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2014 National Retail Report

To our valued clients:

The U.S. economy has unequivocally progressed into expansion. Numerous macro-economic hurdles that chal-
lenged growth in past quarters have faded while consumer and business confidence have been largely restored. After
more than four years of subpar economic growth averaging 2.3 percent, GDP growth now reflects durable strength in
consumption, business investment, and the single-family housing sector. The economy created nearly 2.3 million jobs
last year, and retail sales and corporate profits have reached new highs. Despite the excessive discounting that damp-
ened holiday retail sales and the impact of extreme weather, total net operating income for shopping centers nationally
increased by 7 percent in 2013, the highest in five years. Looking forward, the anticipated upswing in hiring to 2.7
million jobs and the “wealth effect” of higher asset values attained from appreciation in equities and home prices will
stimulate stronger consumption and investment demand.

The slow pace of economic recovery tempered the build-up of inflationary pressure; therefore monetary policy
remains accommodative at a time when fiscal restraint and private sector de-leveraging have eased. The environment is
not without risk, however. As the Fed tapers quantitative easing, near term interest rate volatility should be expected.
Solid economic growth will pressure interest rates, but NOI growth and real estate cap rate spreads provide a healthy
buffer against future bond yield increases.

All markets in the National Retail Index are forecast to record vacancy rate declines this year. Investor prefer-
ences may remain biased toward primary markets for safety and stability, but the cap rate arbitrage in secondary and
tertiary markets will attract more investors pursuing higher risk/higher return strategies. Investors should be not only
well-versed on the balance between job growth and supply discipline in a market, but also fully understand the attri-
butes of secondary and tertiary markets, their likely pace of improvement, and exit potential strategies. Beyond tech
and energy driven markets, higher yielding metros with robust demographic trends and job growth present dynamic
growth opportunities.

The expanding universe of investment opportunities, as always, relies on astute metro and submarket selection
together with realistic forward operating assumptions. To help you with the planning and execution of your invest-
ment strategies, we present our 2014 National Retail Report. Included is our National Retail Index (NRI), a forward-
looking ranking of 46 markets based upon forecast economic, supply and demand conditions. We hope the following
report offers retail property investors useful insights on a variety of trends, markets and investment strategies.

Sincerely, / W
John J. Kerin Hessam Nadji

President and Senior Vice President and
Chief Executive Officer Chief Strategy Officer
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Executive Summary

National Retail Index (NRI)

m Technology, energy, trade and tourism contributed to superior performance in markets topping the index. High-wage jobs
broadly supported retail sales in New York (#1), San Francisco (#2) and San Jose (#3). Texas economies outperformed with
Austin (#4), Houston (#9) and Dallas-Fort Worth (#13) all advancing.

m Tourism and the revival in homebuilding contributed to the five-rung leaps by Miami (#12) and Denver (#8), but below-
average job gains and weak rent growth displaced Northern New Jersey (#31), Philadelphia (#27) and Washington, D.C.
(#16).

m Renewed in-migration, retailer expansion and rent growth elevated Orlando (#24) and West Palm Beach (#30), while
Tampa (#26) remained unchanged. Below-average job prospects and weaker retail dynamics hurt Midwest markets, Kan-
sas City (#43), Detroit (#45), Milwaukee (#40) and Cleveland (#46), which all conceded positions. Columbus (#33) and
Cincinnati (#39) maintained their rankings.

National Economy

m Retail sales per capita now measure 10 percent higher than previous peaks and retailer corporate profits stand at a record
high. Enhanced credit availability and stronger wage and income growth forecast further support consumption.

m Significant improvement in the regulatory and legislative environment has reduced the risk of macro “events,” such as a
government shutdown or sequestration surprises.

m Job growth and the “wealth effect” of rising equity values and home prices stimulated consumer spending and investment
demand. GDP is forecast for 2.5 to 3.0 percent growth in 2014, with upside potential from a healing global economy and
rising exports, and nearly 2.7 million jobs are forecast.

National Retail Overview

m Space needs of traditional retailers have evolved to include downsizing existing footprints while adding quasi-distribution
centers to compete on delivery with e-retailers, a segment now opening physical stores to compete for consumers desiring
the entertainment and social aspects of shopping.

m Net absorption of nearly 85 million square feet forecast for 2014 represents an 87 percent increase over the prior year, and
eclipses nearly 51 million square feet of completions. New supply is concentrated in more financeable grocery-anchored
shopping centers and outlet malls.

m Strong dynamics in retail fundamentals will reduce the national vacancy rate by 70 basis points to 6.5 percent, resulting in
2.5 percent effective rent growth.

Capital Markets

m Retail transactions increased 5.5 percent in 2013, totaling $78.3 billion. Private buyers and well-capitalized listed REITs
accounted for nearly 70 percent of sale volume. Cap rates for retail properties relative to the 10-year Treasury remains higher
than the long-term average, ranging between 380 to 470 basis points for single-tenant and multi-tenant, respectfully. Steady
tapering, tame inflation and deferral of a Federal Funds rate hike will support consumer spending and investment.

Retail Investment Outlook

m Lease expirations in Class A shopping centers may facilitate a shift to Class B product, given measurable decreases in Class
A vacancy and higher rents.

m Investors should weigh the relative safety of single-tenant assets against the revenue growth opportunities of multi-tenant
properties, which average a 9.3 percent vacancy rate, some three times higher than single tenant assets. Multi-tenant assets
remain priced below peak and carry an average yield 90 basis points higher than single-tenant properties.
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National Retail Index
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2014 National Retail Index
New York, San Francisco Stand Above All Other Markets

Diverse economies with thriving technology, energy and trade
drivers characterize the markets leading the rankings in the 2014 Na-
tional Retail Index. High-wage employment in these metros attract a
highly educated population, broadly supporting retail sales. New York
(#1) retained the pinnacle, while San Francisco (#2) and San Jose (#3)
each edged up one spot spurred by a vibrant tech market, low vacancy
and strong rents. The Texas metros outperform across most metrics and
industries; Austin (#4) moved up two positions, while Houston (#9)
and Dallas/Fort Worth (#13) both climbed one and San Antonio (#15)
remained unchanged. Robust technology and education services sectors
raised San Diego (#6) three rungs, while business services job growth
nudged Los Angeles (#10) ahead one position. Seattle (#5) and Orange
County (#11) lost three and six places, respectively, to more vigorous
Northern California markets. Broad technology job gains cemented
Boston’s (#7) position. Tourism and the revival in homebuilding con-
tributed to the five-rung leaps by Miami (#12) and Denver (#8).

Florida Markets Advance as Neighboring Southeast Markets
and Upper Midwest Trail

A geographic mix of markets occupy the middle third of the NRI,
but with notable fluctuations. Below-average job gains and weak rent
growth caused sharp drops for Northern New Jersey (#31), down 12
spots, and Philadelphia (#27) and Washington, D.C. (#16), slipping
11 and eight places, respectively. Minneapolis (#22) edged down one
spot and Chicago (#23) three on weaker demand compared to other
markets, despite improved rents. Salt Lake City (#17) and Oakland
(#20) posted respective gains of seven and five places, but Portland’s
(#21) job growth has not translated to significant rent gains. Rents have
bottomed in Phoenix (#25), but the fourth-highest vacancy bumped it
down seven places. The majority of Florida metros have moved into full
recovery, advancing or maintaining positions in the NRI. Tourism, and
professional and business service jobs have spurred sales, space demand
and rent growth, elevating Orlando (#24) four spaces. Tampa’s (#26)
ranking is unchanged; big box leases and little development continue
to improve the market. Renewed in-migration, new store openings and
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National Retail Index

Markets with the Highest
Expected 2014 Net Absorption
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rent growth advanced West Palm Beach (#30) one position. High va-
cancy and weak rent gains lowered ranking for Atlanta (#28) and Char-
lotte (#29) by five and seven places, respectively, in the index.

Slower Growth Relegates Midwest to Bottom Third of NRI

Eight Midwest markets populate the bottom third of the ranking due
to below average job creation and fewer positive retail dynamics relative
to higher ranked markets. Indianapolis (#38) gained six positions, less on
its strengths and more on notable declines of other markets. Kansas City
(#43) and Detroit (#45) plunged six and five positions, respectively, and
Milwaukee (#40) and Cleveland (#46) both receded four rungs. St. Louis
(#44) edged down one place, but both Columbus (#33) and Cincinnati
(#39) maintained their ranking. A recovery is clearly underway in Fort Lau-
derdale (#32), which rose three positions, but Jacksonville (#41) was un-
changed and still has some healing ahead. The only two California markets
in the lower tier are on the mend, aided by an upswing in homebuilding,
but still battling high retail vacancy. Riverside (#35) lost six places, but
Sacramento(#36) notched a gain of two spots.

Index Methodology

The NRI ranks 46 major retail markets based on a series of
12-month, forward-looking economic and supply and demand vari-
ables. Markets are ranked based on their cumulative weighted-average
scores for various indicators, including forecast employment growth,
vacancy, construction and rents. Weighing both the forecasts and in-
cremental change over the next year, the index is designed to indicate
relative supply and demand conditions at the market level.

Users of the index are cautioned to keep several important points
in mind. First, the NRI is not designed to predict the performance of
individual investments. A carefully chosen property in a bottom-ranked
market could easily outperform a poor choice in a top-ranked market.
Second, the NRI is a snapshot of a one-year time horizon. A market fac-
ing difficulties in the near term may provide excellent long-term pros-
pects and vice versa. Third, a market’s ranking may fall from one year to
the next even if its fundamentals are improving. The NRI is an ordinal
index, and differences in ranking should be carefully interpreted. A top-
ranked market is not necessarily twice as good as the second-ranked
market, nor is it 10 times better than the 10th-ranked market.
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Specialty Indexes

Yield Index Premium Yield Markets Bolster Returns

MSA Rank . . . - .
Investors are scouring the nation for arbitrage opportunities, with many

Columbus 1 . .. .

) seeking opportunities to transfer capital from core markets to secondary and
D(?trmt 2 tertiary metros. With broad-based economic gains reaching beyond premier
Milwaukee 3 coastal markets, many investors believe performance gains are finally reach-
Cleveland 4 ing some of the smaller cities across the country, but these gains are not yet
Charlotte 5 baked into the pricing. Some investors are capitalizing on this opportunity
Las Vegas 6 to take some profits while others are shifting portfolios to boost returns. Al-
St. Louis 7 though the underlying fundamentals of individual assets in different markets
Atlanta 8 could be quite similar, factors such as perceived risk, liquidity, appreciation
Kansas City 9 potential, ease of re-tenanting and local economic momentum can all dra-
San Antonio 10 matically affect initial yields. This years Yield Index offers investors insight

into which markets offer the most lucrative first-year returns, but may sacri-

High Yield Markets fice the appreciation potential of core metros.
Columbus I Topping the Yield Index is Columbus, where average cap rates for retail
Detroit I properties were in the mid-8 percent range last year. As the state capital and
Milwaukee home to one of the largest universities in the nation, though many residents
Cleveland EE— only live in the city temporarily, the market draws considerable capital re-
Lg:é:lr:;:: = gionally. The next three markets in the ranking, Detroit, Milwaukee and
St Louis M Cleveland are former manufacturing hubs, currently in the process of rein-
T — venting themselves to attract a broader array of businesses. Four markets that
Kansas City have been slow to recover from the recession, but offer superior long-term
San Antonio I prospects, occupy the latter half of the index: Charlotte (#5), Las Vegas (#6),

5% 6% 7% 8% 9% Atlanta (#8) and San Antonio (#10). St. Louis (#7) and Kansas City (#9)
2013 Average Cap Rate are shipping and logistics hubs with rising potential as the economy builds
momentum and more goods need to be moved across the nation.

Spending Power Index Retail Spending Impacted by Housing Cost Fluctuation

MSA Rank

Minneapolis-St. Paul 1 Higher home prices are having a two-pronged impact on retail spend-
Phoenix 2 ing. Existing homeowners, now emerging from being underwater on their
Portland 3 mortgages, will begin to benefit from “wealth effects.” Higher property val-
Detroit 4 ues will ease caution and increase consumption. New homeowners, how-
Atlanta 5 ever, will face increased housing costs while renters will face rent increases.
Denver 6 The Spending Power Index highlights metros where healthy household in-
Nashville 7 comes outpace housing costs. Cities whose population has a higher dispos-
Dallas/Fort Worth 8 able income \jvill likely bolster retail co.nsumption, in turn supporting a more
Cleveland 9 vigorous retail sector. Investors targeting newer assets in suburban locations
or submarkets with generally higher earning potential relative to housing

Houston 10 costs will favor this index.
Spending Power Minneapolis-St. Paul claims the number one spot on the Spending
— Index Score == HH Income Power Index due to above-average gains in household income and limited
~ $80 s0 §  housing cost appreciation. The Twin Cities have been a bright spot in the
E @ & Midwest compared to the manufacturing markets nearby. Other markets
g 360 sa8 % with a disproportionate increase in jobs and high affordability include Port-
2wl BB . s7 & land (#3) and Denver (#6), where tech firms are expanding, and Dallas/Fort
I S 5 5 Worth (#8) and Houston (#10). Phoenix (#2) and Nashville (#7) also make
5 s ® o0 ¢ % this ranking as home appreciation returns to sustainable levels while above-
= - - % average income growth is forecast. Detroit and Cleveland, ranked fourth
c}g& °§&'§2 é@‘;\ »zs@&&“ S & and ninth respectively, are among the most affordable in the country so any

f E & \@{* o increase in household income boosts spending power. Meanwhile, Adanta’s
o & (#5) large jump in jobs this year will support one of the highest increases in

100 = Neutral Spending Power household income in the country.
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Specialty Indexes

Rising Retail Sales Making Inventory More Efficient

The building economic momentum has supported steady gains in retail
sales — already standing 15 percent higher than their pre-recession peak.
Some markets, however, will experience stronger retail growth than the na-
tional average, and these markets offer superior potential for retail sector
performance gains. The Retail Efficiency Index highlights which markets
will have the largest increase in retail sales per square foot this year. All of
the markets have above-average retail sales projections, while most are fac-
ing limited supply-side pressure. Areas with elevated employment growth,
strong consumption levels and limited retail development comprise the 10
markets atop the retail efficiency index.

Strength in Salt Lake City’s retail consumption together with a limited
development pipeline propelled the market to the top of the index. The
metro boasts one of the lowest vacancy rates in the nation, making each
square foot of inventory very efficient. Three Florida markets are included
in the ranking, supported by steady gains in retiree households. Jacksonville
(#2), Fort Lauderdale (#4), and Orlando (#10) are projected to become
more efficient, along with Southeast neighbor Charlotte (#5). Economic
heavyweights Dallas/Fort Worth (#6) and Houston (#7) are included in this
index despite projected stock increases of more than 1 percent due to their
very strong retail sales forecasts. Other metros on the list include Pittsburgh
(#3), Cincinnati (#8) and Columbus (#9) which have faced relatively late

recoveries and low inventory growth.

Several Markets Offering Discounts from Peak Prices

The recovery in retail operations has been uneven, resulting in
a discrepancy between peak and current multi-tenant retail property
prices. The opportunity index provides insight into markets that have
yet to stage a recovery in pricing. The cities that dominate this index
include metros where there was significant speculative housing develop-
ment during the real estate boom and cities that are trying to reposition
away from their industrial roots but still face an unclear future. Now
that the economy is approaching normal growth levels, both of these
market types offer investors an interesting proposition. In metros where
retail centers chased rooftops, many of the neighborhoods have started
to fill and now support increased retail performance. Metros reinvent-
ing themselves have also gained traction, offering unique retail options.

Las Vegas and Phoenix rest atop the opportunity index this year,
mostly due to the large supply of multi-tenant tenant space that was
built as developers chased rooftops to the outlying suburbs. Las Vegas
grabbed the top spot due to the late recovery in the employment mar-
ket caused by the metro’s reliance on the leisure and hospitality and
housing industries. Although the housing markets are much healthier
than a few years ago, multi-tenant space demand has yet to fully return,
offering investors a significant pricing discount. Other metros mar-
ried to a bleak housing past that offer outsized return potential include
Tampa (#4), Riverside-San Bernardino (#6), Orlando (#9) and Colum-
bus (#10). Cleveland and Detroit also make this index in the third
and eighth positions, respectively, due to their weakened demographic
trends. Atlanta (#5) and San Antonio (#7) have lower-than-expected
employment recoveries.
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National Economy

U.S. GDP
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Consumption, Housing and Investment Underpin the
Economic Expansion Narrative

he U.S. economy has transitioned, moving toward a full economic expan-

sion as broad-based gains in consumer spending, business investment and

trade have set a positive foundation for growth. Despite the severe eco-
nomic disruption arising from a “20-year weather event” of extreme cold, snow
and ice across much of the U.S., consumer spending, industrial production,
and construction activity have already posted notable growth. Steady hiring,
expanding credit availability, and new highs in consumer confidence will merge
with strength in the energy, technology and trade sectors to support economic
momentum. In addition, Congress has addressed many of the fiscal deadlines
that beset the economy in past years, reducing the risk of another government
shutdown, major tax policy change, or indiscriminate sequestration. Finally,
fiscal drag is fading as state and local government coffers rebuild.

Currently low inflationary pressure will grant the Federal Reserve flexibility
in its monetary policy, allowing it to slowly taper its monthly purchases of long-
term Treasurys and mortgage-backed securities. The Fed retains confidence that
the economy is on sound footing following the 3.3 percent annualized GDP
growth in the second half of 2013. The extent to which weather was a factor in
the downward revision to productivity is a question, but key segments of the
economy affected by the weather have rebounded nicely. Payrolls expanded
by nearly 2.3 million jobs in 2013, bringing the total number of jobs created
since the employment trough to eight million, less than one million shy of the
total employment at the pre-recession peak. In addition, sustained demand,
double-digit home price increases, significantly diminished inventories, and
new construction confirm a housing sector on the mend. Higher borrowing
costs ensuing from a modest rise in interest rates may challenge homebuyers
or pare returns on business investment, but, on balance, higher rates will also
encourage more profitable lending and investment opportunities.

2014 National Economic Outlook

m Job Gains and Consumer Confidence Springboards to Sustainable Re-
tail Sales Growth. Barring a major setback such as employers will add 2.7
million jobs in 2014, with upside potential as the global economy continues
to heal and exports rise. Unemployment is forecast to ease to less than 6.5
percent. Stronger wage and income growth and greater credit availability will
further support consumption.

m Energy, Trade and Transportation, Technology and Housing Remain
Pillars of Economic Growth. GDP is forecast to grow by 2.5 to 3.0 percent
in 2014 as all segments of the economy begin to fire in unison. The housing
sector will create a virtuous cycle of stronger retail sales and job creation that
continues to lift manufacturing, as well as construction, finance and insur-
ance, areas that have been slower to recover than other industries.

m Steep Yield Curve Suggests Stronger Growth and Still-Accommodative
Monetary Policy. A steady pace of tapering, tame inflation and deferral of
a Federal Funds rate hike until mid to late 2015 will continue to support
consumer spending and private investment. However, inflationary pres-
sures, such as economic growth, rising prices, and a sharp increase in bank
lending, could counter the current environment of limited inflation.
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National Retail Overview

Retail Industry Mantra -
Flexibility, Adaptability and Innovation

he level of innovation and momentum energizing the retail sector im-

plies a more compelling story of occupancy and rent recovery than has

been achieved, at least as reflected in national data. Retail sales per capita
now measure 10 percent higher than the pre-recession peak and retailer corpo-
rate profits advanced to a record high last year. Growth in retail sales, relative
to the pace of job growth and net absorption trends, has trended well-above
the historical norm throughout the recovery. Evolving mobile technology, de-
mographics, and shifts in consumer preferences continue to redefine the retail
landscape and spark fresh retail concepts. What has not changed as perceptibly,
however, are the now-familiar themes of “barbell” consumer spending patterns
concentrated in the luxury and discount segments and bifurcated operational
performance of properties with respect to class, age and market segment. For
example, seasoned properties from seven to 11 years old post the lowest vacancy
rate of 6.5 percent, compared with shopping centers open less than three years,
where vacancy is 14.1 percent.

Dexterity and a proactive strategy to find new channels to reach consum-
ers are twin mandates for retailer success given the large and rapidly growing
share of commerce now transacted via the Internet. The flexibility to offer a
multi-channel platform and adapt to a variety of locales using varied store for-
mats, ranging from edgy, urban storefront locations to secondary market malls,
is as relevant as competitive price points, a diverse product mix and conve-
nience. The new holy grail of competition, convenience and product delivery
has blurred the lines between brick and mortar stores and pure e-retailers. Tra-
ditional retailers enhance and refine their online presence and technology capa-
bilities, but space needs have evolved to include downsizing existing footprints,
while adding quasi-distribution centers to expedite delivery. At the same time,
e-retailers now seek to open brick and mortar stores to compete for consumers
desiring a personalized, in-store experience as well as the entertainment and

social aspect of shopping.

2014 Investment Outlook

m Space Demand Doubles, Drastically Outpaces New Supply. Retailers
absorbed more than 70 million square feet in 2013, more than the prior
year, and eclipsing the 41.5 million square feet of new space delivered.
Vacancy declined 40 basis points to 7.2 percent by year end, but trans-
lated to only a modest 1.1 percent gain in asking rents. This dynamic
is expected to continue into 2014, despite 56 million square feet in ad-
ditional supply, resulting in a 70 basis point decline in vacancy to 6.5
percent. Asking rents are forecast to grow 2.5 percent.

m Increased Redevelopment of Existing Centers. The challenge of secur-
ing financing for retail construction, together with a meager pipeline,
will catalyze the renovation of existing well-located shopping centers.
Developers will introduce new entertainment concepts, such as upscale
theatres, as well as unique eateries, specialty grocers, and pop-up stores.

n Retailers Will Track the Housing Recovery. Retailers will follow dynam-
ic employment and in-migration trends that reinvigorate homebuilding
in Sun belt metros. Power centers, grocery-anchored centers and upscale
outlets will be the focus of new development.

2014 Annual Report MarCUS &MI”IChap

Retail Construction and Vacancy
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Capital Markets

Broad Capital Availability Supports

Increased Transaction Volume
Multi-Tenant Retail Cap Rate Trends

— Multi-Tenant Retail Cap Rate 10-Year Treasury Rate
12%

trong international investor demand for U.S. real estate, economic
growth, and improved commercial real estate performance helped buf-
fer the impact of a significant hike in the 10-year Treasury last year. The
__________________ Cap Rate Long-Term Avg. composition of retail buyers remains consistent with 2012, reflecting the rapid
NN *"”I 850 bps expansion of private buyer and public segments. Foreign capital sources proved
more willing to finance retail assets as well as to own them, as cross-border
transactions totaled more than $5.7 billion in 2013, slightly above the prior
year. The surge in private buyers and well-capitalized REITs continue to domi-
nate acquisitions in secondary and tertiary markets, and accounted for over
91 93 95 97 99 01 03 05 07 09 11 13 70 percent of sales volume in all market tiers. Retail transactions totaled $78.3
billion in 2013, representing a 5.5 percent increase.
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U.S. CMBS Issuance Retail mortgage grew by 4.4 percent last year, led by conduits, which 46

$240 percent of the loans. National and regional banks, which together accounted

0 for nearly one-quarter of loans, were the second most prolific lender. Inter-
% $180 national banks more than doubled their share of the market to 13 percent,
g while life companies lost ground to regional banks and conduits, which
g $120 provided 13 percent of the funding. Aggregate CMBS issuance increased
2 78 percent to nearly $86 billion in 2013, as conduits offered new and in-
é $60 creasingly flexible products. The delinquency rate for CMBS loans overall
o . i I I I I . m I I continues to decline; retail loan delinquency decreased 200 basis points over

the past year to 5.8 percent. Rising competition for loans in the increas-
ingly competitive marketplace has increased lender’s willingness to finance

9% 98 00 02 04 06 08 4*

a wider array of assets. This has increased funding for more geographically

Retail Mortgage Originations diverse deals and supported increased risk-taking by investors. Banks and life

by Lender

companies, however, continue to constrain leverage, markets and acquisi-

National Bank tion strategies they can fund, despite a general easing in CRE loan standards.
“= International Bank
== Regional/Local Bank 9014 Capital Markets Outlook
— cMmBS
= Insurance m Debt and Equity Markets Remain Active and Stable. The financial
Financial environment will face near-term interest rate volatility, particularly as the
— Private/Other Fed tapers quantitative easing. Competition between lenders for a finite
number of assets will keep downward pressure on mortgage rates.

