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THE LOCAL LENDING
DIFFERENCE

It's been nearly 20 years since Virginia has had a statewide bank with the
lending power to fund loans of up to $100MM per relationship and handle
large cross-regional deals. Even though Union continues to grow, we never
forget the power of personal relationships. Our commercial bankers are able
to make fast, fair loan decisions based on local knowledge, without all the

red tape.

e Business Lines of Credit e Residential Construction and Development
¢ Business Equipment Loans ® Acquisition Loans

e Commercial Real Estate Loans e | etters of Credit

e Business Real Estate and Construction Loans * ESOP/Re-Capitalization Loans

We're proud to sponsor the 24" Annual
Hampton Roads Market Review & Forecast.

In Hampton Roads, please contact:

Commercial Real Estate Finance
Tom Dillon | 757.473.5843

Commercial Lending
Jay Kenslow | 757.227.5251
Mike Kos | 757.985.4791

Business Banking

Paul Buckley | 757.473.5855 U N I O N
% MEMBER FDIC | BANKATUNION.COM

BANK & TRUST
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N S.L. NUSBAUM Realty Co.

Since 1906.
PROPERTY MANAGEMENT | DEVELOPMENT | SALES | LEASING | FINANCIAL SERVICES

Award winning service, unmatched commitment to our tenants and owners.
HEADQUARTERS | 1700 Wells Fargo Center | 440 Monticello Avenue | Norfolk, VA 23510 | 757.627.8611
RICHMOND | 9211 Forest Hill Avenue | Suite 110 | Richmond, VA 23235 | 804.320.7600
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Welcome to the 2019 Hampton Roads Real Estate Market Review and
Forecast. This year’s event marks the 24th consecutive offering of detailed,
expert analysis of Hampton Roads’ real estate markets. We are excited to
present information on economic trends, office, industrial, retail, multifamily,
residential, and, new this year, lodging. Thank you to this year’s speakers/
authors for sharing their insight and analysis in the following reports and
the event presentations. Their time and efforts ensure that we provide a
comprehensive examination of our market sectors.

As part of Old Dominion University’s Strome College of Business, the E.V.
Williams Center for Real Estate relies on the contributions of its Executive
Committee, Advisory Board, and members. Our programs and events are
designed to connect the academic and business communities. As partners,
we strive to promote academic achievement, professional development, and
personal growth by providing career information, mentoring, and networking
opportunities to the students, our future real estate workforce. Over the past
year, Strome Real Estate students have had the opportunity to participate
in industry-coordinated events along with guest lectures and on-site visits.
These opportunities provide students with the hands-on experiences
necessary to support their academic work. Thank you to all of the members
and affiliates that have enriched our real estate students as they continue
their educational pursuits and careers.

Additionally, the Strome College added to its distinguished Finance and Real
Estate faculty with the hiring of Walter D’Lima. Dr. D’Lima joins ODU having
earned his Ph.D. from the Smeal College of Business at the Pennsylvania State
University; he previously taught at the University of Notre Dame. Dr. D’Lima
has research interests in institutional real estate investment, mortgage
markets, and urban economics. As the Center grows, we look forward to
offering additional educational programming to support the needs of the
local industry. To learn more about the Center or to participate in upcoming
events, please contact Director Andrew Hansz or reach out to Chair Larry
Colorito.

Thank you for attending the 2019 Market Review and Forecast and for
supporting the E.V. Williams Center for Real Estate. We look forward to seeing
you at future events.

J. Andrew Hansz, Ph.D., MAI, CFA

Robert M. Stanton Chair in Real Estate

Director, E.V. Williams Center for Real Estate
Finance Department, Strome College of Business

Lawrence J. Colorito, MAI
Chair, E.V. Williams Center for Real Estate
Senior Managing Director, Valbridge Property Advisors




WE ARE COLLIERS.

Virginia's market leaders
have a new flag, Colliers International.

