/57 = projected). For the $1 ~ 5 million category, we had numerical data for two-thirds
(2/3) of the enterprises. We assumed therefore, that only one-third (1/3) of the enterprises would be
unknown, so we used the formula (57 member total x 1.33 = projected). For the $50-100 million +
category, we assumed that all PMC enterprises of that size would have been identified in the RefUSA
database, so we used the same number in the projection.

While we always chose the most conservative alternative, we are assuming that those who did not
answer the survey, will roughly match the distribution of enterprises that did answer the survey. Even
though the response rate was good, the survey was not randomized and we have small samples in some
of the categories, therefore caution is advised.

With those caveats in mind, it is worth noting that the one thousand twenty-four (1024) projected figure
for employment and $258 million in projected total annual revenues for the 126 PMC members are
significant figures and demonstrate the importance of artisan maker enterprises to Portland’s overall
economy.

Growth in Revenue: There were forty-three {43) usable responses to the guestion “On average, over the
last three years, what percentage have your annual revenues grown?” Overall, the responses indicate
very strong growth, with only one enterprise reporting a small negative growth rate while eight (8)
enterprises reported growth rates between one hundred to three hundred percent (100-300%). The
exceptionally positive estimates suggest that the question was misunderstood. Instead of reporting the
average annual revenue growth based on three years of data, we are assuming in our reporting that
respondents reported cumulative revenue growth over the three years. Even if that is the case, the
reported growth was substantial. For example, the average reported growth for all the enterprises was
sixty one percent {(61%). Even if that represents the cumulative growth over three years, that would be
roughly twenty percent (20%) annually.

But perhaps we should not be so skeptical of the very strong growth estimates. Most of the respondent
enterprises are relatively small so we could expect that small increases in revenues could have a large
effect. To see whether there was any pattern of association of revenue growth with size of enterprise,
we charted the average revenue growth based size of enterprise (Chart 9). There seems to be a pattern
but the number of enterprises in several of the categories is small so outliers can have a large effect. For
example, in the category of 51 million +, we removed one outlier reporting 500% annual growth because
it was so radically different than the four other enterprises. Had this outlier been included, the average
revenue would have been 107% rather than 9%.
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Chart 9: Revenue Growth for Three Years
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Given these disclaimers, we can speculate that revenue growth is strongest with the smaller enterprises
and increases as revenues increases to when the enterprise reaches the $50 — 100,000 range but then
begins to taper as the size of the enterprise grows. While the sweet spot seems to be $50-100,000, the
number of respondents in this category is small and includes one significant outlier so this number is
suspect. However, data is pretty strong and consistent for the $100-500,000 data range where we have
a large number of respondents, so it is fair to say that the enterprises in this revenue range were
experiencing strong growth.

A second comparison that might shed some light about revenue growth is to plot the years of operation
{x axis) against annual revenue growth (y axis} (Chart 10). The expectation would be that young
enterprises have the potential to grow more quickly than older enterprises. Looking at the trend line,
this appears to be the case. However there is a great deal of variability with some significant outliers and
we have excluded all firms over 16 years of operation to avoid data compression in the display. The
enterprises, that are not included on the chart, however, do follow the trend line as displayed.

Whatever the reporting miscues and the limits of the data, it is fair to conclude that these are
exceptionally fast growing enterprises and that the younger enterprises are growing substantially. If we
make the most conservative assumptions, the enterprises are reporting growth rates that average 20%
annually across all enterprises. At the very least, these artisan/makers are very optimistic about the
promise of their enterprises.
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Identity: Respondents were asked to rank their identity preferences on a scale of 1-5 (Chart 11). Of the
four options they were offered, on average, they clearly preferred maker and artisan. They were
somewhat less taken with entrepreneur and least preferred business person. The preference for
maker/artisan may suggest that respondents value craft and quality over maximizing financial returns.

Chart 11: Identity
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Location of Enterprises: Enterprises are concentrated in southeast Portland, many in the central
eastside. There are several clusters: St. Johns, Pearl District, Alberta area, and around Maywood Park.

Map 1: Location of Portland Made Collective Members

Map courtesy of Dilloh Mahmoudi

Location of Markets: Respondents were asked to identify the location of their markets. A summary
check was made of the totals to see if responses summed to more than one hundred percent (100%).
Only two (2) responses totaled more than one hundred percent {100%). In these cases respondents
generally erred by entering cumulative totals, so scores were adjusted accordingly assuming that the
Portland Metro response was the most accurate.

The results were somewhat unexpected (Chart 12). Given the size of most firms, their products, and
their assumed preference for everything local, we expected a larger percentage of reported sales to be
local. While the share of Portland Metro sales was substantial, (46%) it remains that an even larger
share (54%) of sales were outside the Portland Metro area. It is noteworthy that thirty percent (30%) of
USA sales were beyond the Northwest region and that international sales accounted for eight percent
(8%) of total sales.
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Chart 12: Location of Markets
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Challenges: Respondents were asked to rank challenges to their enterprise on a scale of 1-5 (Chart 13).
Respondents identified marketing and product development as the most important and administration
the least. All but administration received average scores over three {3)}. It is perhaps surprising, given the
reporting on the difficulty of securing finance for small enterprises, that finance was ranked in the

middle of the challenges.

Chart 13: Challenges to Enterprise
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Conclusion: The high response rate to the survey indicates that we were successful in our effort to
encourage participation by making the survey brief and accessible. We also believe that persistence in
resending the survey was an important factor. Three questions may have been confusing to participants
and these may lead to caution in interpreting some of the responses. Readers should refer to the
relevant sections for a discussion of these issues. If we were to repeat the survey, we would include
additional revenue ranges, but that would need to be balanced against the need for simplicity and
legibility in the survey. We would also clarify the questions related to employment to indicate that
owners should count themselves as part or full time employees. Finally, we would clarify the question
on revenue growth by giving an example of how the answer should be calculated.

Products and services offered by PMC members were quite diverse with no category dominating. The
range of revenues represented was also quite diverse. With caution we may observe that the sweet spot
for enterprises occurs when revenues reach the $100,000 — 500,000 range and then again when they
reach or exceed $1 million? As expected, most enterprises are quite young, with sixty-two percent
(62%) in operation five (5) years or less and eighty-three percent (83%) ten (10) years or less. [t is
noteworthy that the three (3) enterprises that have been in operation for thirty (30} years or more
produced ninety percent (90%) of the revenues and seventy percent (70%) of the jobs. The lesson is not
to ignore the smaller enterprises but to nourish them. Two (2) of these three (3) large companies were
started in small studios by founders with a passion for their work and the ability to turn that passion into
something substantial.

Respondents reported amazing growth across all revenue ranges with the cumulative three year growth
being sixty-one percent (61%). As expected, growth was relative to size of enterprise with the highest
growth rates reported at the $50-100,000 range and the lowest growth rate with the largest enterprises.
While these numbers should be taken with some caution due to issues previously discussed, even the
most conservative interpretation suggests that respondents were nearly universally positive and strong
in their assessment of their growth for the previous three years.

Respondents self-identified as artisans and makers rather than entrepreneur or business person.
Respondents were predominantly located in southeast Portland, with clusters located in other known
hot spots. Respondents perceived their most important challenges to be in marketing and product
development and their least to be administration. Finally, the survey demonstrated that these
enterprises are selling to diverse markets. Only forty-six percent (46%) of their market is local with a
significant eight percent (8%) being international.

Phase Il of the project is underway. Grant funding to support this research has been secured for the
2014-2015 academic year and the necessary Human Subjects Review has been completed. We have
developed a successful research strategy that is moving us quickly toward our goal of identifying all of
the artisan/makers in the Portland area. To date, nearly six hundred sixty-seven (667} artisan/makers
have been identified, with fifty-three (53) being located in the RefUSA database. Many, perhaps most,
artisan sectors have not yet been explored, so it would not be surprising to find that our final list of
artisan/makers will number in the thousands. A report on the status of the Phase Il research project
follows.
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ADDENDUM: STATUS OF PHASE Il RESEARCH

The above report constitutes the completion of Phase | of the PMC research. In Phase |l of the project,
we intend to broaden our database to include all identifiable artisan/makers in Portland, evaluate
characteristics based on website information, and conduct in-person interviews with select PMC
members. Phase |l of the project is funded by a Portland State Institutional Career Support Grant, a
Research Stimulus Grant from Portland State Institute of Sustainable Solutions, and tuition assistance
funds from a Laurels Scholarship. We have completed the Human Subjects review required for
conducting the interview research. The following is a summary of progress on Phase Il

Methodology

Our strategy is to be more inclusive than exclusive; that is, if there is a question of whether or
not an enterprise should be included in the list, we include it.

The technique is multifaceted, but essentially revolves around finding “rabbit holes.” Many
times these rabbit holes are vendor lists on websites of boutiques or craft fair organizations
such as Renegade Crafts or Crafty Wonderland. Other rabbit holes include guild membership
lists (Oregon Brewers Guild), craft or creative enterprise blogs/online magazines (Sarah Loves
Portland or PDX Eater), Educational Facilities and trade schools, or various services (Tique Box).
Other places to look for artisans have been artisan enterprise-related webspaces such as Big
Cartel, Kickstarter, Etsy, and IndieGogo.

Lastly, general observation has been a technique. The idea here is to strolt up and down the
commercial districts (Alberta, Hawthorne, NW 23" etc.) in which these enterprises (as well as
the stores that seil their wares) are collected. Talking to shopkeepers, browsing items for sale,
and logging boutigue names to check for online vendor/inventory lists are all ways of obtaining
data.

Artisan/Maker Database

As of September 30", the database includes: six hundred sixty-seven (667) artisan enterprises;
sixty-six (66) shops that sell various artisan wares; fifteen (15) makerspaces/collaborative or
collective workspaces; and fifty-five (55) miscellaneous resources (things like vendors lists,
collaborative/community workspaces, local blogs, other local resources).

o There are no repeats from the PMC survey list {i.e. there are roughly 60 more that we
have detailed info on, making the total number around seven hundred thirty [730]).

o The total number of artisans enterprises documented so far will increase significantly;
we are comfortable estimating that the final number will be in the thousands.

o The total number of shops and boutiques will increase significantly, probably numbering
in the hundreds (maybe between 125-175 depending on how we decide to eventually
define “artisanal shops”); Many artisans operate small shop spaces that are open to the
public; these are often left out of the tally for artisanal shops.

o The distinction between collaborative workspaces/studios, collectives, and makerspaces
are often times blurry, so the final total of makerspaces could end up higher or lower
than fifteen (15).

o We have also documented twenty-seven (27} unique web-based resources that
makers/artisans frequently utilize in common enterprise operations.

At this point in the research, almost all (probably about 95%) of the artisans are from or operate
their enterprises in Portland rather than the suburban cities such as Beaverton, Hillsboro, or
Gresham. This could be due to the fact that many identify Portland as the brand in play, as
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opposed to the suburban identity (e.g. “Portland Made” vs. “Beaverton Made”}, regardless of
where they actually live or work. In other words, there is more power in identifying with
Portland (especially on an artisan’s web space) than with Portland’s suburbs.

The industries that are the most represented in the database as of right now are fashion,
jewelry, textiles, bags, and accessories.

At this point we have yet to deeply look at the following: Record Labels/Studios,
Restaurants/Food Carts, Glassblowing, Digital Makers, and many others.

We will complement our online research by searching the RefUSA database that has provided
limited but valuable information, especially for more established and larger enterprises.

Artisan/Maker: Observations, Insights

The bios of almost all enterprises reflect the values of working autonomously, deliberately,
locally, consciously (socially and environmentally), and making things by hand, especially in
small batches. Other values that are commonly reflected are honesty, friendship, and
sustainability (many go as far as defining what exactly sustainability means to them).

Some have had desk jobs and left that world to pursue their passions, while others eschewed
professional life altogether. Many seem to reject the notion of “cubicle life.”

While there are some artisans that seem to be pushing back against globalization/mass
production, instead many seem to be pushing back against making compromises in terms of
quality of life.

Some examples of what bios say:

o “Putting my hope into art, | get back freedom” (Almost Monday).

o “l believe in real food, small economies, and sense of place” (Bees and Beans).

o “My commitment is to work passionately in the direction of my interests, to rise to the
challenges of opportunity, to strive for authenticity, and to look for play in everything |
do.” (The Harkaway Project)

o “The objective of the company is rooted in the intention to proactively function as a
regenerative and restorative service that utilizes the earth's resources with integrity and
consciousness.” (Earthbound Industries)

o “lIrealized that if | was going run my own business as a living | wanted to make pieces for
myself and like-minded people.” (Primecut Bags; from the Hackwith Design Biog)

o “lI believe in sustainability, seasonality, regionality, trust and transparency in our food
culture.” (Salt, Fire and Thyme)

There is little doubt that there is some sort of collective consciousness at work: the power of
style/trend is also at work, but trends seem to change in the way a flock of birds changes
directions while in flight — with little resistance, common acknowledgement of changes, and
almost immediate response.

While it does appear that most artisans are educated, it doesn’t appear that they are trained as
entrepreneurs or in business: many appear to have degrees from art schools or in subjects such
as art history, natural sciences, anthropology, or even culinary trade school degrees.

There is a particular way of naming/renaming things on websites: for example, lookbooks
instead of catalogues, or stockists instead of proprietors (or any other “where to find our
products” prompt).

Most artisans appear to be in the twenty to thirty-nine (20-39) age range, mainly white, not
persons of color.

Artisans seem to be evenly distributed women/men.
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o Most artisan enterprises are between two to six (2-6) years old, and many are one to two (1-2)
years old.

RefUSA Database
e We have begun our search of the RefUSA database and have completed three hundred and
forty one {341) queries, finding data on fifty-three (53) enterprises. The information is extensive
and valuable and our experience suggests that it is fairly reliable.

Artisan/Maker Interviews

e To date, eight (8) interviews have been conducted. We will reserve our observations from
interviews until we have a larger number to draw on.
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APPENDIX: PORTLAND MADE COLLECTIVE SURVEY

1. What is your name?

2. What is the name of your enterprise?

3. What is the address of your enterprise?

4. Web address?

5. Phone?

6. How many years has your enterprise been in operation?

7. What is your primary product or service?

8. What percentage of your market is in - Combined answers should = 100%

10%

20%

30%

40%

50% | 60% | 70% | 80% | 90% | 100%

Portland Metro

Northwest
(outside Portland Metro)

USA (outside Northwest)

International

9. What is the range of your annual revenues?

0 - 20,000

20,000 - 50,000
50,000 - 100,000
100,000 - 500,000
500,000 - 1 million
1 million +

o 0 O 0 O O

10. On average, over the last three years, what percentage have your annual revenues grown?

11. On a scale of 1 to 5 how well does each of the following describe you?

{1 is lowest, 5 is highest)

Artisan

Entrepreneur

Maker

Business person
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12. How many full time workers do you employ?
13. How many part time workers do you employ?