13%*
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Percent of Total
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m The Retail Cap Rate Spread Over 10-year Treasurys Remains Higher

Retail Distress Sales than Long-Term Average. The spread of 470 basis points for multi-tenant

Distress = Percent Distressed assets has already absorbed an increase of 120 basis points in the 10-year

$1,400 16% Treasury over the past year. The premium paid for a single-tenant property
narrows that spread by 90 to 380 basis points. Higher financing costs could
erode some of the cap rate arbitrage of investing in secondary and tertiary
markets or value-add assets. Lender competition will help contain financing
costs and the pace of occupancy and rent growth will exceed that of primary

markets and core assets over the near term.
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$0 0% m Capital Flows to Broader Market Segments. Institutional and foreign cap-
07 08 09 10 11 12 13 ital will maintain steady demand for core assets in primary markets. Robust
investor demand will compress going-in yields for assets in secondary and

tertiary markets, but increased lending activity by banks and CMBS will

support property values.
*Forecast **Estimate
Sources: CMALERT.com, CoStar Group, Inc., Real Capital Analytics
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Retail Investment Qutlook

Investors Weigh Caution Against Dynamic
Growth Opportunities

he Fed’s intention to return the capital markets to a more normal

credit environment by tapering its bond and securities-buying pro-

gram has not slowed the capital flowing to U.S. commercial real es-
tate. The 10-year Treasury yield fluctuated as much as 100 basis points
over the past year, increasing an average of 55 basis points, yet commercial
real estate sales surged nearly 20 percent, topping $355.4 billion. Prices
continue to escalate while cap rates contract with the perception of gen-
eral risks transitioning to a discernibly brighter outlook for growth. The
slow recovery of retail space fundamentals raises concerns that price ap-
preciation, particularly in the past year, has far surpassed vacancy and rent
improvements. However, robust growth in retail sales, retailer expansion
and muted supply risks presage renewed traction in space metrics and
revenue growth over the next few years.

Investors marched into riskier territory over the past year, igniting
sales in higher-yielding recovery metros as well as employing more value-
add acquisition strategies. Investor demand for unanchored strip centers,
still priced 32 percent below peak at a higher cap rate, created a 26 and
27 percent surge in sales volume and pricing, respectively. Single-tenant
properties sold for an average price of $241 per square foot, surpassing
the 2007 price peak, compared to $150 per square foot for multi-tenant
assets, a price still seven percent below peak and buffered by a cap rate 90
basis points higher. On a risk-adjusted basis, however, investors should
weigh the relative safety of single-tenant assets against the revenue growth
opportunity of multi-tenant properties, which average a 9.3 percent va-
cancy rate, some three times higher than single tenant assets.

2014 National Retail Investment Outlook

m Lease Expirations in Class A Shopping Centers May Facilitate a
Shift to Class B Locations. Property operations vary by asset class, with
vacancy tightening more significantly in Class A properties. Retailers
that leased Class A space at bargain rates in 2009 could awaken to a new
reality of tangibly higher rents as five-year leases roll. For many tenants,
this will initiate migration to Class B properties.

m Investors Seek Arbitrage in Secondary and Tertiary Markets and
Submarkets. The spread between cap rates for assets in primary, second-
ary and tertiary markets will hold, but narrow in response to strong investor
preference in the coming year. Greater liquidity on the lending side and a dif-
ference in spread of 90 basis points between secondary and tertiary markets
will continue to drive strong sales in tertiary markets. Investors should closely
examine any investment within the context of the local market.

m Opportunities for Distress Assets Become More Limited. The sales
volume of distressed retail assets accounted for less than 7 percent of
total retail sales in 2013, as improved pricing and operational perfor-
mance offer more options to refinance or recapitalize assets of varying
quality. Outstanding distress totals $22.9 billion, with about half in
tertiary markets, and the rest in late recovery markets, such as Atlanta,
Phoenix and Las Vegas.
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Retail Property Sales Trends
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National Single-Tenant Outiook

Single-Tenant Retail Cap Rate Trends
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Net-Leased Retailers Target Infill;
Alternative Revenue Options

et-leased retailers of all sizes will focus on generating greater sales

within existing or smaller footprints this year. CVS Caremark and

Walgreens are exploring scaled-down floor plans to squeeze into in-
fill locations where population density supports a higher number of vis-
its. Along with other drugstores, these industry giants remain focused on
competing with convenience stores by offering a limited selection of gro-
ceries. At the same time, clinics within existing facilities that offer primary
healthcare options are pegged as a strong future revenue generator. In fact,
CVS is confident enough in the model’s potential that the firm announced
plans to eliminate tobacco products from its stores, erasing an estimated $2
billion in annual sales. Big-box retailers, which have been slower to install
clinics, are maintaining plans to delve into the patient care arena in greater
numbers, along with several grocery chains. While healthcare is a potential
windfall for net-leased retailers, the impact on the middle-class from the
recession continues to take a toll. Darden, for example, announced plans
to divest Red Lobster, which will likely lead to store closings. The major
dollar stores, however, plan on opening more than 1,200 new locations
this year, leveraging ongoing frugality among many Americans.

Auto-Part Retailers

= Rerail sales at auto-part stores dipped 0.5 percent over the past year,
though the decline is likely a temporary set back. Record-low interest
rates sent many consumers to car dealerships to purchase new cars,
where sales jumped more than 10 percent in 2013.

m Prices remained relatively flat during 2013 compared to 2012 as buyers
focused on yields. The median sales price dipped 2 percent to $199 per
square foot.

m First-year yields begin near 6 percent for newly constructed Advance
Auto and O'Reilly stores. Overall, cap rates for auto-part retailers average
in the low-7 percent range, down 30 basis points in the past 12 months.

Casual Dining

= Accommodation and food services establishments, which includes casual
dining restaurants, added 38,000 jobs during 2013, a 3.4 percent increase.

s In 2013, deal flow in the restaurant segment dipped a modest 4 percent.
The median sales price, meanwhile, inched up 3 percent to $203 per
square foot.

» Cap rates vary widely in the casual dining segment based on tenant
and lease terms. Corporate-backed Applebee’s can change hands in the
low-6 percent range, while franchisee-occupied restaurants will trade
at first-year returns approximately 150 basis points higher.
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National Single-Tenant Outlook

Dollar Stores

Dollar Store Sales Trends

» Family Dollar, Dollar General and Dollar Tree will open approximately

1,200 new locations in 2014. Last year, the three major value stores each

opened between 100 and 150 stores per quarter. Dollar General has an-
nounced more than 500 planned store openings in fiscal 2014.
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Drugstore Sales Trends

» During the most recent 12-month period, deal flow of discount stores
jumped 56 percent as buyers attempted to add higher-yield properties
to their portfolios. The median price remained virtually unchanged dur-
ing 2013 at $119 per square foot.

Median Price per Square Foot

» At the beginning of the year, new Dollar General stores typically gener-
ate buyer interest at cap rates in the low-6 percent range, while Family
Dollar stores with full leases begins near 7 percent.

Drugstores

» Expansion of in-store health clinics will be a primary focus for the major
drugstore chains this year. CVS Caremark is aiming for 1,500 clinics by
2017, while Walgreens has announced significant additions to the exist-
ing 400 clinics this year.

$360

$345

$330
$31 I
$300
09 10 1 12 13

Quick-Service Restaurant Sales Trends

s In 2013, drugstores sold for a median price of $333 per square foot,
down 4 percent from the previous year. The decline in price is the result
of higher interest rates and more deals with shorter leases.

Median Price per Square Foot
(3]

n Over the past 12 months, average cap rates for CVS and Walgreens drug-
stores began in the low-5 percent range for assets with 25-year triple-net
leases. Deals with shorter terms or local tenants changed hands at first-year
returns in the low-7 percent range, down 20 basis points year over year.

Quick-Service Restaurants

s The full implementation of the Affordable Care Act is requiring most
restaurants to include calories on their menus. As a result, healthier
choices are being presented to consumers by McDonald’s, Burger King
and other concepts to attract an increasingly health-conscious consumer.
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Sources: CoStar Group, Inc.

s Deal flow ticked up marginally during the most recent 12-month pe-
riod. The median sales price, however, jumped by more than 11 percent
to $498 per square foot as buyer demand remained strong.

Median Price per Square Foot

s A McDonald’s ground lease will garner attention at first-year returns in the
low-4 percent range while corporate-backed chains trade at cap rates starting
in the low-5 percent area and drifting up to the low-6 percent range.
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Atlanta

Down 5 Places 2014 Rank: 28 2013 Rank: 23

Employment vs. Retail Sales
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Employer, Retailer Expansions Brighten Outlook;
Buyer Competition Heats Up
Additional payroll growth and rising incomes will propel the Atlanta

retail market in 2014. Many employers, including State Farm and

Cox Communications, are expanding this year, providing hundreds
of jobs and raising spending on retail goods. As a result, demand for retail
space will rise as retailers seek new locations in the metro. This year, Arizo-
na-based Sprout’s Farmers Market will open five stores, hiring 500 work-
ers. More retailers will follow, filling space in nearby centers or along high-
traffic corridors. Construction will slow this year, and the 330,000-square
foot retail portion of Ponce City Market will be the largest project to come
online. As delivery of retail space trails improvements in employment and
retail sales, overall vacancy will compress to its lowest level in the metro
in five years.

Investment activity in Atlanta will remain brisk this year as strength-
ening property operations attract additional buyers. Out-of-state investors
are moving into the metro, and heating up competition for value-add list-
ings. The number of distressed assets and repositioning opportunities is di-
minishing, however, as properties stabilize and rents rise in submarkets in
the northern portion of the metro. Meanwhile, well-located, high-quality
properties will continue to generate strong demand when listed, and elicit
many offers. Single-tenant properties will garner buyer interest, though
compressed cap rates will encourage some net-leased investors to cash out
of quality assets. Many of these buyers will trade into two-to-four tenant
strip centers located on the outparcels of larger, stable retail properties.

mmm Asking Rent Vacanc . . .
$15 I g 14% These centers are typically leased to national credit tenants and can gener-
5 ate higher returns than single-tenant assets.
(<]
s $14 13%
§ <
z g 2014 Market Outlook
§ $13 N 12% 3
£ Z = 2014 NRI Rank: 28, Down 5 Places. Though vacancy will decline, it
5 s 1% remains the highest rate in the country dropping its ranking five slots.
g
[7}
< a1 10% = Employment Forecast: Metrowide payrolls will rise 3.1 percent this
10 1 12 13 14* year as 74,800 workers are added. Last year, 58,400 positions were cre-
ated, led by a gain in professional and business services staffing.
Sales Trends
wm Single-Tonant = Multi-Tenant s Construction Forecast: Developers will complete 600,000 square feet
$400 this year, down from 1.1 million square feet in 2013.
B
o
g $300 » Vacancy Forecast: After falling 60 basis points in 2013, vacancy will de-
g cline 80 basis points this year to 11.1 percent.
3
g $200 = Rent Forecast: Average asking rents will increase 2.1 percent to $13.24
< $100 per square foot. In 2013, average rents rose 0.5 percent.
o
©
2 » Investment Forecast: Value-add and repositioning opportunities in
$0 0 10 » 12 130+ the Cumberland Galleria area will be popular with investors secking to
. - Eetimat capitalize on growth from the anticipated move by the Atlanta Braves.
orecas stimate
Sources: CoStar Group, Inc., Real Capital Analytics
Market Forecast Employment: 3.1% a  Construction: 487K v  Vacancy: 80 bps v Asking Rents: 2.1% a
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Up 2 Places 2014 Rank: 4 2013 Rank: 6

Austin

Rapid Hiring and Restrained Development Drive
Austin Vacancies Lower

Austin employment will grow at the fastest pace in the nation sup-

ported by government hiring and a thriving technology sector, bod-

ing well for retail operations. The region is home to facilities for in-
dustry brands such as Apple, Google, Samsung, and Visa. Recently, Apple
announced it will manufacture new desktop computers in Austin, helping
to create 800 positions at Flextronics, a hardware provider. Ancillary and
startup tech companies will continue to establish new facilities, as addi-
tional jobs bolster household growth. The metro is expected to expand
by nearly 112,000 households in just five years. Builders are ramping up
single-family construction in northern suburbs, while the CBD will gain
significant apartment deliveries. One of the largest retail projects this year
is located southwest of the core in Cedar Park, an area with substantial
residential growth. The tenant list at the 150,000-square foot Cedar Park
Town Center includes Costco, In-N-Out and BJ’s Restaurant. Addition-
ally, new retail construction is relatively constrained, directing current ten-
ants to fill vacant space. Strong leasing will drive absorption of 1.1 million
square feet of retail space, slashing overall vacancy and giving operators
leverage to raise rents this year.

Broadened availability of acquisition financing and the region’s rapid
growth rate will sustain high buyer interest, particularly in the single-ten-
ant segment. Owners are enjoying healthy cash flow and holding onto
assets, limiting the supply of listings and forcing institutions and private
investors into the same buyer pool. The intense bidding environment has
put upward pressure on prices, particularly in properties located in the
CBD and south Austin. High-credit anchored centers will gain attention
at cap rates in the mid- to high- 7 percent range, while single-tenant drug-
stores typically trade in the mid- 5 to low- 6 percent area.

2014 Market Outlook

» 2014 NRI Rank: 4, Up 2 Places. Strong job growth and tightening
vacancy nudged up Austin two spots in this year’s ranking.

» Employment Forecast: Employers will add 40,200 jobs in 2014, ex-
panding payrolls 4.7 percent. Last year, 23,600 positions were created.

» Construction Forecast: Developers will deliver 615,000 square feet of
retail in 2014, up from the 185,000 square feet last year.

» Vacancy Forecast: By year end, vacancy will fall 80 basis points to 4.7
percent, building on the 50-basis point decline in 2013.

» Rent Forecast: Operators will lift rents 3.5 percent to $19.00 per square
foot, erasing the 1.6 percent decline recorded last year.

» Investment Forecast: Competitive pricing and the potential of increas-
ing interest rates will motivate owners who are on the fence to move
forward and divest.

Market Forecast Employment: 4.7% a  Construction: 430K a
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Baltimore

NEW 2014 Rank: 14 2013 Rank: NA

Employment vs. Retail Sales
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Retail Vacancy Declines to Six-Year Low;
Investor Interest latensifies in Baltimore

etail operations in Baltimore have steadily improved over the past
Rthree years and will strengthen in 2014 on broad-based job growth

and increasing space demand. Employers are expected to step up
payroll expansion this year, led by robust gains in the education and health
services sector. As job growth lifts incomes, additional spending will spur
demand and cut vacancy to the lowest level since 2007. Retail space across
the metro will benefit, with suburban areas including Central Baltimore
County and Elliott City-Columbia leading operational gains. The outlook
is improving in the city’s urban core, though shopping center vacancy here
is more than 400 basis points above the marketwide average. Thriving con-
struction will bring new residents to the area, as nearly 5,800 new housing
units deliver by 2017. Small retail floorplates will be included in many
of these mixed-use developments, drawing new merchants to Downtown
neighborhood and community centers.

Increased buyer activity is occurring in Baltimore as retail market
conditions advance, with investors targeting single-tenant assets as well
as neighborhood and strip centers in well-located suburban areas within
Baltimore County. Multi-tenant properties trade in a wide range of cap
rates, beginning in the low-8 percent area for small grocery-anchored strip
centers and moving up to near 10 percent depending on quality, tenant
mix, and lease terms. Tight financing for construction of new strip centers
is leading many investors to search for value-add assets that can be repo-

== Asking Rent —— Vacancy sitioned as funding is available for these investments. In the single-tenant
$20 7% sector, average cap rates are in the low- to high-6 percent range, with buy-
E ers targeting areas northeast of the CBD, including Central and East Bal-
8 $19 [ 6% < timore County, and Harford County.
: o :
g $18 5% 3
£ P 2014 Market Outlook
< g
g s o = 2014 NRI Rank: 14, New to NRI. Strong demand and rising rents
< 16 " counter average job growth, placing Baltimore in the top third.
10 11 12 13 1w
= Employment Forecast: Employment will expand 1.9 percent in 2014
with the addition of 26,200 jobs. In 2013, 18,300 jobs were created.
Sales Trends
o Single-Tenant == Multi-Tenant » Construction Forecast: Developers will complete 540,000 square feet
3 this year, up from 157,000 square feet delivered in 2013.
o
S $300 » Vacancy Forecast: Rising net absorption will push down vacancy 50
[ $200 basis points to 4.1 percent in 2014 after a 70-basis point drop in 2013.
o
3 = Rent Forecast: Growing tenant demand will bump up average asking
$ s1w0 rents in the metro 3.0 percent to $19.75 per square foot in 2014. Aver-
z age rents increased 2.5 percent in 2013.
$0
9 10 n 12 13** » Investment Forecast: Fast-food chains under long-term leases in fast-
. - Eetimat growing Anne Arundel County will offer investors opportunities in the
orecas stimate .
Sources: CoStar Group, Inc., Real Capital Analytics IOW'6 p ercent cap rate range in 2014
Market Forecast Employment: 1.9% a  Construction: 383K A  Vacancy: 50 bps v Asking Rents: 3.0% A
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No Change 2014 Rank: 7 2013 Rank: 7

Boston

Hiring in High-Salaried Sectors to Boost
Retail Property Performance in Boston

ising employment in several of Boston’s high-paying industries, in-
Rcluding technology, biotechnology, and pharmaceuticals, will posi-

tively affect the local retail market this year. Expanding job opportu-
nities have buoyed consumer confidence and encouraged retailers to open
new locations in the region. New store openings have pushed down va-
cancy to the lowest level in five years. Market Basket, Whole Foods, Hobby
Lobby, and Savers Thrift Store are just a few retailers that will expand into
large, vacant spaces throughout the metro this year. In addition, the major-
ity of the space scheduled for completion in 2014 will come online sub-
stantially pre-leased, leaving many retailers pursuing expansion plans shut
out and seeking existing spaces in areas that meet their location criteria.

Local private investors dominate the Boston retail market and sales
will remain brisk through 2014. Transaction velocity of stabilized proper-
ties priced below $5 million grew last year, and trades of these assets will
continue to accelerate in the coming months as the number of value-add
properties available for sale diminishes. On the other end of the quality
spectrum, grocery-anchored assets and properties containing necessity-
based retailers are in the highest demand, though there are few opportuni-
ties to buy, suppressing transactions in this segment. Single-tenant assets
are also highly sought. With cap rates remaining compressed for quality
product, such as national fast-food retailers and drugstores, some investors
may choose to sell and transition into two-to-four tenant strip centers,

which typically garner higher returns.

2014 Market Outlook

2014 NRI Rank: 7, No Change. Tight vacancy and rising rents main-
tain Boston’s spot in the top 10.

Employment Forecast: After adding 44,200 workers in 2013, Boston
employers will create 40,200 positions this year, an annual growth rate
of 1.6 percent.

Construction Forecast: New square footage delivered will tick up to
1.7 million square feet this year, marking an increase from 930,000
square feet in 2013.

Vacancy Forecast: Space demand will rise and vacancy will dip 50 basis
points in 2014, reaching 4.2 percent. Last year, vacancy declined 30
basis points.

Rent Forecast: Asking rents in the metro will rise to an average of
$16.12 per square foot, a 3.5 percent increase from 2013. The previous
year a 3.7 percent increase was recorded.

Investment Forecast: As value-add listings remain limited, investors
in search of upside potential will find opportunities in areas outside of
Route 128.

Market Forecast Employment: 1.6% a  Construction: 770K a
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Year-Over-Year Change

Asking Rent per Square Foot Square Feet (thousands)

Average Price per Square Foot

Vacancy: 50 bps v

Employment vs. Retail Sales
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Charlotte Down 7 Places 2014 Rank: 29 2013 Rank: 22

Steady Employment Growth Draws New Residents
Employment vs. Retail Sales Ignites Competition Among Grocers

e== Employment Retail Sales

12% trong population and employment growth will bolster retail opera-
Stions this year. Local employers will create more than 22,000 posi-
tions in 2014, attracting new residents to the area. By 2018, nearly
100,000 additional households are expected in the market and this growth
6% has garnered the attention of grocers. Publix entered the Charlotte market
late last year with the purchase of seven Bi-Lo stores. While the closing of
3% e the stores for remodeling has bumped up vacancy in the short term, six of
the stores will re-open this year, contributing to an marketwide decline in
0% vacancy by year end. The company will open six additional locations next
10 " 1z 1 " year. Expansion plans are also underway at Harris Teeter, which recently
became part of Kroger, while Wal-Mart will open two Neighborhood
Markets this year. Smaller grocers are also scouting for sites, which should

improve shopping center occupancy.

9%

Year-Over-Year Change

Retail Completions
2,000

15500 Charlotte’s status as one of the largest banking hubs outside of New

York City draws the attention of retail investors worldwide. Strong buyer

1,000 interest and improving operations though have limited the number of list-

ings, especially net-leased assets. Properties in Myers Park or near South

500 l Park Mall are highly valued at cap rates that may dip into the 6 percent
10 11 12 13 14+

Square Feet (thousands)

range for prime single-tenant assets with long-term leases, or strong gro-
cery-anchored centers. Local buyers priced out of prime assets are moving
farther from the metro core or seeking value-add opportunities. Initial

0

Asking Rent and Vacancy Trends yields for a small unanchored strip centers with local tenants near the core
m Asking Rent = Vacancy start in the low-8 percent range and move 100 basis points higher in sub-
$16 9% urban locales.

Asking Rent per Square Foot
ajey Aoueoep

e o 2014 Market Outlook
$12 % = 2014 NRI Rank: 29, Down 7 Places. Despite widespread gains, Char-
lotte dipped seven spots in the NRI ranking due to lower rent growth.
$10 6%
= Employment Forecast: This year 22,300 jobs will be created in the
8 0 " ” ” - o metro, a 2.5 percent jump.

s Construction Forecast: Developers will complete 800,000 square feet
Sales Trends of space in 2014, 46 percent of last year’s deliveries. The Charlotte Pre-

= Single-Tenant == Multi-Tenant mium Outlet Mall will account for nearly half of the new space.
$300

$225

$150

$75

$0
09 10 1 12

* Forecast ** Estimate
Sources: CoStar Group, Inc., Real Capital Analytics

year, the lowest level since 2007.

= Rent Forecast: As older in-line space is absorbed, operators will be able
to lift rents. Asking rents will climb 1.6 percent in 2014 to an average of
$13.78 per square foot, 12.6 percent below the five-year high.

Average Price per Square Foot

I » Vacancy Forecast: Vacancy will fall 80 basis points to 7.4 percent this

= Investment Forecast: New residential growth has attracted developers
13* to the Steele Creek area, with an outlet mall and the Berewick Town
Center underway. These projects will likely generate other development

nearby, providing buyers with additional investment opportunities.

Market Forecast Employment: 2.5% a  Construction: 924K v Vacancy: 80 bps v Asking Rents: 1.6% a
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Down 3 Places 2014 Rank: 23 2013 Rank: 20 Chicago

Jobs And Households Move Back to the City,
Heat-Up Downtown Chicago Retail Employment vs. Retail Sales

. . . . @ Employment Retail Sales

s residents move into the wave of apartments coming online 8%
Adowntown, big-box retailers are following. In the South Loop, the

230,000-square foot Maxwell Shopping Center is slated to open % %
in the third quarter of this year with Dick’s Sporting Goods, Nordstrom &
Rack, and Burlington Coat Factory anchoring. Throughout the metro, £ 4
vacancy will remain elevated in the first half of 2014 as Dominick’s exodus 5
from the Chicago market has left 72 vacant stores. So far, Jewel-Osco, og 2% o
Mariano’s Fresh Market, Whole Foods and Joe Caputo & Sons have ac- = e
quired more than 30 of the locations, although most of the stores will not 0%
reopen until later this year. The additional vacancies will provide an entry 10 n 12 13 %
for other specialty grocers to gain a foothold in the region.

Retail Completions
An improving local economy and the availability of low-cost financing 2,800

is drawing investors worldwide to retail assets in Chicago. Buyers outnum-
ber sellers as rising values, higher cash flows, and a limited local investment
alternatives offer owners little incentive to sell. Net-leased single-tenant
properties near retail hubs remain the prime target of many buyers. With

1,400
few of these properties being offered, more investors are moving into the
collar counties, where cap rates are typically 50 basis points higher. DuPage 700
County in particular, has received an uptick in interest. More risk-tolerant l
buyers will consider smaller multi-tenant assets where initial yields start 0 | .
10 1 12 13 14

in the 6 percent range. Investors willing to take on properties with higher
vacancy or non-credit tenants also expect the price to reflect the added risk, Asking Rent and Vacancy Trends
widening the price disparity between buyers and sellers.