For all of your commercial real estate service needs contact:

Colliers International
150 W. Main Street, Ste 1100
Norfolk, Virginia 23510 | +1 757 490 3300

Ycolliers.com

Perry Frazer

Managing Director
+1757 228 1833
perry.frazer@colliers.com
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To obtain a pdf of this report and past reports, please visit our
website: www.odu.edu/creed and click “Market Review Reports”

Contact: J. Andrew Hansz, Ph.D., CFA, MAI
Robert M. Stanton Chair in Real Estate

Director, E.V. Williams Center for Real Estate
Finance Department, Strome College of Business

Old Dominion University

2154 Constant Hall, Norfolk, VA 23529
jhansz@odu.edu ¢ 757.683.3505
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VINOD AGARWAL, Ph.D.

Deputy Director, Dragas Center for Economic Analysis and Policy
Strome College of Business, Old Dominion University

NOMINAL AND REAL GROSS DOMESTIC PRODUCT (GDP)

HAMPTON ROADS, 2003 - 2018*

$110,000

$99,578
The Hampton Roads economy, as measured by $100,000
Real Gross Domestic Product (GDP), is expected 2 90,000
to grow at a slightly higher rate in 2019 (2.4%) s $80,000 $71,944 —
than in 2018 (2.2%). Regional growth in 2019 S 0000 SRS
c )

will also be higher than the historical annual = $60.000
average growth rate of 2.0%, observed from = ' $61,481
1988 through 2017, but slightly slower than $50,000
that of the nation. Incidentally, Nominal GDP N T e L

- S 8 8 8 8 8 8 5 5 5 5 5 5 5 5 =S
of Hampton Roads approached $100 billion N8 & 8§ & & &8 § & & & & & & & &«

in 2018. If Hampton Roads were a country,

its economy would rank in the top 70 world = Nominal GDP = Real GDP

nations.
Sources: Bureau of Economic Analysis and Dragas Center for Economic Analysis and Policy. Data on GDP
incorporates latest BEA revisions in September 2018. Data for 2017 for Hampton Roads are advance estimates.
*Data for 2018 represent our forecast. Real GDP in 2009 Chained Dollars.
From 2003 to 2006, real GDP in Hampton GROWTH IN REAL GROSS DOMESTIC PRODUCT
- *
Roads grew annually on average by about HAMPTON ROADS, 2003 - 2018

4.55%. Whereas the inflation-adjusted U.S.
GDP increased annually at a compounded rate

of 1.42% from 2007 to 2016, Hampton Roads 6% QAEN)

real GDP fell by 0.15%. Primary reasons for our 5%

regional economy’s poor performance during £ 4% I
this period included the Great Recession, the § 3% QAL60%, 2
deceleration of Department of Defense (DOD) 8 2%

spending since 2012, and lack of job growth E 1% I I

in the private sector. Between 2000 and 2012, ‘_g“ 0% I = . | 1 ° I

nominal DOD spending in the region increased g 1% I

annually at a rate of 5.9%, compounded. 2% < -0.15% >

However, DOD expenditures from 2012 through -3%

_ _ 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018
2017 have declined or remained stagnant.

Sources: Bureau of Economic Analysis and Dragas Center for Economic Analysis and Policy. Data on GDP incorporate latest BEA
revisions in September 2018. Data for 2017 for Hampton Roads are advance estimates. *Data for 2018 represent our forecast.

CAGR GDP growth in horizontal bars.



ECONOMIC
TRENDS

The Bipartisan Budget Agreement of 2018
raised spending caps by $296 billion over Fiscal
Years 2018 and 2019, with the defense caps
rising by $165 billion and the non-defense caps
by $131 billion. National defense spending
increased by $80 billion during FY 2018 and
is expected to increase by $85 billion during
FY 2019. For Hampton Roads, this is excellent
news. Despite the Federal Government’s
partial shutdown, Congress had appropriated
DOD funds for FY 2019. Direct DOD spending
in Hampton Roads during 2019 is anticipated
toincrease by 11% from 2017.

