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Colliers Portland reports the following significant trades in the first quarter,
includes some low-income/non-market rate transactions.

Project City Sale Date| Sale Price |# Units| Price/Unit | Price/SF |Cap Rate
Wyndham Park Beaverton 6/1/2015| $63,900,000 423 $ 151,064 | $ 331.53
Museum Place Portland 6/19/2015| $59,500,000 140/ $ 425,000 | $ 389.78 5.40
Canyon Creek Wilsonville| 4/30/2015| $49,500,000 372| $ 133,065 | $ 136.27 5.50
Domaine at Villebois Wilsonville| 6/25/2015| $48,025,000 274/ $ 175,274 | $ 180.38 4.73
Powell Valley Farms Gresham 6/15/2015| $27,750,000 228| $ 121,711 | $ 138.92
Tualatin View Portland 4/29/2015| $21,900,000 210/ $§ 104,286 | $ 112.77 5.70
Summerlinn West Linn | 6/17/2015| $19,200,000 300/ $ 64,000 | § 62.31 5.80
Westmoreland's Union Manor |Portland 6/16/2015| $18,100,000 3000 $ 60,333 $ 82.70
West Slope Terrace Portland 6/11/2015| $12,700,000 96/ $ 132,292 | $ 131.50
7701-7820 NW Quinalt St Camas 6/19/2015| $10,052,000 28/ $ 359,000 | $ 372.30
Corso Apartments Portland 5/5/2015| $ 7,750,000 46| $ 168,478 | $ 208.78
Cascadian Terrace Portland 5/29/2015| $ 7,525,000 103| $ 73,058 | $ 85.51
Woodland Park Estates Portland 5/13/2015| $ 6,633,000 748 89,635|% 93.16

ABR Winkler Real Estate Services reports the following perspective on
multifamily sales through the year-to-date period ended June 2015:

Average price per foot $102
Median cap rate 6.07%
Dollar volume of sales $853,296,241
Median gross rent multiplier 9.04
Median price per unit $89,286
Average price $5,140,339
Average number of units 46

PERMITS

In the second quarter, Washington County issued more permits for
multifamily units in buildings with five or more units than the City of Portland.
Also, for the first time this year, multifamily permits were issued in the areas of
Multnomah County that exclude Portland.

In Portland, 404 multifamily units were permitted. Meanwhile, 17
multifamily units were permitted in the balance of Multnomah County that excludes
Portland (a.k.a. the eastern suburbs). Also, 523 multifamily units were permitted in
Washington County, and 53 multifamily units were permitted in Clackamas County.

The robust second-quarter permitting in Washington County also brings that
jurisdiction’s year-to-date total above Portland’s correlating metric. 2015’s year-to-
date multifamily permitting totals are represented in the following graphic.
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Multifamily building permits issued, YTD June 2015
Permitted number of units
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] 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013 | 2014 | 2015
City of Portland 1,793 1,623 | 2,466 | 2,038 | 2,802 | 2,103 | 345 | 622 852 | 1,612 2,992 |4,120| 829
M Multnomah County (excl PDX)| 1,062 | 288 46 119 56 24 125 47 0 0 12 0 17
B Washington County 1,040 | 1,279 | 664 |1,364| 674 | 572 319 | 212 473 | 630 | 1,537 /1,703 | 870
m Clackamas County 81 181 226 | 564 100 0 128 5 371 | 435 159 151 71

Source: U.S. Census Bureau

NEW CONSTRUCTION

NAI Norris, Beggs & Simpson’s (NAI-NBS) second-quarter 2015 multifamily
report discusses the shifting tenure split in Portland among a growing proportion of
newly built multifamily real estate. The firm reveals that 67 percent of all new
housing units built in Portland between 2010 and 2014 were apartments, reflecting
the much larger volume of multifamily permits issued in the jurisdiction as

compared to single-family permitting. Portland’s well-documented population

growth together with demand for multifamily from both Millennials and Baby
Boomers are all called out as fundamental drivers underpinning the local
multifamily market. Beyond this familiar refrain, however, is the group’s argument
that recent arrivals of major employers in the market have intensified the
concentration of a population demanding apartment living. The city’s amenities, cost
of living, and well-educated population are attractive to employers, and firms—
many in the technology industry—have responded by bolstering their presence. NAI-
NBS points to the very tight Central City office market as evidence. B
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“Oregon is experiencing full-throttle growth today. Jobs and income are increasing
as fast, if not faster than during the mid-2000s.” That is the State of Oregon’s Office
of Economic Analysis synopsis of current economic conditions in its May 2015
economic and revenue forecast. It found overall year-over-year employment growth
stood at 3.3 percent with employment and income growth accruing to average wage
earners and to most industries.