2,100

Square Feet (thousands)

mmm Asking Rent Vacancy

$18 10%

2014 Market Outlook
$17 9%

= 2014 NRI Rank: 23, Down 3 Places. Chicago slipped three places due
to recent store closings and a rise in completions. $16 8%
» Employment Forecast: Employers will add 79,900 workers to payrolls $15 %
in 2014, a 1.8 percent increase. This brings the metro within 21,000 :
jobs of the pre-recession peak. $14 %
10 11 12 13 14

» Construction Forecast: Approximately 2.3 million square feet of retail
space will be completed this year, up slightly from 2 million square feet
in 2013. Cook County will receive the majority of the deliveries.

Asking Rent per Square Foot
ajey Aoueoep

Sales Trends
mmm Single-Tenant Multi-Tenant
$400

» Vacancy Forecast: Strong tenant demand and the re-opening of some
$300

of the former Dominick’s stores will decrease vacancy 80 basis points to
8.9 percent in 2014. Vacancy rose 80 basis points last year.
$200
» Rent Forecast: After a 1.1 percent decline in asking rents in 2013, aver- |
age rents will advance 1.5 percent to $16.70 per square foot this year. $100
$0
09 10 11 12

Average Price per Square Foot

Rents are rising above $30.00 per square foot for new construction.

» Investment Forecast: Available financing for small businesses will assist 13+

in filling in-line space, making multi-tenant properties more attractive. _
* Forecast ** Estimate

Sources: CoStar Group, Inc., Real Capital Analytics
Market Forecast Employment: 1.8% a  Construction: 345Ka  Vacancy: 80 bps v Asking Rents: 1.5% a
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Cincinnati No Change 2014 Rank: 39 2013 Rank: 39

Cincinnati Vacancy to Drop Below 2008 Level,
Employment vs. Retail Sales Drawing Investors to Multi-Tenant Segment

g e T Remiseles avorable employment and spending trends will further strengthen
the Cincinnati retail market, where vacancy sat well below the pre-
recession level when 2014 began. Despite subpar overall job growth

last year, the professional and business services sector continues to ex-

— pand, and is forecast to lead all sectors in hiring this year. Retail sales will

improve in conjunction with an influx of higher paying jobs, driving an

-4% increase in retail traffic throughout the metro. In the CBD and nearby

neighborhoods, new residents will also support necessity-based retailers,

% » " . ” as an influx of residential units deliver in the city’s urban core over the

next few years. The second phase of The Banks, for example, is slated to
come online next year and will contribute 300 units to the area’s growing
housing stock and generate additional retail space demand. As these trends
unfold, retail operators will slowly gain leverage to bump rents closer to
pre-recession levels, particularly around the CBD.

4%

0%

Year-Over-Year Change

Retail Completions
1,100

825

Improving operations have supported increased investment velocity,
especially in Northern Cincinnati and farther north areas, including But-
ler County. Investors searching for single-tenant assets will find slightly

275 . .
I . I compressed cap rates compared with the prior few years, as demand for
12 13 14*

550

Square Feet (thousands)

single-tenant net-leased properties remains stable. Walgreens typically
trade in the 6 percent cap rate range, while a McDonald’s land lease will
change hands at cap rates as low as 4 percent, depending on lease term

0
10 1

as vacancy continues to retreat from elevated levels.

Asking Rent and Vacancy Trends and location. Stiff competition in the single-tenant arena will push many
mmm Asking Rent = Vacancy investors to higher-yielding multi-tenant assets with credit tenants. Stabi-

$13 1% lized strip-center assets with a strong tenant roster will draw buyer interest

g at first-year returns in the mid- to high-7 percent range during 2014.

o $12 10%

« <

g g

@ g 2014 Market Outlook

g g

= s

£ &

2

%

<

% = Employment Forecast: Employers will expand payrolls by 1.1 percent
as 11,000 jobs are created in 2014, pushing total employment to rough-
ly 3.0 percent below the pre-recession high.

$11 9%
. I I ” = 2014 NRI Rank: 39, No Change. Cincinnati held its spot in the NRI
10 %

10 11 12 13

14*

Sales Trends
mm= Single-Tenant === Multi-Tenant s Construction Forecast: In 2014, builders will complete 300,000

. $300 f inea 0.4 ion of i

E square feet, representing a 0.4 percent expansion of inventory.

g . . . .

g $225 = Vacancy Forecast: Vacancy will fall 70 basis points to 8.0 percent this

. year as tenant demand improves.

S $150

z » Rent Forecast: Asking rents will rise 1.9 percent to $12.52 per square

& 15 foot in 2014, following a 4.4 percent decline last year.

[

>

< .. . . .
$0 = Investment Forecast: Buyer and seller pricing alignment will contrib-

09 10 11 12 13+

ute to healthy velocity this year, as increased interest in stabilized multi-

. tenant assets supports deal flow.
* Forecast ** Estimate

Sources: CoStar Group, Inc., Real Capital Analytics
Market Forecast Employment: 1.1% a  Construction: 215K A Vacancy: 70 bps v Asking Rents: 1.9% a
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Down 4 Places 2014 Rank: 46 2013 Rank: 42

Cleveland

Downtown Development Increases Retail Traffic,
Attracting New Tenants and Tightening Operations
Retailers will benefit from a new wave of household formation down-

town, though lackluster job creation will hamper substantial im-

provement in the Cleveland market this year. Despite a soft job
market, development of several downtown hotels, including a 600-room
Hilton, and substantial apartment deliveries will create hundreds of con-
struction jobs. Apartments in the CBD will quickly fill as an influx of
young professionals seek a live-work-play lifestyle. The region is also ben-
efiting from more visitors, healthcare professionals, and companies lured
to the area by the new convention center and medical mart. Nearby shop-
ping centers and restaurants are benefiting from the increased foot traffic
while tenants absorb available space. Retailers such as Heinen’s Fine Foods
are taking notice of this growth and expanding their downtown presence.
Additional construction will be modest, consisting of small and heavily
pre-leased shopping centers near residential communities outside the core.
As retailers backfill space, outpacing muted construction, vacancy will fall
marketwide, allowing operators to lift rents this year.

Attractive yields and slowly improving occupancy will draw addition-
al buyer interest to Cleveland retail properties, sustaining heightened sales
activity. Institutional-grade and out-of-state investors are bidding aggres-
sively on a thin supply of high-quality assets in the core and affluent north-
ern suburbs. Due to limited Class A listings, these investors will target
well-located, net-leased single-tenant Class B assets with national tenants,
where first-year returns range from low- to mid-7 percent. On the multi-
tenant side, sales activity has increased as private individual buyers target
smaller unanchored strip centers with cap rates starting at mid-7 percent.

2014 Market Outlook

= 2014 NRI Rank: 46, Down 4 Places. A combination of high vacancy
and a sluggish hiring forecast pushed Cleveland to the last position.

» Employment Forecast: In 2014, employers will create 9,300 jobs, ex-
panding payrolls 0.9 percent after cutting 6,300 positions last year.

» Construction Forecast: Builders will complete nearly 590,000 square
feet of retail space, raising inventory 0.4 percent. Last year, 800,000
square feet came online.

» Vacancy Forecast: Vacancy will fall 40 basis points to 8.9 percent. In
2013, vacancy inched down 10 basis points.

s Rent Forecast: Asking rents will advance 1.9 percent to $11.59 per
square foot, following a 2.1 percent increase last year.

» Investment Forecast: Restaurant ground leases and build-to-suit banks
will be highly sought-after. Cap rates for these assets lie in the low- to
mid-5 percent range.

Market Forecast Employment: 0.9% a  Construction: 212K v
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Employment vs. Retail Sales
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Vacancy: 40 bps v Asking Rents: 1.9% a
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Columbus

No Change 2014 Rank: 33 2013 Rank: 33

Employment vs. Retail Sales

e= Employment Retail Sales
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Square Feet (thousands)

Growing Housing Demand Attracts New Retailers,
Dropping Vacancy to Five-Year Low
B road-based employment gains led by the government sector coupled

with expanding retailers and modest construction will support retail

operators in 2014. Job creation has generated demand for housing
across the metro, and retailers are benefiting as new homeowners spend
on housing-related goods. Single-family permitting will more than double
this year, indicating a rise in future housing starts and encouraging retail
developers to move forward on new projects downtown and north of the
core. Last year, Costco opened at Easton Gateway in Northwest Colum-
bus, where Whole Foods, REI, and Saks Off 5th will soon join. North of
Easton Gateway, developers will break ground on a Tanger-Simon outlet
center which will span 350,000 square feet at the interchange of I-71 and
Routes 36/37. The outlet will introduce new retailers to the area and as
leases are secured metrowide, vacancy will fall to its lowest level in more
than five years.

Investor optimism due to improving market fundamentals will sus-
tain heightened transaction velocity in Columbus this year. The supply
of quality listings remains limited as owners capitalize on the new income
streams generated from recently signed tenants. As a result of short supply
and strong buyer demand, competitively priced assets will receive mul-
tiple bids. Institutional and large private buyers will target well-located,
grocery-anchored properties where cap rates range from low- to mid- 7
percent. The large buyer pool and low interest rates will motivate owners

s13 == Asking Rent == Vacancy 1% with stabilized properties acquired prior to the downturn to bring assets
» to market. Some of these owners will consider investing these profits into
L o 10% single-tenant net-leased assets outside of the metro. Though the number of
g 5 for-sale stabilized properties will grow this year, several local investors will
‘g $11 ‘ @ g  continue to scour the market for value-add opportunities.
5 B
o o
2 $10 8% 2014 Market Outlook
2
$9 % = 2014 NRI Rank: 33, No Change. Strong job growth and restrained
10 11 12 13 1 . .o s
construction holds Columbus in this year’s index.
Sales Trends = Employment Forecast: Payrolls will expand 2.2 percent this year with
. = Single-Tenant Multi-Tenant the addition of 20,900 positions. Last year, 12,000 jobs were created.
400
é = Construction Forecast: Builders will complete 600,000 square feet of
g $300 retail space in 2014. Last year, 690,000 square feet came online.
(2]
& s200 = Vacancy Forecast: By year end, vacancy will fall 60 basis points to 8.1
s percent, building on the 110-basis point decline in 2013.
g s . _ . .
s = Rent Forecast: Following a 1.4 percent decline in 2013, asking rents will
$0 increase 1.5 percent to $11.51 per square foot in 2014.
09 10 11 12 13
» Investment Forecast: Single-tenant cap rates typically start at mid- 6
. percent for high-credit tenants and move up to mid- 7 percent for lesser
* Forecast ** Estimate li d di 1 .
Sources: CoStar Group, Inc., Real Capital Analytics qua Ity tenants, epending on Property ocation.
Market Forecast Employment: 2.2% a  Construction: 92K v Vacancy: 60 bps v Asking Rents: 1.5% a
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Up 1 Place 2014 Rank: 13 2013 Rank: 14

Dallas/Fort Worth

Retailers Chasing Rooftops into Metroplex’s

High-Growth, Outlying Communities

etroplex retail vacancy reached its lowest level in at least seven years
M and should retreat further in 2014. While new supply will rise signifi-
cantly, the majority of space underway has been pre-leased. Most of
the larger retail centers slated for delivery this year can be found in perimeter
submarkets experiencing resurgent residential development, such as the Mid-
Cities area, outlying east Dallas and affluent far-north Dallas suburbs. Major
retailers expanding in these areas include Wal-Mart, Sam’s Club, Family Dol-
lar and Kroger, the latter of which will open five stores and remodel several ex-
isting locations over the next few years. Other expanding supermarket chains
include Trader Joe’s and Whole Foods, which are targeting higher-income
northern suburbs, along with inner-loop locations proximate to new luxury
multifamily developments. In recent quarters, H-E-B has purchased roughly
a dozen sites in the Metroplex, though the San Antonio-based grocery chain
has yet to announce a timeline for new store construction.

Sales velocity will rise as listings increase and the gap between buy-
ers’ and sellers” price expectations narrows. While harder-hit properties
continued to stabilize last year, owners were hesitant to sell amid pros-
pects for NOI growth, by way of reduced concessions and rent gains in
the strongest markets. An uptick in interest rates has begun to weigh on
cash-on-cash returns, though, elevating cap rate risk and prompting more
owners to consider listing to prevent equity erosion. For now, a sellers’
market persists, particularly for Class A/B assets in Uptown, North Dallas
and Denton and Collin counties. The most highly sought-after deals, such

Year-Over-Year Change

Square Feet (thousands)

Employment vs. Retail Sales
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14*

Asking Rent and Vacancy Trends

mmm Asking Rent Vacancy
as stabilized centers that qualify for low-interest permanent financing, can $15 12%
trade at cap rates of mid- 7 percent, while similar-quality assets in lesser lo- E
cations sell 50 to 75 basis points higher. Location-related premiums in the g $14 0% _
single-tenant sector can reach up to 50 basis points for high-credit deals. & —~ . g
g $13 8% 3
|5 2
2014 Market Outlook % s o
£
= 2014 NRI Rank: 13, Up 1 Place. The Metroplex’s strong employment <
gains and rental growth raises the market’s ranking. L 1 12 13 P

» Employment Forecast: Employment will grow 3 percent this year, or
by 95,000 jobs. In 2013, payrolls increased 2.2 percent.

» Construction Forecast: Developers will add 3.0 million square feet of
retail space in 2014. Last year, deliveries totaled 1.9 million square feet.

» Vacancy Forecast: Vacancy will slip 60 basis points this year, to 7.2
percent. The metrowide vacancy rate declined 80 basis points in 2013.

» Rent Forecast: Following a modest dip last year, asking rents will ad-
vance 2.5 percent in 2014, to $13.70 per square foot.

» Investment Forecast: Underperforming assets along the US 75 Central
Expressway will command more attention as State Farm’s Richardson

Average Price per Square Foot
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Sales Trends
Multi-Tenant

09 10 1 12 13+

mmm Single-Tenant

* Forecast ** Estimate

campus takes shape. The facility will bring thousands of jobs to the area. Sources: CoStar Group, Inc., Real Capital Analytics

Market Forecast Employment: 3.0% a Construction: 1.1M A  Vacancy: 60 bps v Asking Rents: 2.5% a
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Denver Up 5 Places 2014 Rank: 8 2013 Rank: 13

Job Gains, Growing Population Support

Employment vs. Retail Sales More Robust Retail Property Operations
8% T Employment = Retall Sales enver’s retail market will make huge strides this year on tech sector
R and energy job gains, merge with an expanding population to spur
g 6% additional spending and generate retail demand. Home sales and
‘:’: homebuilding also continue to recover in the metro, encouraging retailers
> 4% to open additional locations. Several mid-box and big-box retailers will
g open new storefronts this year, with the majority concentrating in high-
5 2% growth suburban locations in the northern and southern portions of the
g metro. For example, Trader Joe’s will open its first three Colorado stores
0% 0 » " . ” this year, including two locations in Denver. A third location in the metro
has been planned as the company continues to pursue its statewide expan-
. . sion. Other retailers will follow this year, drawn to the metro’s diverse de-
Retail Completions mographics and incomes, pushing metrowide vacancy to the lowest level
800 since before the recession.

2 o0 . . .
g Investors continue to target the Denver retail market, and sales activ-
£ ity will remain strong this year as an optimistic economic outlook attracts
3 400 buyers. Demand for multi-tenant assets will strengthen as property opera-
§ 200 tions advance, and value-add assets will become more limited in the com-
3 ing months as vacancy and rents improve. Properties located along com-
muter rail lines or in the path of growth will garner keen investor attention.

0 v . .

10 1 12 13 14+ Class A, grocery-anchored centers will likely receive several bids from well-

capitalized buyers, while non-performing Class C properties will generate

$12 2% year, a 3.8 percent jump in total employment.

4*

Asking Rent and Vacancy Trends significant interest when priced appropriately. Local investors will emerge
mmm Asking Rent —— Vacancy from the sidelines this year, targeting assets in this segment. Meanwhile, less

$16 10% risk-tolerant buyers will scour the market for single-tenant assets.

g

o §15 8%

g 5 2014 Market Outlook

4 ~ g

8 $14 6% ‘i = 2014 NRI Rank: 8, Up 5 Places. Denver moved into the top 10 of the

g 3 ranking as vacancy dips and completions fall.

g’ $13 4%

2 = Employment Forecast: Denver employers will add 49,100 workers this

10 1 12 13 1

» Construction Forecast: After completing 712,000 square feet of retail
Sales Trends space during 2013, builders will deliver 450,000 square feet of space by

mm Single-Tenant Multi-Tenant the end of this year.
$400

= Vacancy Forecast: Vacancy will dip to 5.8 percent in 2014, down 60
$300 basis points year over year. In 2013, vacancy fell 90 basis points.
$200 = Rent Forecast: Average asking rents will rise to $14.88 per square foot
by year end, increasing 3.8 percent year over year. Asking rents fell 1.2
$100 percent last year.
$0
09 10 11 12

Average Price per Square Foot

= Investment Forecast: Retail assets located along future commuter rail

13 corridors will be in high demand this year. Buyers will look to reposi-
. - Eetimat tion properties through capital expenditures and management improve-
orecas stimate . . . . .
Sources: CoStar Group, Inc., Real Capital Analytics ments 1n Order to capltahze on upSlde potentlal.
Market Forecast Employment: 3.8% a  Construction: 263K v Vacancy: 60 bps v Asking Rents: 3.8% a
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Down 5 Places 2014 Rank: 45 2013 Rank: 40

Detroit

Detroit Retail Motoring Back;
Investor Interest Rising as Performance Brightens
Sustained hiring, population growth and an improved housing mar-

ket will bolster retail sales and strengthen the retail property sector in

2014. Auto companies and suppliers are expanding research and de-
sign functions, generating requirements for engineers. Higher-paying jobs
like these are bringing residents back to the area. After years of decline,
the metro’s population is growing again, with more than 38,000 residents
added in Oakland and Macomb counties since 2010. The renewal is gar-
nering the attention of national retailers. Kroger, AutoZone and Buffalo
Wild Wings are among the companies opening multiple locations this
year. The metro’s renaissance is most notable in the Midtown and down-
town areas where older buildings are being converted into apartments.
Additional residents, along with companies relocating from the suburbs,
are generating the necessary foot traffic to build a retail base.

A growing perception that Detroit is on an upward trajectory is attract-
ing retail investors and lenders. Favorable press worldwide and higher yields
than other markets have attracted many out-of-state buyers. Canadian in-
vestors, in particular, are drawn by lower entry costs. Many of these buyers
are seeking single-tenant properties with national tenants near retail hubs.
Priced out of the few assets that are listed, more investors are willing to
consider small multi-tenant properties with long-term credit tenants, and
cap rates here typically range 50 to 100 basis points higher. Local investors
who had been idle are jumping back into the market, although price expec-
tations are lower than current market values, maintaining a wide price gap
between buyers and sellers.

2014 Market Outlook

» 2014 NRI Rank: 45, Down 5 Places. High vacancy and sluggish rental
growth pushes Detroit down five spots.

» Employment Forecast: Nearly 20,000 jobs will be created in 2014, a
1.1 percent expansion. More than 40 percent of the growth will be in
the typically higher-paying professional and business services sector.

» Construction Forecast: Only 325,000 square feet of retail space is due
to come online in 2014, down from more than 620,000 square feet last
year and the lowest annual level since the recession began.

» Vacancy Forecast: Rising tenant demand and a slower pace of deliver-
ies will drop vacancy 50 basis points to 9.3 percent this year. In 2013,
vacancy dipped 40 basis points.

s Rent Forecast: Asking rents will end the year at $11.98 per square foort,
a 2.2 percent jump. A 1.4 percent climb was recorded in 2013.

» Investment Forecast: Retail construction along Big Beaver Road in
Troy and along 14 Mile Road in Royal Oak will provide investment
opportunities this year.

Market Forecast Employment: 1.1% a  Construction: 293K v
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Fort Lauderdale Up 3 Places 2014 Rank: 32 2013 Rank: 35

Retailers Target Northwest Broward County

Employment vs. Retail Sales as Homecoming in the Area Surges
«== Employment Retail Sales
12% ccelerating job growth and residential development will encourage
retailer expansion in Broward County this year. The most notable
9% upturn in homebuilding is taking shape in the northwest part of the

county, an area that also landed several of the largest retail leases last year.
6% BJ’s Wholesale and Dick’s Sporting Goods committed to a Coral Springs
center previously slated for foreclosure, while Wal-Mart signed on for a

3% Neighborhood Market in Tamarac. Housing starts have also picked up in
/§/ the southwest part of the county, particularly in Miramar and Pembroke
Pines, which will soon welcome the county’s first Trader Joes. Retailer op-

0%
10 1 12 13 14

Year-Over-Year Change

timism for the Plantation area, on the other hand, should receive a boost
. . from healthy job creation, as American Express and Sunshine Health add

Retail Completions hundreds of new positions. In coastal cities, which already boast some of
800 the lowest vacancy rates in the county, employment prospects have also
brightened. The relocation of People’s Trust from Boca Raton to Deerfield
Beach, for example, will bring an estimated 300 jobs to the area. Moving

600
south along the coast, renewed development activity in downtown Fort
4 . . .
00 Lauderdale, along with expansion of Port Everglades and the opening of a
I new intermodal facility, will create thousands of jobs in coming quarters.
200
10 11 12 13 14+

Square Feet (thousands)

Sales velocity eclipsed pre-recession levels last year, but smaller deals
accounted for an outsized share of activity. In 2014, transactions in the $10
million-plus segment should rise alongside listings as well-located shopping
centers are re-stabilized and brought to market. Overall, multi-tenant cap
rates average in the high-7 percent range, though centers in core locations

0

Asking Rent and Vacancy Trends

mmm Asking Rent Vacancy

$20 14% with multiple credit tenants can trade below 6 percent. Single-tenant cap
g rates average 7 percent but also fall along a broad spectrum. Newer drug-
o $19 12% stores and banks in coastal areas, for example, can sell in the 5.0 percent-
g 5 . . .
Z §  range, while non-credit deals typically trade upwards of 7.5 percent.
g s18 10% 3
M g,:
: s 2014 Market Outlook
2 s17 8%
< I . = 2014 NRI Rank: 32, Up 3 Places. Strong revenue gains supported Fort
$16 7 1 12 13 e 2P Lauderdale’s three-position rise in the index.
= Employment Forecast: In 2014, local payrolls will expand 3.1 percent,
Sales Trends or by 23,500 jobs. Employment growth reached 2.7 percent in 2013.
mmm Single-Tenant Multi-Tenant
$400 = Construction Forecast: Deliveries will rise to 640,000 square feet this

Average Price per Square Foot

per square foot. In 2013, rents also increased 2.6 percent.

300 year, from 519,000 square feet in 2013.
» Vacancy Forecast: Vacancy will tighten 80 basis points in 2014 to 7
$200 percent. Vacancy improved 70 basis points last year.
$100 = Rent Forecast: Asking rents will advance 2.6 percent this year to $19.33
$0
09 10 1 12

13*  u Investment Forecast: More investors will target inland retail properties
. o Eatima as a housing recovery and job growth lessen perceived risks. Cap rates in
orecas stimate . .
Sources: CoStar Group, Inc., Real Capital Analytics these areas can run 50 basis points, or more, above coastal submarkets.
Market Forecast Employment: 3.1% a Construction: 121K A  Vacancy: 80 bps v Asking Rents: 2.6% a
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Up 1 Place 2014 Rank: 9 2013 Rank: 10

Houston

Houston Vacancy Retreats to Historically Low Level
Amid Qutsized Economic and Household Growth
H ouston’s energy firms continue to expand their local operations, driv-

ing elevated employment and household growth, and supporting

retailer expansion. The metro ranks near the top for in-migration,
which has contributed to above-average retail sales growth and renewed
residential development. Supermarket chains have been particularly ag-
gressive in the metro. H-E-B and Kroger have opened or remodeled doz-
ens of locations over the past few years, while Aldi is halfway to its goal of
opening 30 stores in the region. Other expanding grocers include Fiesta
Mart, Whole Foods, Sprouts, Trader Joe’s and The Fresh Market. Many of
the new stores are opening in traditional retail properties, but high land
prices in the urban core have led developers to incorporate supermarkets
and other retail into multifamily and mixed-use projects. Limited new
supply in the area has fueled rent growth and spurred retail development
in surrounding communities, such as Pearland, Deer Park, Conroe and
Cypress, where land is less expensive.