Hampton Roads’ economy remains heavily
dependent on DOD spending. From a peak
of 46% in 2011, DOD spending now provides
approximately 40% of Hampton Roads GRP.
With a large military and federal presence,
the increase in DOD spending is one of
the significant factors in Hampton Roads’
economic growth in 2018, 2019, and possibly
2020.

The Great Recession influenced job markets
throughout the United States. From January
2008 through February 2010, the U.JS.
economy lost 8.7 million jobs or about 6.3% of
all employment. It took 76 months to recover
this jobs loss. The Hampton Roads economy
lost about 38,400 jobs from 2007 to 2010. It
was not until 2017 that the regional economy
recovered all jobs lost during the Great
Recession. This region gained about 6,000
jobs in 2018 and can expect continued steady
2019 jobs growth.

Billions of Dollars

Employees in Thousands

Thousands of Jobs
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ESTIMATED DIRECT DEPARTMENT OF DEFENSE SPENDING
HAMPTON ROADS, 2000 - 2019*
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Sources: U.S. Department of Defense and Dragas Center for Economic Analysis and Policy. Includes Federal Civilian
and Military Personnel and Procurement. *Data for 2018 are estimates while 2019 represents our forecast.
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MILITARY AND FEDERAL CIVILIAN EMPLOYMENT
HAMPTON ROADS, 2001 - 2017

154 158 159 159 455 155 453 457
147 146 144 159 Lo 130 142 142 13

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

= Military Federal Civilian

Sources: U.S. Bureau of Economic Analysis and Dragas Center for Economic Analysis and Policy.
Last updated by BEA on November 15, 2018.

AVERAGE CIVILIAN NONFARM EMPLOYMENT (JOBS):
HAMPTON ROADS, 2000 - 2018

785.9
775.5 779.9
758.4
| | |737.1 | | | | |
2000 2002 2004 2006 2008 2010 2012 2014 2016 2018

Source: U.S. Department of Labor CES data and the Old Dominion University Economic Forecasting Project.
Annual averages based on non-seasonally adjusted data. Data will be revised in March 2019.



Other indicators also point to a decent recovery
in the labor market. The Quarterly Census of
Employment and Wage (QCEW) data show that
Hampton Roads gained approximately 11,000
jobs during Q1 2018 compared to the Q1 2017.
However, we also find that average weekly
wages from Q1 2017 to Q1 2018 increased by
only 1.8%, barely keeping up with inflation.

Another indicator of labor market performance
is labor force size and the number of employed
individuals. Local Area Unemployment Statistics
(LAUS) data show that, from November 2009
to December 2018, the labor force increased
by about 41,000, and the employed individuals
increased by about 74,000 during this same
period.

The Great Recession and its aftermath raised the
national unemployment rate from about 5% to
about 10%. The Commonwealth of Virginia and
Hampton Roads saw similar increases. Since the
recession, the unemployment rate in all three
areas has decreased substantially. However,
the gap between the national unemployment
rate and the Commonwealth’s unemployment
rate has been shrinking; Virginia’s 2018
unemployment rate was less than 100 basis
points lower than the national rate. It should
also be noted that before the recession,
Hampton Roads’ unemployment rate was close
to Virginia’s. Since the Recession, however,
Hampton Roads has been approximately 40
basis points higher than the Commonwealth.

CHANGE IN EMPLOYMENT: SELECTED INDUSTRIES

IN HAMPTON ROADS, 2017 Q1 TO 2018 Q1

Administrative and Support I —— 3,583
I 3,356
I 2,571
I 1,532

I—— 1,308

Manufacturing
Health Care and Social Assistance
Accommodation and Food Services

Management of Companies

Finance and Insurance I 294

Construction I 286
Transportation and Warehousing -149 W
Professional, Scientific & Technical Services -215 Il
Educational Services -226 W
Information -326 N

Retail Trade -707 I
Wholesale Trade -726 I

-1000 0 1000 2000 3000 4000

Sources: Virginia Employment Commission: Covered Employment and Wages by all types of Ownership (VA part of MSA) and
the Old Dominion University Economic Forecasting Project.