The sentiment is mirrored in the second quarter brokerage reports for
Portland’s office market. CBRE led its report noting that “demand for office space
increases despite decreases in average square feet per employee.” CBRE credits
strong employment growth and a 40 percent increase in year-over-year absorption
rates and predicted that growth will continue through 2015. Kidder Mathew’s notes
that it is a landlord’s market as new tenants race to absorb a number of deliveries
while rents increase. JLL notes that rents have increased for new deliveries across
subsequent announcements of new lease agreements.

B Alec Lawrence is a Master of Real Estate Development candidate and has been awarded
the Center for Real Estate Fellowship. Any errors or omissions are the author’s
responsibility. Any opinions are those of the author solely and do not represent the opinions

of any other person or entity.
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VACANCY

Kidder Mathews data indicate overall office vacancy edged down to 8.5 percent from
8.6 percent during first quarter 2015. Vacancy rates have hovered in this territory
for the last year since dropping below 9.0 percent during third quarter 2014.

Figure 1: Portland Office Market Total RBA (square feet) and Vacancy Rate
(%), 2012-2015
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Table 1: Portland Vacancy Rate
by Submarket, Q2 2015

Wilsonville
Johns Landing
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Northwest
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CBD

Kruse Way
Eastside
TOTAL
Airport Way
Tigard

Barbur Boulevard
Beaverton
Clackamas
Hillsboro

Lake Oswego
Suburban
Vancouver
West Hills

WA Square

Tualatin
Source: CBRE
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CBRE reported an overall second quarter
2015 vacancy rate of 11.4 percent for the
Portland Area. Its submarket data show a
strong performance for the CBD
submarkets (Downtown (9.2 percent),
Northwest (8.6 percent), and Lloyd Center
(6.0 percent)), which have an overall
vacancy rate of 9.8 percent. CBRE notes
that downtown vacancy is at it lowest since
Q4 2010.

Most suburban markets are performing
well too. Wilsonville leads the Portland
area at 4.4 percent and John’s Landing
falls close behind at 5.9 percent. However,
the Vancouver, West Hills, Washington
Square, and Tualatin submarkets drag
overall Suburban vacancy down to an
overall rate of 13.4 percent. CBRE credits
Kruse Way with suburban performance for
the quarter, noting that at 9.9 percent, it is
at its lowest since 2007.



OFFICE MARKET ANALYSIS LAWRENCE 52

RENTAL RATES

Kidder Mathews indicates that the overall average quoted FSG rental rates rose to $21.24
for the second quarter. A 4.6 percent year-over-year increase from $20.30 in the second
quarter of 2014. CBRE notes this is the 13" straight quarter that rental rates have
increased and that rate are increasing at a faster rate than last year (6.7 percent year-over-
year increase in 2015 versus a 3.7 percent increase in 2014).

Figure 2: Portland Office Market Average Asking Rents ($) and Deliveries
(square feet), 2012-2015
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Kidder Mathews reported an average asking rental rate of $25.35 per square
foot per year for Class A properties, down from $25.46 per square foot during the
first quarter of 2015 but still up from $25.15 at the end of the fourth quarter of 2014.
Class B properties had an average asking rate of $20.27 per square foot, up 7.02
percent from the first quarter. Class C properties reported an average asking rate of
$16.44, down from $16.84 during the last quarter.

CoStar data shows the Kruse Way submarket leading rents with an average
asking rent of $28 per square foot per year. The Lake Oswego/West Lin submarket is
not far behind at $24. The CBD and close-in Southeast and Northeast follow behind
at $28, $23, and $23 respectively.
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Figure 3: Highest Office Market Average Asking Rents in Portland Area
Submarkets, Q2 2015
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ABSORPTION AND LEASING

As related by Kidder Mathews, net absorption across Portland rebounded from a
weak first quarter to a total of 199,204 square feet during the second quarter.
CBRE’s data were even higher, with 349,579 square feet absorbed. CBRE attributes
103,038 of this to the downtown submarkets and 240,541 to the suburban markets.