Transaction velocity should accelerate for the fifth consecutive year
in 2014 as Houston’s bright growth prospects attract investors and strong
property values encourage more owners to sell. Similar to 2013, REITs
will cull their portfolios of non-core properties, which last year included
mostly non- or lower-credit shopping centers in secondary locations. Such
deals can offer investors a 150- to 250-basis point advantage in cap rates
over grocery-anchored or high-credit strip centers, which sell in the mid-6
to low-8 percent range, depending on location. Cap rates for best-of-class
single-tenant assets start even lower. Newer bank and drugstore properties
near the Galleria, or in high-growth communities to the west and north-
west, can change hands at cap rates in the 5 to 6 percent range.

2014 Market Outlook

» 2014 NRI Rank: 9, Up 1 Place. Houston edged higher in the index
due to low vacancy and healthy projected rent growth.

» Employment Forecast: Local payrolls will rise 3.3 percent, or by
94,000 jobs, in 2014. Last year, employment grew 3.0 percent.

» Construction Forecast: Developers will deliver 2.4 million square feet
of retail space this year, up from 1.4 million square feet in 2013.

» Vacancy Forecast: Following a 60-basis point decline last year, Hous-
ton’s vacancy rate will improve 70 basis points to 6.1 percent in 2014.

» Rent Forecast: Tight conditions will support a 2.9 percent increase in
asking rents this year, pushing the average to $14.84 per square foot.

» Investment Forecast: The Woodlands is positioned for strong rent
growth as corporate expansion drives up land prices, challenging retail
developers. Assets in Woodlands Waterway, Hughes Landing or along
major thoroughfares should benefit most from restrained construction.

Market Forecast Employment: 3.3% a  Construction: 1M a
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Employment vs. Retail Sales

«== Employment Retail Sales
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Vacancy: 70 bps v Asking Rents: 2.9% a
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Indianapolis Up 6 Places 2014 Rank: 38 2013 Rank: 44

Indianapolis Retail Developers Becoming Active;

Employment vs. Retail Sales Performance Trends Positive
e= Employment Retail Sales . . X . .
12% s employers step up hiring in 2014, retail operations will strengthen,
o building on two years of rent gains and the lowest vacancy level in
g 9% more than seven years. Payrolls are already above pre-recession levels
Q and more than 7,000 jobs are expected in the relatively higher-paying pro-
3 . . . . Lo . .
% 6% fessional and business services sector. The increase in hiring will provide
3 households with more discretionary income, generating consumer spend-
§ /\/ ing. After a 9 percent jump in retail sales last year, retailers are expand-
ing, activating developers. Deliveries will triple in 2014 as nearly 550,000
% o 1 12 13 w square feet of space is completed. Roughly 70 percent of the space is ac-
counted for by new Meijer Supercenters in Whitestown and Plainfield,
: : and both stores are slated to open this summer. With little competitive
Retail Completions P P
800 space coming online, and demand for empty space rising, vacancy will
contract even further, pushing rents back to the seven-year high.
w
g 60 . : , ,
g Improving operations and higher yields compared to other markets
S 0 will draw retail investors to the Indianapolis metro this year. Single-tenant
Q . . . .
s net-leased assets will remain the primary focus of many investors at cap
< . . . . . .
8 00 rates that may dip below 6 percent for institutional-grade properties in
o . . . . . .
@ l prime locations like Keystone Crossing. A lack of quality assets listed for
0 - L sale in these desired areas has capital waiting on the sidelines or moving
10 11 12 13 14*

out farther from the metro core to net-leased assets in Greenwood or No-
blesville. Investors with a higher risk tolerance will consider multi-tenant

Asking Rent and Vacancy Trends properties where cap rates begin in the high-7 percent area for a well-

s16 #= Asking Rent = Vacancy 10% located grocery-anchored center. Double-digit yields can still be found in
5 the remaining distressed assets that are being cleared from books.
E $14 9%
3 l g 2014 Market Outlook
g $12 8% 3
£ # = 2014 NRI Rank: 38, Up 6 Places. Indianapolis moves up six spots in
Z:a $10 . P the NRI due to strong space demand.
= " 6% = Employment Forecast: Led by gains in the professional and business

10 1 12 13 14* services sector, Indianapolis employers will create 18,000 jobs in 2014,
a 1.9 percent expansion. This surpasses the 1.3 percent growth last year.

Sales Trends ;
mm Single-Tenant === Multi-Tenant = Construction Forecast: Construction will nearly triple last year’s pace,

$300 as roughly 550,000 square feet of space is delivered in 2014, a 0.8 per-

$225

cent inventory expansion.
» Vacancy Forecast: Rising tenant demand will push vacancy down 70
$150 basis points to 6.5 percent this year, as net absorption nears 1 million
square feet. In 2013, vacancy fell 50 basis points.
$75
» Rent Forecast: During 2014, asking rents will jump 1.8 percent to
09 10 11 12

<

Average Price per Square Foot

$0 $14.07 per square foot, well above last year’s 0.7 percent increase.
13**

» Investment Forecast: Mixed-use apartment projects with ground-floor
. retail space coming online in Fishers, Carmel and in downtown India-
* Forecast ** Estimate li ill ide b ith additi li ..
Sources: CoStar Group, Inc., Real Capital Analytics napolis will provide buyers with additional investment opportunities.

Market Forecast Employment: 1.9% a  Construction: 365K A Vacancy: 70 bps v Asking Rents: 1.8% a
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No Change 2014 Rank: 41 2013 Rank: 41

Jacksonville

Late Recovery in Jacksonville Providing
Opportunities for Buyers Seeking Distressed Assets

acksonville retail owners will record stronger operations this year as
J retailers lease space to make up for lost time. Vacancy peaked in the

area in mid-2012, more than two years after the national recovery
began. As a result, the upside potential in operations is significant, and
much of the improvement could be realized over the next two years. Retail
sales in the metro are anticipated to grow more than 6 percent in 2014,
lifting consumer spending to nearly 18 percent above the pre-recession
peak. The rise in retail sales should help operators overcome the shortfall
in occupied stock. Although space demand is 3.5 percent above the rate
at the beginning of the recession, the supply overhang jumps to nearly 2.5
million square feet when considering population growth. Nearly 500,000
square feet will be absorbed this year, and developers remain cautious
when considering construction, which is limiting supply growth to less
than 100,000 square feet. As conditions tighten, rent growth will resume
for the first time since 2008.

Investors seeking value-add plays will increasingly turn to Jacksonville
as the pace of operational improvement hastens at a time when nearby
metros provide fewer upside opportunities. Conditions in South Florida
have tightened considerably over the past few years, limiting the number
of available distressed properties. In Jacksonville, however, a late recovery
is providing listings that offer higher returns for buyers with a penchant
for filling dark space. In the single-tenant arena, plenty of buyers are avail-
able for assets occupied by national credits secured under long leases. A
stronger housing market in the Northeast and Midwest is aiding migra-
tion trends as baby boomers retire to Florida. Many of these investors will
exchange out of their management-intensive properties and purchase net-
leased assets near their retirement communities.

2014 Market Outlook

= 2014 NRI Rank: 41, No Change. High vacancy prevented Jacksonville
from improving in the NRI.

» Employment Forecast: Payrolls will rise 2 percent as 12,300 workers
are hired in 2014. Last year, 8,600 spots were created.

» Construction Forecast: Only 80,000 square feet of new space will
come online this year, following 211,000 square feet in 2013.

» Vacancy Forecast: The marketwide vacancy rate will decline 70 basis
points to 8 percent this year, following a 100-basis point drop in 2013.

» Rent Forecast: After a 2.6 percent decline in 2013, asking rents will rise
1.7 percent to $12.72 per square foot.

» Investment Forecast: Drugstores and other highly sought-after single-
tenant deals trade at cap rates close to 6 percent. First-year returns for
multi-tenant assets are approximately 150 basis points above that level.

Market Forecast Employment: 2.0% a  Construction: 131K v
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Employment vs. Retail Sales

«== Employment Retail Sales
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Kansas City

Down 6 Places 2014 Rank: 43 2013 Rank: 37

Year-Over-Year Change

Asking Rent per Square Foot Square Feet (thousands)

Average Price per Square Foot

Employment vs. Retail Sales
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Employment: 1.5% a  Construction: 314K A

Marcus g Millichap

Development on the Rise as Employment
Approaches Pre-Recession Peak

etail development in Kansas City will jump in 2014 as the local
Reconomy expands. Job growth in the higher-paying professional and

business services sector is forecast to lift payrolls to the 2008 peak
level this year, boosting spending and traffic at shopping centers. Retail
sales will grow 6 percent this year behind improving employment and
incomes. These economic trends are encouraging big-box retailer expan-
sion, particularly in Johnson County, Kansas, where IKEA is slated to
deliver its first Kansas store in Overland Park by year end. SCHEELS
broke ground last year on the sporting good retailer’s future flagship store,
a 220,000-square foot building in the Corbin Park retail village, set to
deliver in mid-2015. Strengthening operations alongside advancing de-
velopment in these areas may allow nearby operators to bump rental rates
over the near term.

West Coast buyers will remain active in the Kansas City retail mar-
ket this year, as the metro’s high-yield properties remain attractive relative
to core markets. Many of these buyers are institutions targeting lifestyle
centers, which frequently garner first-year returns in the mid-7 to low-
8 percent range in well-located areas within Johnson County. Grocery-
anchored neighborhood and strip centers will attract interest from smaller
private investment syndicates, as these assets’ ﬁrst-year returns can move
above the low-8 percent range depending on quality and location. In the
single-tenant segment, net-leased assets with national brand fast-food res-
taurants will attract interest from institutional buyers when offered in the
7 percent cap rate range.

2014 Market Outlook

= 2014 NRI Rank: 43, Down 6 Places. Meager rent growth eroded Kan-
sas City’s ranking, leading to a six-spot drop in this year’s index.

= Employment Forecast: Kansas City employers will add 15,000 workers
in 2014, increasing employment 1.5 percent from last year. In 2013,
6,900 jobs were created.

= Construction Forecast: Builders will complete 800,000 square feet of
retail space this year, expanding inventory by 0.9 percent. Last year,
486,000 square feet was delivered.

» Vacancy Forecast: Stronger tenant demand will push down vacancy 40
basis points to 7.9 percent this year, following a 20-basis point drop in
the metro during 2013.

= Rent Forecast: Average asking rents will rise 1.5 percent to $12.44 per
square foot in 2014, after a 2.5 percent drop last year.

» Investment Forecast: Investors targeting stabilized shopping centers
in Jackson County, Missouri and Johnson County, Kansas will drive
multi-tenant activity this year.

Vacancy: 40 bps v Asking Rents: 1.5% a
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Down 8 Places 2014 Rank: 42 2013 Rank: 34 Las Vegas

Rising Home Values Boost Las Vegas Outlook,
Early Stages of Improving Operations Employment vs. Retail Sales

«== Employment Retail Sales

he recent upturn in home prices and a brightening employment pic- 8%
Tture led by the leisure and hospitality, and professional and business A\

services sectors will support gradual progress in retail operations in 4%
2014. Well-located shopping centers are attracting tenants, helping to /-\/
push metrowide vacancy nearly 250 basis points below the 2011 peak. % >
Though the retail market is in the early stages of making headway, favor-
able demand-side trends are taking shape. The median home price rose
more than 20 percent last year, placing the metro among the top housing
markets in the country for price appreciation. As rising home values help -8%
stabilize household finances, consumers will step up spending. Shopping
centers near well-located suburban areas such as Summerlin stand to gain
the most from increased retail traffic. Development is accelerating along-
side these positive trends, with the Shops at Summerlin super regional mall
slated to open by year end, adding to the most space to deliver since 2009.

-4%

Year-Over-Year Change

10 1 12 13 14

Retail Completions
600
450

Demand for quality retail properties in Las Vegas is on the upswing

and many of the distressed assets favored by investors following the reces- 300
sion are no longer available. Lack of quality inventory is bidding up prices
of well-located properties in areas within the northwest and southeast part 190
of the metro. Steady demand persists among institutional and private in- .
* 1o 11 12 13 14+

vestors seeking single-tenant net-leased properties such as fast-food assets,
which trade in the 6 percent range, at least 25 to 50 basis points above core

Square Feet (thousands)

markets. In the multi-tenant sector, investors will target stabilized assets Asking Rent and Vacancy Trends

in grocery-anchored shopping centers in the high-6 to mid-7 percent cap mm Asking Rent  —— Vacancy

rate range when listed, depending on tenant mix and location. $22 13%

% $20 12%
2014 Market Outlook 5 <
@ 8

= 2014 NRI Rank: 42, Down 8 Places. Despite a decline in vacancy, j'% s18 11%%

lagging rent growth dropped this market eight spots. g &
o $16 10%

» Employment Forecast: Payroll growth will accelerate in 2014 as em- 3 I I l
ployers add 24,600 jobs, a 2.9 percent expansion. Last year, 16,600 slots $14 0 ” ” ” ™ 9%
were created.

» Construction Forecast: Developers will complete 560,000 square feet Sales Trends
in 2014, following a light year for construction in 2013 of less than mm Single-Tenant === Multi-Tenant
100,000 square feet. 5 $400

= Vacancy Forecast: Vacancy will tick down 30 basis points to 10.2 per- § $300
cent in 2014, following an 80-basis point drop in 2013. 3

S $200

s Rent Forecast: Average asking rents will dip 1.9 percent to $15.55 per £
square foot in 2014 as the rate of decline slows from previous years. & s$100

» Investment Forecast: Single-tenant investor demand will remain stable = ¢
as investors increase efforts to add well-located multi-tenant assets to 09 10 n 12 3=

their portfolios. _
* Forecast ** Estimate

Sources: CoStar Group, Inc., Real Capital Analytics

Market Forecast Employment: 2.9% a  Construction: 469K A  Vacancy: 30 bps v Asking Rents: 1.9% v
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2014 National Retail Report

Statistical
Vacancy Asking Rent Completions
(Year-End)? ($/Sq. Ft., NNN)? (000s of Sq. Ft.)?

MSA Name 11 12 13 14* 11 12 13 14* 11 12 13 14*
Atlanta 12.9% 12.5% 11.9% 11.1% $13.45 $12.91 $12.97 $13.24 654 858 1,087 600
Austin 6.8% 6.0% 55% 4.7% $17.59 $18.64 $18.35 $19.00 115 375 185 615
Baltimore 57% 5.3% 4.6% 4.1% $18.81 $18.72 $19.18 $19.75 564 1,424 157 540
Boston 53% 5.0% 4.7% 42% $15.43 $15.01 $15.57 $16.12 1,644 1,312 930 1,700
Charlotte 82% 83% 82% 7.4% $14.32 $14.06 $13.56 $13.78 497 1,081 1,724 800
Chicago 8.8% 89% 97% 89% $16.41 $16.63 $16.45 $16.70 1,113 260 1,955 2,300
Cincinnati 10.0% 9.3% 87% 8.0% $11.23 $12.85 $12.29 $12.52 1,081 176 86 300
Cleveland 9.1% 9.4% 9.3% 8.9% $11.09 $11.14 $11.37 $11.59 282 649 805 593
Columbus 10.1% 9.8% 87% 8.1% $11.70 $11.50 $11.34 $11.51 734 326 692 600
Dallas/Fort Worth 95% 8.6% 7.8% 7.2% $13.15 $13.39 $13.36 $13.70 2,734 1,911 1,880 3,000
Denver 78% 7.3% 6.4% 58% $14.42 $14.51 $14.34 $14.88 522 677 713 450
Detroit 104% 10.2% 9.8% 9.3% $11.60 $11.56 $11.72 $11.98 568 491 618 325
Fort Lauderdale 89% 85% 7.8% 7.0% $17.85 $18.36 $18.84 $19.33 255 398 519 640
Houston 75% 7.4% 6.8% 6.1% $13.96 $14.03 $14.42 $14.84 1,834 1,339 1,400 2,400
Indianapolis 78% 7.7% 72% 6.5% $13.53 $13.73 $13.82 $14.07 98 81 185 550
Jacksonville 9.3% 9.7% 87% 8.0% $13.20 $12.84 $12.51 $12.72 158 352 211 80
Kansas City 9.2% 85% 83% 7.9% $12.36 $12.58 $12.26 $12.44 384 320 486 800
Las Vegas 12.3% 11.3% 10.5% 10.2% $18.16 $15.94 $15.85 $15.55 255 325 91 560
Los Angeles 47% 53% 51% 4.5% $24.02 $23.82 $24.11 $24.71 1,389 358 873 1,100
Louisville 71% 6.8% 6.7% 6.2% $13.03 $11.92 $12.47 $12.75 155 53 96 660
Miami 47% 4.2% 4.2% 4.0% $23.74 $25.32 $25.01 $25.77 534 383 333 1,350
Milwaukee 8.0% 81% 7.5% 6.7% $11.99 $12.28 $11.42 $11.65 411 721 421 400
Minneapolis-St. Paul 6.3% 5.8% 52% 45% $13.74 $13.81 $13.49 $13.91 333 900 318 750
Nashville 6.3% 7.0% 6.5% 57% $12.94 $13.52 $13.62 $14.04 304 427 114 303
New Haven 6.1% 59% 50% 4.7% $16.47 $17.13 $17.68 $18.05 127 133 68 340
New York City 29% 29% 2.7% 2.3% $41.33 $42.95 $46.04 $47.87 292 249 84 720
Northern New Jersey 71% 7.3% 6.0% 57% $23.08 $24.18 $24.83 $25.57 487 24 44 400
Oakland 45% 45% 41% 3.7% $23.66 $22.27 $22.59 $23.24 147 721 561 40
Orange County 6.3% 6.0% 55% 4.7% $23.70 $22.72 $22.96 $23.75 240 333 89 320
Orlando 8.9% 8.6% 80% 7.2% $15.41 $14.78 $14.89 $15.16 399 516 374 400
Philadelphia 7.0% 6.9% 6.9% 6.5% $16.63 $16.36 $17.17 $17.32 756 1,077 691 1,200
Phoenix 124% 11.2% 10.4% 9.1% $15.19 $14.94 $14.67 $14.82 744 993 1,390 400
Pittsburgh 48% 4.4% 3.9% 3.4% $13.02 $12.95 $13.61 $13.87 372 452 119 360
Portland 55% 6.2% 54% 5.0% $16.52 $16.42 $17.05 $17.34 545 215 119 480
Riverside-San Bernardino 9.2% 9.2% 88% 8.0% $16.76 $15.85 $15.53 $15.92 291 912 380 700
Sacramento 10.1% 9.3% 83% 7.8% $16.80 $16.43 $16.46 $16.62 487 261 744 520
Salt Lake City 45% 4.0% 3.8% 3.3% $13.92 $12.93 $12.68 $12.85 490 1,245 124 200
San Antonio 8.0% 7.2% 6.6% 59% $14.97 $14.98 $14.89 $15.33 784 809 600 1,675
San Diego 54% 4.4% 4.6% 3.8% $21.27 $21.44 $21.80 $22.80 339 417 374 400
San Francisco 26% 23% 21% 1.9% $30.99 $31.32 $34.12 $35.78 60 10 80 110
San Jose 59% 52% 45% 4.0% $27.19 $27.38 $30.14 $31.42 203 220 299 650
Seattle 74% 6.3% 62% 53% $17.65 $18.51 $18.25 $18.96 730 703 533 630
St. Louis 9.0% 8.6% 81% 7.7% $12.37 $12.28 $12.13 $12.26 303 441 729 130
Tampa 83% 7.8% 7.7% 7.5% $13.70 $13.73 $13.99 $14.13 732 572 382 820
Washington, D.C. 53% 52% 4.8% 4.3% $24.31 $24.43 $25.64 $26.01 1,382 655 1,449 1,000
West Palm Beach 9.5% 87% 82% 7.9% $17.34 $17.28 $17.03 $17.35 263 35 425 775
U.S. Total 8.0% 7.6% 7.2% 6.5% $16.29 $16.18 $16.36 $16.77 29,354 27,559 26,076 51,000

* Forecast 2 See Statistical Summary Note on page 64.
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2014 National Retail Report

Summary
Household Employment Unemployment
Income? Change? Rate?

12 13 14+ 11 12 13 14+ 11 12 13 14 MSA Name
$56,664  $57,726  $59,859  1.9%  2.4%  25%  31%  9.4% 85% 7.2% 59% Atlanta
$59,045  $59,831  $61,100  3.3%  41% 2.8% 47%  63% 52% 49% 47% Austin
$69,322  $70,774  $72,841  1.9%  21%  1.4% 19%  7.3% 7.1% 66% 6.2% e
$72,940 $74,756 $77,608 1.3% 1.6% 1.8% 1.6% 6.2% 6.1% 6.2% 6.0% Boston
$53,514  $55356  $57,758  2.4%  3.7%  2.6% 25% 100% 94% 7.4% 6.3% Charlotte
$60,526  $62,909  $64,916  1.4%  14%  15%  1.8%  9.4% 8.8% 87% 7.8% Chicago
$53,329  $54,060  $55550 1.7%  05%  0.7% 11% 7.8% 6.6% 7.0% 6.5% Cincinnati
$48,461  $49,721  $51,583  1.4%  15% -0.6% 09%  7.4% 6.8% 7.3% 6.3% Cleveland
$54,199  $55328  $57,120  3.3%  1.6%  1.3% 22% 67% 56% 63% 6.0% T
$58,231  $59,101  $60,856  2.5%  3.6%  2.2% 3.0% 7.3% 6.0% 58% 53% Dallas/Fort Worth
$62,127  $63,418  $65795  2.1%  2.6%  2.4% 3.8%  8.4% 7.4% 6.1% 51% TTe—
$51,629  $51,584  $53,329  32%  09%  0.8% 1.1% 105% 10.7% 89% 8.1% Detroit
$49,638  $52,104  $54572  24%  21% 27% 31%  82% 6.7% 54% 52% e
$58,372  $58,981  $60,456  3.2%  3.8%  3.0% 33% 7.5% 6.1% 58% 5.0% Houston
$53,244  $55271  $56,953  3.0%  2.0% 1.3% 1.9%  82% 7.8% 65% 56% Indianapolis
$51,873  $57,384  $55580  0.3%  2.7%  14%  2.0%  91% 7.5% 59% 6.1% Jacksonville
$56,225  $57,384  $59,660  1.1%  1.2% 07% 15% 71% 65% 57% 4.6% Kansas City
$50,006  $51,618  $53,197  1.4%  25%  2.0% 29% 12.6% 9.9% 9.0% 8.0% Las Vegas
$54,474  $56,453  $58,540  0.8%  2.2%  12%  21% 11.8% 10.3% 9.2% 8.3% Los Angeles
$47,981  $48,659  $50,410  0.2%  3.2%  1.7% 3.0% 89% 7.6% 7.6% 7.0% Louisville
$42,053 $44,706 $46,565 2.1% 1.4% 2.2% 2.6% 9.8% 89% 7.5% 6.2% Miami
$53,256  $54,578  $56,842  0.4%  1.3%  0.6% 1.4% 7.7% 7.3% 6.8% 5.3% Milwaukee
$67,696  $69,280  $71,285  25%  1.9%  2.0% 23% 57% 52% 43% 4.3% Minneapolis-St. Paul
$53,569  $53,875  $550992  3.5%  41%  23% 27% 7.1% 6.1% 62% 58% Nashville
$71,743  $71,817  $73,347  09%  0.7%  09% 1.3%  8.4% 82% 7.5% 6.4% New Haven
$52,745  $54701  $56,627  2.4%  2.0%  2.4% 2.8%  81% 80% 6.6% 56% New York City
$68,871  $71,788  $74,381  0.4%  1.6% 0.6% 1.6%  91% 9.1% 7.6% 6.7% Northern New Jersey
$71,998 $74,301 $77,199 1.6% 2.7% 0.2% 2.1% 9.7% 84% 6.9% 6.1% Oakland
$72,562  $74,914  $78033  11%  2.7%  24%  27%  82% 7.0% 57% 53% Orange County
$47,486  $49,013  $50,338  2.0%  2.1%  3.0% 33% 93% 7.7% 59% 59% Orlando
$62,508  $64,200  $65972  0.2%  11%  0.4% 12%  8.4% 86% 7.5% 6.6% Philadelphia
$52,765  $54,576  $56,670  2.0%  2.8%  25% 26% 7.8% 6.7% 6.6% 54% Phoenix
$50,027  $51,149  $52,857  1.4%  09%  12% 21% 7.0% 7.2% 66% 58% Pittsburgh
$58,358  $60,071  $62,004  2.0%  09%  2.3% 3.1% 85% 7.7% 6.6% 6.3% Portiand
$52,418 $54,462 $56,709 0.6% 3.0% 1.2% 23% 12.8% 11.3% 9.5% 8.9% Riverside-San Bernardino
$57,444  $59,812  $62,500  0.8%  1.3%  2.1% 21% 11.1% 9.8% 80% 7.0% Sacramento
$60,762  $63,873  $66,368  2.7%  3.6% 21% 23%  6.0% 53% 42% 3.8% Salt Lake City
$49,001  $50,773  $51.962  21%  2.7%  0.7% 27%  7.0% 59% 58% 56% San Antonio
$61,954  $63,885  $66,538  1.1%  2.4%  1.8% 25%  95% 84% 69% 6.1% San Diego
$80,345  $82,542  $85033  3.5%  4.3%  2.6% 2.8%  7.6% 64% 51% 4.7% San Francisco
$94,728  $98,788 $102,893  25%  3.9%  3.4%  27%  93% 7.9% 63% 59% San Jose
$66,706  $68,028  $70,523  2.0%  2.5%  2.6% 26%  8.1% 6.8% 59% 6.1% Seattle
$52,066  $53792  $55850  0.9%  0.3%  0.6% 1.1%  82% 7.0% 6.6% 58% St. Louis
$44,705  $47,216  $49,171  1.9%  2.2%  3.0% 2.8%  9.7% 7.9% 63% 6.1% Tampa
$90,169  $91,426  $92,849  1.2%  12%  0.8% 1.3% 58% 54% 53% 4.7% Washington, D.C.
$50,957  $54,261  $56,886  2.8%  1.4%  25%  3.1%  9.7% 83% 65% 6.6% West Palm Beach
$51,837 $52,810 $54,956 1.6% 1.7% 1.7% 2.0% 85% 7.9% 6.7% 6.2% U.S. Total

* Forecast 2 See Statistical Summary Note on page 64.
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Los Angeles Up 1 Place 2014 Rank: 10 2013 Rank: 11

Housing Driving Demand in Qutlying Areas;
Employment vs. Retail Sales Strong Submarkets Lift Countywide Rents

«== Employment Retail Sales

8% fter remaining in neutral for much of last year, the Los Angeles re-

Atail market will gain some traction in 2014. Vacancy has stubbornly

remained above 5 percent for most periods following the end of the

recession in mid-2009 and begins the year at twice the pre-recession rate.

