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RETAIL MARKET

Market Conditions

* Average refail vacancy rates showed a slight uptick over the
past six months from 8.8% reported in Fall 2015 1o 9.6%.

® Retailer demand for Class A space remains high despite
limited opportunities in existing centers.

® Redevelopment activity along the Division Street corridor
is brisk with various projects, which include Peppertree
Plaza (3rd & Division), Carl's Jr {1230 N. Division), Denny’s
(3525 N. Division), Sweeto Burrito, (Nora & Division),
Burger King (4320 N. Division), Natural Grocers (4603 N.
Division), Heritage Village North (Mod Pizza, Wells Fargo,
Aspen Dental) and Newport & Holland Avenue (Sherwin
Williams, Verizon Wireless, Costa Vida).

Market Forecast

® New refailers expected to soon enter the market include
Popeye's Chicken and Boot Barn.

e The sale and redevelopment of the former Macy’s building
on Main Street will bring new activity to the downtown core.

e Cap rate compression continues fo hold steady on investment
property.

e The Retail Market outlook is still optimistic but concems are
mounting on where continued growth will come from for this
sector.

*Market Data Source: Valbridge Property Advisors
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INDUSTRIAL MARKET et et
Mark Lucas and Tracy Lucas — Kiemle & Hagood Company

Market Conditions

® Spokane’s Industrial Market continued fo see a decline
in vacancy in 2015, as overall vacancy fell from 3.9% in
December 2014 to 2.7% in December 2015.

® New industrial space grew slightly by 706,103 SF, and net
absorption decreased to 1,232,969 SF. Much of the newly
constructed space occurred in the new Playfair Commerce
Park located in Spokane's Close-In market. Industrial Vacancy By Building Size

* Marijuana businesses continue to make an impact on the
Industrial Market. Options are limited as tenants seek fo lease
space for their production and disfribution facilifies.
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Market Forecast

® Historically, Spokane's Industrial Market vacancy levels tend ) )
fo rise affer a four fo five year decline. Expect to see this frend % %[ S8t 37%
confinue, as vacancy will gradually rise with renfal rafes fo ¥
remain stable over the next few years. e
® Sales activity within the region will remain steady for facilities 2%
that are competitively priced.
The industrial market report is offered on a yearly basis.
Data included in this report was complefed in December 2015 0% = el 0. 5001 0. 10001 20001 Ovwr Spokane

5000 10,000 10,000 20,000 40,000 40,000 Indusiial Park
*Market Data Source: Mark Lucas, SIOR and Tracy Lucas
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Industrial Market History

Square Footage Categories
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Market Conditions Spokane Office Market Inventory

4,000,000
® Overall vacancy increased slightly over the last two reporting Il Occupied [l Vocant
periods. In fact, overall vacancy has increased modestly

since 2010. A sampling of cohort marketfs suggests this is 3,500,000

not unusual (see chart labeled "Comparable Office Market

Vacancy”). 3,000,000
e The trend of above-average sized professional services

companies leaving leased space to acquire buildings is 2,500,000

continuing, creating downward pressure on CBD rents and

increasing concessions.

2,000,000

® Most office absorption is being driven by customer care and

educational firms, and most of the absorption is in the Close-In

and Valley submarkets. 1,500,000
® Vacancy in the West submarket rose significantly due to the

downsizing and relocation of two major employers fo the 1,000,000

Valley submarket.
® High quality space is sfill preferred throughout the market 500,000

driving vacancy for Class A space to low levels in Liberty

Lake (2%), and the Close-In submarket (6.3%). o

Closen  South North Valley West
Market Forecast Submarikets

® Pending fransactions suggest overall vacancy sfatistics will Spokane Office Market Vacancy

improve next reporting period.