According to CoStar, net absorption for Class A properties during the second
quarter was 58,547 square feet, up from 27,053 during the first quarter. Absorption
for Class B properties was at 16,665 square feet, up from negative 87,382 square foot
absorption during the first quarter.

Figure 4: Portland Office Market Net Absorption (square feet) and Vacancy
(%), 2012-2015
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Table 2: Portland Area Net Absorption by
Submarket, Q2 2015

Net Net Absorption as CBRE absorption data by

Submarket a Percentage of

Absorption R submgrket show a small

negative absorption of -17,315

Vancouver 89,343 2.0% gquare feet for the CBD. CBRE

Northwest 81,106 1.7% attributes this to DEQ’s move-

Eastside 55,773 2.1%  out from CH2M Center.

Kruse Way 47,366 2.1% v lod ab " for th

ancouver led absorption for the

— 40,500 — Portland Market WitIl)l 89,343

Lllord et 2ty 20 square feet, two percent of all

Johns Landing 21,802 1.7% RSF in the submarket.

Tigard 15,633 0.8% Northwest, Eastside, Kruse Way,

Airport Way 9,228 1.7% Clackamas, Lloyd Center, and

Barbur Johns Landing also experienced

Boulevard 7,841 1.6% strong absorption.

Wilsonville 6,053 0.8%

Lake Oswego 4,619 0.8%  The West Hills, Washington

Beaverton 4,060 0.1% Square, and Tualatig saw ‘

e 9,001 . further lossgs—all with negative
net absorption for the quarter.

WA Square -11,306 0.9%

Hillsboro -16,863 1.5%

CBD 17,315 0.1%

Tualatin -24,607 2.6%

Source: CBRE
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Table 3: 2015 Q2 Notable Lease Transactions

Building/Address Tenant Market Square Feet
Parkside Center CH2M Hill CBD 120,304
US Custom House WeWork CBD 78,835
Clark Center Papa Murphy's Vancouver Mall 76,329
Former YMCA Under Armour Barbur Blvd 70,003
Building

Pearl West Wacom CBD 56,422
Fox Tower CollegeNET Inc CBD 38,546
Bank of America Bank of America CBD 36,703
Financial Center

Willamette Oaks Ankrom Moisan SW Close In 36,524
321 Glisan PNCA CBD 32,868
Park Avenue West Morgan Stanley CBD 31,450
Overton Building Swift + Possible NW Close In 29,933
Nimbus Corp Ctr, Bldg Walgreens 217 Corr 29,806
1

The 4400 Building Bonneville Power Vancouver Mall 25,469
Hist US Nat Bank Google CBD 25,416
Block

Pioneer Tower Geffen Mesher & Co CBD 22,753

Source: JLL and Colliers International
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SALES TRANSACTIONS
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Table 4: 2015 Q2 Notable Sales Transactions

Building City Price Price/SF SF Type
Address
CH2m Center Portland $55,000,000 $248.83 221,034 Investment
Cornell Oaks Corp Beaverton $13,200,000 $183.06 72,108 Investment
Ctr
Block 90 Portland $12,900,000 $268.43 48,057 Investment
Durham Plaza Tigard $10,000,000 $239.11 41,822 Investment
YMCA Building Portland $10,000,000 $145.77 68,600 Investment
Blagen Block Portland $9,100,000 $236.36 38,501 Investment
Stevens Medical Portland $6,750,000 $343.86 19,630 Investment
Center
2415 SE 43rd Ave  Portland $6,200,000 $196.13 31,612 Investment
The Marine Portland $6,000,000 $147.83 40,587 Investment
Building
17201 NE Portland $4,250,000 $174.60 24,341 Owner/User
Sacramento St
2233 SW Jefferson Portland $3,998,400 $249.90 16,000 Investment
St
19 NW 5th Ave Portland $2,750,000 $118.40 23,226 Investment
25195 SW Wilsonville $2,725,000 $104.76 26,012 Investment
Parkway Ave

Source: JLL and Colliers International
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DELIVERIES AND CONSTRUCTION

Notable deliveries for the second quarter included the warehouse-to-office
conversion of the Waterman Building by North Rim Commercial Realty. The 29,483
RBA building is in Close-In Southeast. The One North East Building in Inner
Northeast also delivered during the quarter. The building is part of a two building
creative office project that centers on a 14,000 square foot public courtyard.