4% Although space demand has climbed since that time, developers continue

to add new space in the most desirable areas, preventing a broad-based

2% tightening in the market. Most operators can expect much of the same

__/\/ this year as only half of the 1 million square feet scheduled for delivery

0% . has leasing commitments. Tourism, which reached a record 42.2 million

10 B 1z s 1 people last year in Los Angeles, will support lower retail vacancy in areas

where space is already limited. In West Los Angeles, for example, vacancy

at neighborhood/community centers is already sub-5 percent. This year’s

improvement will largely come in outlying areas where a resurgent hous-
ing market is drawing retailers to long-dark in-line space.

6%

Year-Over-Year Change

Retail Completions
2,000

1,500

Investment activity should accelerate this year as local and foreign
1 . . . .
/000 buyers chase higher yields in the multi-tenant sector, though some hurdles
will persist. The imbalance of buyers and sellers in the market is mak-
. ing each transaction fragile, and carrying a deal from a signed agreement
10 1" 12 13 14*

(21
[=]
=]

Square Feet (thousands)

through the close of escrow can be a delicate process. While buyers are
willing to assume greater risk in the multi-tenant segment, due diligence is
intense compared with the last recovery cycle. As a result, the bid-ask gap

0

Asking Rent and Vacancy Trends can have a 200-basis point spread in cap rates before settling into the mid-
mmm Asking Rent —— Vacancy 6 percent range for stabilized Class B/C deals. Most local buyers continue
$26 7% to seek value-add plays. Older, poorly managed properties in locations
g with favorable demographics and high traffic counts are highly sought af-
E $25 6% _ ter. Investors with a tenant-in-tow and willing to inject capital into the
g g property can realize worthwhile upside in these deals.
g $24 [ N 5% 3
E )
2 s 2014 Market Outlook
2 $23 4%
g I I i = 2014 NRI Rank: 10, Up 1 Place. Los Angeles stepped into the top 10
2 7 1 12 13 e P of this year’s NRI due to healthy job growth and low vacancy.

= Employment Forecast: Employers will create 81,000 jobs this year, a

Sales Trends 2.1 percent increase. Last year, 45,100 spots were generated.

mmm Single-Tenant Multi-Tenant

$400 = Construction Forecast: Development will tick up to 1.1 million square

300 feet of space in 2014, surpassing 2013’ total by 227,000 square feet.
= Vacancy Forecast: Vacancy will finally slip below the 5 percent thresh-
$200 old this year, finishing the year at 4.5 percent, a 60-basis point fall.
$100 » Rent Forecast: Asking rents will climb for the second consecutive year
09 10 1 12

Average Price per Square Foot

to $24.71 per square foot, an annual gain of 2.5 percent.

$0
13 » Investment Forecast: Investors targeting single-tenant deals will find

opportunities in the county, though they could be disappointed at the

* Forecast ** Estimate . . . .
pedestrian pace that cap rates are inching higher.

Sources: CoStar Group, Inc., Real Capital Analytics
Market Forecast Employment: 2.1% a  Construction: 227K A Vacancy: 60 bps v Asking Rents: 2.5% a
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Down 7 Places 2014 Rank: 37 2013 Rank: 30

Louisville

Falling Vacancies Trigger Rent Gains;
New Outlets Coming to Louisville

ouisville’s retail operations are gaining momentum behind strong
Lhealthcare and government employment gains and elevated consum-

er spending, spurring significant development. Last year, the metro
surpassed pre-recession employment levels and will continue its upward
trajectory in 2014. Healthy job gains will support a 5.5 percent rise in
retail spending, motivating tenants to increase their local footprint. This
year will mark the fourth year of declining vacancy, which is evidence of
heightened retailer demand and encouraging new space delivery. The larg-
est project, The Outlet Shoppes at Louisville, will span 370,000 square
feet along Interstate 64, with more than 80 retailers. West of the outlet
center, builders will complete Middletown Commons, a 230,000-square
foot shopping center with tenants including Ross, Hobby Lobby, and
Rack Room Shoes. Beyond the two shopping centers, construction main-
ly consists of smaller, heavily pre-leased retail developments east of the
metro. Overall, tenant demand will generate the highest net absorption in
more than five years, allowing operators to lift rents.

Improving retail fundamentals and higher yields will intensify investor
interest in the metro, boosting transaction activity this year after previous
periods of low velocity. Overall, average cap rates fall in the mid-7 to low-8
percent range. Out-of-state investors, most notably from the West Coast
and Midwest, will target assets downtown and in northeastern suburban
neighborhoods, where vacancy trends below the metro average. As buyer
demand outpaces for-sale inventory, investors will widen their search pref-
erences, shifting from the single-tenant to multi-tenant segment. Com-
petitively priced properties will receive multiple bids, motivating owners
with stabilized assets to consider listing ahead of rising interest rates.

2014 Market Outlook

= 2014 NRI Rank: 37, Down 7 Places. Other markets are further along
in the their recoveries, resulting in Louisville’s drop in the index.

» Employment Forecast: Employers will add 19,100 workers to payrolls
in 2014, representing a 3 percent gain in total employment. Last year,
10,600 jobs were created.

» Construction Forecast: Builders will complete 660,000 square feet of
retail space, up from the 96,000 square feet delivered last year.

» Vacancy Forecast: By year end, vacancy will fall 50 basis points to 6.2
percent, building on last year’s decline of 10 basis points.

» Rent Forecast: Tighter vacancy will support a 2.2 percent bump in asking
rents this year to $12.75 per square foot. In 2013, rents rose 4.6 percent.

» Investment Forecast: Strong institutional-grade buyer demand for
high-credit single-tenant assets has compressed cap rates to the high-6
to low-7 percent range.

Market Forecast Employment: 3.0% a Construction: 564K a

2014 Annual Report
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Year-Over-Year Change

Asking Rent per Square Foot Square Feet (thousands)

Average Price per Square Foot

Vacancy: 50 bps v

Employment vs. Retail Sales

«== Employment Retail Sales
8%
6%
4%
2%
0%
10 1 12 13 14*
Retail Completions
800
600
400
200 I
. H = =
10 1 12 13 14+
Asking Rent and Vacancy Trends
mmm Asking Rent Vacancy
$14 9%
$13 8%
<
)
‘ 8
$12 ~— 7% 53
o
)
(1]
$11 6%
$10 5%
10 1 12 13 14

$300

$225

$150

$75

$0

Sales Trends

mmm Single-Tenant Multi-Tenant

09 10 1 12

* Forecast ** Estimate
Sources: CoStar Group, Inc., Real Capital Analytics
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Asking Rents: 2.2% a
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Miami

Up 5 Places 2014 Rank: 12 2013 Rank: 17

Employment vs. Retail Sales

e== Employment

Retail Sales
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Employment: 2.6% a
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Investor Demand For Miami-Dade Intensifies as
Economy and Housing Market Post Gains

etail completions will triple in Miami-Dade this year, but most proj-

ects slated for delivery are either build-to-suit or heavily pre-leased.

The most sizable share of new supply will come online in the Airport
submarket, which boasts sub-4 percent vacancy. Within the area, IKEA is
underway on a 416,000-square foot store near Dolphin Mall, and Target
and Publix have signed on to anchor a new retail center a few miles to
the east. The Airport submarket’s appeal stems from its accessibility via
multiple arterial roadways, and also from renewed residential construc-
tion, particularly in Doral, where redevelopment efforts are regaining trac-
tion. Throughout the metro, other stalled projects are also re-emerging.
In Miami Gardens, a Wal-Mart Neighborhood Market is now slated for
a scaled-down version of a shopping center that initially broke ground in
2008, while in Downtown Miami, Macy’s and Bloomingdale’s recently
committed to the massive Miami Worldcenter development. Retailer op-
timism for Downtown Miami should rise over the next several quarters
thanks to resurgent high-rise construction and growing buzz surrounding
a new convention center and All-Aboard train station.

Economic growth and a housing market recovery will bolster inves-
tor demand for retail properties this year. In 2013, sales velocity pushed
beyond the pre-recession level, and likely would have increased more if
not for a shortage of quality listings. This shortfall, along with an influx of
out-of-state and foreign capital, has created a highly competitive climate,
driving down cap rates for better-quality assets. In the multi-tenant sec-
tor, cap rates average 8 percent, but can slip into the 6 to 7 percent range
for well-located anchored properties and strip centers with multiple credit
tenants. Single-tenant cap rates, on other hand, start in the mid- to high-5
percent range for newer drugstores, but they average closer to 7 percent.

2014 Market Outlook

= 2014 NRI Rank: 12, Up 5 Places. A strong housing market recovery
and high household incomes boosted Miami five spots in the ranking.

= Employment Forecast: Miami-Dade employers will add 27,000 jobs in
2014, a gain of 2.6 percent. Last year, payrolls increased 2.2 percent.

= Construction Forecast: Retail completions will rise to an estimated 1.4
million square feet this year, up from 333,000 square feet in 2013.

» Vacancy Forecast: After holding steady through 2013, metrowide va-
cancy will slip 20 basis points this year to 4 percent.

= Rent Forecast: Tightening conditions will support a 3 percent uptick in
asking rents this year, pushing the average to $25.77 per square foot.

= Investment Forecast: The emergence of an arts and entertainment dis-
trict in the Wynwood neighborhood may present less-risk-averse inves-
tors with strong turnaround and redevelopment opportunities this year.

Construction: 1M a Vacancy: 20 bps v Asking Rents: 3.0% a

2014 Annual Report




Down 4 Places 2014 Rank: 40 2013 Rank: 36

Milwaukee

National Retailers Bullish on Milwaukee

Sparking Interest Among Investors

ocal employers continue to replace jobs lost during the recession,
Lpushing unemployment to the lowest rate in more than five years.

Increased optimism in the local economy has moved retail construc-
tion projects forward and unleashed pent-up demand from new national
retailers eager to enter the market. The state’s first Nordstrom Rack and
Saks Off 5th will open this year in Mayfair Collection in Wauwatosa. The
270,000-square foot center will come online in the second quarter more
than 85 percent leased. Work is underway in Mayfair Mall for the de-
but of a full-line Nordstrom and the Container Store. Construction will
also begin later this year on Corners of Brookfield, a 460,000-square foot
center with the metro’s first Von Maur. Also, inline space throughout the
metro is being absorbed by expanding national retailers, Firehouse Subs,
Dunkin’ Donuts, and Mattress Firm are just a few planning to add new
locations this year.

The brightening retail landscape and new national retailers are draw-
ing more out-of-state buyers to retail assets in the region. REIT and in-
stitutional investors are selectively targeting net-leased single-tenant assets
throughout the metro, with at least seven-year lease terms. Initial yields for
these properties typically average in the 7 percent range. Properties with
shorter-term leases or local franchises are being purchased by private buy-
ers at cap rates in the 8 percent range. With retail operations improving
and fewer single-tenant assets available, more private and syndicate inves-
tors are willing to take on additional risk in multi-tenant assets. These buy-
ers are placing emphasis on quality locations with national and regional
tenants and market-rate rents. Small assets near strong retail hubs will
garner significant attention at cap rates starting in the low-8 percent range.

2014 Market Outlook

= 2014 NRI Rank: 40, Down 4 Places. Milwaukee’s retail operations are
improving, but projected performance was outpaced by other markets.

s Employment Forecast: Nearly 12,000 workers will be added to pay-
rolls in 2014, a 1.4 percent gain. The largest growth will be in the edu-
cation and health services sector. In 2013, 5,200 job were created.

» Construction Forecast: Developers will bring 400,000 square feet of
retail space online this year, a 0.7 percent increase in inventory. This is
down from the 421,000 square feet of space that was delivered in 2013.

s Vacancy Forecast: Following a 60-basis point decline last year, vacancy
will drop 80 basis points to 6.7 percent in 2014.

» Rent Forecast: As vacancy falls back to 2008 levels, operators will boost
asking rents 2.0 percent to $11.65 per square foot this year.

s Investment Forecast: Mixed-use buildings with ground-floor retail will
provide investment opportunities near the downtown core.

Market Forecast Employment: 1.4% A  Construction: 21K v
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Employment vs. Retail Sales

«== Employment Retail Sales
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* Forecast ** Estimate
Sources: CoStar Group, Inc., Real Capital Analytics

Vacancy: 80 bps v Asking Rents: 2.0% a
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Minneapolis-St. Paul

Down 1 Place 2014 Rank: 22 2013 Rank: 21

Employment vs. Retail Sales

«== Employment Retail Sales
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Employment: 2.3% a  Construction: 432K A
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Strong Job and Income Gains to Boost the
Minneapolis-St. Paul Retail Market
M ore than 30,000 jobs will be added to payrolls in 2014, fueling ad-

ditional spending and encouraging retailers to open new locations

throughout the metro, leading to lower vacancy and higher rents.
Gains in higher-paying employment sectors will raise the median house-
hold income 3 percent annually, to roughly 25 percent above the national
median. Higher incomes will support stronger retail sales and tenant de-
mand. Leasing activity will climb this year as Hobby Lobby, Pet Supplies
Plus and Salon Concepts are among the retailers announcing new stores.
In addition to these expansions, demand for space has activated develop-
ers. An outlet mall in Eagan will comprise half of this year’s deliveries,
while many mixed-use apartment buildings coming online in Minneapolis
also contain a retail component. As retailers fill spaces, tightening vacancy
will put rents on an upward trajectory, improving retail operations.

A vibrant retail market is attracting capital to the metro. Many investors
are redeploying profits from other investments into real estate to diversify
their portfolios. Others are exchange buyers seeking higher yields in retail as-
sets. Buyers will continue to outpace sellers as many owners who refinanced
are choosing to hold, resulting in aggressive pricing. With values rising,
owners without a long-term hold strategy may bring assets to market while
buyer interest is piqued and ahead of a further increase in the cost of borrow-
ing. Investors are particularly interested in retail assets along the green light
rail line which runs mainly along University Avenue between Minneapolis
and St. Paul. Properties near Stadium Village and in downtown St. Paul will
likely register a boost in operations when the trains begin service in June.

2014 Market Outlook

s 2014 NRI Rank: 22, Down 1 Place. Minneapolis-St. Paul’s tightening
retail operations keeps it in the middle tier of the index.

= Employment Forecast: Payrolls will jump 2.3 percent in 2014 with
the creation of 42,000 jobs. Nearly 7,000 jobs will be in the relatively
higher-paying education and health services sector.

» Construction Forecast: Developers will complete 750,000 square feet
of retail space this year, up from 318,000 square feet last year.

» Vacancy Forecast: The combination of little spec construction and ris-
ing retailer demand will push vacancy down 70 basis points to 4.5 per-
cent this year. In 2013, vacancy fell 60 basis points.

= Rent Forecast: As vacancy returns to pre-recession levels, operators will
push rent growth. Asking rents will advance 3.1 percent to $13.91 per
square foot in 2014, up from a 2.3 percent drop last year.

» Investment Forecast: The resumption of housing construction in
Lakeville and Rogers should bode well for retail operations and property
values in outlying submarkets this year, attracting investors.

Vacancy: 70 bps v Asking Rents: 3.1% a
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NEW 2014 Rank: 18 2013 Rank: NA

Nashville

Surge in Healthcare Payrolls Boosts Jobs,
Retail Sector Performance Accelerating
N ashville’s growing healthcare sector will bolster spending and attract

new retailers, helping boost net absorption and support rent growth

this year. Employment will outpace the national average for the fifth
consecutive year due in part to education and health services hiring and
company expansions. Both UBS and Aramark announced plans to cre-
ate 1,000 jobs, while Amazon will add 500 workers to its Murfreesboro
fulfillment center. The increased daytime population and foot traffic in
these areas will encourage retailers to fill available space at nearby shop-
ping centers. Retail developers will capitalize on rising demand and pick
up the pace of construction. Projects will predominately be build-to-suit
in central Nashville and Williamson County, where substantial residential
development is occurring. One of the largest deliveries this year is the
52,000-square foot Gander Mountain store in Mt. Juliet. Retailer leasing
activity will rise as fitness centers, dollar stores and restaurants expand in
the metro. New leases will generate more than 1 million square feet of net
absorption, the highest annual surge in occupied space since 2008.

Nashville’s favorable population and economic growth will sustain
heightened buyer interest. Single-tenant properties will account for the ma-
jority of transaction activity, yet cap rate compression in this segment will
motivate some investors to shift attention to multi-tenant assets. Local and
out-of-state buyers, particularly from California, will target stabilized prop-
erties with corporate-backed tenants in the CBD and in suburbs southwest
of the core. Value-add opportunities are highly sought-after yet limited as
owners enjoying rent recovery are not motivated to bring assets to mar-
ket. In coming months, owners of re-stabilized neighborhood centers will
strongly consider divesting, creating more opportunities for buyers.

2014 Market Outlook

= 2014 NRI Rank: 18, New to NRI. With strong rent growth, the Music
City debuts in the ranking in the top-20 markets.

» Employment Forecast: Local employers will hire 22,000 workers this
year, expanding payrolls 2.7 percent. In 2013, 18,400 jobs were added.

» Construction Forecast: In 2014, builders will deliver nearly 303,000
square feet of retail space, up from the 114,000 square feet completed
last year.

» Vacancy Forecast: Vacancy will contract 80 basis points to 5.7 percent
this year. Last year, vacancy fell 50 basis points.

s Rent Forecast: Asking rents will advance 3.1 percent to $14.04 in 2014.
Rents rose 0.7 percent in 2013.

» Investment Forecast: First-year yiclds for single-tenant assets typically
begin at 6 percent for drugstores and rise to the 7 to 8 percent range for
dollar stores.

Market Forecast Employment: 2.7% a  Construction: 189K a
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Employment vs. Retail Sales

«== Employment Retail Sales
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Vacancy: 80 bps v Asking Rents: 3.1% a
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New Haven Down 7 Places 2014 Rank: 34 2013 Rank: 27

Rents Climb as Vacancy Tightens in
Employment vs. Retail Sales New Haven and Fairfield Counties

«== Employment Retail Sales

8% iring in the professional and business services, and the leisure and
H hospitality sectors in New Haven and Fairfield counties will lead to

above-average employment gains this year, creating new households

and increasing space demand. As vacancy tightens below 5 percent this
4% year, merchants looking to expand will backfill existing space. Petco and
T] Maxx, for example, have both penned leases to fill a recently vacated

2% Shaw’s Supermarket at Waterbury Plaza in Waterbury. The majority of
e new space coming online this year will be in a new mixed-use develop-
% » " ” - ment with a large retail component in downtown Norwalk. Limited de-
liveries of the past several years will reduce the impact of new supply on

vacancy, despite a near five-fold increase in construction from last year.
Strong competition among tenants for limited space will enable operators

6%

Year-Over-Year Change

Retail Completions

30 to lift asking rents.
g
g 20 Improving operations in 2014 will boost sales velocity modestly in
£ the two-county market as property values edge closer to pre-recession lev-
3 180 els. Higher yields than in the New York and Boston will attract interest
e w0 from out-of-state buyers. Rising occupancy and rent among multi-tenant
2 assets will lower risk, and financing will become more widely available.
[ | . As the competitive investment market heats up, buyers will be drawn to
® o 1 12 13 14+ multi-tenant retail centers, where initial yields start in the low-8 percent
range. Unanchored strip centers will bring first-year returns beginning in
Asking Rent and Vacancy Trends the high-9 percent range. Sparse listings of single-tenant properties will
mmm Asking Rent —— Vacancy compress cap rates to the mid- to low-7 percent range.
$19 %
g 2014 Market Outlook
% $18 6% -
g . g = 2014 NRI Rank: 34, Down 7 Places. Weak employment and rent
g $17 5% E;j growth forecasts dropped New Haven in this year’s NRI.
) &
Ev $16 5 » Employment Forecast: Employers in the two-county market will in-
) crease head counts by 1.3 percent with the addition of 10,000 jobs in
$15 3% 2014. Employment advanced by 0.9 percent in 2013.
10 11 12 13 14+
n Construction Forecast: Builders will expand existing inventory by
Sales Trends 340,000 square feet this year. In 2013, only 68,000 square feet was
mmm Single-Tenant Multi-Tenant brought online.
. $400
8 » Vacancy Forecast: In 2014, vacancy in New Haven and Fairfield coun-
§ $300 ties will decline 30 basis points to 4.7 percent. Vacancy dropped 90
é basis points last year.
& s200
£ = Rent Forecast: Decreasing available space will allow owners to raise ask-
% $100 I ing rents 2.1 percent to $18.05 per square foot.
$
% » Investment Forecast: After a dip in transaction velocity last year, more
09 10 1 12

13 retail property owners will be motivated to sell ahead of rising interest
rates that could lower the purchasing ability of many buyers. Properties

* Forecast ** Estimate . . . :
in Fairfield County will hold the greatest appeal to investors.

Sources: CoStar Group, Inc., Real Capital Analytics
Market Forecast Employment: 1.3% a  Construction: 272K A Vacancy: 30 bps v Asking Rents: 2.1% a
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No Change 2014 Rank: 1 2013 Rank: 1 New York City

New York’s Growing Economy Fosters Optimism
Among Investors and Developers Employment vs. Retail Sales

. . . «= Employment Retail Sales
hriving economic growth throughout the five boroughs, stemming  12%
from strong gains in employment a.nd tourism, is paying d1v1'denfls .
for retail property owners and spurring construction. Job creation in = £ 9%
. . . . . .. <
the healthcare and hospitality sectors, along with higher-paying positions 9
. . . . . §
in the technology industry, will help boost the median household income 3 6%
by 4.0 percent in 2014, supporting a 3.5 percent jump in retail sales. New é’
ork City expects to welcome a recor million tourists this year, con- § 3% —
York City expects to wel d 55 mill this year, § 3%
. . . . >
tributing to elevated spending at local stores. These favorable economic -
conditions will attract a wide array of retailers who are willing to overcome % » " . "

high barriers to entry in the nation’s largest city. As demand for retail space
strengthens, developers will accelerate construction to a six year high. The

biggest construction projects in 2014 will be heavily concentrated in the Retail Completions

. . . . : 800
Bronx. Despite elevated construction levels, retail vacancy will fall again
this year as tenants absorb nearly 900,000 square feet. Intense competition
L . . . 600
for limited space will enable operators to increase asking rents.
400

Investors in the New York City retail market will outnumber available
properties this year as an improving economy encourages optimism and
boosts sales velocity. Demand for top-tier retail properties in Manhattan

200
will rise this year as many buyers focus their attention on retail condos. 0 - -

Square Feet (thousands)

The northern areas of Brooklyn will attract interest from institutional in- 10 1 12 13 14+
vestors, REITs, and high-net-worth individuals from Manhattan. Most

private buyers have been priced out of the northern areas and are focusing Asking Rent and Vacancy Trends
on strip centers in Brooklyn’s southern neighborhoods with stable tenants, mm Asking Rent == Vacancy
generating first-year returns in the high-7 to high-8 percent range. $50 4%

$45 3%

$40 2%
$35 1%
» Employment Forecast: This year, employers will add 112,600 positions
%
10 11 12 PR

2014 Market Outlook

= 2014 NRI Rank: 1, No Change. New York City retains the top spot in
the NRI this year as jobs and tourism are both forecast to grow.