14. On a scale of 1 to 5 how important is each of these challenges to your enterprise?
{1 is lowest, 5 is highest)

Marketing

Personnel

Product Development
Finance

Efficient Systems
Administration
Distribution

15. Please list two other enterprises that might benefit from being members of the Portland Made
Collective.

16. Thank you for participating in this survey. Are there any comments you would like to add?
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The maker movement is on the rise. There are already over
one million Etsy sellers worldwide. Together, they sold
over $1.35 billion worth of goods in 2013. The emerging
maker movement offers the tantalizing promise of a better
economy-one that puts people at the center of commerce,
promotes local, sustainable production, and empowers

anyone to build a creative business on their own terms.

Yet makers face many challenges. As micro-businesses,

they operate in gray areas between amateur and professional,
business and worker, consumer and provider. They are
inconsistently captured in government statistics and poorly
understood by policy makers. If we are to fulfill the promise
of a people-powered econnomy, governments should enable
micro-entrepreneurship, support small-scale comimerce, and

foster economic security for all.

A MICRO-ADVOCATE IN EVERY AGENCY

Makers often struggle to learn about the regulations that
govern their businesses, yet they are hungry to comply

with the rules. Regulatory agencies should establish a Micro-
Advocate to conduct direct outreach to micro-businesses,
create user-friendly educational tools, and make formal

recommendations to ease compliance burdens.

ENTREPRENEURSHIF TRAINING

IN EVERY JOBS PROGRAM

Most workforce development programs focus on job training
and job placement, overlooking the opportunities that
self-employment and entrepreneurship offer unemployed
and underemployed populations. Workforce development
programs should expand their offerings to include micro-

business support and training.

PEER-TO-PEER TRADE BETWEEN EVERY COUNTRY

The maker economy is global, yet trade laws have not kept
up with the advent of peer-to-peer marketplaces, where
individuals ship small quantities of goods from one home to
another. Countries should negotiate a universal low-value
customs exemption, and harmonize the customs, duties, and
consumer protection regulations that apply to these products.

SMALL-BATCH MANUFACTURING

IN EVERY COMMUNITY

Consumer demand for local, unique goods creates
opportunities for makers to reach bigger markets, yet these
designers face several challenges when scaling their
home-based operations. Governments should expand
manufacturing support services to help small-batch
manufacturers source materials, update designs, and locate
suitable production partners.

ECONOMIC SECURITY FOR EVERY ENTREPRENEUR
Lacking the security and benefits that come with a full-
time job, micro-businesses must manage unpredictable
income fluctuations without the benefits of social insurance.
Government should invest in programs to help micro-
entrepreneurs weather unexpected income shocks and

manage their personal and business finances.



Makers often struggle to learn about and comply with the
regulations that govern their businesses. Handmade toy
makers may not know that they are required to test some
materials for hazardous elements, while fashion designers
may not know about the labor laws that govern home-
based manufacturing.

The information is fragmented across several websites,
and often obscured by bureaucratic language. Time is an
Ftsy seller's most scarce and valuable resource, yet a
single entrepreneur could waste days trying to learn about

the requirements.

Unlike larger businesses, new entrepreneurs can't afford to
pay the penalties from a single mistake. Uncertainty and fear
often lead them to opt out of markets altogether, rather than
risk costly enforcement action.
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Regulatory agencies should establish a Micro-Advocate

to conduct proactive outreach to micro-businesses, create
user-friendly online tools, and make recommendations to
ease compliance burdens for these businesses. An effective
Micro-Advocate will dramatically increase regulatory
compliance, particularly among the very smallest businesses.
In order to be effective, the office of the Micro-Advocate
rnust be:

INDEPENDENT AND AUTONOMOUS

The office should live within each agency, but should
remain outside the enforcement hierarchy, reporting directly
to senior leadership in order to protect the credibility of

the office among micro-businesses and insulate the position
from bureaucratic challenges that often thwart internal

reform efforts.

TECHNOLOGY-ENABLED

The Administration should empower a centralized technology
team-—such as 18F in the GSA-to help Micro-Advocates

build open source, replicable tools that can be shared across
agencies and integrated into a single user interface such as

business.gov.

NEUTRAL
Micro-businesses who turn to the Micro-Advocate for help

should not fear retribution or enforcement action.

COLLABORATIVE

The Micro-Advocate should seek out partnerships with
private-sector actors that already serve micro-businesses.
For example, the Micro-Advocate could make agency data
publicly available through an AP, allowing third-party
developers to build compliance resources into the services

micro-businesses already use.

ACCOUNTABLE

The Micro-Advocate should summarize issues and make
formal recommendations in quarterly reports, which should
be delivered to Agency leadership, the Office of Management
and Budget, and the relevant Congressional committees,
Agency leadership should publish an annual report

summarizing the actions taken to address these issues.



IDEAS IN ACTION—THE CPSC
SMALL BUSINESS OMBUDSMAN

In 2010, In 2010, the U.S. Consumer Product Safety Com-
mission (CPSC) established the office of the Small Business
Ombudsman, which educates small businesses about con-
sumer product safety requirements. The CPSC Small Business
Ombudsman travels the country to educate makers, and
recently joined Etsy's online community to answer questions
and educate toy makers about new regulations.

The CPSC Small Business Ombudsman turned his office into
an invaluable resource for micro-businesses, yet he operates
on a small budget and has no official authority to make recom-
mendations to CPSC staff or the Administration. Endowing
this role with additional resources and formal authority would
dramatically increase

his impact and establish a replicable model for other agencies.

When I first began Black Widow Balm, I didn't know
a thing about compliance with government cosmetics

regulations. I did some internet searches and I found
information about cosmetics from the US FDA
website. After reading and thinking, I created a brand
that combines sound ideas and common sense with
FDA guidelines. I began making cosmetics the way
people did in the past, using plant and vegetable oils.

I'm happy to have arrived at a place where Black Widow
Balm is a brand that is both ethical and in compliance
with FDA regulations. But I dream of a collaborative
community space where I can share and quickly learn
further about regulations, good business practices,
and consumer concerns with the cosmetics they

buy. Falling behind on new regulations or updates to
policies has been a real concern for me, so I schedule
time to review updates to the regulations on a
monthly basis.

Shareta Barnes of BlackWidowBalm
blackwidowbalm.etsy.com
Pearland, TX
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Opportunities to earn supplemental or full-time income
through the maker economy have never been greater. Online
marketplaces like Etsy enable home-based entrepreneurs to
reach a global audience, while new technologies reduce the
administrative challenges of running a business.

Yet low-income communities have not benefited as much as
others. A recent study by the Center for an Urban Future
found that New York City neighborhoods with the lowest rate
of self-employment had median incomes of less than

$33.000/year, while neighborhoods with high levels of affluent

residents had much higher rates of self-employment’

At the same time, traditional employment opportunities
are in decline—middle-skill, middle-income jobs are
disappearing’ and the majority of U.S. workers will work
independently by 2020? The maker economy could provide
an important source of income for those who cannot rely

on traditional employment to make ends meet.

However, workforce development programs focus narrowly
on job training and placement. By failing to provide
micro-business support, these programs not only miss an
opportunity to create new jobs in local communities, but
also fail to prepare workers for the types of jobs that will

likely underpin the new economy’
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In order to establish a strong foundation for more resilient
local economies, workforce development programs should
expand their offerings to include micro-business support

and training. To succeed, they need:

ACCESS T0 WIA FUNBING

The Department of Labor (DOL) finances most workforce
development programs through the Workforce Investment
Act (WIA), which is tied to "Comumon Measures” of success—
job placements and employment-preventing local agencies
from using WIA funds for entrepreneurship training and
support? The DOL should expand its “Common Measures”
to include entrepreneurship indicators, enabling workforce
development programs to use their WIA funds for

entrepreneurship training.

UNIVERSAL METRICS OF SUCCESS

Most workforce programs measure success based on inputs—
the number of clients they train and the number of job
placements they make. These short-term measures are easy
to collect and measure, but fail to capture program outcomes,
such as the impact on household finances or overall well-
being. Federal agencies should adopt a common methodology
to evaluate federally-funded entrepreneurship programs,

and fund the costs of this evaluation.

FLEXIBILITY TO ESTABLISH PUBLIC-PRIVATE
PARTNERSHIPS

Many private-sector entities, including incubators, co-working
spaces, and online business services, could provide valuable
expertise and distribution channels for government agencies
seeking to better prepare their workforce for the market.
Workforce programs should be empowered to partner with

these entities.



IDEAS IN ACTION—
CRAFTENTREPRENEURSHIP

In 2013, Etsy launched a pilot program with Rockford, Illinois
and New York City to teach low-income, unemployed adults
how to monetize their artistic skills online. Using Etsy as

a learning lab, participants in the Craft Entrepreneurship
program learn business skills like pricing, market research,
and search engine optimization. The goal of the program is not
to replace traditional job training, but to provide participants
with a source of supplemental income and meaningful work.
By incorporating programs like Craft Entrepreneurship into
workforce development programs, governments can ensure that
the opportunities of the maker economy are accessible to all.

TM1985 started out as a hobby and a love for making

things that were useful to me. When I was looking for
a way to share the designs I had come up with, I didn't
see a lot of other retail outlets for young designers.
After getting a great amount of exposure through Etsy,
retailers and companies wanting larger orders began
to approach me with wholesale inquiries.

Because this started out as more of a side gig, I didn't
feel like I knew much about the retail business going
into it. I didn't go to business school—I was trained as
an artist and designer, so the creative stuff came easy.
The business, finance, and sales aspects are constantly
awork in progress, though; Ilearn best by doing. Being
an entrepreneur opens you up to a lot of challenges,
but you always end up taking away a new skill or
perspective than what you had when you started.

Tielor McBride of TM1985
tm1985.etsy.com
Brooklyn, NY
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The maker economy is global. Already, more than 25% of fitsy
transactions cross borders. Small designers can connect
directly to customers in any country for the price of an Internet
connection. Yet international trade laws have not kept up
with the advent of peer-to-peer markets, where people ship
individual goods from one home to another, usually via

national postal services.

Most independent, creative businesses lack the infrastructure
and information to navigate complicated international trade
rules. Customs and duties vary by country, and credible
information about each country's requirements can be
difficult to find. Packages are often delayed in customs or
subject to unforeseen import taxes that the buyer must pay
before receiving their package. Package tracking often stops
at the border, creating unnecessary friction in international
transactions. In the face of these challenges, buyers may
reverse transactions or request refunds, the cost of which

the seller often bears.

In addition to customs and duties requirements, e-commerce
regulations vary widely between countries. Discrepancies

in consumer protection or privacy laws pose a challenge

for individual sellers, who must find relevant information

on requirements for each country before shipping an item,

or who may unknowingly break local laws when they allow

buyers from other countries to purchase their goods.
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International trade agreements such as the Trans-Pacific
Partnership (TPP) and the Transatlantic Trade and Investment
Partnership (T'TIP) offer opportunities for countries to

encourage a global maker economy by agreeing to:

A UNIVERSAL DE MINIMIS CUSTOMS EXEMPTION
Many countries already set customs and duties exemptions
for goods under a specific monetary value. These de minimis
thresholds vary widely between countries. In Australia,
imports under $1,000 are exempt, while the threshold is
$200 for the United States and just $20 in Canada® Setting

a universal low-value customs exemption that covers most
peer-to-peer transactions would eliminate a major barrier

for small makers.

OPEN CUSTOMS AND DUTIES DATA

Government agencies should make the information about
what customs, duties, and tariffs apply in each country publicly
available through an API, which third-party developers could

use to create user-friendly tools for their customers,

HARMONIZED CONSUMER PROTECTION REGULATIONS
The U.S. should negotiate international standards that
simplify compliance with consumer protection, privacy, and

data security requirements.

CUSTOMS FAST TRACK FOR PRE-QUALIFIED SELLERS
Many countries establish bi-lateral mutual recognition
agreements, which allow pre-approved companies (o secure
faster customs processing. The U.S. should establish a similar
system for micro-exporters, where e-commerce platforms
can recommend sellers for streamlined customs processing

based on their transaction history.

IMPROVED TRACKING ACROSS BORDERS

Public and private shipping platforms should adopt a universal
system to track packages across borders, while national
postal services should negotiate bi-lateral tracking agreements

between countries.



IDEAS IN ACTION—
THE AUSTRALIAN EXPERIENCE

In 2005, the Australian government responded to concerns

about international trade barriers by increasing its de minimis

threshold from $250 to $1,000. At the time, the Australian
Industry Commission estimated that the change would save
the country $12 million in administrative costs annually’

In 2011, the Australian Productivity Council examined the
issue and recommended keeping the de minimis threshold
at $1,000, noting that eliminating the threshold would bring
in $600 million in new revenues but cost businesses,
consumers, and government well over $2 billion? Similarly,
arecent study found that increasing the U.S. de minimis
threshold would result in a net savings of $26 million to
businesses, consumers, and government; while reducing
logistical barriers to trade could increase GDP by one percent
and two-way trade by two percent '’

The problems I've had across international borders
mainly involve customs, restrictions, duties, and VAT.
Many buyers aren't aware of these issues so I've had
to do plenty of research to make sure the packages will
arrive safely and in a timely manner without surpris-
ing the customer with fees.

I try to include all paperwork, customs forms, invoices,
etc., but still some packages may sit in customs up to

a few months. Luckily I have amazing customers who
are patient and will wait it out. But some customers
want a refund or assume the package is lost. It's a shot
in the dark once the package has left the US.

As a small handmade business owner, we already
have so much on our plate. We do our own marketing,
website design, branding, accounting, taxes, order
supplies, packaging, inventory and most importantly,
make the items that we sell! Simplifying the rules
would free up more time for me to create, instead of
doing research for each country and then dealing with
the back-and-forth for the problems that arise, involv-
ing many emails about where the package is, why
there are fees, and how long it will take to arrive.

You really have to read the fine print when it comes

to international shipping.

Christina Anton of BooandBooFactory
booandboofactory.etsy.com
Chicago, IL




Increased consumer demand for personal, unique objects
has helped drive growth in the maker movement. Large
brands like West EIm and Nordstrom are recognizing that
their customers value goods produced by local artisans and
are creating opportunities for these designers to sell through
their stores” Yet these designers face several difficulties
when scaling their home-based operations for the first time.

One of the first challenges designers encounter is sourcing
materials. Many seek local, sustainable supplies, yet much
of U.S. textile production moved overseas years ago.”
Designers also face challenges purchasing large enough
quantities of materials, and have little financial cushion to

absorb those costs if a particular product fails to sell well.

Finding willing partners in the opaque manufacturing
industry is also difficult for designers. Once they identify
a potential partner, they often have difficulty convincing a
manufacturer to work with a first-time producer or do very
small runs of just 200 to 1,000 units.

Fven if designers find a willing partner, many have trouble
preparing their businesses for outsourced production.

They may have to alter their process to accommodate the
manufacturing partner. They must also make sure they can
accurately estimate their budget, run size, and timing require-

ments, which can be a daunting process.
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Through the Manufacturing Extension Partnership (MEP),

the U.S. government provides small- and mid-sized
manufacturers the support they need to scale their operations,
Yet these services tend to target small companies of 25 to 200
employees, not micro-businesses or designers. Policy makers

should update MEP services to include:

1-ON-1 COACHING

Personalized business coaching can help makers make the
transition to contract manufacturing by providing guidance
on challenges such as how to modify their designs for
manufacturers or how to prepare financial models needed
to determine budget and run size.