The coming year should bring a number of additional deliveries with nearly
1,200,000 RBA under construction. CoStar reports an even higher under
construction RBA with several notable projects, including Intel’s Ronler Acres D1X
Mod 2 (1,000,000 square feet), Daimler Trucks North America (265,000) and the
Park Avenue West Tower (220,889). In addition, Killian Pacific is moving forward
with its 72,000 square foot Third & Clay building, Menashe Properties continues
work on its office building at 12t and Morrison, and Under Armour announced it
will renovate the former Metro Family YMCA building on Barbur Boulevard.

Figure 5: Portland Office Market Deliveries (rentable square feet) and
Vacancy (%), 2012-2015
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Figure 6: Portland Office Market Construction (rentable square feet) and
Vacancy (%), 2012-2015
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Portland’s industrial market continued to improve in the second quarter, with
vacancy rates at historic lows and rental rates on the rise. Net absorption saw a
slight decrease in the quarter, not including Intel’s Mod1 project, but remains
positive year-to-date. A significant construction pipeline of over 2 million square
feet, much of it speculative space, will hit the market in the second half of the year —
and industry experts believe that there is demand for all of the space.

VACANCY AND RENTS

The Portland area’s industrial market continued to show strength in the second
quarter, with a declining vacancy rate and an increase in asking rents. A review of
quarterly research reports from four leading commercial real estate firms revealed a
metro-wide vacancy rate of 4.9 percent in the second quarter, 22 basis points below
the prior quarter and 91 basis points below this time last year. This tightening
market is mostly being driven by demand for distribution, warehouse, and
manufacturing spaces, which together had a vacancy rate of 4.6 percent in the
second quarter. Flex space, in contrast, had a vacancy rate of 10.7 percent, a slight
decrease from the prior quarter but a 45 basis point increase year-over-year.

m Adam Seidman is a Master of Real Estate Development candidate and has been
awarded the Center for Real Estate Fellowship. Any errors or omissions are the
author’s responsibility. Any opinions expressed are those of the author solely and do
not represent the opinions of any other person or entity.
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Table 1: Portland Industrial Quarterly Report Survey Q2 2015

Kidder : Average-  Chgvs Chg vs

Colliers JLL CBRE Mathews ! Q22015 Prior Qtr Prior Year
Vacancy :
- Industrial * 4.9% 4.2% - 1 4.6% -20 bps -90 bps
- Flex 11.6% 9.8% - - : 10.7% -05 bps 45 bps
- Weighted Average 5.5% 4.7% 4.7% 4.8% : 4.9% -22 bps -91 bps
|
Rents ** :
- Industrial * $0.47 $0.50 $0.40 : $0.46 -0.4% 7.0%
- Flex $0.95 $0.95 $1.02 - : $0.97 6.8% 15.0%
- Weighted Average $0.51 $0.54 $0.46 $0.48 | $0.50 1.7% 8.5%

* Includes distribution, warehouse, and manufacturing
** Asking rents for finished space (blended); CBRE Industrial rents are for shell space
Sources: Quarterly Reports

According to Kidder Mathews, this is the eighth consecutive quarter in which
vacancy rates either decreased or stayed flat. JLL. says that vacancy in the market is
at its lowest point in over 20 years, encouraging a rise in speculative construction,
with only one-third of upcoming deliveries spoken for (i.e. build to suit, owner-built).
Colliers reports that the improving technology economy contributed to the lowest
flex vacancy rate in the Sunset Corridor in more than a decade.

Figure 1: Portland Industrial Market Vacancy Rate, 2007-2015 Q2
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Along with decreasing vacancy rates, asking rental rates continued their upward
trajectory in the second quarter. The quarterly report survey showed monthly
industrial asking rates of $0.46/square foot and flex rates of $0.97/square foot, for a
combined weighted market average of $0.50/square foot. Industrial rates dipped
slightly from the first quarter but are up a strong 7 percent year-over-year. Flex
rates exhibited very strong quarterly growth of nearly 7 percent and annual growth
of 15 percent.