Asking Rent per Square Foot
ajey Aoueoep

to payrolls, a 2.8 percent lift. $30

» Construction Forecast: Developers will increase existing retail invento-
ry by roughly 1.6 percent this year with the addition of 720,000 square Sales Trends

feet. In 2013, less than 100,000 square feet was completed. 5800 mm= Single-Tenant == Multi-Tenant

» Vacancy Forecast: Strong space demand in the city will push vacancy
down 40 basis points to 2.3 percent in 2014. Last year, vacancy dipped

20 basis points.
$500
s Rent Forecast: Operators will raise asking rents 4 percent to $47.87 per  ;
square foot this year. $350
» Investment Forecast: Investors from out-of-state will seck single-tenant $200
09 10 11 12 1

assets in Brooklyn and Queens. Cap rates for these assets will begin in
the 5 to 6 percent range.

$650

Average Price per Square Foot

ok

* Forecast ** Estimate
Sources: CoStar Group, Inc., Real Capital Analytics

Market Forecast Employment: 2.8% a  Construction: 637K A  Vacancy: 40 bps v Asking Rents: 4.0% A
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Northern New Jersey Down 12 Places 2014 Rank: 31 2013 Rank: 19

Retailer Expansion Supports Strengthened

Employment vs. Retail Sales Operations; Investor Confidence Rises
«== Employment Retail Sales
12% mployment gains in the professional and business services and finan-
cial activities sectors will boost household income and retail spending
8% this year, producing healthy returns for investors across the North-

ern New Jersey region. Owners of restaurant chains and grocery stores, in
4% particular, will be opening new stores in the area as economic conditions

improve, lifting retail sales. In order to accommodate expanding retailers,
0% ,—-—/\/ construction output will increase tenfold from last years depressed level.

The majority of new construction will come online pre-leased, limiting the
-4% 0 » " ” - impact of the additional square footage on vacancy. Marketwide, vacancy

will fall again this year, edging closer to pre-recession levels. Competition
among tenants for limited available space will enable operators to lift ask-
ing rents for the third year in a row.

500
Buyer demand will exceed the supply of available retail properties
in 2014 as investors chase yields in a compressing cap rate environment.
I |
10 1 12

Year-Over-Year Change

Retail Completions

w
N
(2]

Retail properties in the more densely populated areas along the Hudson
River will attract 1031-exchange buyers from New York City. Owners of
single-tenant assets with strong creditworthy tenants and long-term leases

Square Feet (thousands)
N
(1]
(=]

1% can expect to trade in the high-4 to mid-5 percent range. Strip centers
[ ] in densely populated retail shopping areas will garner first-year returns
0 13 14+ in the low-6 to low-7 percent range. As initial returns in these core retail
hubs contract, many buyers will look to suburban areas for higher yield
Asking Rent and Vacancy Trends potential. In these submarkets, assets along major highways and near train
mmm Asking Rent —— Vacancy stations will receive multiple offers at or above asking prices. Strong up-
$26 8% side, stemming from improving fundamentals throughout Northern New
Jersey, will create high levels of interest among opportunistic buyers seek-

$25 7% ing value-add properties.

$24 6%

2014 Market Outlook

$23 I I I 5% = 2014 NRI Rank: 31, Down 12 Places. A combination of weak em-
10 1 12 13 14+

Asking Rent per Square Foot
ajey Aoueoep

ployment growth and heathier markets entering the index pushed

4% Northern New Jersey down 12 spots.

$22
= Employment Forecast: Employers in the region will add 30,000 posi-

Sales Trends tions to payrolls this year, a gain of 1.6 percent.

mmm Single-Tenant Multi-Tenant
5 00 s Construction Forecast: Developers will complete 400,000 square feet
(] . . .
s 300 of retail space, expanding inventory by 0.8 percent.
g
‘g » Vacancy Forecast: Vacancy will close the year at 5.7 percent, the lowest
5 $20 level since 2008, and a 30-basis point improvement from 2013.
:
S $100 » Rent Forecast: Rising tenant demand in the area will push up asking
2 rents 3 percent to $25.57 per square foot this year.

$0
09 10 n 12 13 = Investment Forecast: Debt financing for suburban multi-tenant prop-

erties is widely available in the region as banks look to expand their

* Forecast ** Estimate . . . .
portfolios, although higher interest rates could affect underwriting.

Sources: CoStar Group, Inc., Real Capital Analytics
Market Forecast Employment: 1.6% a  Construction: 356K o  Vacancy: 30 bps v Asking Rents: 3.0% A
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Up 5 Places 2014 Rank: 20 2013 Rank: 25

Oakland

As Vacancy Dips below 4 Percent,
Buyer Urgency Escalates
The East Bay retail market will be characterized by pockets of strength

surrounded by modestly improving areas of weakness. In-demand

submarkets continue to attract retailers attempting to capture con-
sumer dollars. Neighborhoods and cities with high incomes, in particular,
will generate fresh interest from retailers seeking to expand their Bay Area
footprint. In Walnut Creek, where household income is approximately 50
percent above the marketwide average, details are forming for the West
Downtown Specific Plan, which will take shape over several years. The
fate of the Oakland Athletics’ new stadium could also be decided in 2014,
which will support retailers near a potential new venue. Plans to move the
team to San Jose remain mired in a legal dispute and the loss of the Golden
State Warriors to San Francisco will amplify the city’s resolve to retain the
franchise. In Contra Costa County, meanwhile, a recovering housing mar-
ket will slowly help backfill space in dark neighborhood centers.

After a lull in 2013, investment activity in the multi-tenant sector
should accelerate this year while single-tenant deals will remain in high
demand when listed at competitive prices. Many of the value-add buyers
that were active in 2012 moved to the sidelines last year as conditions im-
proved and the discounts offered by distressed sellers evaporated. This year,
these buyers will be replaced by investors willing to accept smaller margins
as the timeline to stabilize many properties is shortened by heightened
leasing activity. Some investors seeking performing assets will also trickle
into the market from the other Bay Area metros. Rising interest rates will
cut into margins in many single-tenant deals, encouraging investors to
look at small centers with national credit tenants as a viable substitute to
achieve acceptable returns. Average cap rates for these properties are in the
6 percent range, while assets with a blend of credit and local retailers will
change hands at rates in the mid- to high-6 percent area.

2014 Market Outlook

» 2014 NRI Rank: 20, Up 5 Places. Limited new supply and high oc-
cupancy propelled the East Bay up five spots in the ranking,.

» Employment Forecast: After 2,200 jobs were added last year, employ-
ers will expand payrolls 2.1 percent as 21,000 positions are created.

» Construction Forecast: Only 40,000 square feet of retail space will
come online in 2014, down from 561,000 square feet last year.

» Vacancy Forecast: Stronger demand and limited construction will pull
down the vacancy rate 40 basis points to 3.7 percent.

» Rent Forecast: Operators will lift asking rents for available space by 2.9
percent in 2014 to $23.24 per square foot.

» Investment Forecast: Drugstores will sell in the low-5 percent range in
the early part of the year undil cap rates rise modestly with interest rates.

Market Forecast Employment: 2.1% a  Construction: 521K v

2014 Annual Report Marcus &Mi"iChap

Employment vs. Retail Sales

«= Employment
9%
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N —

Year-Over-Year Change
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* Forecast ** Estimate

Sources: CoStar Group, Inc., Real Capital Analytics

Vacancy: 40 bps v

Asking Rents: 2.9% a
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Orange County Down 6 Places 2014 Rank: 11 2013 Rank: 5

Home Prices on the Upswing,
Employment vs. Retail Sales Sparks Spending, Space Demand

«== Employment Retail Sales

8% igh incomes and the wealth effect from soaring home values will
H drive retail sales higher in Orange County this year, attracting new

tenants and facilitating very healthy rent growth for the first time

since the recession. At the end of 2013, home values in the affluent county
4% reached a six-year high, which helped boost consumers’ psyche about their
o ’ current financial situation. The rapid climb in home valuations while in-

2% 7 terest rates were near historic lows enabled many families to refinance and
free up space in their monthly budget. As residents resume their “house

% » " ” - rich” consumption habits, retail spending in the county will grow at a
5 percent clip during 2014, in-line with the average annual gain from

2003 to 2000. Strong consumer spending will embolden smaller retailers
to move into less-desirable space that is still available, pulling down the va-
cancy rate and enabling operators to lift rents, particularly as leases signed

w00 after the downturn roll over this year.
The investment outlook for Orange County retail properties will re-
200 main bright in 2014, though buyers looking to gain a foothold in the
highly sought-after market will need to be flexible when considering pur-
100 . chases. A dearth of available listings will keep investors seeking ideal acqui-
10 11 12 13 14%

6%

Year-Over-Year Change

Retail Completions
400

Square Feet (thousands)

sitions largely on the sidelines or adjusting their strategies. For example,
value-add opportunities will be most prevalent at the bottom end of the
multi-tenant spectrum where lifting rents modestly generates a higher re-

Asking Rent and Vacancy Trends turn. Densely populated communities such as Anaheim and Santa Ana of-
mmm Asking Rent —— Vacancy fer the greatest number of these opportunities, though investors will need
$25 7% to navigate a challenging leasing environment. Operators that can attract
g retailers to centers that cater to local ethnic populations will be rewarded
E $24 6% - with strong tenant rosters and leverage to push up rents for vacant space.
g g
f =]
: 23 e 2014 Market Outlook
o (o]
2 sz I 4% = 2014 NRI Rank: 11, Down 6 Places. Orange County narrowly missed
< a top 10 spot in the ranking due to the large deficit between peak asking
200 1 12 13 e P rents and forecast asking rents.

= Employment Forecast: Payrolls will grow 2.7 percent this year as

Sales Trends 39,100 positions are created, surpassing last year’s gain of 34,000 jobs.

mmm Single-Tenant Multi-Tenant
5 000 s Construction Forecast: The pace of new construction will more than
(] . .
< triple to 320,000 square feet in 2014.
§ 8375
‘g » Vacancy Forecast: After a 50-basis point decline in 2013, vacancy will
5 250 drop 80 basis points this year to 4.7 percent.
&
& $125 = Rent Forecast: Asking rents for available space will advance 3.4 percent
H to $23.75 per square foot this year, building on a 1.1 percent rise last year.

$0
09 10 n 12 13 » Investment Forecast: At the top of the retail market, mostly REITs and

institutions will occupy the buyer role in 2014 due to the thin margins

* Forecast ** Estimate . .
and heavy capital requirements to enter the county.

Sources: CoStar Group, Inc., Real Capital Analytics
Market Forecast Employment: 2.7% a  Construction: 231K A Vacancy: 80 bps v Asking Rents: 3.4% A
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Up 4 Places 2014 Rank: 24 2013 Rank: 28

Orlando

Home Building and Tourism
Bolster Retail Prospects for Orlando

scalating job growth, rising home construction and increased visitor

volume will underpin the Orlando retail market this year. Employ-

ment gains will reach the highest level in eight years, attracting job
seekers from outside the metro. The boost in population will drive a surge
in residential construction with Lake Nona, Clermont and Winter Garden
receiving a significant portion of the new homes. Many of the jobs added
in 2014 will be in leisure and hospitality sector due to an anticipated swell
in tourism and convention business. Occupancy in convention hotels hit
a five-year peak in 2013, and this year’s opening of the expanded Universal
Orlando’s Wizarding World of Harry Potter will draw additional visitors
to the area. The gain in households and tourists is forecast to generate a 6
percent climb in retail sales this year, strengthening operations and allow-
ing operators to raise rents for the first time in years.

Low interest rates, competitive lenders, and a perception of an up-
ward trending market cycle have created a sense of urgency, motivating
more buyers to make acquisitions. Single-tenant net-leased assets remain
the primary focus of many investors, especially in core areas of Orlando
or Winter Park. Competition for the few of these assets that are listed is
resulting in more aggressive opening bids and a narrowing in the price
gap between buyers and sellers. Investors willing to take on more risk are
considering multi-tenant assets. Stabilized anchored centers trade in the 8
to 9 percent range, while smaller unanchored centers that are less manage-
ment-intensive sell at yields nearly 100 basis points higher.

2014 Market Outlook

» 2014 NRI Rank: 24 Up 4 Places. Increased job growth, tourism and
restrained construction boost Orlando four spots this year.

» Employment Forecast: Led by hiring in the leisure and hospitality
sector, employment will rise 3.3 percent in 2014, as employers create
35,700 jobs in the metro.

n Construction Forecast: Construction will increase as builders bring
400,000 square feet online, expanding stock 0.4 percent. The city of
Orlando will receive the bulk of this year’s square footage.

» Vacancy Forecast: Higher tenant demand and lower construction out-
put will slice vacancy 80 basis points this year to 7.2 percent, the lowest
level since 2008. In 2013, vacancy declined 60 basis points.

» Rent Forecast: As vacancy tightens, asking rents will climb 1.8 percent
to $15.16 per square foot, the second annual rent gain since 2007. Last
year, rents rose 0.7 percent.

= Investment Forecast: With heavy buyer interest and sale prices trend-
ing upward, owners with a shorter-term investment strategy may want
to consider listing ahead of a further rise in the cost of borrowing.

Market Forecast Employment: 3.3% a  Construction: 26K a
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Employment vs. Retail Sales

«== Employment Retail Sales
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Vacancy: 80 bps v Asking Rents: 1.8% a

page 45



Philadelphia Down 11 Places 2014 Rank: 27 2013 Rank: 16

Regional Investors Seek Favorable

Employment vs. Retail Sales Returns Offered in Philadelphia
«== Employment Retail Sales

8% ccelerating job creation and strengthening retail spending will sup-

. port stability in Philadelphia’s retail market as completions double.
2 6% The recovery of several employment sectors has lagged, but outsized
f,f gains in better-paying industries, such as professional and business servic-
§ 4% es, and education and healthcare, has helped to propel retail sales beyond
g pre-recession levels. Elevated spending has not only encouraged retailer
5 2% expansion, but has also breathed new life into projects sidelined by the
g \/\/ recession, such as a sizable retail center in King of Prussia that stalled in
0% 0 ” " . - 2008. Supermarkets account for many of the large leases signed last year,

but non-necessity-based chains, including Cabela’s, and various fitness
clubs, furniture and apparel stores, also have new outlets on tap for the

Retail Completions Philadelphia metro this year.

1,300

Cap rates for local retail properties have held near historical lows de-
spite an uptick in interest rates. The disconnect appears attributable to a

shortage of quality listings, in addition to an inflow of capital from higher-
60 priced northeastern markets. While Philadelphia is sandwiched between
Washington, D.C., and New York, the metro tends to offer retail investors
32 a less competitive environment and comparatively favorable returns. Me-
trowide, multi-tenant cap rates average near 7.5 percent but span a broad

10 11 12 13 14+

0 .. )
spectrum. Grocery-anchored listings, which are few and far between, can
change hands in the low-6 percent range, while strip centers sell up to

975

Square Feet (thousands)

Asking Rent and Vacancy Trends 350 basis points higher, depending on location. Motivated private buy-
mmm Asking Rent —— Vacancy ers priced out of the top-grade assets, will target well-located suburban

$18 8% strip centers with acceptable tenant rosters, or single-tenant assets with

3 well-known retailers below investment grade. Cap rates throughout the

w

g 817 L % - single-tenant sector vary significantly based on tenants’ credit-quality and

g 8 remaining lease term.

g $16 6% 3

€ )

2 8 2014 Market Outlook

o $15 5%

£

< = 2014 NRI Rank: 27, Down 11 Places. Weak employment and pro-
$14 7, 1 12 13 P jected rental growth pushes down Philadelphia in this year’s index.

= Employment Forecast: In 2014, metrowide employment will rise 1.2

Sales Trends percent, or by 32,000 jobs. Last year, local payrolls grew 0.4 percent.

mmm Single-Tenant Multi-Tenant
5 B0 = Construction Forecast: Retail completions will reach an estimated 1.2
s 0 . .
< 225 million square feet this year, up from 691,000 square feet in 2013.
©
3
o . .
2 » Vacancy Forecast: After holding steady last year, the metrowide vacan-
5 $150 cy rate will tick down 40 basis points in 2014, to 6.5 percent.
:
& §75 » Rent Forecast: Through 2014, asking rents will rise 0.9 percent, to
2 $17.32 per square foot. Rents advanced 5 percent last year.

$0
09 10 n 12 13 » Investment Forecast: Investors secking above-average returns may want

to consider higher-growth areas outside the metro, such as northeastern

* Forecast ** Estimate .
or central Pennsylvania.

Sources: CoStar Group, Inc., Real Capital Analytics
Market Forecast Employment: 1.2% a  Construction: 509K o  Vacancy: 40 bps v Asking Rents: 0.9% a
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Down 7 Places 2014 Rank: 25 2013 Rank: 18 Phoenix

Regional Payroll Expansion, Muted Construction
Improve Retail Outlook Employment vs. Retail Sales

resilient job market in Phoenix and drop in retail construction will 8% T Employment = etall Sales
Asupport tightened vacancies this year, as the retail recovery progress-

es. Improving economic conditions will lead to increased hiring in
nearly all employment sectors in 2014, including nearly 6,000 jobs in the
financial activities sector, which recently surpassed its pre-recession peak.
As these favorable job trends unfold, retail sales will rise more significantly,
logging a 6 percent gain this year. At the same time, developers will slow 2% /
their pace of construction, but most of the space being delivered is pre-
leased. Heading into 2014, metrowide vacancy sits 250 basis points below 0%
the 2011 peak, although rents have lagged in improvement. Restrained
construction and strong demand for shopping and power center space
across the Valley will push vacancy below 10 percent by year end for the
first time in six years, supporting a slight rise in rents.

6%

4%

Year-Over-Year Change

10 1 12 13 14

Retail Completions
1,400

Heightened local investor activity combined with rising interest from ~ § "*°

California buyers will support improved retail investment velocity this

year. California investors continue to favor the metro’s higher-yield as- 700
sets relative to coastal markets. In the single-tenant sector, demand for
triple net assets remains strong among both investor groups. First-year 30
returns start in the high-5 to low-6 percent range for national drugstore ]
10 1" 12 13 14*

assets, moving upward depending on tenant quality, lease term, and loca-
tion. Investors will target the few remaining neighborhood and strip cen-

Square Feet (thousands)

ter REO assets as value-add opportunities, mainly in the Mesa, Gilbert, Asking Rent and Vacancy Trends
and Glendale areas. Once repositioned, these properties will offer strong mmm Asking Rent = Vacancy
upside potential, though a long hold period will be essential for significant $18 14%
asset appreciation. g
s $16 12%
2 5
2014 Market Outlook 3 N 8
g $14 10% 2
= 2014 NRI Rank: 25, Down 7 Places. Though vacancy is projected to 5 g
decline, rent growth will remain weak, leading to a drop in the index. =~ 2 $12 8%
2
» Employment Forecast: The metro will maintain heightened employ- $10 6%
. ) . . . 10 11 12 13 14+
ment expansion this year as 47,100 jobs are added, increasing payrolls 2.6
percent. Last year, 45,000 positions were created.
Sales Trends
» Construction Forecast: Retail completions will slow to 400,000 square mmm Single-Tenant m== Multi-Tenant
feet in 2014, after nearly 1.4 million square feet delivered last year. 5 $400
= Vacancy Forecast: Vacancy will drop 130 basis points to 9.1 percentin ~ § $300
2014, following an 80-basis point dip last year. s
S $200
» Rent Forecast: Asking rents will rise 1.0 percent to $14.82 in 2014, £
following a 1.8 percent decline last year. & $100
= Investment Forecast: The majority of multi-tenant properties will trade = gy
09 10 11 12 13

in the low- to mid-8 percent cap rate range, with well-located grocery-

anchored centers trading at least 100 basis points lower. _
* Forecast ** Estimate

Sources: CoStar Group, Inc., Real Capital Analytics
Market Forecast Employment: 2.6% a  Construction: 990K v  Vacancy: 130 bps v Asking Rents: 1.0% a
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Pittsburgh

New 2014 Rank: 19 2013 Rank: NA

Employment vs. Retail Sales
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* Forecast ** Estimate
Sources: CoStar Group, Inc., Real Capital Analytics

Market Forecast
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Employment: 2.1% a  Construction: 241K A

Marcus g Millichap

Thriving Education and Healthcare Employment
Spurs Spending, Boosts Retail Operations
Pittsburgh’s education and healthcare, and financial services sectors

will drive job creation this year, supporting household formation

and consumer spending. As a result, retail sales growth in the metro
will exceed the national rate, which is motivating retailers to expand their
local presence. Substantial retail and office development has taken place
downtown as builders capitalize on demand fueled by the University of
Pittsburgh and nearby technical schools. Downtown is also revitalized
by the development of the PNC skyscraper, creating 2,500 construction
jobs, which will house 2,000 employees when completed in 2015. Outside
of the core, households are forming with new residential development.
Roughly 1,600 apartments will come online, mostly north and south of
the CBD. Retail construction will surround these new residential com-
munities, though it will remain relatively constrained. The majority of
deliveries will be in southwest Pittsburgh near Marcellus Shale drilling ac-
tivity, expanding energy-related companies, and residential communities.
Across the market, limited construction and newly penned leases will put
downward pressure on vacancy, supporting moderate rent gains.

Steadily improving retail property trends are attracting East Coast and
California investors to the Pittsburgh market. Strong leasing activity amid
limited new supply is filling vacant spaces. Owners are re-stabilizing assets
and increasing property values, putting downward pressure on cap rates.
Well-located grocery-anchored shopping centers will garner interest from
REITs and institutions where average first-year returns start at 7 percent.
Investors searching for higher yields are moving from the sidelines and
targeting unanchored multi-tenant assets. Value-add properties remain
highly sought-after, yet are challenging to find.

2014 Market Outlook

= 2014 NRI Rank: 19, New to NRI. Tight vacancy enables Pittsburgh to
claim the 19th spot in its debut year.

= Employment Forecast: Employers will create 24,600 jobs this year,
representing a 2.1 percent gain in total employment. Approximately
14,000 positions were added last year.

» Construction Forecast: This year, inventory will expand 0.5 percent or
by 360,000 square feet, double the space delivered last year.

= Vacancy Forecast: Vacancy will retreat 50 basis points to 3.4 percent in
2014, building on the 50-basis point decline during the previous year.

» Rent Forecast: By year end, asking rents will advance 1.9 percent to
$13.87 per square foot. In 2013, rents jumped 5.1 percent.

» Investment Forecast: New neighborhood center and single-tenant in-
ventory in Washington County will provide additional opportunities for
buyers this year.

Vacancy: 50 bps v Asking Rents: 1.9% a
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Down 9 Places 2014 Rank: 21 2013 Rank: 12

Portland

Out-of-State Investors Flock to Portland as
Employment Market Reaches Milestone
Payrolls will finally surpass the pre-recession peak this year while con-

struction remains relatively limited, which will strengthen retail op-

erations. Several technology firms have major offices in Portland that
are helping create high-paying jobs in the professional and business services
sector, which began the year 2.9 percent above the high watermark in 2008.
Future gains in the segment are anticipated as companies such as Square-
space consider expanding to the West Coast and adding hundreds of jobs.
Retail sales have also returned to healthy levels. Residents are spending
0.3 percent more per person than prior to the last recession, an indication
that consumers are feeling more confident about their financial situation,
partially due to the strength of the local housing market. While demand
drivers have regained their previous levels, construction is limited due to
challenges getting approval for new projects. Supply will only expand by
0.7 percent this year, helping vacancy dip to the 5 percent threshold.

Out-of-state investors will be active in the single-tenant arena this
year while local buyers continue to expand their portfolios of multi-tenant
properties. The number of available listings should rise modestly as 10-
year CMBS loans issued in 2004 and seven-year loans from 2007 come
due. Many of the out-of-state owners that purchased in 2004 will take
advantage of buyer demand and current cap rates to take profits. Inves-
tors that purchased assets at the peak of the market, meanwhile, will likely
divest to refocus on portfolios in their home metros. The result will be ad-
ditional listings for local buyers willing to improve vacancy and lift rents to
the market rate. Available single-tenant properties garner attention from
California buyers in arbitrage plays. Cap rates in Portland are roughly 50
basis points higher for similar properties in coastal California markets.