Square Footage

25%
® Expect to see tenants looking to expand space at existing
locations, rather than relocating.
® The second half of 2016 will continue to see an increase in 0% -
owner-user sale fransactions.
® Job growth is expected to remain strong for back office users
creafing absorption in suburban submarkets, but stagnant L
growth in professional services will confinue to create 15%
challenges for the CBD submarket. e
£
o
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2010 2011 2012 2013 2014 2015  Spiing
2016

Total 16.3% 16.4% 150% 17.2% 157% 17.0% 17.9%
I CBD 16.5% 17.3% 14.0% 16.6% 13.2% 157% 157%
B Suburbs 16.2%  16.1% 153% 17.4% 167% 17.5% 18.7%

*Market Data Source: Valbridge Property Advisors
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MEDICAL OFFICE MARKET O
Gordon Hester and Ron Horton — Kiemle & Hogood Company

Providence Medical Park

Market Conditions Medical Office Submarket Breakdown
® The Medical Office vacancy rate continued to drop from
10.2% to 9.5% over the last six months. This number is based Closen 1,091,891 69,609 6.4%
on an inventory of 2.4 million square feet and approximately South 128,922 3,399 2.6%
111 buildings recently surveyed. Much of this absorption North 573,571 72,287 12.6%
is .b\/ ‘heohhcore systems purchasing physician groups, or Volley 654,145 87 685 13 4%
affiliating with other healthcare systems and expanding their
operations. Non-affiliated entrants into the market will face Medical Office Submarket Vacancy Breakdown
challenges locating Class A properties that are near medical
centers. 15% —
* Renfal rates are seeing a slight increase, which are tied to
inflation rates and the rising costs of tenant improvement 19 6% 13-4%
construction. We expect this frend to continue.
10% |
Overall Medical Office Vacancy >
g 6.4%
16% [~ a
5%
o 13.2% 2.6%
0 ! !
10% [~ Closeln South North Valley
Submarkets
-] B s%
£ Market Forecast
g 6%
[
= ® Much of Spokane’s available medical office space will not
s be actively marketed, but absorbed by regional healthcare
systems ufilizing available medical office space within their
L owned property portfolios. As this space is filled in the coming
2 months, healthcare systems will be looking elsewhere for
| | | | | | | suitable expansion space. This will provide opportunities for
0% medical office building owners with well positioned buildings
2010° 2011 2012 2Y013 2014 2015 oprmng and the ability to buildout Class A medical office space.
ear
® Rental rates should continue fo rise based on low vacancy
*Market Data Source: Valbridge Property Advisors rates, high tenant buildouts and inflationary increases.
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APARTMENT MARKET

Information provided by
Tim Kestell = Kiemle & Hagood Company

Market Conditions

® Spring 2016 overall vacancy rates for apartments have
plummeted a full two percentage points from Fall 2015,
fo a staggering 1.3%. This is affributable fo emply nesters
uncharacteristically choosing fo rent in today’s market, the lack
of inventory of single family homes and the frending approach
fo simplistic lifestyle.

® Apartments in the Central Spokane submarket represent the
highest vacancy rate area wide at 5.6%. South Spokane
represents the lowest vacancy rafe at a 0.6%.

® The average overall rental rate for Spring 2016 has fallen o
$660/month from $751/month in 2015. This drop is most
likely due to the increased completion of several low-income
apartments that have come online.

® Spanning  Spokane and  Kootenai Counties are  dozens  of
apartment projecis in various siages of permiting and consfruction,
representing over 1,200 unifs that will hit the rental market in the
near future according o Spokane Jounal of Business.

Apartment Market Breakdown by Submarket

North 2.0% $627
Central 5.6% $554
Valley 0.8% $827
South 0.6% $546
West 1.2% $819
Overall 1.3% $660

*Data Source: Runstad Center for Real Estate Studies/University of VWashington
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Market Forecast
® Expect fo see increased options for apartment renters.

* With the elevated number of apartments under construction
or being proposed, vacancy rates could increase slightly as
apartment projects are completed.

® |nterest rates will remain favorable and the residential housing
market will continue fo be competitive. Until the single family
home supply cafches up with the demand, many future home
buyers will remain in apartments.

Overall Apartment Vacancy
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