Figure 2: Portland Industrial Market Asking Rents, 2007-2015 Q2
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ABSORPTION AND DELIVERIES

Colliers reported positive net absorption of 825,000 square feet in the second
quarter, down from over 1 million square feet in the first quarter. However, Intel’s
Mod1 at D1X accounted for 1.1 million square feet in the quarter — factoring out this
space, the overall market actually saw negative net absorption of about 275,000
square feet. Over the past four quarters, the market has absorbed 2.75 million
square feet of space (not including Mod1). This net absorption run rate is slightly
higher than the market’s average annual net absorption from 2004-2014 of 2.55
million square feet.
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Table 2: Portland Industrial Net Absorption Last 4 Quarters

Industrial
Q3 2014 949,800
Q4 2014 848,170
Q1 2015 1,129,776
Q2 2015 -318,067
Total 2,609,679
w/out Intel 2,609,679
AVG 2004-2014
Peak Annual 2006:
Trough Annual 20089:

Source: Colliers International

Flex
-45,116
14,689
-68,708
1,143,713

1,044,578
-55,422

SEIDMAN

Total
904,684
862,859

1,061,068
825,646

3,654,257
2,749,573

2,549,245
5,412,028
-3,169,003

63

Figure 3: Portland Industrial Net Absorption and Deliveries, 2004-2015 Q2
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Excluding Intel’s Mod1, deliveries for the first half of the year totaled just over
600,000 square feet. Notable deliveries included 215,000 square feet at the Gateway
Corporate Center and 97,000 square feet at the speculative Koch Corporate Center.

Table 3: Notable Portland Industrial Lease Transactions Q2 2015

Tenant Building Submarket Size (s.f.) Type

Georgia Pacific Rivergate Corporate Center 2 Rivergate 607,000 Renewal

Bridgestone Tire ProLogis PDX 20 East Columbia 204,280 Relocation

CEVA Logistics Alderwood Corporate Center Airport Way 154,675 Renewal & Expansion
Bay Valley Foods Kelley Point Distribution Center Rivergate 150,000 Renewal

Oregon Wine Services Southwest Industrial Park Tualatin 145,136 New

Sources: Colliers and CBRE

UNDER CONSTRUCTION

Local real estate firms estimate that there is current tenant demand for between
2 million to 4 million square feet of industrial space in the Portland metropolitan
market. JLL notes that there are 15 users seeking spaces over 100,000 square feet —
significantly larger than the typical lease of between 10,000 and 50,000 square feet.

To meet known and speculative demand, there are 15 projects currently under
construction with over 2 million square feet of space. This does not include Intel’s
1.6 million square feet at Ronler Acres. Over 800,000 square feet is located in just
two projects in the Northeast submarket — Holland’s Cameron Distribution Center
and Specht’s Interstate Crossroads Distribution Center. Both of these projects are
speculative.

Since 2009, annual deliveries in the market have averaged 800,000 square feet.
Assuming that the 2 million square feet under construction are delivered in the
second half of 2015, the projected yearly total deliveries will equal 2.6 million square
feet. This amount of space is the most delivered since 2008 and is equal to more than
3 years of deliveries (given the average of the past 6 years).

INVESTMENT ACTIVITY

Kidder Mathews reported that transaction volume for the second quarter was
$143 million, in-line with 2014 quarterly averages and up from $121 million in the
first quarter. The average sales price in the second quarter was $71.72 per square
foot, up slightly from the first quarter average of $70.56. Notably, the average
market capitalization rate decreased to 6.41 percent in the second quarter, down
from 7.02 percent in the previous quarter.
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Table 4: Notable Portland Industrial Sales Transactions Q2 2015

Address Location Size (s.f.) Price Price/s.f. Type

Tualatin Corporate Center Tualatin 401,000 $36,100,000
13635 N Lombard Street Portland 139,000 S 7,550,000
17600 NE San Rafael Street Portland 94,634 S 7,300,000
11555 SW Myslony Street  Tualatin 126,625 $ 7,000,000
20495 SW Teton Avenue Tualatin 100,000 S 6,000,000

