Your complimentary

use period has ended.

. 3 CO m p I ete Thank you for using

PDF Complete. E ":i: A e

Click Here to upgrade to i 3
Unlimited Pages and Expa n H

Washington, DC office market overview

February 11, 2015


http://www.pdfcomplete.com/cms/hppl/tabid/108/Default.aspx?r=q8b3uige22

: Your complimentary

— use period has ended.

B 3 CO m p I ete Thank you for using
PDF Complete.

Click Here to upg

Unlimited Pages ¢

1.0% mU.S. mMetro DC
0.8% Stimulus
06%
04%
=
o
=
4 0.2%
=
‘S
e 0.0%
[1v]
&
= -0.2%
S
S
2 -0.4%
[1+
=
-0.6%
-0.8%
2009 2010

Source: JLL Research

le and low volatility office market, Metro

DC has experienced an unusual boom/bust cycle

Sequestration
I_ I. |

2011 2012 2013 2014

@)L


http://www.pdfcomplete.com/cms/hppl/tabid/108/Default.aspx?r=q8b3uige22

Your complimentary
use period has ended.

om p I ete Thank you for using

PDF Complete.

£ C

Click Here to upgrad
Unlimited Pages and E

tenant’s market

San Francisco, Silicon Valley
Houston, Dallas

Minneapolis

Seattle-Bellevue

Austin, Pittsburgh, Portland

New York
Boston, Denver, Los Angeles,
Miami, Tampa

Phoenix, Salt Lake City

Landlord favorable

Atlanta, Orlando, Richmond

Chicago, Cleveland, San Diego

Charlotte, Milwaukee, Philadelphia

Cincinnati, Detroit

Source: JLL Research

Peaking
phase

Falling
phase

Bottoming
phase

ock indicates that Washington, DC is a

2]gv.L0ADf JUDUD |

» New Jersey

_ Baltimore,

" Washington, DC

@)L


http://www.pdfcomplete.com/cms/hppl/tabid/108/Default.aspx?r=q8b3uige22

s PDF ey
* Complete  mrosmiasl| | |
In recorded history, office vacancy rates

Unlimited Pages and

In Metro DC are higher than the national average
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also become more prevalent in the private sector
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Limited leasing velocity due to lack of growth from the federal sector
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14.7%

Total vacancy rate

9.4 million s.f.

Inventory

$38.91

Class B average direct asking rate

$51.62

Class A average direct asking rate

6 0 s.f.

Under construction

Blocks greater than 50,000 s.f.

+ Submarket experienced unprecedented growth in 2010-2011 following the
implementation of the stimulus

+ Qver the past three years, demand has diminished with restricted growth from the
federal sector

+ Two buildings remain fully-vacant post their 2013 deliveries — 1050 1%t Street, NE &
175 N Street, NE

+ Douglas Development will soon break ground at Uline Arena — a 200,000-square-foot
adaptive reuse, which will deliver 150,000 square feet of office
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Lack of contractor and GSA demand hinders growth
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+ Submarket comprised mainly of federal tenants and government contractors
+ Majority of office product delivered in the mid-2000's

+ U.S. Department of Transportation and the Washington Navy Yard are located within
the submarket

« Several large proposed development projects should significantly revitalize the
submarket — Congressional Square & The Yards

S5 208 207 208 2000 2010 2001 212 2013 9014 + Neighborhood will continue to experience rapid retail and residential growth
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Federal enclave challenged with federal sector consolidations
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Inventory Total vacancy rate

$50.24
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$46.55

Class B average direct asking rate

4 342,000 s.f

Blocks greater than 50,000 s.f.

Under construction

+ Submarket comprised mainly of federal agencies
+ Likely to see space return to the market with GSA consolidation efforts

+ Dated, second-generation buildings increasingly finding it difficult to meet new GSA
mandates due to inefficient layouts

- Trammell Crow’s 400 6 Street, NW is actively under construction and scheduled to
deliverin Q3 2015

+ PN Hoffman’s “The Wharf” development along the waterfront should help revitalize
the submarket
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Market experiences fourth consecutive year of occupancy losses

Total net absorption

4,562,692
4,040,534 3,170,265

1,215,890 543912

1,156,089 71169 g1993)
1231753
2,651,155
2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

Total vacancy rate
186%  19.9%
1w 87%  q4gy  154% 74P .
120% 1050 N2

2005 2006 2007 2008 200¢ 2010 2011 2012 2013 2014

Direct average asking rent ($ p.s.f.)

$3309  $3305

$3203

$31.11

$31.09 $30.71

$30.04
$20.13 $29.79

2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

Source: JLL Research

150.5 million s.f.

Inventory
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Total vacancy rate

$35.85
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$31.14

Class B average direct asking rate

108

Blocks greater than 50,000 s.f.

2,138,793 s.f.

Under construction

+ Of the 23 largest leases signed in the fourth quarter, 12 were by growing tenants
while only one was signed by a shrinking tenant.

+ Concession packages from landlords are incentives by local government continue to
grow throughout Northern Virginia. K2M received $850,000 from Virginia for its new
145,819-square-foot Leesburg headquarters. Landlords are also increasing Tl
packages and giving above $70.00 per square foot on a 10-year deal.

+ While there is 29.9 million square feet of vacant space, much of the space is non-
competitive due to changing demographic preferences and aging buildings inventory.

@)L

12


http://www.pdfcomplete.com/cms/hppl/tabid/108/Default.aspx?r=q8b3uige22

Your complimentary
use period has ended.

¥ Complete

Unlimited Pages and

Leasing activity sharply declines in 2014 as vacancy hits record highs

Total net absorption

1,450,181
1,341,655
964,047

984 474
63,136 I 173,001

-45 807
422505

-768,890
2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

Total vacancy rate

1,701,726

% 194%
167% 168% 17.1% 178%
146%

13.4%
128% 11.9%

2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

Direct average asking rent (§ p.s.f.)

$28.26
$2750
52669 32655 $2655 52668
$25.89 $26.19
$2530 B I]l_ll I
2 2010 2011 2012 2013 2014

Source: JLL Research

Class A average direct asking rate

Click Here to RGN nd market overview

66.3 million s.f. 19.4%

Inventory Total vacancy rate

$29.74 $24.06

Class B average direct asking rate

49 605,918 s.f.

Blocks greater than 50,000 s.f. Under construction

+ Flat federal budgets and restrained venture capital spending is unlikely to fuel

significant demand

+ Government contractors consolidating and downsizing as they await guidance on

future levels of federal long-term spending

« Leasing activity declined 35.0 percent below the yearly average since 2000
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1. Given reduced rental rates and record-high vacancy, strong
opportunities exist for federal agencies to lock in attractive deals in
today’s tenant-favorable leasing environment.

2. Limited new development and private sector growth will close the
window of opportunity for federal agencies to act over the next 24
months.

3. GSA should consider widening their search parameters (e.g. by
including older buildings with lower ceiling heights and suburban
locations in multijjurisdictional procurements) to increase their
options and build additional leverage in the marketplace.

Source: JLL Research
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