LOCATING SUPPLIERS AND MANUFACTURERS
Identifying a manufacturing partner is time consuming and
frustrating. Under the National Institute of Standards and
Technology (NIST), the MEP program recently launched

a supplier scouting service to help companies identify
U.S.-based manufacturers. NIST should expand this service
to include an open-source database of manufacturers who
are ready, willing, and able to work with small-batch
manufacturers, and incorporate information about the labor

and environmental practices of these companies.

SMALL-BATCH PRODUCTION

The MEP centers should provide training to help small- and
mid-sized manufacturers adapt their business to the needs
of small designers, or help new designers establish their own

production facility.

DISTRIBUTED AND COOPERATIVE MANUFACTURING
Often makers don't need outside manufacturing but rather
ameans to increase their own production, such as through

a distributed or cooperative manufacturing model. The U.S.
Department of Labor should work with the maker community
to simplify the requirements for distributed and cooperative

manufacturing while ensuring worker safety and protection.



IDEAS IN ACTION—SF MADE AND THE
URBAN MANUFACTURING ALLIANCE

Founded in 2010, SF Made is a non-profit organization that
helps San-Francisco-based designers and manufacturers
build their businesses locally. SF Made provides industry-
specific education, one-on-one counseling, and help
sourcing manufacturing partners locally, among other
services. Together with the Pratt Center for Community
Development in New York City, SF Made founded the Urban
Manufacturing Alliance in 2011, which shares best practices
for supporting local manufacturing, provides resources and
tool kits for its members, and engages in federal advocacy
to support the sector. Federal manufacturing programs
should partner with groups like SF Made, the Pratt Center
and the Urban Manufacturing Alliance to better meet the
needs of the maker movement and support the growth of
small-batch manufacturing.

Handmade, by me, was so much at the center of my

business that I didn't see how I could ever scale.

It wasn't until I was 9 months pregnant, pulling all
nighters, turning away time with family and friends,
even turning away orders, and turning into someone
who was stressed and overwhelmed, that I realized I
needed to take a bird's eye view of my business.

I finally felt emotionally ready to bring on other hands.
The act of finding a manufacturing partner was actually
amore seamless process than most because of the
fortune I had of living in an old textile town. When
visiting the factories, I could see the potential but also
the abandon, the remnants of production which were
no longer producing.

Going from cutting out capes on my living room floor,
to a 50-foot state-of-the-art die cutting machine, meant
some things had to be refined. Official patterns needed
to be made, more streamlined processes outlined.

If it were not for the help and patience of Jimmy,

the owner of Fall River Apparel, I could see how

this gap between the homemade to mill made could
have easily swallowed up the chance to work with

a manufacturer. The walls to scaling can seem
intimidating, and unknown. There are not enough
Jimmys in the world of manufacturing who take the
time to listen and teach how to make the transition at
all, let alone without losing the soul of your business
in the process or compromising the quality.

Allison Faunce of LittleHeroCapes
littleherocapes.etsy.com
Somerset, MIA




Financial insecurity is one of the most difficult challenges
that micro-businesses face. Unable to depend on the steady
paycheck that comes with a full-time job, makers must manage
income volatility and seasonal fluctuations in sales. When
asked about their primary challenge, the majority of Etsy
sellers cite financial concems—26% find “managing periods

of low or no sales” most difficult, while an additional 21%
consider “saving for the future” their most difficult challenge.

Etsy sellers’ experience reflects broader trends in the
micro-business community. A recent study of low-income
micro-businesses owners by the Corporation for Economic
Development found that 55% lacked sufficient savings to cover
one month of business expenses, and 30% lacked any businesses

savings at all. To compound these challenges, personal and

business translates directly into financial challenges at home,

Income volatility is compounded by the lack of benefits that
traditionally come with full-time employment, including
health insurance, retirement plans, and unemployment
insurance. In response, these artists are taking matters into
their own hands and cultivating diverse income sources to
help them build financial resilience. Many makers combine

income from multiple sources to make ends meet.

While many governments focus on credit to address the
financial needs of small businesses, loans may only exacerbate
their challenges. These makers need support building assets
to manage unexpected income shocks and portable benefits

that work in the context of self-employment.
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Government should invest in strategies that will bolster

personal financial security and reduce the risks new

entrepreneurs face.

REWARD ENTREPRENEURSHIP

Municipalities often use tax credits to attract and retain
large businesses, but micro-businesses rarely benefit from
such support. To address this inequity, the Corporation for
Enterprise Development proposes a New Entrepreneur

Tax Credit, a refundable tax credit for new businesses in
their first years of operation ™ Setting this credit at a level
equal to Self-Employment Tax Hability would provide a more
gradual “on-ramp” to self-employment without undermining

the entrepreneur’s future retirement security.

LEVERAGE TAX TIME TO ENABLE SAVINGS

The self-employed must pay quarterly estimated taxes, a task
that is administratively onerous and subject to penalties for
incorrect or late filing. The IRS should eliminate penalties

for first-time filers and allow micro-entrepreneurs to set
aside their estimated taxes in a tax-advantaged emergency
savings account, which they could use to cover unexpected
expenses over the course of the year. At the end of the year,
entrepreneurs could use their savings to pay their annual

taxes, resulting in no lost revenue for the government.

IMPLEMENT UNIVERSAL RETIREMENT SAVINGS ACCOUNTS
Most retirement policies, including President Obama's recently
announced myRA program, are tied to payroll deduction and
fail to serve the self-employed. Congress should establish a
universal, portable retirement savings program that pools
assets, offers enrollees low administrative fees, and disperses
benefits as a lifetime annuity to ensure retirees don't outlive

their savings.

MAKE SOCIAL INSURANCE PORTABLE

Most social insurance programs depend on employers to
finance and administer them. Governments should optimize
usability for the self-employed, allowing them to opt into
universal benefit programs or form alternative risk pools that
function in parallel to employer-based systems, similar to

programs operated by the Freelancers Union, for example.



PAIR BENEFITS WITH FINANCIAL COUNSELING
Managing cash flow can be challenging for micro-businesses,
especially when personal and business finances are so
intimately linked. Entrepreneurship training programs should
help micro-entrepreneurs establish effective practices for
managing their finances holistically and cultivating diverse
income streams.
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IDEAS IN ACTION—CALIFORNIA PAID
FAMILY LEAVE

In 2002, California created the first Paid Family Leave
program in the United States, which replaces up to 55% of a
worker's salary for up to six weeks to care for a new baby or
an ailing family member. The program is available to both
employees and the self-employed, who pay into the system
in order to access the benefits. Benefits are calculated based
on prior income and are not dependent on an employer
contribution By addressing a major cause of income shocks—
pregnancy and unexpected illness—the program provides
some security to those who are excluded from the employer-
based benefit system.

The biggest challenge to financial security as an

independent business owner is lack of constant
income. There's no paycheck on a regular basis so I've
really had to learn how to save up for hard times and
how to juggle paying for necessities.

I have part-time work to keep a certain amount of
steady income flowing. This cuts into time and energy
for my craft, but the relief of knowing at least a portion
of my monthly overhead is covered makes it worth-
while. Additionally, I try to keep some savings in the
bank to help us through months with little-to-no
income from art.

Between our mortgage, student loans, and some credit
card debt (built up in particularly slow periods for our
businesses), I feel like we have too much overhead
from debt. This definitely prevents me from consid-
ering a business loan as I do not want to accrue any
more overhead! Thankfully, I've been able to build

up my tools, materials, and supplies slowly, and my
Etsy shop has been a boon, diversifying my market by
having one more avenue for selling my work.

Wesley Fleming of Vetropod
vetropod.etsy.com
Ashfield, MA
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Print Form

BROOKLYN MADE

Thank you for your interest in the Brooklyn-Made Certification Program.
Brooklyn-Made is a points-based scoring system for certification of specific product lines.

As baseline criteria, only legal businesses headquartered in Brooklyn making one or more physical products will be considered. From
there, the points-based system evaluates a range of manufacturing activities, including:

- Sourcing of materials

- Product design and development

- Product processing

- Product assembly

- Product finishing

- Location of employees

- Length of time operating in Brooklyn

Each answer is given a weight from which a total is calculated to arrive at either bronze, silver, or gold certification.

Please note, applicants with more than one product line (ex. a business producing soda, cookies, and jam), will need to complete
separate applications for each product line. Applicants do not need to submit additional applications if the product to be certified is a
variation of the same core product (ex. a business producing various types of candy, or various flavors of cookies).

Final determination of certification approval is done by the Brooklyn-Made Advisory Board, an independent review board established
with the sole purpose of reviewing Brooklyn-Made Certification applications on a quarterly basis. All businesses who submitted an
application before the end of the quarter will be promptly notified upon certification decision by the Brooklyn-Made Advisory Board.
Once awarded, the applicant will have the option of using the Brooklyn-Made logo for packaging purposes.

Applicants do not need to submit any additional documentation with your application. All applicants are subject to a yearly audit
performed by the Brooklyn Chamber of Commerce to five randomly selected applicants. If an applicant is found out of compliance,
such applicant is automatically disqualified from participating in the certification for a period of one year following non-compliance
determination.

Certification is subject to annual renewal and is valid for a period of 1 year (12 months) from the official approval start date.

There will be a $50 one-time fee for non-members, and $25 fee for member businesses, payable by credit card by clicking here.

If paying by check, please send application and check to:

335 Adams St., Suite 2700
Brooklyn, NY 11201

Payable to : Brooklyn Alliance

Note - if using Google Chrome, please save and submit application to: bkmade@brooklynchamber.com



I Submit by Email 1 ’ Print Form j

BROOKLYN MADE

Brooklyn-Made Certification Application

Applicant Information

Company Name:

Address:

Address 2:

State/Province:

Zip/Postal Code:

Country:

Main Contact:

Email:

Phone:

What is the legal entity of your business? > 4

For the most recent full year, what was your business's annual gross revenue? v

Product Information

1. Please describe your product(s) in detail

*Note - certification will apply to entire product line,
If seeking certification for more than one product
line, please complete a separate application

2. What percentage of ingredients/raw materials are sourced from Brooklyn?
(ingredients/raw materials are the components used in the making

of your product) (" 0% to 25% (" 26% to 50% (" 51% to 100%

3. What percentage of ingredients/raw materials are sourced from New York State?

(" 0% to 25% (" 26% to 50% (" 51% to 100%

4. How much product research, design, and development takes place in Brooklyn?

0% to 50% of the 51% to 100 % of the
(" activity takes place in (" activity takes place in
Brooklyn Brooklyn

335 Adams Street, Suite 2700 | Brooklyn, NY 11201| Ph: 718-875-1000 | Fax: 718-222-0781| www.ibrooklyn.com | bkmade@brooklynchamber.com




5. Processing of raw materials is defined as the transformation, cleaning, or modification of materials into usable inputs. Please
indicate how much processing of raw materials, associated with your product(s), takes place in Brooklyn:

0% to 24% of the 25% to 70% of the 71% to 100% of the
(" activity takes placein - (T activity takes place in (7 activity takes place in
Brooklyn Brooklyn Brooklyn

6. Please indicate the extent to which product assembly takes place in Brooklyn:

0% to 24% of the 25% to 70% of the 71% to 100% of the
(" activity takes place in (7 activity takes place in (7 activity takes place in
Brooklyn Brooklyn Brooklyn

7. Product finishing is defined as the packaging, quality control, and final stage touch-ups for each product. Piease indicate how
much of your product's finishing processes take place in Brooklyn:

0% to 24% of the 25% to 70% of the 71% to 100% of the
(" activity takes place in -~ (" activity takes place in (7 activity takes place in
Brooklyn Brooklyn Brooklyn

Community Information

8. Number of full time employees: (™ 0.5 (™ 6-10 (o11-15 0 (Co16-25 (75 26-50 {7 51-100 (™ 100 or more

9. Number of part time employees: - .
P ploy (5 0-5 (" 6-10 v 11-15 (C16-250 (7 26-50 0 (4 51-100 (" 100 or more

10. The share of total employees located in Brooklyn is defined as the number of employees stationed in Brooklyn facilities divided
by the total number of employees in all facilities. For example, if your company has a main office in Manhattan, but a production
facility in Brooklyn, you would indicate the share of total employees working only at the Brooklyn facility. This question refers only to
employees involved in the production process. Please indicate the share of your firm's employees stationed in Brookiyn:

0% to 50% of 51% to 75% of More than 75% of
(" employees are (" employees are (" employees are
stationed in Brooklyn stationed in Brooklyn stationed in Brooklyn

11. What percentage of your employees are Brooklyn residents?

0% to 50% of 51% to 75% of More than 75% of
(" employees are Brooklyn (" employees are Brooklyn (™ employees are Brooklyn
residents residents residents
12. Does your business participate in charitable activities in Brooklyn? []YES []NO

Business Information
13. Are one or more of your company's senior managers (CEQ, COO, CFO, etc.) stationed in Brooklyn? [j YES [j] NO

14. Was your company legally incorporated with a Brooklyn address? [7] YES []NO

15. Please indicate how long your business has been continuously operating in Brooklyn:

(" 0to 2 years (" 2to 5 years {5+ years

335 Adams Street, Suite 2700 | Brooklyn, NY 11201] Ph: 718-875-1000 | Fax: 718-222-0781| www.ibrooklyn.com | bkmade@brogklynchamber.com




16. Does your business participate in any of the following programs? {(Please chedk all that apply)

Pratt Center's Made in NYC . _ Fair Trade Any Organic Kosher PR
Dpfogfam DB Corporation Status Certification Certification Certification DVegan Certification

Certification status is subject to verification by annual audit of randomiy selected participants. By signing this application, | certify
that the above facts are true to the best of my knowledge and belief. | understand that failure to provide accurate information shall

disqualify my business from obtaining certification status for a period of one (1) year.

Sign and Date

Print Name

Title

335 Adams Street, Suite 2700 | Brooklyn, NY 11201| Ph: 718-875-1000 | Fax: 718-222-0781| www.ibrooklyn.com | bikmade@brooklynchamber.com



n over 100-year old mattress manufacturer welcomes a menswear designer to share its retail showroom; a

design-manufacturer of a new, affordable desktop CNC machine offers a solution for high school youth and

inventors alike; a producer of ceramic tile clads the J. Paul Getty museum in Los Angeles; the originator of the
configurable messenger bag opens a retail store in Singapore, supplied entirely by its San Francisco factory; two former
technology executives found a successful chocolate-maker and secure the future of their local manufacturing by
investing in a 34,000 sqft factory within sight of downtown. From beer to furniture to apparel to technology-driven
hardware, San Francisco is home to one of the most diverse manufacturing ecosystems in the country.

