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Market Continues to Strengthen;
First Spec Bldg Planned in Over 10 Years

Market at a Glance: 0 Vacancy Rate Completions o Absorption
Arrows indicate change from previous period. 13.5% OSF 1 08!703 SF
Figure 1: Market Vacancy
[o)
30.0% 27.2%
25.0%
20.0%
15.0% 13.7% 13.3% 13.5%
11.6%
9.8%

10.0%

5.0%

0.0%

CBD East North South West Market
Source: Martin Commercial Properties, Inc.

Market News

+  The local unemployment rate dropped to 2.7% in H2 2019, well below

state and national averages; however, the unemployment situation in

2020 is expected to remain fluid due to the COVID-19 health crisis. Market ComPOSition
«  Market vacancy dropped from 14.5% in Hi1 2019 to 13.5% in H2 2019. The Greater Lansing Area comprises just over
8.6 million sq. ft. of leasable office space
divided into five submarkets (CBD, East, North,
South and West). The largest concentrations

+  During the same period, submarket vacancy fell in most sectors.
«  Wayfair leased 62,961 sq. ft. in Hannah Tech (East Submarket).

«  State of Michigan leasing activity was strong during H2 2019, and
is anticipated to maintain momentum throughout 2020, subject to
ramifications of the COVID-19 pandemic.

of office space are found in the CBD and the
East Submarket, representing over 74% of the

space surveyed.
«  Large blocks of quality space remain at a premium.
- In 2020, the market is expected to break ground on its first speculative Approximately 36% of space is Class A, 60% is

building in over ten years (East Submarket). Class B and 4% is Class C.
+  The 115,000-sq. ft. 4300 West Saginaw professional building sold in H2

2019 for $1.5 Million.
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Figure 2: Market Statistics | H2 2019
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Unemployment Rate

The unemployment rate in the Greater Lansing Metropolitan
Area fell from 3.9% in H1 2019 t0 2.7% in H2 2019.

According to the Bureau of Labor Statistics, the tri-county's
unemployment rate was below both the state and federal levels
(3.6% and 3.5%, respectively).

Figure 3: Unemployment Statistics | H2 2019
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The Impact of COVID-19

It is important to note that while we are publishing this
H2 2019 market report in early 2020, the new COVID-19
pandemic is creating a swirl of uncertainty in markets
around the world, as government-mandated social
distancing and temporary office closures have created a

powerful economic burden for small businesses.

Many local, state and federal programs have been
launched to provide financial assistance to impacted
businesses. For example, the Small Business Develop-
ment Center (SBDC) has published a Question & Answer
transcript outlining various programs and numerous
resources you may find beneficial. Also, the U.S. Small
Business Association (SBA) has published an outline

of resources, products, loan programs and guidance
measures meant to assist business owners. U.S. Rep-
resentative Slotkin (MI) encourages small businesses to
apply for a part of the $1 billion allotted to the SBA for
business loans, reminding us that these loans can be
as high as $2 million. Also, the MEDC just announced
Michigan Small Business Relief Program will provide up
to $20 million in support for small businesses negative-
ly impacted by COVID-19. Details and resources can be

found at https:/www.michiganbusiness.org/covid19/.

This situation is unprecedented in modern times, and

it is difficult to fully assess what the Greater Lansing
office market will look like in the coming months. Much
will depend on how long the economy is stalled and the
time it will take for small and large businesses alike to

get back to a reasonable normal.

And then, the question becomes: What will the new nor-
mal be? People are working from home, using technolo-
gy to transact business and they are developing creative

ways to stay socially distant while remaining in touch.

Most likely, there will be both negative and positive
aspects to the “new normal” for landlords and tenants,
and we will continue to provide market updates to keep

you informed.
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Snapshot

A number of significant new leases were executed during
H2 2019, some of which included the Wayfair lease of
62,961 sq. ft. in Hannah Tech (East Submarket), the
General Services Administration lease of 34,202 sq. ft.
at 120 East Jolly Road (East Submarket), and the Energy
Developments, Inc. (EDL) lease of 10,340 sq. ft. at 2501
Coolidge Road (East Submarket).

Large renewals were also inked, including 8,615 sq. ft. for
McLaren Health Plan at 2900 West Road (East Submar-
ket), 29,668 sq. ft. for the State of Michigan Department
of Human Services at 5511 Enterprise Drive (South Sub-
market), 9,229 sq. ft. for United Healthcare at 822 Centen-
nial Drive (West Submarket), 29,417 sq. ft. for CLEAResult
Consulting at Park Place (East Submarket), and the Ing-
ham County lease of 10,316 sq. ft. at 1115 South Pennsyl-

vania Avenue (South Submarket).

Vacancies throughout the Greater Lansing area dropped
one hundred basis points from 14.5% in H1 2019 to 13.5%
in H2 2019, wrapping up the strongest year for the office

market since 1999.

The continued migration from downtown offices to newer
suburban space with on-site parking has created a visible
shift in dynamics. For the first time in over 20 years of
studying the Greater Lansing office market, the suburbs
have outperformed the CBD in terms of occupancy. Sub-
urban vacancy now averages 13.4%, while urban vacancy
averages 13.7%.