90.02 Investment
54.32 Investment
77.14 Owner/User
55.28 Owner/User
60.00 Investment

wvrn un unn

Source: Kidder Mathews

LOOKING AHEAD

With 2 million industrial square feet under construction, 2015 is on pace to deliver
the most space in any year since the Great Recession. Strong tenant demand in the
market, especially for larger spaces, will likely lead to the absorption of this space in
3 to 4 quarters. As much of this space is speculative, vacancy rates may rise in the
near-term from their historic lows, but not significantly higher. Absorption of space
in the two largest speculative projects currently under construction, consisting of
over 800,000 square feet, will offer clues to the continuing strength of the market.
Another trend to watch over the next few quarters will be the impact of marijuana
legalization on the industrial market, especially on rental rates and property

sales. B
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Recent trends in retail leasing across the country look to continue, with JLL
projecting continued strong performance in the restaurants and food specialty,
health/fitness/nutrition, and variety retail (i.e., discounters) categories through
2015. These trends reflect shifting preferences towards experiential consumption,
health-oriented consumers, and the persistently stagnant incomes for lower-income
earners. JLL predicts these trends will favor lifestyle centers, grocery-anchored and
neighborhood strip centers, and outlet malls.

VACANCY

Kidder Mathews reports that vacancy decreased 20 basis points from the first
quarter to 4.8 percent. Rates have continued a slow but steady decrease, down 60
basis points since the second quarter of 2012. This decrease has held despite a
growing number of deliveries in recent quarters. While still low, the spread between
the availability rate and the vacancy rate has continued a yearlong increase, ending
the second quarter at 1.3 percent above the overall vacancy rate from a low of 0.8
percent in third quarter 2014.

B Alec Lawrence is a Master of Real Estate Development candidate and has been awarded
the Center for Real Estate Fellowship. Any errors or omissions are the author’s
responsibility. Any opinions are those of the author solely and do not represent the opinions
of any other person or entity.
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DELIVERIES AND CONSTRUCTION

Kidder Mathews reported a total of 13 buildings and 216,016 square feet delivered
for the quarter while NAI, Norris, Beggs, & Simpson reported 12 buildings
completed and 314,293 square feet. NAI, Norris, Beggs & Simpson reports Kruse
Village delivered 56,184 square feet during the quarter—completing all six buildings
of the 62,000 square foot development. Leasing continues on the development with
most signed tenants in the restaurants and food services and health and beauty
categories. NAI, Norris, Beggs & Simpson attributed recent deliveries to the large
number of mixed-use multifamily developments completed in Portland in recent
quarters.

Kidder Mathews reports a total of 15 projects under construction for a total of
340,043 square feet. This is down from 390,761 square feet last quarter and far
below the 999,576 under construction during second quarter 2014. Gramor reports it
will begin construction on a new, mixed-use development anchored by a 145,000-
square-foot Fred Meyer in Happy Valley at the corner of 172" Avenue and
Sunnyside Road. Included in the project will be eight retail buildings, a Fred Meyer
fuel center, and a 168-unit apartment complex. Construction is set to begin in late
2015 and end in Fall 2016. Kidder Mathews reports the construction value at $80
million.

Figure 4: Portland Retail Market Deliveries and Construction
(square foot) and Vacancy (%), 2012-2015
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Figure 5: Portland Retail Market Construction (square feet) and
Vacancy (%), 2012-2015
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SALES

Kidder Mathews reported $117.07 million in transactions during the second quarter,
a decrease from the 2014 quarterly average of $167.81 million. Capitalization rates
increased from 6.07 percent during last quarter to 6.62 percent this quarter. CoStar
reported higher second quarter transactions with the $150 million sale of a nine-
property portfolio to The Macerich Company.

Table 3: 2015 Q2 Notable Investment Transactions

Property Buyer Submarket Sale Price
11250 1834 St. (9 The Macerich Sunset Corridor $150 M
properties) Company

322 NW 14tk Ave HP Investors Central City $12.9 M
2815-2831 SW Interurban Central City $10 M
Barbur Blvd Development

Source: CoStar