Since the last report, SFMade’s more than 550 member manufacturers continue to demonstrate creativity, growth, and
valuable lessons on how to balance competing needs in a dense urban economy. Here in San Francisco, we understand
what it takes to both lead in technology and marry it with old world craft and artistry—evidenced by a decade-old
jewelry studio now using a 3D printer to make their molds. We are home to and celebrate the Maker Movement but we
also appreciate that helping a maker scale to become a manufacturer is no small feat. We recognize that to continue
to produce innovative product designs, we also need to understand how products are made—which is why one of our
largest apparel brands chose to buck the outsourcing trend by

SFMade's more than 550 member expanding their in-house production capacity last year and

even bought their building in the heart of the Bayview to

manufacturers continue to demonstrate ensure they would always have affordable space, close to their
creativity, growth, and valuable lessons skilled workforce. We appreciate that as a city, our policies need

on how to balance competing needs

to get creative as we seek not only to retain industrial space in
perhaps the most unaffordable urban area of the country, but to

in a dense urban economy. build more, perhaps even co-located with the very commercial

and residential uses that seek to displace it. Above all, we
know the diversity of our people is the fuel for our collective innovation and economic success: from the returning
veteran now translating his skill to making furniture; to the Lebanese immigrant applying his family’s bookbinding
experience to make iPad cases; to an aspiring first-generation college-bound youth from the Mission District who has
launched a successful clothing line on Etsy.

As San Francisco’s manufacturing sector continues to mature, so it now goes in cities across the US. This is evidenced
by membership in the national Urban Manufacturing Alliance (UMA)—which was founded in 2011 by SFMade and the
Pratt Center for Community Development (in New York), in partnership with Citi Community Development, SFMade’s
longest standing corporate partner. From those humble beginnings, the UMA has now grown to represent more than
50 North American cities and 100+ organizations, all working together to grow their respective urban manufacturing
ecosystems. San Francisco has become an unlikely national model, a kind of “urban manufacturing lab” of sorts,
demonstrating the power and creativity—and jobs—unleashed when manufacturing and the City are linked together.
We may not have the largest manufacturing base, but our collective ability to innovate, to create unlikely combinations
of people, ideas, and partnerships, and to use our City itself as a platform to implement new models has led our work
to be replicated in cities as diverse as Chicago, Portland, Philadelphia, and Montreal.

In the coming years, San Francisco and cities across the US will continue to wrestle with the challenges: the urgent
need to strengthen our supply chain; the need to repurpose or even build new industrial space in expensive, constrained
urban areas and still have it be affordable; the continued challenge to capitalize smaller manufacturers who may not
yet be fully bankable; and the work to inspire the next generation to reimagine a manufacturing career as something
profoundly different than manufacturing of the past. While this may seem like a heavy lift, we can accomplish it with
the innovative and counter-intuitive work that we are good at, here in San Francisco.

Kate Sofis g™ VickiJoseph
\ sl Founding Executive Director, C t I Northern California Region Director,
Eﬂm SFMade Citi Community Development



2014 State of Local Manufacturing Report

DESIGNED HERE, MADE HERE

San Francisco’s local manufacturing sector continues to flourish as shown

by the results of this year's Annual SFMade Survey of Manufacturers
completed by 370 companies, more than double last year's respondents.
SFMade membership, at 543 companies—representing over 90% of
the local manufacturing sector—is up again by 6% over last year.

San Francisco manufacturers drove $585M in direct sales into the
economy, a whopping 32% increase over last year.

San Francisco continues to be an incubator for new products and new
manufacturers with 8% of SFMade’s membership launching within the
last 18 months, on par with the rate of new manufacturer formation at
this time last year. At the same time, companies that are born here are
doing their best to grow up here. 43% of companies were established
between 5 years and 18 months ago, while exactly half of the companies
are over 5 years old. Under 1% of the manufacturers have either failed
or moved out of the City since the previous year.

Once again, companies making sewn products—including apparel and
accessories such as bags—remain a powerhouse sector, accounting for
just over a third of member companies (31%). Food and beverage
remains second (18%), followed closely
by Home and Garden, and Furniture
(16%), Jewelry (11%), Accessories (10%),
and a diverse “Other” category which
includes advanced manufacturing
companies making technology-enabled
products, as well as a diverse range of
other categories including sporting
goods, toys and print/media.

San Francisco
manufacturers
drove $585M in
direct sales into
the economy,

a whopping
32% increase
over last year.

Manufacturing supply chains remain
locally concentrated but layered. While
81% of companies produce some or all
of their products in house, 50% of the
companies also rely on a web of contract manufacturers (a majority
local) and a full 10% of companies produce products exclusively using
local contract manufacturers. Sourcing is further distributed, although
still largely local, with 39% of companies sourcing some components in
San Francisco proper. These diverse local supply chains are reflective of
one of the benefits of urban manufacturing: access to a flexible mix of
production partners which in turn enables particularly young manufac-
turers—who are testing and refining their product mix, to scale more
quickly than if they owned all their own production capacity themselves.

There is a cautionary tale to the region’s highly decentralized supply
chains however. The potential flight risk is higher for existing San
Francisco manufacturers who rely largely on contract manufacturing:
moving out of the city is as easy as switching suppliers. On the supply
side, San Francisco also has a more limited network of suppliers and
contract manufacturers in the first place, compared to other parts of
the Bay Area. The lack of robust local supply chains in certain
sectors, like food and beverage co-packing and hardware (metal,
plastic, glass) and electronics fabricators, limits the growth of
early-stage manufacturers and would-be manufacturers who
invent products here, but then fail to find adequate local partners
to establish production in the City. Strengthening local supply
chains and networks must remain a focus here in San Francisco, and
nationally, to ensure that more of what is designed here can also be
made here.

UNPRECEDENTED 15% GROWTH IN JOBS

New job creation in the manufactur- ! ‘1’6‘%":
ing sector rose for the fourth yearin | 14%
arow with a 15% rate of increase in | 12%
net new jobs, as compared with ‘[ 10%.
10.5% in 2011, 12.5% in 2012, and ; §% =
13%in 2013. | 6%
4%
2%

.

Annual Job Growth

Of these new jobs, the food and
beverage sector was responsible
for 45% of the job growth, adding
over 100 jobs. Apparel and bag
manufacturers accounted for 27%
of new jobs, while furniture, home and garden accounted for 15%.

0%
2011 2012 2013 2014

San Francisco’s local manufacturing sector now employs well over
4,000 individuals, over 70% of whom are from lower-income
households and diverse communities representing immigrants,
veterans, and youth. Of the new jobs created in 2013, 55% were in
production. The sector continues to pay well above minimum wage for
most entry-level positions and offers a wide variety of jobs, real oppor-
tunity for advancement, and alternative entry points for individuals
with less advanced education or other barriers to employment. SFMade
companies also are strongly predisposed to hire from their local
neighborhoods, making them even more important community assets.



A sole,dark spot on the sunny outlook of manufacturing jobs—for a
second straight year—remains the lack of affordable housing for
workers. Commensurately, there was again a drop in the percentage of
manufacturing workers residing in San Francisco, from 75% last year to
65% this year. Companies also expressed some frustration around
employee turnover attributed to workers being forced to endure
unreasonably long commutes as some are priced out of the City.

GETTING GROUNDED: RISING STAR OF
BRICK AND MORTAR RETAIL

From a generation of manufacturers raised on the Internet, there is now
a strong counter-trend to establish more brick-and-mortar retail sites
by San Francisco’s manufacturers. While many younger companies first
enter local retail via temporary “bridge” selling opportunities (pop-ups,
markets, and fairs), we see a clear
trend as companies age towards
establishing a more permanent
space. At the same time, many local
manufacturers are either pulling
back from or declining to engage in
wholesale distribution. In particular,
selling to a major big box retailer,
while tempting for the scale, often
proves to be overly onerous for
many smaller manufacturers. Even for established brands, maintaining
product positioning and brand via a mass-market retailer is an ongoing
challenge. In response to these hurdles, driven by the opportunity to
capitalize on local demand for local goods, and perhaps ultimately as a
recoil to the crowded space of the Internet, the number of retail out-
lets operated by member companies have more than doubled in the
last two years, taking the form of standalone stores, branded or
co-located “store within stores,” or on site at their production space,
thanks to the zoning allowance for accessory retail.

The number of retail
outlets operated by
member companies
have more than
doubled in the last
two years.

Manufacturers who own their own retail outlets reap powerful benefits.
First and foremost, the margins are higher than wholesale channels and
better enable local manufacturers to sustain comparatively higher costs
and still be profitable. Establishing a physical retail presence—especially
in their “home” city—also pays dividends in solidifying their individual
brand identity and consumer loyalty. And the benefits aggregate across
the SFMade community—as SFMade member-owned stores tend to
stock other locally-made brands and other American-made goods.
Going further, many of the shops which host other local brands offer
more favorable financial terms than a traditional retail-wholesale
arrangements, helping to ground younger companies who otherwise
might not have retail space. New spaces include Humphry Slocombe’s
expansion to the Ferry Building, Marine Layer, and Spicer Bags launch-
ing their first store in the Dogpatch with an array of SFMade products.

Overall, leveraging the SFMade brand continues to be among the top
reasons that companies engage with the organization. Interesting,
irrespective of company age, increasing brand visibility is reported
as the number one concern for local manufacturers. Clearly, at the
heart of the success of local manufacturing is the San Francisco
community itself.

BREWING LEADS THE WAY IN
FOOD AND BEVERAGE GROWTH

The food and beverage sector added the highest number of workers in
2013-14 with over 100 new jobs. Leading the way were the breweries:
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San Francisco is starting to reap the benefits of the nationwide trend of
growth in craft brewing, after arguably being the birthplace of the mod-
ern craft brewing movement half a century ago with the transformation
of Anchor Brewing. This year alone, three breweries started producing
in San Francisco—Triple Voodoo, Fortpoint, and Cellarmaker. The San
Francisco Brewer’s Guild, a collaborative non-profit of brewers self
charged with the mission to restore and preserve San Francisco's brewing
history, counts that as many as 10 breweries could open in the next
year, a 70% increase to the number of breweries currently producing
in San Francisco. Significantly, existing breweries also expanded last
year, most notably Magnolia Brewing’s new larger production space and
restaurant and Speakeasy’s new taproom. There are still serious hurdles
to owning and operating a brewery in San Francisco, not least of which
is contending with the hot real estate market that every manufacturer
faces, heightened by the desire for many to be in a location that has
high foot traffic (to increase customer interaction and allow for product
sampling). There are opportunities to continue to evolve the Planning
Code to keep pace with the needs and realities of small breweries being
co-located near housing or other commercial uses. For instance, existing
alcohol restrictions in two of the main PDR neighborhoods—intended
to limit liquor stores and other undesirable uses—also inadvertently
prohibit tasting rooms and thus prevent breweries from establishing
themselves, and bringing jobs, into the neighborhood.

In spite of the challenges, it appears that new brewers are willing to
jump through many hurdles to make their craft in San Francisco, bol-
stered by the renewed viability of craft brewing which has created a
ramp for investment and new growth.

ADVANCED MANUFACTURING COMES OF AGE

Since the 2013 State of Local Manufacturing Report, which identified an
early digital-advanced manufacturing trend emerging in the Bay Area —
the so called “advanced manufacturing” sector—companies that design
and build products that incorporate emerging materials and manufac-
turing technologies—has grown, both locally and nationally. Within the
SFMade community, advanced manufacturers themselves—including
several new hybrid companies such as Moddler, a 3D printing provider
offering contract manufacturing services, and Quirky, who is opening
their West Coast facility in the coming months and will offer and end-
to-end crowd-sourced design, manufacturing, and distribution for con-
sumer products—now make up 4% of the sector (up from less than 1%
in 2013). This growing but still small number of companies understands
the impact of new technology on existing manufacturers—traditional
makers of jewelry, apparel, accessories, and even food—that now incor-
porate elements of advanced manufacturing into their processes.
Advanced manufacturers are bringing with them new models of



production, ways of organizing supply chains, and new opportuni-
ties for rapid on-the-job training of workers.

Nationally, both in terms of actual companies/initiatives and in the
psyche, advanced manufacturing has also taken hold. In 2013 the
Obama Administration launched the pan-agency National Network for
Manufacturing Innovation Initiative, which will fund up to 15 National
Manufacturing Innovation Institutes (NMII's) across the country. To
date, four have been established, in Chicago, Detroit, Akron, and North
Carolina. Other Institutes—including photonics, advanced fabrics, and
flexible/wearable electronics—will be offered up for RFP

in the coming years. The Bay Area—with our technology
prowess, major research institutes and universities, and
capital—is well positioned to compete for one of these,
and San Francisco should ensure it plays a powerful role in
the regional partnership. In particular, San Francisco—with
our strong product design capacity, our consumer product
marketing and manufacturing experience, and our diverse
workforce—has a unique capacity to ensure that any
regional institute successfully translates emerging manu-
facturing technologies into jobs and true economic benefit for a broad
spectrum of people and businesses.

Finally, with the promise of emerging advanced technologies and busi-
ness models also comes responsibility. Advanced manufacturing tools
and techniques hold the potential to enable the smallest and craftiest
of our manufacturers to improve efficiencies, to empower their skilled
workforce by removing repetitive, tedious elements of their jobs, and
to help them compete with increasingly global competition. But the
potential for advanced manufacturing to drive equitable economic
gains will only be realized if we build explicit pathways—including
education and capital—to support the incorporation of new tech-
nology into existing “low-tech” manufacturers. Get this right, and
the power of advanced manufacturing will be far more amplified
throughout our economy than if only resident in a handful of “advanced”
companies. Ignore this responsibility, and we risk mirroring the current
economic divide exemplified by our technology sector in our manufac-
turing sector as well.

ON THE JOB: TRAINING THE NEXT GENERATION

Emerging technology continues to refine the production process across
sectors, from food to apparel and furniture, actually creating a lower
training barrier to entry for a qualified workforce. The technology
interfaces in most manufacturing facilities of today are more intuitive
and streamlined, which creates opportunities for workers to learn on
the job rather than needing years of study and apprenticeship in order
to qualify for positions. While specific skill requirements vary from com-

Advanced manufacturers are
bringing with them new
models of production, ways of
organizing supply chains, and
new opportunities for rapid
on-the-job training of workers.

pany to company, on average the trend reflects an increase in the use of
technology, which actually creates fresh access points for job seekers.
In fact, companies are increasingly interested in training employees on
site for the specific job and technology being utilized. Rather than
wanting applicants with particular qualifications, many manufacturers
seek job applicants with a basic STEM education and the desire to learn.
Might this turn on its head the traditional flow of workforce develop-
ment dollars to stand alone training organizations and instead
inspire the redirection of funding to industry-led organizations and
businesses to further develop
their own in-depth training?

There are ample opportunities to
grow on the job training. SFMade’s
flagship youth apprenticeship
program YouthMade, which places
San Francisco high school youth
from low-income families into paid
internships at member companies,
saw a 40% increase this year in
internship placements, with the addition of a second youth-serving
partner. Even more telling: while not required nor expected, at internship
completion, several manufacturers offered their interns regular paid work,
illustrating just how much the companies value employees they have
been able to train. This new form of “maker-apprenticeship” has growth
potential nationally. Just this past summer, in New York City, SFMade in
partnership with Southeast Brooklyn Industrial Development Corporation,
replicated the program, placing 40 low-income high school students into
paid internships with urban manufacturing companies across Brooklyn.