2014 Market Outlook

= 2014 NRI Rank: 21, Down 9 Places. Strong employment growth was
offset by modest rent gains, dragging down Portland nine spots in this
year’s ranking.

» Employment Forecast: This year, 31,800 workers will find jobs in Port-
land, a 3.1 percent gain. In 2013, 22,900 spots were generated.

» Construction Forecast: Only 480,000 square feet of space will come
online in 2014, up from 119,000 square feet last year.

» Vacancy Forecast: After an 80-basis point decline last year, vacancy will fall
40 basis points to 5 percent by year-end 2014.

» Rent Forecast: In 2014, asking rents for retail space will climb 1.7 per-
cent to $17.34 per square foot, less than half of last year’s growth.

» Investment Forecast: Stabilized multi-tenant properties in core loca-
tions where trafic counts are elevated will attract investors at average
cap rates in the mid-7 percent range.

Market Forecast Employment: 3.1% A  Construction: 361K a
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Employment vs. Retail Sales
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Vacancy: 40 bps v Asking Rents: 1.7% a
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Riverside-San Bernardino

Down 6 Places 2014 Rank: 35 2013 Rank: 29

Employment vs. Retail Sales

«== Employment Retail Sales
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Value-Add Buyers Assess Multi-Tenant
Retail Opportunities in the Inland Empire
The retail market in the Inland Empire has awaited a housing market

recovery before advancing toward recovery, but will finally achieve

measurable momentum this year. Asking rents have retreated every
year since 2010 and vacancy has remained in the high-8 to high-9 percent
range since mid-2009. This year, however, the rate will dip to 8 percent
thanks to a recovering housing market. Low mortgage rates and discount-
ed prices in the two-county metro have attracted homebuyers priced out
of desirable areas of the coastal counties. The return of homeowners is re-
viving local tax revenues and retail sales in once-stagnant neighborhoods.
Retail builders are responding by restarting long-stalled projects in the
area, including some developments that have been mired in litigation for
several years. The Village at Mission Lakes, for example, was completed
last year after sitting dormant for six years. This year, Kendall Plaza in San
Bernardino will come online after some delays.

Value-add activity in the Inland Empire will accelerate this year as
buyers try to get in on the early stages of recovery. In addition to local
investors, regional buyers frustrated by the lack of available inventory in
Orange and Los Angeles counties will seek properties with potential up-
side. The influx of capital moving into the market will facilitate property
repositioning, particularly in areas west of Interstate 15, where little con-
struction has come online in recent years. Investors that acquire properties
on high-trafficked corners should be able to elevate the tenant mix and
command higher rents with minimal upgrades to the properties. Once

mmm Asking Rent Vacancy
$18 10% completed and leased up, these properties will be positioned to target cap
3 rates in the mid-6 percent range.
w
s $17 9%
: 5
g $16 8%
g E 2014 Market Outlook
< g
g $15 7% = 2014 NRI Rank: 35, Down 6 Places. The Inland Empire fell six spots
< in the index as a handful of other metros post stronger momentum.
14 6%
o 11 12 13 14+ - .
= Employment Forecast: Employers will hire 27,500 workers this year,
lifting payrolls 2.3 percent. In 2013, only 13,500 jobs were created.
Sales Trends
mm Single-Tenant === Multi-Tenant » Construction Forecast: Approximately 700,000 square feet of space
3 $400 will come online in 2014, up from 380,000 square feet last year.
w
§ $300 » Vacancy Forecast: The marketwide vacancy rate will retreat 80 basis
o
2 points to 8 percent, double the improvement in 2013.
S $200
[
£ = Rent Forecast: Operators will gain sufficient leverage to lift asking rents
& si00 for marketed space 2.5 percent to $15.92 per square foot in 2014. Last
2 year, asking rents declined 2.0 percent.
$0
09 10 n 12 13 = Investment Forecast: Investors secking value-add deals without post-
. purchase construction will target smaller centers in the eastern stretches
* Forecast ** Estimate fth h ine dark dividend
Sources: CoStar Group, Inc., Real Capital Analytics or the County where re'tenantlng ark space can pay dividends.
Market Forecast Employment: 2.3% a  Construction: 320K A  Vacancy: 80 bps v Asking Rents: 2.5% a

page 50

MarCUS &Ml"lChap 2014 Annual Report




Up 2 Places 2014 Rank: 36 2013 Rank: 38

Sacramento

Escalating Home Values Aid
Consumer Spending and Retail Recovery
The Sacramento retail market will make headway in 2014 as the lo-

cal economy advances on the back of accelerating job growth, rising

household incomes, and surging home values. The metro was among
the leading markets for rising home values last year, supporting strength-
ened household balance sheets and increased consumer spending. Retailers
are responding to these favorable trends, and taking notice of improving
retail sales, which are nearly 30 percent above the recessionary low. As a
result, shopping center vacancies have dropped, while operators of power
center space were able to bump rents on an annual basis last year for the
first time since 2008. The momentum of the metro’s economy will support
the continuation of these trends as marketwide vacancy drops to the lowest
level in six years.

While the Sacramento retail recovery is in the early stages, the invest-
ment market is garnering more interest from Southern California and Bay
Area investors. As returns in those markets have compressed, Sacramento’s
higher-yielding assets are becoming increasingly attractive. Many investors
are searching for distressed properties trading on a low price-per-square-
foot basis that offer potential upside. However, fewer distressed assets are
available, as many owners have elected to improve rent rosters rather than
liquidate the assets. As a result, a disconnect in pricing expectations exists
between potential buyers and owners of these assets. On the stabilized
side of the market, net-leased assets such as a fast-food properties leased
to a strong franchisee will draw interest from investors at first-year yields
below 6 percent. In the multi-tenant sector, top-quality grocery-anchored
shopping centers will command cap rates around 7 percent, while lower-
quality assets trade as high as 9 percent.

2014 Market Outlook

= 2014 NRI Rank: 36, Up 2 Places. Sacramento moves up two positions
on steady growth in employment.

» Employment Forecast: During 2014, local employers will add 18,000
jobs, a 2.1 percent gain. Last year, 17,600 positions were created.

» Construction Forecast: Nearly 520,000 square feet of space will come
online this year, down from the 744,000 square feet delivered in 2013.

» Vacancy Forecast: Vacancy will dip below the 8.0 percent threshold by
year-end 2014, falling 50 basis points to 7.8 percent. Last year, vacancy
dropped 100 basis points.

s Rent Forecast: Operators will lift asking rents 1.0 percent to $16.62 per
square foot in 2014. Asking rents inched up 0.2 percent in 2013.

» Investment Forecast: The improving local economy will lift single-ten-
ant and multi-tenant transactions in 2014, buoyed by strong areas such
as Roseville and Rocklin.

Market Forecast Employment: 2.1% a  Construction: 224K v
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Employment vs. Retail Sales
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Salt Lake City Up 7 Places 2014 Rank: 17 2013 Rank: 24

Vacancy Tightens as Regional Economy Accelerates;
Employment vs. Retail Sales Investor Interest Heightened

«== Employment Retail Sales

12% ob growth in well-paying industries will attract new residents to the

J area, supporting strong consumer spending and benefiting retail

property owners. Although hiring in the region’s booming technol-

ogy sector will ease in 2014, payroll additions in the construction and

6% professional and business services sectors will remain steady, keeping em-

ployment growth above the national average. Expanding employment,

3% /\__ along with a 4 percent rise in the median household income, will support

a near 7 percent year-over-year boost in consumer spending. Improving

0% 0 » ” ” " economic conditions will lift development this year, however, construc-

tion will remain subdued as completions linger below the long term aver-

age. A thin construction pipeline and the expansion of several regional and

national restaurant chains will help backfill vacant space, producing a dip

in vacancy. Tightening conditions will enable operators to lift rents for the
first time in three years as retailers compete for dark space.

9%

Year-Over-Year Change

Retail Completions
1,300

£ o
8
g Investor optimism in retail properties along the Wasatch Front re-
3 850 mains high as property values edge closer to pre-recession levels this year.
e o Buyers pursuing retail assets will outnumber sellers as improving opera-
g tions, rising revenues and increased property values bring investors to the
[ | . market. Private buyers will target single-tenant properties occupied by na-
® o 1 12 13 14 tional or regional tenants under long-term leases located near newer sub-
urban shopping centers. First-year returns in this segment will range from
Asking Rent and Vacancy Trends 6 to 7 percent. Top-tier multi-tenant assets in high-traffic areas will attract
mmm Asking Rent —— Vacancy significant interest from institutional investors and REITs at cap rates be-
$15 8% ginning in the low- to mid-7 percent range.
k]
E $14 6%
1 . 5 2014 Market Outlook
(%] QO
g s 4% E;, = 2014 NRI Rank: 17, Up 7 Places. The tight Salt Lake City has room
g H for rent growth, pushing it up seven positions.
o $12 2%
3 » Employment Forecast: This year, employers will increase head counts
$11 0% by 2.3 percent with the addition of 24,500 jobs.
10 11 12 13 14+
= Construction Forecast: Development will remain subdued this year as
Sales Trends builders bring online 200,000 square feet of space, increasing inventory
mm= Single-Tenant === Multi-Tenant by 0.3 percent. In 2013, developers added 124,000 square feet of retail
3 $400 space to the metro.
w
§ $300 » Vacancy Forecast: Vacancy will decline 50 basis points in 2014 to 3.3
s percent. Last year, vacancy dipped 20 basis points.
& s200
£ = Rent Forecast: Limited construction and retail expansion will push ask-
& si00 ing rents up 1.3 percent to $12.85 per square foot. In 2013, asking rents
g fell by 1.9 percent.
$0
09 10 n 12 13+ = Investment Forecast: Steep rent cuts over the last several years on Class
. B and C multi-tenant assets has limited the availability of financing for
* Forecast ** Estimate . . . . .
Sources: CoStar Group, Inc., Real Capital Analytics these property types, potentially reducing transaction velocity this year.
Market Forecast Employment: 2.3% a  Construction: 76K A Vacancy: 50 bps v Asking Rents: 1.3% a
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No Change 2014 Rank: 15 2013 Rank: 15

San Antonio

Burgeoning Household Creation Draws Investors,
Competition for Assets Rising
Robust household growth will buoy retail sales, while constrained

development will support tighter retail vacancy in San Antonio.

Houschold growth will be partially fueled by the increased pace of
hiring this year, particularly in the government sector, following lacklus-
ter employment gains in 2013. Overseas military draw-downs will boost
the population at local facilities. Additionally, many of the Eagle Ford
Shale workers are housed in the southeastern part of the city, supporting
household growth at double the national rate. By year end, the metro will
expand with 16,250 new houscholds, encouraging developers to move for-
ward with retail projects. These consist of several small buildings and a few
big-box projects predominately located in North Central and Northwest
San Antonio. Wal-Mart expanded rapidly in the region last year and will
add to their footprint in 2014 with plans for three Supercenters and a
Neighborhood Market. Retailers will be attracted to the rise in foot traffic
generated by Wal-Mart anchored centers, absorbing available space and
increasing occupancy this year.

Improving operations and rapid household growth will draw addi-
tional interest to San Antonio retail assets. Despite heightened buyer de-
mand, transaction velocity will be limited due to the narrow supply of
for-sale assets. Value-add opportunities are the most highly sought-after
properties, though the majority of listings are stabilized properties priced
under $5 million. Assets listed in North and West San Antonio, where a
majority of residential development is occurring, will receive multiple bids
when competitively priced. Buyer competition has put upward pressure
on prices and compressed cap rates for single-tenant properties. As a result,
some investors will shift their focus to the multi-tenant arena. First-year
returns for these properties typically start at 8 percent for centers with a
high-credit anchor and trend up 100 basis points for regional tenants.

2014 Market Outlook

= 2014 NRI Rank: 15, No Change. Projected job and retail sales growth
keep this market ranked in the top 20 in the NRI.

s Employment Forecast: Employers will add 24,000 workers this year,
increasing payrolls 2.7 percent. Last year, only 6,200 jobs were created.

» Construction Forecast: After completing 600,000 square feet of retail
space last year, deliveries will rise to 1.7 million square feet in 2014.

» Vacancy Forecast: By year end, vacancy will fall 70 basis points to 5.9
percent. Last year, vacancy dropped 60 basis points.

» Rent Forecast: Operators will lift asking rents 3.0 percent to $15.33 per
square foot, erasing the 0.6 percent decline in 2013.

s Investment Forecast: Single-tenant properties secured under long leas-
es will command yields below 7 percent in some instances. Dollar Stores
with a 12-year lease can trade at a 6.5 percent cap rate.

Market Forecast Employment: 2.7% a  Construction: 1.1M a
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Vacancy: 70 bps v Asking Rents: 3.0% a
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San Diego Up 3 Places 2014 Rank: 6 2013 Rank: 9

San Diego Retail in Full Recovery;
Employment vs. Retail Sales Tourism and Housing Boost Demand

«== Employment Retail Sales

12% he retail recovery in San Diego should be complete within the next 18

Tto 24 months as operations approach pre-recession levels. With the

exception of neighborhood/community centers, vacancy in most of

the multi-tenant categories will close the year near the previous rate. Smaller

6% open-air centers, however, began the year with vacancy approximately 200

basis points above the level at the beginning of the last recession. Despite

3% healthy leasing activity, only core and coastal submarkets will report rising

_/\/ rents for owners of small shopping centers. Popular first-ring suburbs near

0% downtown are highly attractive to local retailers attempting to capture fer-
10 11 12 13 14 . . . ;

vent demand from the eclectic population. Meanwhile, retail space demand

in the beach cities from Carlsbad to Ocean Beach will also support higher

rents as leases signed after the downturn in the economy roll over. Tourism

is at an all-time high, and retailers attempting to expand their footprints

will be aggressive prior to the summer season.

9%

Year-Over-Year Change

Retail Completions
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Local investors will become increasingly active in the multi-tenant
300 arena this year as rising interest rates and falling vacancy create a sense of
urgency. In fact, the number of strip centers that changed hands accelerated
150 . . .
in the second half of last year as buyers took advantage of low prices with
10 1" 12 13 14*
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a stronger recovery looming on the horizon. Entering this year, average
cap rates for stabilized strip centers were in the high-6 percent range, ap-
proximately 30 basis points above neighborhood/community center rates.

0

Asking Rent and Vacancy Trends As conditions on the coast and near employment centers improve, buyers
mmm Asking Rent —— Vacancy will move inland ahead of retailers in 2014 to capture value-add deals. Re-
$23 7% tenanting small space in the market can still be challenging, though most
E of the recessionary leasing incentives have evaporated. Meanwhile, stabi-
g $22 6% lized properties with national credit tenants will attract spillover demand
g < . .
Z i ) from net-lease buyers from throughout Southern California.
g s21 l 5% 3
£ g
: s 2014 Market Outlook
2 $20 4%
g = 2014 NRI Rank: 6, Up 3 Places. Strong tourism and tight vacancy
s 1 12 13 - boosted San Diego three spots in this year’s ranking.
= Employment Forecast: Employers will expand payrolls 2.5 percent in
Sales Trends 2014 as 32,400 jobs are created. Last year, 22,900 positions were added.
mmm Single-Tenant Multi-Tenant
3 $400 = Construction Forecast: Development activity will rise to 400,000
s 300 square feet of retail space, widening inventory by just 0.5 percent.
‘g » Vacancy Forecast: Average vacancy will dip to 3.8 percent by year-end
5 $20 2014, an 80-basis point improvement from 2013.
:
& si00 = Rent Forecast: Operators will lift asking rents for available space by 4.6
2 . percent to $22.80 per square foot in 2014.
0
09 10 n 12 13 » Investment Forecast: Net-leased properties are in high demand, though

new construction remains limited. Cap rates for these assets range from

* Forecast ** Estimate
the low-5 percent for drugstores to above 8 percent for local tenants.

Sources: CoStar Group, Inc., Real Capital Analytics
Market Forecast Employment: 2.5% A  Construction: 26K a Vacancy: 80 bps v Asking Rents: 4.6% a
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Up 1 Place 2014 Rank: 2 2013 Rank: 3

San Francisco

San Francisco Will Boast the Lowest Vacancy
Rate in the Country, Attracting Buyers to Market
H igh-paying, high-tech jobs are driving the San Francisco retail mar-

ket forward, a persistent trend throughout the year. Several residen-

tial towers are underway in the city, which will host workers for the
major technology firms on the peninsula. Many of these companies offer
private bus service to the large corporate campuses from several places
within the city. As a result, the car culture often associated with California
is shifting toward a lifestyle more akin to Manhattan. As high-paid work-
ers forgo automobiles in favor of public and private mass transit, some
discretionary income from these residents will be redirected to support
retail sales. Retailers attempting to gain a foothold within the city will be
met with the lowest vacancy in the nation and the opportunity to lease
space at potential new projects is limited. Prevailing tight conditions will
enable operators to lift rents at available space aggressively for another year.

The retail investment climate will be dictated by sellers this year as
interested buyers outnumber listings by a large factor. As upward pressure
on cap rates mounts with the tapering of quantitative easing, some own-
ers that purchased during the downturn may participate in profit-taking.
Properties in the three-county metro can sell for significantly higher prices
than just a few years ago. By redeploying equity into similar properties
in secondary markets, investors can achieve higher spreads. Nonetheless,
only a handful of owners will implement this strategy due to the healthy
appreciation that is anticipated in San Francisco. In the multi-tenant are-
na, few opportunities to acquire assets within San Francisco County are
likely to emerge. Buyers targeting these properties will primarily focus on
San Mateo County to find listings. Small centers with mom-and-pop re-
tailers can be acquired at cap rates close to 6 percent, while assets tenanted
with national credits change hands 100 basis points lower.

2014 Market Outlook

s 2014 NRI Rank: 2, Up 1 Place. Low overall vacancy and limited new
supply helped San Francisco claim the second spot in the NRI.

» Employment Forecast: In 2014, 29,000 jobs will be created, lifting
payrolls by 2.8 percent. Last year, 26,700 positions were filled.

» Construction Forecast: Only 110,000 square feet of retail space will be
delivered this year, up modestly from 80,000 square feet in 2013.

» Vacancy Forecast: Vacancy will decline to 1.9 percent in 2014, a 20-ba-
sis point drop from the end of last year.

» Rent Forecast: Tight conditions will facilitate a 4.9 percent increase in ask-
ing rents to $35.78 per square foot, building on the 8.9 percent rise in 2013.

» Investment Forecast: Owners who purchased at the bottom of the
market could decide the time is right to redeploy equity and list assets.

Market Forecast Employment: 2.8% a  Construction: 30K a

2014 Annual Report

Marcus g Millichap

Year-Over-Year Change

Asking Rent per Square Foot Square Feet (thousands)

Average Price per Square Foot

Vacancy: 20 bps v

Employment vs. Retail Sales

12%

9%

6%

3%

0%

200

150

100

50

0

«== Employment Retail Sales

/\__

10 1 12 13 14

Retail Completions

10 1 12 13 14

Asking Rent and Vacancy Trends

$36

$33

$30

$27

$24

$500

$375

$250

$125

$0

mmm Asking Rent Vacancy
4%
3%
5
—— §
2% 2
o
2
[
I 1%
0%
10 1 12 13 14*
Sales Trends
mmm Single-Tenant Multi-Tenant
09 10 1 12 13**

* Forecast ** Estimate
Sources: CoStar Group, Inc., Real Capital Analytics

Asking Rents: 4.9% a

page 55



San Jose Up 1 Place 2014 Rank: 3 2013 Rank: 4

Retailers Compete for Proximity to
Employment vs. Retail Sales Major Tech Campuses in the South Bay

«== Employment Retail Sales

12% he technology rivalries are helping shape the future of the Silicon

TValley retail market. As huge swaths of office space are leased by the

major technology firms, retailers will follow to capitalize on demand

from increased daytime population. Google, for instance, will move into

6% 500,000 square feet of space in the second quarter in Mountain View. Up

to0 2,500 well-paid workers will occupy the space, supporting retail spend-

3% —/\ ing in the vicinity. The move comes on the heels of a temporary pause at

the firm’s 1.1 million-square foot Bay View campus as the company tweaks

0% the architectural design. Other tech firms will also move into large spaces

10 " 12 3 w throughout the market in the coming months. Netflix, for instance, will

occupy nearly 250,000 square feet in Los Gatos while Cavium doubled its

footprint in North San Jose by leasing the building adjacent to its exist-

ing headquarters. As retailers react by absorbing space across the market,
vacancy will dip to 4 percent by year end.

9%

Year-Over-Year Change

Retail Completions
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Investors will weigh the impact of low cap rates, rising interest rates
30 and exit strategies when considering retail properties in the South Bay.
The tapering of the third round of quantitative easing is putting upward
175 . .
I I pressure on Treasurys as the largest purchaser begins to withdraw from the
10 11 12 13 14%

Square Feet (thousands)

market. However, a corresponding jump in cap rates in the metro has been
slow to materialize due to the overall strength of buyer demand. Leveraged
investors can wait out an anticipated cap rate correction or move forward

0

Asking Rent and Vacancy Trends with purchase plans. Either strategy will depend on the buyer’s long-term
mm Asking Rent  —— Vacancy goals and the target listing. Multi-tenant properties on high-traffic corners
$32 7% with a vacancy factor or that can be repositioned to attract higher-paying
g retailers will be sold regardless of interest rate ambiguity. Single-tenant
e $30 6% _ buildings where margins are already razor thin, meanwhile, may need to
g ] be re-priced modestly to capture investor interest.
g $28 5% 3
£ g
: s 2014 Market Outlook
2 $2 4%
< = 2014 NRI Rank: 3, Up 1 Place. San Jose improved one position in the
$4 7 1 12 13 e P ranking as high-paying job growth will boost retail sales.
= Employment Forecast: Payrolls will grow 2.7 percent in 2014 as
Sales Trends 25,700 jobs are added. In 2013, 31,100 workers found positions.
mmm Single-Tenant Multi-Tenant
5 Y = Construction Forecast: The pace of development will tick up to
(] . . .
5 6575 650,000 square feet, representing a 1.4 percent gain in stock.
‘g » Vacancy Forecast: Strong leasing activity will support a 50-basis point
3 $325 decline in vacancy to 4 percent. In 2013, vacancy fell 70 basis points.
:
S $275 » Rent Forecast: Operators will lift asking rents 4.2 percent in 2014 to
2 : $31.42 per square foot. Last year, rents jumped 10.1 percent.
225
09 10 n 12 3 » Investment Forecast: Single-tenant properties began the year garnering in-

. terest at average cap rates near 5 percent for full-lease drugstores and in the
* Forecast ** Estimate

Sources: CoStar Group, Inc., Real Capital Analytics low-6 percent range for noncredit retailers.

Market Forecast Employment: 2.7% a  Construction: 351K A  Vacancy: 50 bps v Asking Rents: 4.2% a
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Down 3 Places 2014 Rank: 5 2013 Rank: 2

Seattle

Seattle Economy Robust as Hiring Momentum
Continues; Foreign Investors Increasingly Active

etail operations across the Puget Sound region will strengthen in
R2014 on robust employment and rising household growth. Average

annual additions of 40,000 jobs over the past three years pushed the
metro past its 2008 peak employment level, with healthy gains forecast
again this year. This, in turn, has encouraged developers to add more than
10,000 apartments this year, boosting household growth in 2014 and into
2015. Areas north of Downtown around South Lake Union will receive
an influx of these new residents, buoying local retail traffic. Many of the
mixed-use projects underway, such as Market Street Landing in Ballard,
contain small retail components, accounting for a majority of retail de-
liveries in 2014. Limited retail construction, combined with increasing
demand for space, will support rising occupancy in core and suburban
shopping centers this year.

The Seattle retail investment market is gaining steam as international
and out-of-state buyers are eager to invest capital in the metro. Demand
for single-tenant assets leased to national credit tenants remains strong,
with areas including Bellevue and Kirkland garnering increased attention.
Drugstores trade at first-year returns in the low- to mid-5 percent range,
while fast-food restaurants trade in the mid-5 to low-6 percent cap rate
range, depending on tenant and location. Healthy investor demand around
the CBD has pushed some investors to outside areas such as Everett and
Renton, where cap rates far exceed the core. Investors will search these areas
for stabilized neighborhood and strip centers, as well as assets secured under
triple-net leases.