The Louie - 80,000 Sq. Ft. Class A Redevelopmeni
Downtown

We continue to chart the trend of tenant flight toward high-
end space throughout the market. Vacancy for Class A

space continues its downward trend, averaging 5.0%, while
Class B vacancies hover well above market average (17.4%

and 34.1%, respectively.)

Itis no surprise that market fundamentals are creating

a very competitive environment in which occupiers often
struggle to both identify quality office space and secure
favorable lease terms. For over ten years, new speculative
construction has remained at a virtual standstill; how-
ever, we anticipate the groundbreaking of a 34,000 sq. ft.
office building on Eyde Parkway in 2020 (East Submarket).
Furthermore, Class A renovations continued during H2
2019 on the 80,000-sq. ft. former Senate headquarters
building, now dubbed The Louie, with occupancy expect-
ed in late 2020. The Louie is downtown's latest success
story. Dickinson Wright will occupy the 9th and 10th floors
of the building, and at the time of publication, additional
transactions for several floors of The Louie are in-place or

in-negotiation.

Figure 4: History of Vacancies
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Vacancy
H2 2019 vacancy rates averaged 13.5%, down from 14.5%

in H1 2019. Vacancy rates fell in every submarket ex-

cept the North. The strongest sector was clearly the East

Continued on page 5.
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"Vacancy" - Continued from page 4.

Submarket, averaging 9.8% vacancy, while the weakest
submarket continued to be the South Submarket, averag-

ing 27.2% vacancy.

The CBD vacancy rate averaged 13.7% while vacancies in
the suburbs averaged 13.4%.

There remained a broad gap between Class Aand B
vacancy, and tenants who desire best-in-market space
are willing to pay rising asking rates in order to secure it.
Class A space averages 5.0% vacancy, Class B space aver-
ages 17.4% vacancy, and Class C space averages 34.10%

vacancy.

Absorption

Absorption is the net change in physically occupied space
from one period to the next. During H2 2019, the Greater
Lansing Area absorbed 108,703 sq. ft. (+1.3%). The East
Submarket experienced the greatest absorption (61,354
sq. ft.), while the North Submarket fared the worst, ab-
sorbing a negative 3,101 sq. ft. (-2.3%).

New leasing activity continued at a brisk pace throughout
H2 2019. Major leases included:

* Midwest Strategy Group - 6,635 sq. ft.at 101 S.
Washington (CBD)

®* McPatInc. - 5,108 sq. ft. at 101 S. Washington (CBD)

e Wayfair - 62,961 sq. ft. in Hannah Tech (East Submar-
ket)

e General Services Administration - 34,202 sq. ft. at
120 East Jolly Road (East Submarket)

* Energy Developments, Inc. (EDL) - 10,340 sq. ft. at
2501 Coolidge Road (East Submarket)

Figure 5: Absorption - H2 2019
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Asking Rental Rates

Full service asking rates for Class A space range from
$23.00 to $29.00 per sq. ft. per year in the CBD and from
$22.00 to $26.00 per sq. ft. per year in the suburbs.

Rental rates for Class B space range from $18.00 to
$22.00 per sq. ft.in the CBD and $12.00 to $22.00 per sq.
ft.in the suburbs. Class C rental rates vary widely, but are

generally less than Class B rates.

Tenants requiring the best space that the market has to
offer are often paying asking rates for Class A space. For
Class B and C space, it is common for landlords to nego-
tiate deals 5-10% lower than the list rate; however, lease
concessions are no longer a major part of negotiations. If
landlords are asked to invest significant capital to re-
model lease space, they tend to ask for terms beyond five
years. In the event tenants take space in an ‘as is’ condi-

tion, landlords tend to be more flexible on concessions.

The average parking allowance is 4:1,000 SF in the
suburbs. Average monthly cost for parking in the CBD is
$150 per space for reserved parking and $100 per space
for unreserved. The average cost for unreserved parking
(reserved is unavailable) in downtown East Lansing is
between $90 and $125 per month.
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About Martin Commercial Properties Services Summary

For nearly 60 years, Martin Commercial Properties has provided commercial real + Brokerage
estate services to owners and occupiers and across five core business lines:

. » Property Management
Brokerage, Property Management, Project Management, Investment and

Corporate Services. * Project Management

Since 1988, Martin has produced comprehensive index briefs for the Greater . Investment

Lansing Area, detailing local office, retail and industrial statistics, major transac-
tions, industry trends and market forecasts. Martin Commercial Properties is the « Corporate Services

source for local market knowledge. We welcome the opportunity to be of service.

Trusted Commercial Real Estate Services...Since 1962.

© 2020 Martin Commercial Properties, Inc. and Martin Commercial Properties West Michigan, LLC. All rights reserved. This information has been obtained by Martin Commer-
cial Properties' Vice President of Research, Jill Langosch, from sources believed reliable but has not been verified for accuracy or completeness. Any reliance on this informa-
tion is solely at your own risk. Martin Commercial Properties and the Martin logo are service marks of Martin Commercial Properties, Inc. and Martin Commercial Properties
West Michigan, LLC.
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Mid-Michigan Office / 1111 Michigan Avenue, Suite 300, East Lansing, Ml 48823 / (517)351-2200
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