CRAFT CAPITAL: CONNECTING INDIVIDUAL
INVESTORS WITH LOCALLY-MADE COMPANIES

Urban manufacturing in San Francisco—and in other US cities—clearly
holds the potential to be a sustainable economic driver, adding jobs for
diverse inner city residents and building a more vital and sustainable local
urban economy. And nowhere is this growth better reflected than by
the sector’s appetite for capital: in the past year, San Francisco manu-
facturers secured over $41M in new capital, up from $35M in 2013.
Notably, the capital raises were fairly evenly split between debt and equity.
Also of mention, while still a relatively small component of the total at
$1M, crowd-funding continues to increase in significance. A majority of
start-up manufacturers in San Francisco have used or plan to use a
crowd-funding campaign as a key vehicle to scale their companies, with
Kickstarter and IndieGogo respectively being the top platforms utilized.
In 2015, companies surveyed plan to raise an additional $6M through
crowd-funding, which if realized would represent an 89% increase.



We aiso observe a growing trend among existing manufacturers to
utilize crowd-funding to test new products and build brand—as Rickshaw
Bagworks recently did with the launch of its Amazing Reflective
Backpack product, which at the time of this report had already secured
over $82K of pledged capital against their original goal of $10K.

However, crowd-funding, which basically constitutes for a manufacturer
“pre-selling” of a product, is not a replacement for other forms of capital,
in particular equity. Equity investors—especially individual investors
with “patient” capital—are playing an increasingly important role in
closing the capital gap between what a growing manufacturer can qualify
for in loans—and their true capital needs. This gap is particularly evident
in our food and beverage manufacturing sector, where even a modest
expansion of a relatively small brewer, winery, or granofa manufacturer
can require a capital infusion 5x the current revenue of the business to
simply finance equipment and construction costs. The need is heightened
by the fact that modern manufacturers increasingly have adopted “lean
manufacturing” approaches where inventory is minimized—and, com-
bined with the reality that only 15% of San Francisco manufacturers
own real estate, have as a result commensurately “lean” balance sheets
against which to secure debt.

The great opportunity now is equity investment: specifically, connecting
growing local manufacturers with our increasingly affluent community
of residents and workers in technology and other burgeoning sectors in
San Francisco, as well as capitalizing on new direct public offering plat-
forms (enabled by federal legislation enacted in 2013 that now permits
small businesses to openly solicit investment). Authentic local manu-
facturers have already proven to be particularly attractive to individual
investors looking for a different way to get engaged in their local com-
munity—by investing in a grounded, local company with a strong local
brand and an innovative, physical product. In the past several years, we
have seen a co-founder of Twitter help launch one of the City’s newest
coffee roasters, groups of small investors driving more than $1M into
the expansion of a local brewery, and several angels providing capital to
expand a young, hip apparel brand. And unlike institutional equity ~
which generally requires rapid growth trajectories and a clear exit—
“craft capital” investors are in it for the long haul. The perfect storm: an
investment that produces a return on capital and community.

UM FINDUSTRIAL SPACE: THE CITY STEPS IN

The perhaps greatest threat—and constraint—to the continued growth
of manufacturing in San Francisco remains a worrisome lack of available
and affordable industrial space. Since last year's report, the trend towards
limited availability and rising rents has only accelerated. Rents are the
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highest since SFMade launched in 2010, with local manufacturers
reporting rents that range from $1-$2 per square foot in the Bayview
and $2-$3 per square foot in the Mission and SoMa, up from just under
an average $2.00 in 2013. For manufacturers with on-site retail, the
rents do include a blended retail/manufacturing rent. Placement rates
through SFMade's Places to Make Program are down again from last
year. And the consequences of the challenging market are real: in 2013
the City lost its first and only 3D printer
manufacturer to San Leandro and Tcho
Chocolate to Berkeley. Combined, the two
companies alone sustained more than 60
jobs at their time of departure. For compa-
nies with a deeper operating history, credit
and business plan, the placement rate into
space is higher, but still remains weak at
just 30%. Appropriate, accessible space is
truly just hard to come by especially as
zoning speculation continues to occur
further driving up already pressed pricing.

The City has heeded the warning though, and through our partnership
with them, some positive progress can be reported. in early 2014, the
Planning Commission and Board of Supervisors approved legislation to
create an innovative new zoning solution that allows for the cross-
subsidization of new industrial space via the development of co-located
new office space on previously underutilized industrially zoned parcels
(a concept of cross-subsidization borrowed from affordable-market rate
housing). This carefully controlled pilot project—only available for 18
designated parcels and with a 2-year sunset clause—already has traction
with projects in various stages of planning, and is being avidly watched
by other strong-market cities across the US as potential way for new
industrial space to pencil. Following on to these efforts, in October
2014, Mayor Ed Lee announced a more comprehensive Five Point PDR
{Production, Distribution, Repair) Work Plan to increase, preserve
and create industrial space. Finally, in late 2013 SFMade launched a
new non-profit industrial development capacity—called PlaceMade—to
enable both public and private sector projects to tap into subsidies and
other benefits to empower industrial real estate projects.

What remains clear is that not all industrial users are alike. A prototyping
firm has different space considerations than a furniture manufacturer. In
the food and beverage sector, more and more companies are graduating
from commercial kitchen incubator spaces like La Cocina and are unable
to find next phase spaces in San Francisco. The City's efforts are laudable
and it is imperative to keep focused on solutions to support a critical
component of urban manufacturing success—the space to make.
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NONPROFIT REAL ESTATE DEVELOPMENT TOOLKIT:

Urban
Manufacturing

Alliance

STABLE, AFFORDABLE SPACE FOR MANUFACTURING

DEVELOPED FOR THE URBAN MANUFACTURING ALLIANCE BY

www.urbanmfg.org

Purpose of this toolkit

This toolkit is meant to help manufacturers understand

developers, and help developers understand manufac-
turers, so they can better identify and pursue opportunities to
work together. We also want state, local, and federal govern-
ment actors to understand the particular challenges urban
manufacturers face in securing the space they need; and we
want to promote the development of policy and financing
tools that can lower some of the barriers to nonprofit industrial
development that now impede the growth of vibrant, diverse,
and stable industrial communities.

Introduction: why is nonprofit industrial
real estate development important to urban
manufacturers?

Manufacturers need space that is:
[M Stable

Affordable

= Right Size

[4 Right Quality

Right Location

But good space is hard to find - in hot-market cities and in
cool ones.

The legacy industrial building stock in many cities is domi-
nated by structures built for large-scale operations by a single
user - often with rudimentary (or no) mechanical systems.
Manufacturers in emerging sectors often need smaller
spaces, with specific attributes like daylight and environ-
mental controls. But subdividing and modernizing large, old
buildings involves significant cost and risk.

Small and mid-sized manufacturers often rent, rather than
own their spaces. Few are willing to invest in substantial
improvements to the shell and systems of a building they may
be leasing for five years, or less. To the extent that these firms
can access capital, they prioritize investing it in equipment,
materials, and technology rather than space. They may also
lack the technical capacity to acquire and develop the space
they need.

Urban Manufacturing Alliance

THE PRATT CENTER FOR COMMUNITY DEVELOPMENT
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Reclaiming legacy industrial buildings in urban markets demands development |
expertise and a mission-driven commitment.

Different markets: different challenges

Hot market challenges:

In high-cost, high-demand cities, land that has traditionally
been industrial is under pressure from users who can pay
more — much more - for space than manufacturers. A
parcel of land used for manufacturing may have value of
$150 per square foot; if residential development is allowed
on the same parcel, its value may be $3,000 per square
foot or more.

Political leaders in many cities have rezoned Industrial
land to accommodate residential and commercial growth,
often with the stated goal of increasing local property and
income tax revenues.

Even where industrial zoning remains, it is often porous.
Uses like hotels and self-storage may be allowed as of
right; waivers and variances for other uses may be easy for
developers to obtain based on “hardship.” Conversion of
a few parcels - even one - may be catalytic, signaling that
the neighborhood is ripe for transition and encouraging
speculation.

Cool market challenges:

Large areas of industrial land and buildings may be avail-
able, but may not be suitable for use by emerging manu-
facturing sectors. New users may require relatively small
building areas but require a level of maintenance, security,
and services that may not available in these markets.

May 2014
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¢ Owners of large industrial buildings are able to rent space
1o less demanding users, such as passive storage. Rents
may be low, but expenses are minimal and a modest return
can be earned without investing capital in upgrading their
buildings.

¢ Building owners operate as landlords, not developers - they
may be unaware of the upside potential of their properties,
and lack the skills to finance, upgrade, and market them to
users willing to pay higher rents for quality space.

Role of nonprofit developers

In both hot and cool markets, landowners and investors have
easier ways to profit from their properties than leasing space to
manufacturers. Non-profit developers have emerged in some
cities with the specific mission of building and operating stable,
affordable space to meet the needs of local manufacturers.
These developers are mission- rather than market-driven -
though they need to possess the same skills and tools that for-
profit developers have.

Successful real estate developers combine access to capital,
knowledge of markets, understanding of real property
management, and the ability and willingness to take risks.
Individuals and firms possessing these attributes are very well
compensated by the private market, and can earn very high
returns on investments of their own capital.

While some for-profit developers may also be socially motivated,
and may provide space at below-market rents to industrial

users, in many cases this has proven to be a strategy for holding
property in areas the developers perceive to be in transition, and
manufacturers are vulnerable to unaffordable rent increases and
displacement as land values rise.

Non-profit, mission-driven development entities have emerged

Urban Manufacturing Alllance

in some cities 1o overcome the challenges described above, and
fill the need for well-managed, affordable, and stable industrial
space. Typically these developers hold and manage their
buildings on a long-term basis, rather than selling them off on
completion. This is essential if they are to fulfill their commitment
to providing permanently affordable space. It also means that the
developers are able to re-invest their earnings in future projects

- but only if the projects themselves are financially successful in
the face of long-term market and operating risk.

Who nonprofit industrial developers are:
corporate structure and internal capacity

Like other 501 ¢3 organizations, a nonprofit developer is
governed by a board of directors, to whom staff are accountable
for executing the mission. Leadership at both the staff and

board levels are critical, and must support mission-driven,
entrepreneurial management of projects and of the organization.

The development organization can be a single-purpose
organization, like Greenpoint Manufacturing and Design Center,
whose sole mission is the development and management of
industrial property. Or it can be a Local Development Corporation
with a broader mission, whose responsibilities also include
technical assistance to manufacturers, liaison with government,
and marketing of an entire industrial area. These functions bring
an understanding of local markets that can complement the
development role, but they can also dilute the organization's
focus, and at times can present some risk of conflicting interests.

Some well-known entities, like the Brooklyn Navy Yard or the
Philadelphia Industrial Development Corporation are hybrids,
like public-private partnerships or public benefit corporations.
They may be created by local governments to develop, market, or
manage major publicly-owned parcels of land. The composition
of the boards of such quasi-public entities is established

in the legislation that creates them, and typically includes
representation of one or more elected officiais. For PPPs to
succeed in their missions, the commitment of the officials

who control their boards to professional and entrepreneurial
management is essential.

Sometimes nonprofit developers, especially quasi-public entities
develop properties for sale, generally with deed restrictions or
other provisions to ensure their continued industrial use. Those
who retain completed properties and continue to manage them
commonly establish spin-off corporations, which are also non-
profits, to compartmentalize liability. The original developer can
maintain control by establishing overlapping boards for the new
spin-offs,

May 2014

Non-Profit Real Estate Development Toolkit

2



w5 NONPROMT REAL ESTATE DEVELOPMENT TOOLKIT

How developers think: key considerations in
shaping a nonprofit RE development project

Knowing your tenants

A developer considering an industrial project seeks 1o create
space that meets the needs of tenants in the target market. Each
tenant has specific needs, not only for a given square footage,
but for specific attributes that vary among sectors and firms. The
developer has to understand the quantitative and qualitative
requirements of prospective tenants, tenants’ ability to pay, and
the depth of demand for particular kinds of space at a given
price. Matching up spaces within a project with different tenants’
needs is like putting together a 3-d jigsaw puzzle ~ or maybe a
dinner party. The ideal user mix makes efficient use of all parts of
the building, and may include an anchor tenant whose advance
commitment to lease a large area can be helpful in getting
financing. At best, compatible industrial tenants can collaborate
on projects share equipment, and optimize services to minimize
waste.

A multi-tenant industrial project is NOT the same as an incubator.
It's hard for nonprofit developers to take on the added risk of
renting 10 start-ups ~ much less to finance an entire building filled
with them. Industrial incubators need financing that allows them
10 absorb operating losses, and expertise in the very specific
challenges of nurturing start-ups.

Land and location

Everybody knows the “three L's” of real estate - but what makes
a good location depends on the tenant. A developer chooses a
site based on the key location drivers for his or her prospective
tenants; these may be:

®  Proximity to customers

e Networks of suppliers and partners

e Access to workforce

e Mixed / transitioning districts - amenity, access to
designers ete. (In the Design / Production district model,
this is the Innovation Core.)

e Stable, homogenous industrial areas - lower rent, fewer
conflicts with other users (in the Design / Production
district model, this is the Production Ring.)

e High-volume or high-value freight movement (rail & highway
access vs Fedex)

e Qther infrastructure including telecom

Urban Manufacturing Alllance

What developers do: the development process
(simplified!)

A successful developer, whether for-profit or non-profit, needs to:

* Identify, acquire, and hold property that is suitable for their
intended use

® Assemble the team of specialists ~ architects, engineers,
and contractors — needed {o carry out each project

e Assemble both short-term and long-term financing

®  Manage the project through all of its phases: pre-
development > construction > occupancy

Each phase brings its own costs and risks, and the biggest
decisions - whether to move forward with the acquisition of

a particular site - have to be made when the developer has

the least information to go on. Will the building code require
construction of new stairways and fire safety systems? How much
will all of the construction cost? Are there enough tenants able to
pay the rents needed to operate the building and carry its debt?

Getting solid answers costs money: the developer hires an
architect who prepares the plans needed to obtain approvals and
permits. Money spent on due diligence is well-spent; but it's still
spent. More detailed plans allow more accurate construction cost
estimates, which in turn allow for projection of total development
and operating costs. The developer tries to learn as much as
possible before making the irreversible commitment of actually
closing on the acquisition of the property.

Land acquisition

While the developer is trying to answer all of these questions,
other potential buyers are eyeing the site. By the time the
developer has definitive answers to all these questions, someone
else will have put in a successful bid. So the developer needs to
gain control of the site for enough time to do due diligence. That
can be done by a deposit, which can be refundable under specific
conditions, or through an option agreement, in which the seller
agrees to hold the property off the market for a specified amount
of time. Sellers’ willingness to enter into such arrangements
obviously varies with the strength of the market.

Sellers’ motivations can also vary. A speculator flipping a property
is obviously expecting to recoup at least the initial investment.

A building owner who was also the business operator and is
seeking to retire will have different expectations for both the sale
price and the terms. It may be possible to negotiate a longer
option period by agreeing to pay rent on the space or taking over
its expenses in the interim.

During the option period the developer needs to assemble
financing for the purchase and for any construction that is
needed. Sources of development and permanent financing will be
discussed below, but it is important to note that money for the
deposit or option is almost always the developers’ own - possibly
earnings from completed projects - and that it's entirely at risk

until the acquisition closes.
Wiay 2024
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DEVELOPMENT TIMELINE
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How much you've invested

The diagram above shows how as the project progresses through

the phases of planning and design, to construction, rent-up, and
operation, the amount of money for which the developer.is at risk
continually increases.