UNEMPLOYMENT RATE (U3)

UNITED STATES, VIRGINIA, AND HAMPTON ROADS, 2007 2018
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unemployment rates. Virginia data through December 2018 and Hampton Roads data through November 2018 while US data
through December 2018.
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«-KRISTA COSTA

Senior Vice President, Divaris Real Estate, Inc. =

HAMPTON ROADS OFFICE MARKET STATISTICS

The Hampton Roads office market sustained moderate activity in 2018. The office market is comprised of 52,592,993 square feet (SF),
with 2,106,201 SF of leases signed in 2018. The vacancy rate declined a point throughout the year to 8.2%. Positive absorption of
297,193 SF was down from the almost record level of 820,076 SF absorbed in 2017. The average asking rental rate, across all office
types, increased approximately 3% to $17.90 per SF. The office space available for sublease declined from 99,817 SF to 35,640 SF.

ABSORPTION/VACANCY

HAMPTON ROADS OFFICE

1,400,000.00 14%

1,200,000.00
‘/./ \-\- 12%

1,000,000.00 ' l(-‘
/ \-\ 10%

800,000.00 ¢

600,000.00 - 8%
400,000.00 6%
200,000.00

l 4%

0.00
2008 2009 2010 ' 2012 2013 2014 2015 2016 2017 2018
(200,000.00)

2%

(400,000.00) 0%

mmm 12 Month Absorption  —g— Vacancy Rate

Source: CoStar Group



KEY HAMPTON ROADS TRANSACTIONS

Renewals were the largest lease transactions in 2018, continuing the 2017 trend. The largest “new” lease was Optima Health’s expansion at
The Gallery at Military Circle of 44,428 SF, where the building is now 100% leased.

2018 TOP OFFICE LEASES

Building Date Square Footage Lease Type

US Air Force Research Quad Il Q2 97,488 Renewal
300 Exploration Way, Hampton

Canon USA 850 Greenbrier Circle, Q2 81,318 Renewal
Chesapeake

CACI Dominion Tower Q3 49,910 Renewal
999 Waterside Drive, Norfolk

Alion Science

and Technology Norfolk Commerce Center IV Q4 46,000 Renewal

Corporation 5365 Robin Hood Road, Norfolk

Optima Health The Gallery at Military Circle Q3 44,428 New

824 N Military Highway, Norfolk

Office market sales activity increased in 2018. New-to-market investors conducted several of the highest dollar sale transactions in Downtown Norfolk.

2018 TOP OFFICE SALES

Building Square Footage Sales Price Sale Price Per Square Foot

Dominion Tower 403,276 $79,000,000 $195.90
999 Waterside Drive, Norfolk

NetCenter 557,753 $19,750,000 $35.41
5200 Mercury Blvd, Hampton

Main Street Tower 199,621 $18,550,000 $92.93
300 East Main Street, Norfolk

Town Point Center 131,259 $16,600,000 $126.47
150 Boush Street, Norfolk

Lakeview Technology Center 2 86,400 $16,349,966 $189.24
7511 Burbage Drive, Suffolk

HAMPTON ROADS MARKET OVERVIEW

As predicted, the pace of office leasing slowed in 2018. The total Districts (CBDs). Suburban markets absorbed 321,087 SF while
SF leased in 2018 was almost 900,000 SF less than 2017, and the  the CBDs posted negative absorption of 23,894 SF, unlike the
demand for Class A office space was tepid. Suburban submarkets  national level where CBD growth far outpaced suburban growth.
saw the majority of the absorption over the Central Business



Class B office buildings achieved the highest rent growth in
2018, with full service asking rentals increasing by $0.96 per SF
to $16.80 per SF. At 6%, that figure is double the asking rate
rental growth of 3% achieved by all property types combined.

Office vacancies continued to decline, more as a result of existing
business expansions and organic growth than new business
entries in the region. The unemployment rate in Hampton Roads
reached 3.2% by year-end. Hiring and retaining quality workers
remained a challenge for local companies.

While defense spending increased substantially in 2018, few
new leases were signed as a result of this spending. Most local

MARKET TRENDS TO WATCH

defense contractors accommodated new contracts within their
existing premises.