2014 Market Outlook

» 2014 NRI Rank: 5, Down 3 Places. After last year’s lofty ranking,
Seattle recedes three spots to round out the top five in this years index.

» Employment Forecast: After adding 44,800 positions last year, em-
ployers will expand payrolls by 45,800 jobs in 2014, a 2.6 percent gain.

» Construction Forecast: Developers will complete 630,000 square feet
of space in 2014, following the delivery of 533,000 square feet last year.

» Vacancy Forecast: Vacancy will drop 90 basis points to 5.3 percent
in 2014 on net absorption of nearly 1.5 million square feet. Last year,
vacancy dipped 10 basis points.

s Rent Forecast: Operators will lift asking rents 3.9 percent to $18.96 per
square foot in 2014. Last year, average asking rents dropped 1.4 percent.

» Investment Forecast: Numerous mixed-use developments will provide
opportunities for investors secking small, ground-level retail assets in
high-rise residential buildings, particularly around South Lake Union.

Market Forecast Employment: 2.6% a  Construction: 97K a
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Year-Over-Year Change

Asking Rent per Square Foot Square Feet (thousands)

Average Price per Square Foot

Vacancy: 90 bps v

Employment vs. Retail Sales
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St. Louis

Down 1 Place 2014 Rank: 44 2013 Rank: 43

Employment vs. Retail Sales

«== Employment Retail Sales
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Biotech Hiring Boosts St. Louis Economy,
Prompts New Store Openings

ncreased employment opportunities within biotech and healthcare will
I generate tenant demand amid limited new supply, boosting retail op-

erations in St. Louis this year. The region’s biotech hub will expand with
the development of the $400 million Monsanto research facility, which
will house 675 new employees. Strengthened hiring by biotech and life
science companies is attracting a highly skilled workforce, motivating re-
tailers to search for space and increase their local footprint. Retail comple-
tions will be minimal this year, however, builders will make progress on
two major build-to-suit projects in the city. Developers will break ground
on a 380,000-square foot IKEA and continue construction on Whole
Foods, located on the bottom floor of a mixed-use residential develop-
ment. Both of these large national retailers will attract tenants to available
spaces at nearby shopping centers. As new leases are penned and in-line
space fills metrowide, vacancy will contract for a third consecutive year.
Though rent growth has lagged net absorption in previous years, operators
will lift rents for the first year since the recession.

More widely available acquisition financing and rising occupancies
will draw investors to St. Louis, increasing competition for retail assets.
Limited new inventory and heightened buyer demand is putting upward
pressure on property values, motivating owners to bring assets to market.
REITs and institutions remain interested in single-tenant properties with
a high-credit anchor in the central and eastern areas of St. Louis. These
properties command first-year returns in the high-6 to low-7 percent
range. Investors seeking higher yields and willing to take on more risk will
look for well-located multi-tenant assets where cap rates fall in the low-7
to 8 percent range, depending on asset and lease quality.

2014 Market Outlook

= 2014 NRI Rank: 44, Down 1 Place. Weak job growth and slow rent
gains keeps St. Louis near the bottom of the index.

= Employment Forecast: Employers will add 14,500 jobs this year, ex-
panding total employment 1.1 percent, up from the 8,400 positions
created last year.

» Construction Forecast: Roughly 130,000 square feet will come online
this year after builders completed 729,000 square feet in 2013.

» Vacancy Forecast: By year end, vacancy will contract 40 basis points to
7.7 percent, following a 50-basis point drop last year.

= Rent Forecast: Operators will lift rents 1.1 percent to $12.26 per square
foot in 2014, erasing the 1.2 percent decline one year ago.

= Investment Forecast: Top-credit fast-food assets will garner strong in-
vestor interest. These assets typically earn first-year yields in the low-6
percent range.

Vacancy: 40 bps v Asking Rents: 1.1% a
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No Change 2014 Rank: 26 2013 Rank: 26 Tampa

Residential Construction, Steady Job Gains
Boost Greater Tampa Bay Retail Sector Employment vs. Retail Sales

ustained job growth and a rise in homebuilding will drive the Greater gy et T Retallsles
STampa Bay retail market this year. By year end, nearly all of the jobs

lost during the downturn will be recovered. The southern part of
the region will receive a large portion of this year’s gain. In Sarasota, more
than 2,000 permanent jobs will be added in the fourth quarter when the
820,000-square foot Mall at University Town Center opens with Dillard’s,
Saks Fifth Avenue and Macy’s anchoring. In Ruskin, an Amazon fulfill- 3% e
ment center is underway, which is expected to hire nearly 1,000 workers. —_—
Employment opportunities are drawing people to the region and rein- 0%
vigorating construction. By year end, residential permitting is expected to
reach the 2006 level. The increase in households will bolster retail sales and
attract retailers to the region, and this year’s projected vacancy decline will
enable operators to modestly lift rents.

9%

6%

Year-Over-Year Change

10 1 12 13 14

Retail Completions
900

The strengthening local economy, improving operations and eager

675
lenders are attracting investors to retail properties in Greater Tampa Bay.
Single-tenant net-leased assets are the desire of many buyers, but a lack 450
of inventory and aggressive pricing in prime areas are moving buyers far-
ther from core locations. Cap rates for a single-tenant national franchise 225
in secondary locations begin in the 7 percent range. Larger grocery or .
10 11 12 13 14+

big-box-anchored centers near major retail hubs or in growing planned
communities such as Lakewood Ranch remain the focus of institutional

Square Feet (thousands)

investors with initial yields that can dip below 7 percent for the best assets. Asking Rent and Vacancy Trends
With lending available from a variety of sources, local buyers are actively mmm Asking Rent —— Vacancy
targeting smaller strip centers. Initial yields in centers without credit ten- $15 10%
ants in secondary locations reside in the 8 to 9 percent range. g
s $14 9%
3 5
2014 Market Outlook 3 N l 8
5 $13 8% 3
s 2014 NRI Rank: 26, No Change. Tampa's ranking remains unchanged & §
in the NRI as retail property operations steadily improve. g s %
2
» Employment Forecast: Payrolls in the Tampa metro will rise 2.8 per- $11 6%
. . ; . L 10 11 12 13 14+
cent this year with the creation of 33,500 jobs. The largest gain will be
in the relatively higher-paying professional and business services sector.
Sales Trends
» Construction Forecast: Roughly 820,000 square feet of shopping cen- mm Single-Tenant Multi-Tenant
ter and single-tenant space will be delivered in 2014. Also, the Mall at 5 $360
University Town Center will add 880,000 square feet to mall inventory. g 6295
]
» Vacancy Forecast: Vacancy will inch down 20 basis points to 7.5 per- ‘g
cent this year, following last year’s 10 basis point drop. 3 $230
g
= Rent Forecast: Building on two years of annual rent growth, asking & $165
rents will tick up 1.0 percent to $14.13 per square foot this year. 2
$100
» Investment Forecast: Yield-driven investors will still look for and find 09 10 n 12 3=
double-digit first-year returns for properties in outlying areas of Mana- _
. * Forecast ** Estimate
tee or Pasco counties. Sources: CoStar Group, Inc., Real Capital Analytics
Market Forecast Employment: 2.8% a  Construction: 438Ka  Vacancy: 20 bps v Asking Rents: 1.0% a
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Washington, D.C. Down 8 Places 2014 Rank: 16 2013 Rank: 8

Tightened Federal Spending Presses Upon
Employment vs. Retail Sales Washington, D.C. Retail Market

«== Employment Retail Sales

8% Although a stronger employment market is projected in 2014, the

threat of further reductions in federal spending will hinder more

significant improvement from occurring in the Washington, D.C.,

retail market. Further budget cuts could affect a range of private sector

4% businesses that rely heavily upon government spending, including leisure

and hospitality establishments. During 2013, hotel occupancy declined

2% from the prior year, driven by a decrease in business travel and meeting

—— attendance, and reducing spending at restaurants and retailers dependent

0% on visitor traffic. While the prospects for retailers and stronger space de-

10 11 12 13 14 ;

mand are clouded somewhat, the effects of new construction are more

clear. Most projects coming online this year are heavily pre-leased and are
unlikely to imperil another decline in vacancy.

6%

Year-Over-Year Change

Retail Completions
1,500

Investors are optimistic about opportunities in the market, however,
activity will remain brisk through 2014. Newer, stabilized properties with
market rents in place are in high demand. Meanwhile, older assets are sit-

%0 I ting on the market, and investors seeking upside potential will be drawn
10 11 12 13 14%

-
™
=]
S

to these properties, especially in high-growth and established areas. Strict
underwriting standards for these assets has led to a large share of cash-
heavy buyers who can create significant upside by injecting additional
capital into properties to rehabilitate, re-tenant, and lift rents to market
level. Intense competition for single-tenant assets will maintain cap rate

Square Feet (thousands)

300

Asking Rent and Vacancy Trends compression through the year, encouraging many buyers to change in-
mm Asking Rent == Vacancy vestment strategies. In some cases, investors will overlook near-term lease
$21 6% expirations or credit quality, and trade into small strip centers with credit

tenants capable of generating higher returns.

$26 5%

2014 Market Outlook

ajey Aoueoep

$25 4%
= 2014 NRI Rank: 16, Down 8 Places. Slow projected rent growth and
$24 I I I % subdued job gains reduced this market’s ranking.
3 O . - - il Employment Forecast: Employers will add 40,000 workers in the met-
ro this year, expanding payrolls 1.3 percent. In 2013, nearly 25,000 jobs

were created.

Asking Rent per Square Foot

Sales Trends
== Single-Tenant == Multi-Tenant = Construction Forecast: Builders will complete 1 million square feet of

5 60 space this year, down from 1.4 million square feet delivered last year.
(]
w
§ $375 » Vacancy Forecast: Strengthening demand will support a 50-basis point
o . . . . .
2 drop in vacancy this year, to 4.3 percent. Vacancy dipped 40 basis points
5 $300 in 2013 on net absorption of nearly 2 million square feet.
:
& s225 = Rent Forecast: Asking rents will rise to $26.01 per square foot in 2014,
2 an increase of 1.4 percent year over year, up from the 5.0 percent in-
$150 crease last year.
09 10 1 12 13+

. = Investment Forecast: Value-add opportunities will become more lim-
* Forecast ** Estimate ited th h th iallv inside the distri
Sources: CoStar Group, Inc., Real Capital Analytics lted t roug the year, especially insiae the district.

Market Forecast Employment: 1.3% a  Construction: 449K v  Vacancy: 50 bps v Asking Rents: 1.4% a
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Up 1 Place 2014 Rank: 30 2013 Rank: 31

West Palm Beach

Job Creation, In-Migration and New Homes
Jump-Start Retail Redevelopment Projects
Palm Beach County retail vacancy will tighten this year despite a two-

fold increase in completions, as the vast majority of space has been

pre-leased. Optimism for the metro stems from above-average job
growth, recovering residential development and strengthening tourism.
The county, particularly Boynton Beach/Delray Beach and Boca Raton,
also will benefit from rising home values in many East Coast markets,
which will offer retirees an opportunity to sell their residences and re-
locate. In Delray Beach, a combination of infrastructure improvements,
rising residential construction, and the overwhelming success of the new
Delray Marketplace have sparked various redevelopment projects, such as
an iPic Theater and entertainment district downtown and a Trader Joe’s-
anchored center on South Federal Highway. This year, Trader Joe’s will also
open stores in Boca Raton, Wellington and Palm Beach Gardens, and is
reportedly considering other Palm Beach County locations.

Sales activity will remain heavily weighted toward the single-tenant
sector in 2014. Outsized activity in this segment can be attributed both to
the composition of listings and also to elevated demand from non-Florida
investors. With few exceptions, out-of-state buyers have focused on na-
tionally branded drugstore, restaurant and fast-food properties. Elevated
demand has pushed cap rates to 5 percent or less for best-of-class assets,
such as McDonald’s land leases or new Walgreens stores. Credit-tenant
deals with less remaining lease term remaining trade in the mid-6 to low-7
percent range. Many in-state investors have set their sights on non-credit
deals and value-add opportunities, such as smaller, high-vacancy shopping
centers offered at discounted prices.

2014 Market Outlook

= 2014 NRI Rank: 30, Up 1 Place. A slight drop in vacancy and steady
rent growth raised Palm Beach County one rung.

» Employment Forecast: Local employment will rise 3.1 percent in 2014
with the addition of 16,700 jobs. Last year, payrolls grew 2.5 percent.

» Construction Forecast: Developers will deliver 775,000 square feet, up
from 425,000 square feet last year. Palm Beach Outlets in West Palm
Beach will account for more than half of the new supply.

» Vacancy Forecast: Retail vacancy will improve 30 basis point in 2014
to 7.9 percent. Last year, the market recorded a 50-basis point decline.

s Rent Forecast: In 2014, asking rents will rise 1.9 percent to $17.35 per
square foot. Rents declined 1.4 percent last year.

» Investment Forecast: The transformation of the Boca Raton Polo
Grounds to luxury housing bodes well for owners of nearby retail prop-
erties. The influx of affluent residents may also give way to new retail
development and investment opportunities in the quarters ahead.

Market Forecast Employment: 3.1% a  Construction: 350K a
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Employment vs. Retail Sales

«== Employment Retail Sales
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Office Locations - United States

Corporate Headquarters Charlotte Uptown Detroit Lafayette
Marcus & Millichap 525 North Tryon Street Two Towne Square 1812 W. Pinhook Road
23975 Park Sorrento Suite 1600 Suite 450 Suite 202
Suite 400 Charlotte, NC 28202 Southfield, MI 48076 Lafayette, LA 70508
Calabasas, CA 91302 (704) 831-4600 (248) 415-2600 (337) 231-5174
(818) 212-2250 Raj Ravi Jonathan Dwoskin David H. Luther
www.MarcusMillichap.com

Chicago Downtown Encino Las Vegas
Atlanta 333 West Wacker Drive First Financial Plaza 3800 Howard Hughes Parkway
500 Northpark Town Center Suite 200 16830 Ventura Boulevard Suite 1550
1100 Abernathy Road, N.E. Chicago, IL 60606 Suite 100 Las Vegas, NV 89169

Building 500, Suite 600
Atlanta, GA 30328
(678) 808-2700
Michael J. Fasano

Austin

8310-2 N. Capital of Texas Highway

Suite 110

Austin, TX 78731
(512) 338-7800
J. Michael Watson

Bakersfield

4900 California Avenue
Tower B, 2nd Floor
Bakersfield, CA 93309
(661) 377-1878

Adam P. Christofferson

Birmingham

The Landmark Center
2100 First Avenue North
Suite 600

Birmingham, AL 35203
(205) 747-3722

Jody McKibben

Boise

950 W. Bannock Street
Suite 1100

Boise, ID 83702

(208) 319-3549
Timothy R. Rios

Boston

100 High Street
Suite 1025

Boston, MA 02110
(617) 896-7200

Thomas Gorman

Brooklyn

16 Court Street
Floor 2A

Brooklyn, NY 11241
(718) 475-4300
John Horowitz

Charleston

145 King Street

Suite 407

Charleston, SC 29401
(843) 952-2222

Raj Ravi

Charlotte

405 Eagle Bend Drive
‘Waxhaw, NC 28173
(704) 443-0600

Raj Ravi
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(312) 327-5400
John M. Przybyla

Chicago 0ak Brook
One Mid America Plaza
Suite 200

Oakbrook Terrace, IL 60181

(630) 570-2200
Steven D. Weinstock

Chicago O’Hare

8750 W. Bryn Mawr Avenue

Suite 650

Chicago, IL 60631
(773) 867-1500
Stephen K. Rachman

Cincinnati

600 Vine Street

10th Floor

Cincinnati, OH 45202
(513) 878-7700
Michael L. Glass

Cleveland

5005 Rockside Road
Suite 1100

Independence, OH 44131
(216) 264-2000

Michael L. Glass

Columbia

1201 Main Street
Suite 1480
Columbia, SC 29201
(803) 678-4900

Raj Ravi

Columbus

230 West Street

Suite 100

Columbus, OH 43215
(614) 360-9800
Michael L. Glass

Dallas

5001 Spring Valley Road
Suite 100W

Dallas, TX 75244

(972) 755-5200

Tim A. Speck

Denver

1225 17th Street
Suite 1800
Denver, CO 80202
(303) 328-2000
Richard A. Bird

Encino, CA 91436
(818) 212-2700
Adam P. Christofferson

Fort Lauderdale

5900 N. Andrews Avenue
Suite 100

Fort Lauderdale, FL 33309
(954) 245-3400

Ryan Nee

Fort Worth

500 Throckmorton Street
Suite 325

Fort Worth, TX 76102
(817) 932-6100

Bill G. Jordan

Fresno

8050 N. Palm Avenue
Suite 300

Fresno, CA 93711
(559) 389-5891
Adam P. Christofferson

Houston

777 Post Oak Boulevard
Suite 900

Houston, TX 77056
(713) 452-4200

David H. Luther

Indianapolis

600 E. 96th Street
Suite 500

Indianapolis, IN 46240
(317) 218-5300

Joshua Caruana

lowa

425 Second Street S.E.
Suite 610

Cedar Rapids, IA 52401
(319) 333-7743
Matthew M. Fitzgerald

Jacksonville

5220 Belfort Road
Suite 120

Jacksonville, FL 32256
(904) 672-1400

Kirk A. Felici

Kansas City

7400 College Boulevard
Suite 105

Opverland Park, KS 66210
(816) 410-1010

Matthew M. Fitzgerald
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(702) 215-7100
Justin C. White

Little Rock

5507 Ranch Drive
Suite 201

Little Rock, AR 72223
(501) 228-9600
Matthew M. Fitzgerald

Long Beach

One World Trade Center
Suite 2100

Long Beach, CA 90831
(562) 257-1200
Matthew J. Kipp

Los Angeles

515 S. Flower Street
Suite 500

Los Angeles, CA 90071
(213) 943-1800
Enrique Wong

Louisville

9300 Shelbyville Road
Suite 1012

Louisville, KY 40222
(502) 329-5900
Matthew M. Fitzgerald

Manhattan

270 Madison Avenue
7th Floor

New York, NY 10016
(212) 430-5100

J.D. Parker

Memphis

5100 Poplar Avenue
Suite 2505
Memphis, TN 38137
(901) 620-3600

Jody McKibben

Miami

5201 Blue Lagoon Drive
Suite 100

Miami, FL 33126

(786) 522-7000

Kirk A. Felici

Milwaukee

13890 Bishops Drive
Suite 300

Brookfield, W1 53005
(262) 364-1900
Matthew M. Fitzgerald
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Minneapolis

1350 Lagoon Avenue
Suite 840

Minneapolis, MN 55408
(952) 852-9700

Craig Patterson

Nashville

6 Cadillac Drive

Suite 100

Brentwood, TN 37027
(615) 997-2900

Jody McKibben

New Haven

265 Church Street
Suite 210

New Haven, CT 06510
(203) 672-3300

J.D. Parker

New Jersey

River Drive Center 3

611 River Drive

4th Floor

Elmwood Park, NJ 07407
(201) 582-1000

Brian Hosey

New Mexico

6565 Americas Parkway NE
Suite 204

Albuquerque, NM 87110
(505) 563-5791

J. Michael Watson

Newport Beach

19800 MacArthur Boulevard
Suite 150

Irvine, CA 92612

(949) 419-3200

Robert Osbrink

Oakland

555 12th Street
Suite 1750
QOakland, CA 94607
(510) 379-1200
Jeffrey M. Mishkin

Oklahoma City

9120 N. Kelley Avenue
Suite 100

Oklahoma City, OK 73131
(405) 254-2200

J. Michael Watson

Ontario

One Lakeshore Center
3281 E. Guasti Road
Suite 800

Ontario, CA 91761
(909) 456-3400

Kevin W. Boeve

Orlando

300 South Orange Avenue
Suite 700

Orlando, FL 32801

(407) 557-3800

Justin West
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Palo Alto

2626 Hanover Street
Palo Alto, CA 94304
(650) 391-1700
Steven J. Seligman

Philadelphia

101 West Elm Street
Suite 600

Conshohocken, PA 19428
(215) 531-7000

Spencer I. Yablon

Phoenix

2398 E. Camelback Road
Suite 550

Phoenix, AZ 85016

(602) 687-6700

Donald D. Morrow

Pittsburgh

204 Fifth Avenue
Suite 502

Pitesburgh, PA 15222
(412) 360-7777
Michael L.Glass

Portland

111 S.W. 5th Avenue
Suite 1550

Portland, OR 97204
(503) 200-2000
Justin C. White

Providence

136 Peckham Road

Little Compton, RI 02837
(617) 594-9056

Thomas Gorman

Raleigh

101 ] Morris Commons Lane
Suite 130

Morrisville, NC 27560

(919) 388-1278

Raj Ravi

Reno

241 Ridge Street
Suite 200

Reno, NV 89501
(775) 348-5200
Ryan DeMar

Sacramento

3741 Douglas Boulevard
Suite 200

Roseville, CA 95661
(916) 724-1400

Ryan DeMar

Salt Lake City

36 South State Street
Suite 2650

Salt Lake City, UT 84111
(801) 736-2600

Gary K. Mangum

San Antonio

8200 IH-10W

Suite 603

San Antonio, TX 78230
(210) 343-7800

J. Michael Watson

San Diego

9255 Towne Centre Drive
Suite 700

San Diego, CA 92121
(858) 373-3100

John Vorsheck

San Francisco

750 Battery Street

5th Floor

San Francisco, CA 94111
(415) 963-3000

Jeffrey M. Mishkin

Seattle

Two Union Square
601 Union Street
Suite 2710

Seattle, WA 98101
(206) 826-5700
Joel Deis

St. Louis

7800 Forsyth Boulevard
Suite 710

St. Louis, MO 63105
(314) 889-2500
William Holman

Tampa

4030 W. Boy Scout Boulevard
Suite 850

Tampa, FL 33607

(813) 387-4700

Richard Matricaria

The Woodlands

2441 High Timbers

Suite 130

The Woodlands, TX 77380
(832) 442-2800

David H. Luther

Tucson

4031 East Sunrise Drive
Suite 151

Tucson, AZ 85718
(520) 202-2900
Donald D. Morrow

Tulsa

7633 East 63rd Place
Suite 300

Tulsa, OK 74133
(918) 877-3000

J. Michael Watson

Washington, D.C.

7200 Wisconsin Avenue
Suite 1101

Bethesda, MD 20814
(202) 536-3700

Bryn D. Merrey

West Los Angeles

12100 W. Olympic Boulevard
Suite 350

Los Angeles, CA 90064

(310) 909-5500

Tony Solomon
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Westchester

50 Main Street

Suite 925

White Plains, NY 10606
(914) 220-9730

J.D. Parker

Office Locations - Canada

Calgary

5920 Macleod Trail SW
Suite 201

Calgary, AB T2H 0K2
(587) 349-1302

Gary Lucas

Toronto

340 King Street E

Suite 200

Toronto, ON M5A 1K8
(416) 594-9999

Daniel Holmes

Vancouver

601 West Broadway
Suite 400

Vancouver, BC V5Z 4C2
(604) 675-5200
Christopher Anderson
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National Retail Index Note: Employment and office data forecasts for 2014 are based on the most up-to-date information available January 2014 and are subject to change.

Statistical Summary Note: Metro-level employment, vacancy, and annual asking rents are year-end figures and are based on the most up-to-date information available as of
January 2014. Average and median prices and cap rates are a function of the age, class and geographic area of the properties trading and therefore may not be representative of
the market as a whole.

Note: Averages and medians may be based on all property classes where available. Geographic market boundaries, survey samples, methodologies and data may change, affect-
ing historical reporting basis and comparability with past reports or analyses. In the event of a basis change, historical data is recalculated. If you have any questions regarding a
historical series or methodology, please contact John Chang at john.chang@marcusmillichap.com. The information contained in this report is deemed to be reliable. Every effort
was made to obtain accurate and complete information; however, no representation, warranty or guarantee, expressed or implied, may be made as to the accuracy or reliability
of the information contained herein.

Sources: Marcus & Millichap Research Services, American Council of Life Insurers, Blue Chip Economic Indicators, Bureau of Economic Analysis, Commercial Mortgage
Alert, CoStar Group Inc., Economy.com, Federal Reserve, Freddie Mac, Foresight Analytics, Mortgage Bankers Association, Real Capital Analytics, Real Estate Center at Texas
A&M University, Standard & Poor’s, The Conference Board, Trepp, TWR/Dodge Pipeline, U.S. Bureau of Labor Statistics, U.S. Census Bureau, U.S. Department of Health

and Human Services, U.S. Securities and Exchange Commission, U.S. Treasury Department.
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