Putting the pieces together: the developer as the
spider in the center of the web

The skill and experience of the entire development team

are essential to managing both risk and cost. Much of the
knowledge on which critical decisions must be based is highly
local; successful developers build relationships with attorneys,
architects, and contractors expert in the special demands of their
projects in their particular market.

The architect is a key member of the team because early, far-
reaching decisions about the project must be based on his or her
knowledge of local codes and practices. The cost of subdividing
a large older building and bringing it into compliance with current
codes can only be estimated by someone who knows which
codes in fact apply. This may not be straightforward; some
features of older buildings may be grandfathered, while others
may need to be brought up to current standards.

® Subdividing a single-tenant space almost always brings
new code compliance issues, and may involve adding new
stairways to provide access and egress, separation of
occupancies, and sprinklering.

° Submetering gas and electric service to multiple tenants can
be costly.

* Offstreet parking and loading requirements can be difficult
to meet if they are not “grandfathered” on a tight site.

* New code provisions (e.g. Philadelphia stormwater
management) can involve one-time or ongoing costs.

® Greening the site and building can reduce operating costs
- but may increase upfront costs. It's important to analyze
financial and non-financial payback.

Environmental contamination from past uses is almost always
a possibility on urban industrial sites; the ability to productively

Urban Manufacturing Alliance
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re-use brownfield sites is one of the societal benefits industrial
development can deliver. It is essential to have reliable knowledge
of the site’s condition and of any remediation requirements that
might apply before a site is acquired. Due diligence may be as
simple as getting a site history, or as complex as extensive soil
and water testing and negotiation of a remediation plan with

local authorities. Once you own a site, you own its environmental
liabilities - so let the buyer beware!

Project financing: capital needs during
development phases

In the earliest pre-development phases of a project - site
identification and due diligence - a developer may not be certain
what the total project cost will be, or of where all of the capital
will come from. As the project moves forward, sources of capital
are identified, and commitments are secured. Assembling this
“capital stack” is among the developer's biggest challenges.
Funding for early-stage activities is at high risk; money spent

on options or deposits and on preliminary design and cost
estimating can be lost entirely if the project proves to be
unfeasible and has to be abandoned. Later-stage activities -
acquisition, construction, and operation during the rent-up period
- are more expensive, but can be at least partly collateralized by
the building itself.

Lenders tend to view industrial and commercial projects as
riskier than residential projects, because markets are smaller,
more complex, and less well understood, and because unlike
residential mortgages, there is no secondary market for loans on
industrial properties. This means that interest rates are higher,
and loan-to-value ratios lower, than would be the case for a
residential project. Industrial developers need to invest more of
their own money (equity), and assemble capital from a number of
sources, each of which has its own restrictions and concerns.

Modernizing and subdividing large industrial buildings involves high upfront
©0sts and uncertain returns.
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Sample development proformas Hlustrate the challenges of making an industrial real estate project work

In a hot real estate market, demand for manufacturing space may be strong, but land and building costs are driven by competing uses
that can afford to pay much more for space. A mission-driven developer must be willing to forego the return he or she could earn by
converting a building to residential or commercial use. Just breaking even can require a carefully-assembled mix of tenants, below-market
financing, or both,

Example #1: a multi-tenant building with too many large, low-rent spaces

This proforma shows what happens when a developer in a high-cost market tries 1o provide low-rent space - the total rent stream is
insufficient to cover operating costs and debt service.

DEVELOPMENT AND OPERATING PROFORMA
MULTI-TENANT INDUSTRIAL BUILDING, HOT MARKET

DEVELOPMENT COBTS CAPITAL STRUCTURE OPERATING CASH FLOW (AFTER LEABE-UP)
: . L IHCORE
LAND & SUDING 810,000,000 BOUITY 87 000 000 G . ,ﬁ‘,j, ) P
ACCUISITION COBT ; S SROES POTENTIAL INCOME  $5.180.000

VALANDY  B31B.000
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TOTAL DEVELOPMENT cogt $22.500.000
EXPENSES
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; i e ,
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Exaraple #2: a multi-tenant bullding, with a richer tenant mix

Dividing up the building to create more small spaces can provide the developer with more rental income, if demand for small spaces is
strong among small firms making high-value products. Even in this case, annual income exceeds expenses by an uncomfortably small

margin - about 5.5%.

\ DEVELOPMENT AND OPERATING PROFORMA
# MULTI-TENANT INDUSTRIAL BUILDING, HOT MARKET

DEVELOPMENT COSTS CAPITAL BTRUCTURE

LANU&%H&D]MG 10,000,000 EQUITY = B7.000.000

. ;ﬁ;%%iewpmizm mmﬁ

822 500000

TOYAL DEVELORPMENT COST

PROGRAMMING RENTAL INCOME

LOT AREA 100000

%MAL& 5?’&&&” EE&T! &F 15

‘?Z zsumms a;mss; A 1

 COMMON AREA ¢ 7 EFFECTIVE GROSS
 CIRCULATION INCOME/VEAR

BUILDING EFFICIENCY %

3,
RATES BUILDING EXPENSES

VACANGY 7 UNCOLLECTIBLE 0% Oﬁ*ﬁﬁﬁﬂ% EXPENGEME S

HCOMEERPENSE
L EBCALATION

?@ssm, ESTATE TAXEB/SE 5

REPLACEMENT 3050
HESERVERST
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DPERATING CASH FLOW (AFTER LEASE-UP)

INCORE
GROBE POTENTIAL INCOME 55,330,000
WAGANDY 8333000
EFFECTIVE GROSE INCOME - 52.807.000

EXPENSES

HET OPERATING INCOME  §1,797 600

ANRUAL DEBT SERVICE

CASH FLOW AFTER 835,183
FIMANCING

Shifting the balance between small and
large space makes the project work.
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Example #3: blending in some low-interest financing allows the developer to keep rents low

In the affordable housing sector, financing tools including tax credits, bonds, loan guarantees, and capital grants enable developers to

keep debt service low. Fewer options are available to industrial developers. Some state and local governments and authorities offer

bonds or loan guarantees at lower interest rates than private lenders. Reinvestment of returns earned on previous projects may be the
most common way of increasing developer equity and decreasing the heed 1o borrow.

~, DEVELOPMENT AND OPERATING PROFORMA
-/ MULTI-TENANT INDUSTRIAL BUILDING, HOT MARKET

DEVELOPMENT CO8TS CAPITAL STRUCTURE

Lm‘éﬁ&ﬁmu}w{} B0 D00 000 ; : ECMHY H7.000,000

B22.500.000

TOTAL DEVELOPMENT CUET

RATE 3.50%

PROGRAMMING RENTAL INCOME

SHMALL SPACE RENT/SF 15

- OF Lot

 LARGE INDUSTRIAL SPACES,
T e

EFFECTIVE GROSE
INCOME/NYEAR

COMMON AREA + 23,000
CIRCULATION.

S2.805.000

BUILDING EFFICIENGY 2% 50.00%

RAYES BUILDING EXPENSES

OPERATING CASH FLOW (AFTER LEASE-LIF}

IHCORME
GROSE POTENTIAL INCOME 83,150,000
WAGANDY 5315000
EFFECTIVE GROBE INCOME - 52,835,000

EXPENSES

NET OPERATING INCOME  §1.855.000

AMNUAL DEBY SERVICE

CASH FLODW AFTER
FINANCING

585,183

VACANCY 7 UNCOLLECTIBLE - 10% OPERATING EXPENSE/SF 5200

INCOUB/ERPENSE S
 ESCALATION

- mEAL ESTATE TAXESSE

REPLACEMENT
RESERVE/SE 5050

Urban Manufacturing Alllance

This is a very simplified demonstration of how
below-market financing can make a project
viable. In reality, a developer might combine
market and below-market rate financing to
bring the blended interest rate down to an
affordable level.

Wiay 2014

Non-Profit Real Estate Development Toolkit
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« NONPROFIT REAL ESTATE DEVELOPMENT TOOLKIT

Example #4: single-tenant building in a cool market - costs are low, but 50 are rents

In this case, the owner's development and operating expenses are low, because the tenant bears most of the costs of buildout and
operation. A higher vacancy rate is budgeted, because the building might be fully vacant for some time before a suitable tenant is found,
and the owner might need to offer a rent concession in consideration of improvements made by the tenant. Also, banks might require the
developer to put up more equity if they view property in a cool market to be less desirable as collateral.

DEVELOPMENT AND OPERATING PROFORMA
SINGLE TENANT INDUSTRIAL BUILDING, COOL MARKET

DEVELOPMENT COSTS CAPITAL STRUCTURE OPERATING CASH FLOW (AFTER LEASE-UP)
LAND & BUILDING 33500000 ﬁ@uﬁ‘f F1,500.000 . INCOME
: GROBS POTENTIAL INCOME  $595,000

AGQU]‘HT GP@ (’05?

VAGAHOY 105000
EFFECTIVE GROBS INCOME - 3420,000

QEV&L%PM&E”{ ﬂﬁﬁ’ﬁ%ﬁ .

TOTAL DEVELOPMENT COsT  $3.750.000

EXPENSES

PROGRAMMING RENTAL INCOME

SMALL SPACE BENT/&F

48
LOTAREA 100000 A

NET OPERATING INCOME 3325 500

ANNUAL DEBT SERVICE (&

CASH FLOW BFTER 51054962
FIMANCING

&525 t;"JCD

CINCOME/YEAR

~ e on
RENTABLE SQUARE FOOTAGE
 BULDING BERICIENGY S om0

RATES BUILDIMNG EXPENSES

YACARCY / UNCDLLECTIRLE

WComMEERPENSE
escaLATION O

CGEERATING EXPENSE/SE 2050

R&P‘LACEMFM? 5005
BESEAVERE T

These budgets underscore the importance of the mission-driven developer’s role. While a nonprofit development project needs to at least
break even - that is, to generate a positive cash flow after all expenses and debt service are covered - that return is much less than the
developer might have earned by developing the site for its highest and best use. The developer incurs costs and risks that are the same
or greater than a market-rate project would have presented, but for a far more modest return,
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-CUTIVE SUMMARY
INTRODUCTION

Philadelphia’s long-term economic health depends in part on its ability to attract, accommodate, and retain
industry as part of a balanced and diversified economy. Today, production, distribution, repair, and other
industrial activities continue to be critical components of the City’s economic base, accounting for over
100,000 jobs citywide and more than $322 million annually in direct tax revenue to the City’s coffers.

The long-term viability of industry in the City is dependent on the availability of sites and conditions that will
encourage investment and allow industry to operate efficiently and profitably. Today, Philadelphia’s inventory
of marketable sites is both limited and constrained. Large tracts of industrial land have been rezoned and
zoning variances have been granted in response to residential and commercial market pressure. With
increased demand from non-industrial uses, building and land prices have increased, often pricing out
industries that cannot afford to match the prices paid by residential or retail developers. At the same time,
seismic shifts in the demand for industrial real estate have occurred over the past few decades; investors
and users are driven to larger parcel sizes and flexible, newer one-story buildings, while smaller multi-floor,
loft structures have become largely obsolete.

In light of recent efforts to update both the City’s zoning code and comprehensive plan, constraints in the
supply of Philadelphia’s industrial land, changes in demand for industrial space and increasing pressure
on industrially-zoned land from other uses represent a clear opportunity to provide policy direction for
industrial land use in Philadelphia. To this end, the Philadelphia Industrial Development Corporation, with
the support of the Philadelphia Department of Commerce and the Philadelphia City Planning Commission,
has sponsored this study with the goals of expanding and retaining industry in the City, protecting the
employment opportunities and tax revenues generated by the sector, and rationalizing the City’s supply of
industrially-zoned land to meet the projected needs of Philadephia businesses.

AKER SHIPBUILDING, NAVY Yjﬁ?D

-
EXECUTIVE SUMMARY 35\



l e T R T
s s e

L3
8 |
{
|

i ——_

" AERIALVIEY




CURRENT STATE OF THE

p ,..%%ELPMMNDUSTRIAL

MODERN INDUSTRY DEFINED - PRODUCTION, DISTRIBUTION AND REPAIR

The definition of industry has broadened since Philadelphia’s days as the Workshop of the World. Due to
a globalized competitive environment, domestic industrial activity today is as likely to involve the storage
and transport of products on their way to the final consumer as it is manufacturing. A modern definition of
ry describes a range of activities centered on the production, distribution, and repair of goods and
s. Several other cities that have completed similar studies have used the term “PDR” - production,
dlstrlbu'uon and repair - rather than “industrial” to more accurately characterize a sector that can still
conjure images of Victorian-era smokestack industry.

Modern productive industrial land may be occupied by laboratories, flex space, warehouses and distribution
centers, or purpose-built manufacturing buildings. Concerns about energy costs and environmental impacts
have increased demand for high-performance, low-impact sites and structures.

PHILADELPHIA'S VIBRANT INDUSTRIAL ECONOMY

Philadelphia’s industrial economy is vibrant, productive, and significant. From pharmaceutical testing at The
Navy Yard to helicopter assembly in the Northeast, industrial jobs account for approximately 20 percent of
the City’s total employment - 104,300 people. These jobs offer strong wages and range from highly-skilled,
technical positions to entry-level apprenticeships and career-path positions for unskilled and semi-skilled
workers. The average wage in the sector is more than $50,000, a family-supporting living wage that typically
includes a benefits package. Only 20 percent of Philadelphians have college degrees; for the large portion
of the City’s workforce that experiences barriers to employment due to low education levels, less specialized
skills sets, language barriers, or lack of mobility, jobs in the industrial sector can offer a route out of poverty.
The sector’s annual payroll is over $5 billion. It not only employs people directly in industrial businesses,
but also supports employment and economic growth for Philadelphia’s hospitals, universities, tourism, and
other key economic sectors. The industrial sector contributes more than $322 miflion to the City’s coffers
in direct taxes annually, amounting to nearly 15 percent of the City’s annual tax revenue. A well-diversified
citywide economy - one that includes a vibrant industrial sector - also dramatically enhances a city's ability
to withstand economic crises.

IN CENTER, NORTHEAST

A
EXECUTIVE SUMMARY *%
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With afocused strategy, Philadelphia has an opportunity to add 22,000
industrial jobs over the next 20 years

THE FOUNDATIONS & CHALLENGES
OF THE INDUSTRIAL SECTOR

The City's economy was founded upon the port
and those manufacturers who utilized the City’s
advantages as a center of rail and water transport.
Today, Philadelphia’s industrial advantages and
attributes have shifted.Several strengthscomplement
and support the industrial base, including:
> Local access to a workforce well suited for
industrial employment
> Strong institutional assets in key sectors like
education and health
> An advantageous location at the center of the
Northeastern megaregion with regional
access to a large consumer market
> A growing commercial and passenger airport
within city limits with unusually close proximity
However, these strengths are balanced against
several weaknesses that must be addressed going
forward, including:
> Large inventory of poorly-situated and
configured buildings not well suited for modern
industrial users
> Generally low educational attainment for higher
skilled industrial positions
> Job training focused on older industries and
skills
> Arelatively high cost structure

MARKET OPPORTUNITIES FOR
FUTURE INDUSTRIAL GROWTH

Philadelphia’s unique attributes, as summarized
above, provide a foundation for understanding the

City's regional and national competitiveness and its
ability to target, attract, and retain specific industrial
clusters and sectors. Clusters are geographically
proximate groups of interconnected companies
and associated institutions in a particular field,
including product producers, service providers,
suppliers, universities, and trade associations. In
order to identify the clusters that could serve as
engines for industrial employment in Philadelphia,
Initiative for a Competitive Inner City (ICIC) analyzed
the performance of 59 clusters currently present in
Philadelphia. Weak and underperforming clusters
were removed and subsequently, those clusters
with the greatest opportunities for retention
and attraction were aggregated into the final list
of clusters and grouped as one of three super-
clusters:

TRADITIONAL MANUFACTURING

Apparel, Building Fixtures & Equipment, Construction
Housing & Real Estate, Publishing & Printing,
Processed Food and Metal Fabrication

ADVANCED MANUFACTURING
Biopharmaceuticals, Energy, and Medical Devices

TRANSPORTATION
Transportation and Wholesale

In all, the target clusters represent 64 percent
of industrial employment in Philadelphia. If the
City of Philadelphia develops and implements a
focused strategy around traditional manufacturing,
advanced manufacturing, and transportation and
logistics, there is an opportunity to add nearly
22,000 industrial jobs in Philadelphia over the next
twenty years. In order to accommodate these new
jobs, the City of Philadelphia must identify 2,400
acres of land suitable for industrial development.

TASTY BAKING, THE NAVY YARD

EXECUTIVE SUMMARY 388
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INDUSTRIAL LAND SUPPLY:

LAND USE & REAL ESTATE

Philadelphia’s current inventory of industrially-zoned land suitable for future
development is limited and constrained - Philadelphia has only 2,445 acres, a
Jigure that includes completely vacant land and buildings, partially vacant land
and buildings, land available on the marketplace, and underutilized land.

HISTORIC PERSPECTIVE OF LAND &
REAL ESTATE

In the late 1800's and the early 20th Century,
multistory loft factories were built in tightly knit
urban manufacturing corridors along the Delaware
River waterfront and interior rail lines. The factories
sparked the development of dense residential
neighborhoods, from which a workforce arrived by
foot or streetcar. Industrial processes in multistory
buildings typically utilized “gravity-flow” production,
whereby the manufacturing of an item began on
the top floor, continued on lower floors, and was
transported off site via the rail siding alongside the
building.

The one-story industrial building typology was

popularized by Henry Ford’s 1913 introduction of
the assembly line and, in subsequent decades, the
emergence of truck transportation as the primary

means of transportation for both raw materials and
finished goods. Industrial businesses increasingly
found value in relocating from their urban lofts to
one-story facilities built on inexpensive land with
convenient road access, off-street truck staging,
and employee parking. The growing demand for
single-story facilities naturally favored suburban
areas over older urban districts.

In 1958, the Philadelphia Industrial Development
Corporation (PIDC) was formed to slow the
migration of industrial companies to the suburbs.
PIDC transformed undeveloped land around the
City's periphery into suburban-style industrial parks,
acquiring and transacting more than 2,600 acres
over fifty years. Despite these efforts, the largely
obsolete physical legacy of the Workshop of the
World endures, lying visbily fallow along the Amtrak
and regional rail corridors and perpetuating the
falsehood that Philadelphia is a post-industrial city.

ATWATER KENT RADIO FACTORY, 1925, HUNTING PARK WEST
SOURCE: LIBRARY OF CONGRESS
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LAND AND REAL ESTATE
REQUIREMENTS OF MODERN
INDUSTRIAL BUSINESSES

The private real estate market categorizes modern
tradable industrial structures into three product

types:

FLEX

The most common speculative industrial )
development, adaptable to the needs of a variety
of industrial users, including ancillary office space

PURPOSE BUILT MANUFACTURING . o APPTEC LABORATORY SERVICES
Structures designed to serve a specific '
manufacturing process

WAREHOUSE/DISTRIBUTION
Used for the storage and distribution of goods

In additiontomodernbuildings, industrialbusinesses
typically seek the following requirements:

> LARGER PARCELS WITH DESIRABLE
TOPOGRAPHY
Given truck staging, employee parking needs,
and stormwater drainage requirements, new
industrial development on sites smaller than
five acres is rare. Flat sites with good drainage
and soil characteristics are necessary for
industrial development.

> INFRASTRUCTURE ACCESS
Proximity to major interstate highway systems
is fundamental, since nearly all industrial
uses rely on trucking to receive shipments
and to distribute goods. Access to freight rail
service remains desirable, though most
industrial users depend on it far less than
trucking. Many industrial businesses also
rely on proximity to ports and airports,
depending on need.

> DISTANCE FROM RESIDENTIAL AREAS
Many industrial businesses seek sites
where operations will be minimally intrusive to
neighboring communities.

> WORKFORCE ACCESS
Labor-intensive users such as those that
occupy flex buildings and manufacturing
buildings seek locations that are convenient to
an employment base.

iﬁ;ﬁ AN INDUSTRIAL MARKET & LAND USE STRATEGY FOR THE CITY OF PHILADELPHIA



INDUSTRIAL DISTRICTS AND REAL
ESTATE

Today, there are approximately 17,800 acres of
industrially-zoned land in the City of Philadelphia,
representing nearly 21% of the City’s land area.
For the purposes of this study, fifteen districts,
totaling 15,804 acres, or 89% of Philadelphia’s
industrially-zoned land, were identified for survey
and analysis. Over a three month period, the project
team surveyed every parcel of land within the fifteen
districts. The resulting Philadelphia Industrial Land
Atlas is available for download on the Philadelphia

HUNTING PARK EAST:

HUNTING PARK WEST — "..,‘_.

ROXBOROUGH sesesssessssnsssssressansaens,

PARKSIDE

City Planning Commission website, at www.
philaplanning.org. The Atlas compiles, maps and
analyzes information from land use and zoning to
vacancy and employment for each of Philadelphia’s
fifteen surveyed industrial districts.

NORTHEAST

2 Be...eo. | AWNCREST

LOWER NORTH DELAWAREF_ y

AMERICAN STREET

NORTHERN LIBERTIES
*CALLOWHILL

SOUTHWEST

PHILADELPHIA'S 15 SURVEYED INDUSTRIAL DISTRICTS

GRAYS FERRY

...... SOUTH DELAWARE

o,

> ‘./!
HU#I'ING PARK WEST
INDUSTRIAL LAND ATLAS
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145 acres of land suitable for
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POTENTIA

To demonstrate the opportunity costs of allowing
proposed Industrial Intensification Areas to lie
fallow, the consultant team was asked to develop
conceptual studies of how two key locations might
be better positioned for industrial development.
These concepts have not been endorsed by the
owners.

The Port Richmond railyard site includes 122
acres along the Delaware River and includes
vacant Conrail lands and an adjacent vacant
property to the South. The site is one of the largest
contiguous industrial development sites in the City.
A conceptual industrial campus plan demonstrates
that the site could support 1.1 million square feet

of manufacturing, warehouse/distribution, and flex
space, accommodating 2,300 new jobs, $99 million
annually in payroll, and nearly $10 million annually
in tax revenue to the City. The concept plan includes
a 100’ setback to allow continuous waterfront trail
and public space linked to the rest of the Central
Delaware, a progressive approach to stormwater
management, and a mix of building types and
industrial activities that respond to available
infrastructure. Because of its size and location, this
site may reasonably support other uses including
retail and commercial, however, this concept is
intended to illustrate the benefits of redeveloping
large, contiguous urban industrial areas.

EXISTING

EXECUTIVE SUMMARY ﬁ



FIA T
J 'Sl
oA

s University?# .
Additionally, the consultant team developed a ¢ 7
conceptual vision for underutilized tracts of land
located along the lower Schuylkill River. This area
represents a tremendous opportunity for new
industrial growth from research and development
as well as distribution, given its to easy access to
I-95 and |-76 and close proximity to Center City
and University City, Philadelphia International
Airport, the Navy Yard, and freight rail. While the
overall area represents tremendous opportunities
for repositioning for industrial growth, the 254-
acre Sunoco North Yard alone, marked “C” in the
diagram at right, has the potential to support nearly
3 million square feet of manufacturing, warehouse/
distribution, and flex space, accommodating 3,700

g =

D million annually in payroll, and

+

on annually in tax revenue to the

7

Both sites would require significant planning for
new access, infrastructure, and market positioning,
similar to successful large-scale industrial
development undertaken by the City of Philadelphia
and PIDC at the Navy Yard and in Northeast
Philadelphia, on sites adjacent to the Northeast
Philadelphia Airport.

(® DUPONT CRESCENT
TIME TO UNIVERSITY CITY: 4 MINUTES
TIME TO PHL AIRPORT: 10 MINUTES
OPPORTUNITY: RESEARCH/MIXED-USE
52 ACRES

BOTANIC AVENUE
TIME TO UNIVERSITY CITY: 6 MINUTES
TIME TO PHL AIRPORT: 12 MINUTES
OPPORTUNITY: ADVANCED MANUFACTURING
46 ACRES

(© SUNOCO NORTH YARD
TIME TO UNIVERSITY CITY: 9 MINUTES
TIME TO PHL AIRPORT: 11 MINUTES
OPPORTUNITY: PRODUCTION/DISTRIBUTION
254 ACRES

EASTWI

TIME TO UNIVERSITY CITY: 8 MINUTES

TIME TO PHL AIRPORT: 9 MINUTES
OPPORTUNITY: PRODUCTION/DISTRIBUTION
363 ACRES

(®) NAVY YARD EXPANSION
TIME TO UNIVERSITY CITY: 15 MINUTES
TIME TO PHL AIRPORT: 5 MINUTES
OPPORTUNITY: PRODUCTION/DISTRIBUTION
102 ACRES

AN INDUSTRIAL MARKET & LAND USE STRATEGY FOR THE CITY OF PHILADELPHIA



‘3;;%_~‘ T — S —

———

ADDITIONAL STRATEGIES FOR RETAINING AND EXPANDING INDUSTRY

In addition to the land use policies outlined above, several other initiatives should be considered in order to sustain long-term industrial development in
Philadelphia:

LEVERAGE STRENGTHS FOR ADVANCED MANUFACTURING

Given Philadelphia’s wealth of universities and research hospitals and the key role they play in the City and regional economy, one important opportunity for growth
is to better connect these assets to the industrial base. These anchor institutions can also serve as the foundation for diversifying the range of advanced industrial
sectors represented in the City. Opportunities range from support for technology commercialization in early stage companies to significant infrastructure investment
to create the physical environment required to support large advanced manufacturers.

“GREEN”" INDUSTRY

Sustainability should be the focus of industrial business development strategies. The demand for new products aimed at improving energy efficiency, providing
cleaner energy sources, and better managing the storage and distribution of energy will likely be the key driver of industrial demand in the coming decades. The U.S.
Department of Energy’s designation of an Energy Innovation Hub at The Navy Yard'’s Clean Energy Campus presents an opportunity for Philadelphia to play a leading

role in the emergence of the sustainable energy sector in the U.S., and in particular in connecting research and development in the sector with the manufacture and
distribution of end products and technologies.

Building on the City's GreenWorks plan, greening goals should be developed for industry, relating to power consumption and production and incorporation of
sustainable features into facility development and operation. These goals and related programs, designed to support and encourage sustainable development,
will reduce industrial companies’ operating costs over time, provide a market for locally-made sustainable industrial products, and position industrial firms in
Philadelphia to effectively compete in this sector as it grows.

CONTINUE SUPPORT OF TRADITIONAL MANUFACTURING

Given its significance as an employment base and Philadelphia’s comparative advantages within the US economy, the City and its related economic development
entities will need to continue to support the traditional industrial base.

DEVELOP THE WORKFORCE

While working to increase Citywide educational attainment, the City and its related workforce development entities will need to place a strong emphasis on STEM
(Science, Technology, Engineering and Mathematics) education in order to increase Philadelphia’s pool of skilled industrial labor necessary to expand the City’s
presence in advanced in manufacturing.

MARKET AND ADVOCATE FOR INDUSTRY

An overall marketing strategy should focus on industrial development in the City, highlighting success stories, opportunities, available sites, and incentive
programs.

EXECUTIVE SUMMARY i%
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Enelrestrial Implogment By Subsector feont'sl)

0S CODE {DUSTRY DESCRIPTION
ABMNISTRATIVE & SUPPORT & WASTE MANAGEMENT & REMEDIATION

TOTAL IHDUSTRIAL 2 &E‘.@E’Méﬁ 184,300 100.8% 18.7% 548,428

TOTAL EVIPLOYMENT 528,154 W0.8% §81,732

Ldwecationel Attuinment By Fndustry, Emploged Civilien Workforce
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PERSONAL SERVICES
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PUBLIC ADMINISTRATION
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Enddastried Sector versus olher ey Sectors, Philadelplia, 2007
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WORKFORCE

One of Philadelphia’s greatest strengths is its workforce. The Philadelphia labor market has a large number
of workers who are high school educated and have the basic skills necessary to compete for traditional
industrial jobs. Firms typically report long tenure of employees, low turnover, and a trainable workforce.
Philadelphia’s location and transportation system provides an advantage in that businesses can hire from
their immediate area, but can also cast a wider net and employ people from other parts of the region, whether
that means another neighborhood in Philadelphia, southern New Jersey, or the surrounding Pennsylvania
suburbs.

Of course, given Philadelphia’s physical layout and its large land area, however, there are noticeable
differences when comparing neighborhoods within the city. For example, while firms located in or near Center
City report that most of their workforce is able to commute via public transportation, firms located in more
remote sections, such as the Northeast, rely on their workers driving to work and tend to rely on their local
neighborhoods to source workers.

The Philadelphia Workforce Investment Board (PWIB) reports that only 20 percent of Philadelphians have a
college degree and 25 percent of the City’s residents do not have a high school diploma, which is twice the
state average. While sobering, these statistics demonstrate a real opportunity to affect change. The PWIB
projects that addressing these issues and raising Philadeiphia’s educational attainment levels just to the
state level would generate almost 27,000 more workers, over 32,000 more people actively employed, 5,200
fewer people unemployed, and a more than $1.8 billion (or 10.5%) rise in the City's wage base.

In contrast to the strength of the local production workforce as cited by many existing employers, the workforce
within the City and its training institutions will require significant improvement to remain competitive in
advanced, high-skilled industries. The labor force in Philadelphia has a relatively low percentage of workers
with post-high school course work, which can limit their ability to fill jobs in many advanced and highly
technical manufacturing industries. For many production industries, the high school degree is a sufficient
condition for secure employment, but moving into an advanced manufacturing environment can require
advanced skKills.

The workforce training programs in the City are not currently focused on training employees for the new
industries that are growing in the industrial sector. Of 15 career and technical training programs for
high school seniors and recent graduates, only two programs offer training in process technology or pre-
engineering studies. All other programs offer programs in building and construction and automotive trades,
which are typically more traditional programs for vocations and technical training. Technical training in skills
defined for advanced manufacturing sectors could support new and emerging industry sectors in the City.

While these are certainly legitimate concerns for Philadelphia, the fact remains that the majority of industrial
jobs in the U.S. are held by people with a high school education or less, and some skills can be acquired
on the job. With this in mind, it is important to consider the work force demands for each group of target
clusters, as the issues described have a more profound impact in certain sectors of the economy.

fo: AN INDUSTRIAL MARKET & LAND USE STRATEGY FOR THE CITY OF PHILADELPHIA
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PROJECTIONS INTO LAND DEMAND
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A BRIEF HISTORY OF PHILADELPHIA’S INDUSTRIAL DEVELOPMENT PATTERNS

The land use and real estate requirements of industrial businesses have changed considerably since Philadelphia’s days as the Workshop of the World. In the late
1800's and the early 1900's, multistory loft factories were built in tightly knit urban manufacturing corridors along the Delaware River waterfront and interior rail
lines. These areas were immediately adjacent to dense residential neighborhoods, from which a workforce typically arrived by foot. Industrial processes in multistory
buildings typically used “gravity-flow” production, where the manufacturing of an item began on the top floor and continued down to lower floors until it was finished
on the bottom floor, ready for transport to consumer markets via the rail siding alongside the building.

The one-story industrial building typology began to emerge in the early 1900’s because of efficiency improvements in industrial production processes and changes
in transportation preferences. Henry Ford’s 1913 introduction of the assembly line spurred a shift toward large single-story buildings designed to accommodate
horizontally-oriented industrial processes. By the mid-1950's truck transportation was replacing rail as the primary means of transportation for both raw materials
and finished goods. As automobile ownership became widespread, Philadelphia’s industrial workforce was increasingly able to commute to work in outlying areas.
While some industrial businesses remained in the City’s older industrial districts, those that sought to expand increasingly found value in relocating from their urban
lofts to more modern one-story facilities built on inexpensive land with convenient highway access, off-street truck staging, landscaped grounds, and ample space
for employee parking. The growing demand for single-story facilities naturally favored suburban areas over older, urban districts.

[ONCEIURONJAN]INDUSTRIAINTIVIE®S , EHE(ERATOEIEIATIBOXES™

WMORE VERSATILE.

Unlike many peer cities, Philadelphia was uniquely positioned to slow the migration of industrial companies to the suburbs. Philadelphia had vast tracts of undeveloped
land around its airports in the Northeast and Southwest. Because the City sought to protect the valuable tax revenue and employment opportunities generated by
the industrial sector, the Philadelphia Industrial Development Corporation (PIDC) was formed in 1958 to preserve opportunities for future industrial development by
implementing an industrial urban retention effort.

In addition to providing various financing products, PIDC has developed industrial parks, based on the suburban model, in peripheral sections of the city. Over the
52 years of its existence, PIDC has transacted 2,600 acres of industrial land throughout Philadelphia. Through the use of a revolving loan fund and land bank from

the City, PIDC has sought to support and retain a thriving industrial land inventory and sector. Today, only 200 acres remain in PIDC’s industrial inventory, including
industrial sections of The Navy Yard.

As industrial building preferences have shifted over the past 75 years, so too have the nature of industrial businesses. As discussed in previous sections of this
report, “industry” describes not just manufacturing, but all processes involving the production, distribution, and repair of goods and materials. Due to increased
outsourcing, today, the fundamental source of demand for industrial space is as likely to be supplies and inventories needed to support manufacturing activity or
the storage of goods on their way to the final consumer as it is manufacturing activity itself. That said, one facet of American manufacturing continues to strengthen:
as lower-value, labor-intensive manufacturing activity shifts to low cost competitors such as Mexico and China, higher value-added manufacturing activity is on the
rise in the United States with firms increasingly utilizing robotics, automation and advanced process controls to achieve rapid delivery times and a high degree of
product customization.
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DELPHIA’S INDUSTRIAL DISTRICTS
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CAMDEN COUNTY
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IORTHEAST

Far from Center City, there is an industrial district o
that comprises a distinctive industrial typology -

the Northeast. This industrial area surrounds the
Northeast Philadelphia Airport near the intersection 3
of Roosevelt Boulevard and Woodhaven Road. NORTHEAST P T
The district extends north to the city limits, and
includes a smaller area along the city boundary to
the west surrounding the former Budd Company
plant, which is currently the Island Green Country
Club. The Northeast was largely undeveloped as
recently as the 1950's and afforded opportunities
for “greenfield” industrial development in the period
following World War 1.

The industrial parcels found here today are
comparatively modern (within city stock) in
configuration with large square and rectangular lots
and one story modern facilities that allow efficient
truck circulation. Access to I-95 is excellent via
Woodhaven and Academy Roads. There is also
good access to I-76, via Roosevelt Bivd / Route 1.
This district is perhaps the most vibrant and active
industrial zone inthe city. It also coexists successfully
with surrounding residential neighborhoods due to
buffering boulevards and an industrial park mode
of development, generally found in suburban areas
and consisting of large setbacks, low lot-coverage
ratios, and attractive building fagades.

TOTAL AREA: 3,390 ACRES
TARGET CLUSTER EMPLOYMENT: 15,228
AVERAGE PARCEL SIZE: 11 ACRES

THREE: INDUSTRIAL LAND SUPPLY- LAND USE & REAL ESTATE
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LAND OPPORTUNITIES FOR FUTURE INDUSTRIAL EXPANSION
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l INDUSTRIAL RE-ZONED
TO COMMERCIAL

- INDUSTRIAI. RE ZONED T0
ENTERTAINMENT

NOTE: RE-ZONED PORTION OF NAVY YARD
PROPERTY IS UNDERLAIN BY INADEQUATE
ng(/ELSL FOR IE'IIGHoLOA DUSTRIAL

ZONING UNCERTAINTY AND OTHER BARRIERS TO DEVELOPMENT

It is important to note that, while land that is suitable for future industrial development exists within
Philadelphia, the vast majority of that land is far from shovel-ready. Proactive planning and investments in
land assembly, site improvements, and marketing are necessary to upgrade many properties. Many areas
will need significant access improvements and extensive environmental remediation. Other areas are tied
up because of zoning uncertainty.

Industrial development is driven by the availability of relatively low-cost land. Land value is dependent on
how that land can be used, which is prescribed by zoning. Regardless of how desirable a particular location
may be, industrial rents and land values, as measured on a per square foot basis, will always be significantly
lower than other types of real estate. Accordingly, industrial properties must be developed at a lower cost,
and on cheaper land, than other types of uses. In order for new industrial development to occur, the market
must know that zoning designations are definitive. For example, if it seems likely that a land owner will be
able to rezone his or her property from an industrial to a commercial zoning category, the property’s viability
for future industrial development is compromised because the land owner will hold out for the higher values
afforded by commercial zoning. Uncertainty can lead to speculation and can prevent job-producing industrial
development from occurring.

Many currently industrial areas of the City are facing significant pressure on continued industrial use from
rising property values. Increased property values result from nearby infrastructure and amenity improvements,
changing community expectations, and speculative interest in changes of use on the part of real estate
developers. The accompanying graphic illustrates these pressures. Prior to the slump in the real estate
market, for instance, the pressure from new mixed-use and residential development resulted in markedly
increased property values from the residential areas of Northern Liberties and Fishtown into industrial parts
of Kensington and American Street.

More broadly, industrial areas have faced significant pressure to re-zone property to accommodate
commercial, institutional, or residential development. To support surrounding residential uses this has
already occurred along South Delaware Avenue with big box retailers such as IKEA and Home Depot, in
Parkside and Lawncrest for new supermarkets, and in the Northeast and Aramingo for large-scale shopping
centers. Some industrial districts are home to hospitals and schools whose desires for expansion can place
additional pressure on the long-term viability of industrial use. While rezoning of obsolete industrial facilities
represents a beneficial repurposing of land and buildings, if left unchecked and with no strategic direction,
this market-driven process can compromise the viability of the remaining industrial districts.

In order for new industrial development to occur, the market must know that zoning designations are
definitive. For example, a waterfront site may have been acquired at an industrial price of $100,000/acre,
but has the potential to be traded at $300,000-500,000/acre for housing, $500,000-600,000/acre for
retail, or $1-3 million/acre for a casino should a zoning change occur. The property's viability for future
industrial development is compromised because the land owner will hold out for the higher values afforded
by commercial zoning.
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P “AERIAL VIEW OF PORT-RICHMOND WATERFRONT
» " SOURCE: PICTOMETRY INTERNATIONAL 2009, THE CITY OF PHILADELPHIA
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HEAVY INDUSTRIAL




POSITIONING INDUSTRIAL LAND FOR INVESTMENT
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POSITIONING INDUSTRIAL LAND
FOR INVESTMENT - CONCEPT PLANS

In order to demonstrate the opportunity costs
of non-industrial development within Industrial
Intensification Areas, the consultant team was
asked to develop conceptual studies of how two key
locations might be positioned for renewed industrial
development. The studies address both sides of
the lower Schuylkill River stretching from University
City to the Philadelphia International Airport, and
the vacant portions of the Port Richmond site along
the Delaware River between Penn Treaty Park and
Allegheny Ave.

After the conceptual plans were developed, the
consultant team provided estimates of the fiscal
and economic impacts of redeveloping each site.
The economic impacts analysis evaluates direct
and total jobs, payroll, and economic output. The
intent is to test alternative industrial use scenarios
and development programs to demonstrate the
potential physical and economic benefits that could
result from investments in these locations. (As such,
the studies do not represent a fixed development
strategy for these sites nor do they represent
concepts endorsed by the current owners.)

This exercise identified a number of opportunities
to make better use of underutilized industrial land
and redevelop vacant industrial land in areas that
are appropriate for continued industrial activity.
In order to determine the specific redevelopment
opportunities, however, thorough master plans
should be completed for each of the sites to
align policies and investments with industrial
opportunities, involving a variety of stakeholders.

Aerial view of Sunoco North Yard property on the
eastern bank of the Lower Schuyikill.

Aerial view of the Port Richmond site between
Penn Treaty Park and Allegheny Avenue.

FOUR: RECOMMENDATIONS
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“GREEN" INDUSTRY

Positioning Philadelphia as a player in the rapidly emerging sustainable industrial sector could pay dividends
for the industrial sector as a whole. As the market for new products aimed at improving energy efficiency,
providing cleaner energy sources, and better managing the storage and distribution of energy grows in the
coming decades, efforts such as the Energy Coordinating Agency’s Green Jobs Training Center in Kensington
among others will provide Philadelphia with a chance to develop a strong competitive advantage relative to
other regions in this sector. This will provide several benefits:

> Connect Philadelphia firms to a key driver of future industrial demand;
2 Increase the level of advanced manufacturing in the City, and;
> Diversify the range of advanced manufacturing in Philadelphia.

‘Material uses that are reclaimed

{repurposed, reused

stormwater bast management practices

geothermal heatmg and cooling

functional landscapes

mz’ed“"""“lncenﬂves for leed certifned buildings

solar power

_@[REEN INDUSTRY.

% AN INDUSTRIAL MARKET AND LAND USE STRATEGY FOR THE CITY OF PHILADELPHIA

Focus on sustainable product development should
not be the sole method for “greening” Philadelphia’s
industry. An effort to improve the sustainability of
industrial facilities and processes, and lessen the
environmental impacts of industry must be a part
of the City’s policy going forward, since this is a
component of the City's GreenWorks plan. Recycling
land and buildings for modern industrial uses is
an inherently more sustainable approach than
sprawling to new and farther flung greenfield sites
in the fringes of the region. The rapid expansion
of green building techniques over the last decade,
specifically structures that have received either the
US Green Building Council's Leadership in Energy
and Environmental Design (LEED) certification or
the federal government’s EnergyStar designation,
demonstrates both the demand and benefits of
sustainable development. Demand for sustainable
buildings and sites notwithstanding, some level
of public support will be required to transition the
City’s industrial sector to sustainable methods of
energy use, material flows, water use, and waste
management due to the patterns and features of
historic industrial development in Philadelphia. The
City's GreenWorks plan established a framework
for this transition and the creation of financing
programs such as the existing GreenWorks Loan
Program for energy efficiency and the Philadelphia
Water Department’'s revolving loan program to
upgrade privately-owned storm water management
facilities are examples of early efforts by the City to
achieve this goal.



Philadelphia’s history as the Workshop of the World left the City with another legacy: scores of multi-story
industrial loft buildings that are functionally obsolete for re-use by modern industrial businesses. Yet, these
structures may have other value. They are genuine industrial artifacts of that by-gone era, with high ceilings,
giant windows, wood flooring, concrete columns, and exposed brick - and are perceived as unique and
valuable by a segment of potential users. The City currently has no policy regarding such sites. While a
small number have been converted by the private real estate market into residential condominiums, mixed-
use or institutional developments - particularly in revitalizing sections of the City - the majority continue
to lie underutilized or completely fallow in neighborhoods that would benefit greatly from new jobs and
investment.

These buildings represent an opportunity to foster the creative and artisanal industries that are on the
rise in Philadelphia, generating “buzz” about the City and enhancing its cultural identity. Often accessible
via transit and located in what are perceieved as“emerging” sections of the City, these spaces offer an
authentic, tactile link to the City’s industrial past - and a lower-cost alternative to traditional creative office,
workshop, or studio space.

CONTINUE SUPPORT OF TRADITIONAL MANUFACTURING

Given its significance as an employment base and Philadelphia’s comparative advantages within the U.S.
economy, the City and its related economic development entities will need to continue to support the
traditional industrial base. Pursuit of advanced manufacturing and green industry should not come at the
expense the City’s efforts to provide locations and asset-backed public financing for traditional industrial
companies.

Above: Crane Arts Building, 1400 N. American Street
Left: Globe Dye Works Building, 4500 Worth Street
Source: Interface Studio; DIGSAU

FOUR: RECOMMENDATIONS



DEVELOP THE WORKFORCE

While working to increase City-wide educational attainment, the City and its related workforce development
entities must place a strong emphasis on STEM (Science, Technology, Engineering and Mathematics)
education to increase Philadelphia’s pool of skilled industrial labor necessary to expand the City’s presence
in advanced in manufacturing. Unless the skills of the City's workforce keep pace with the requirements for
positions in advanced manufacturers, the benefits Philadelphia currently enjoys from the density of its labor
pool will be lost.

MARKETING THE CITY FOR INVESTMENT AND GROWTH

An overall marketing strategy should continue to focus on industrial development in the City, highlighting
the wide ranging success stories, opportunities, available sites, and incentive programs. While the diversity
of industrial activity in Philadelphia is overwhelmingly a source of its strength, this feature has created a
fragmented industrial landscape with few opportunities to convene or communicate as a group with shared
issues and needs. To some extent, Philadelphia’s industrial diversity has fed the misconception that industry
is no longer a vital part of the City’'s economy. Creating an industry-wide forum to communicate common
concerns to policymakers, showcase products and capabilities to prospective customers, and recruit and
train employees would help to ensure that this critically important component of Philadelphia’s economy
remains a vibrant part of its future and not become a vestige of its once mighty industrial past.
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Above: Tasty Baking's new 345,000 square foot LEED-registered
manufacturing and distribution facility at the Navy Yard
Source: PIDC

FOUR: RECOMMENDATIONS
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