Deliveries included the 256,000 SF Dollar Tree headquarters
building delivered in the third quarter and the 80,000 SF spec
Building One @ Tech Center in Newport News, now 100% leased.

In December, Norfolk Southern formally announced it would
vacate its 311,000 SF, 22-story office tower headquarters
in Downtown Norfolk and move to Atlanta. The process is
scheduled to take a couple of years to complete. The move is
expected to have ripple effects in the community far beyond the
Class A office space hitting the market.

Tenants continue to seek office space allowing them to recruit
and retain employees. Lack of employees could jeopardize the
natural growth driving the Hampton Roads office leasing market.
Even in suburban areas, employers are finding amenities critical
to location selection, and locations with walkable amenities are
most preferred.

The rising costs of construction were cited as the top real estate
and development concern according to respondents to ULI’s
Emerging Trends in Real Estate 2019 survey. Rising construction
costs are due to increased materials demand from several
devastating storms in 2018, new foreign trade policies limiting
imports of materials and a shortage of immigrant construction
labor.

Tenants continue to want landlords to deliver a turn-key
buildout, with no out-of-pocket costs to the tenant. In order
for the economics to work, the cost of improvements is forcing
tenants to sign seven to ten-year leases. While landlords benefit
from the stability, the return on investment is decreasing.

Nationally, speculative office development is well underway.
Locally, some speculative office development has materialized,
but on a much smaller scale. One example is the 56,000-square-
foot spec building under construction in 2018 at 2 BayPort Way
in Newport News. Summit Pointe, the development surrounding
the Dollar Tree Headquarters in Chesapeake, will break ground
on a 150,000-square-foot Class A spec office building in 2019.

2 BayPort Way, Newport News

The coworking movement saw expansion in Hampton Roads
with the Richmond-based company ‘Gather’ leasing spaces
on both the Peninsula and Southside in 2018. We expect to
see additional national coworking space providers enter the
Hampton Roads market.

Government contractors will require additional space as
defense contracts are awarded. Prudent landlords will have
move-in-ready suites available.



Furniture For Everywhere
You Work

The positive absorption trend will continue in the
Hampton Roads office market in 2019. While the
office market is forecasted for moderate performance
nationally, demand from defense contracting and
healthcare will be higher locally. The office vacancy rate
will likely drop below 8% in 2019 but then spike in 2020

when Norfolk Southern finalizes its move to Atlanta.

The combination of lower vacancy and continued rent
increases will spur additional office construction in
2019. Several local developers have plans in hand to

start building. IMAGE
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90 Miles of Shoreline. 360 Degrees of Opportunity.
For a climate that promises success in every direction, Access the New Portsmouth to grow
your business. Call today to discuss your needs and learn about our vast opportunities.

P H All 360 degrees of them.

VIRGINIA Email EconDev@PortsmouthVa.Gov or call 757.393.8804 | AccessPortsmouthVa.com

Economic Development
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BILL THRONE
Cushman & Wakefield/Thalhimer

GENERAL OVERVIEW

THE HAMPTON ROADS INDUSTRIAL MARKET IN SUMMARY

Three main drivers fuel the Hampton Roads industrial market:
the general economy, the Port of Virginia, and defense
spending. Since the downturn in 2007, we have endured a long
and protracted recovery. The current industrial market can be
defined by a healthy overall vacancy rate (4.1%); weak market
absorption (2018 total of 16,935 square feet (SF)); and plenty of
potential for improvement in 2019.

Tenants have struggled to find quality industrial space in 2018
and will continue to do so in 2019. This low inventory and strong

demand dynamic will continue to drive up lease rates and
industrial property transaction prices. Land scarcity, land values,
and construction costs remain high, limiting development
options for investors.

There are areas to watch in 2019, and astute landlords and
investors will be able to take advantage of a market expected to
bloom in full recovery.

2018 BELLWETHER TRANSACTIONS

Two significant 2018 sales demonstrate the local market’s ability to adapt to the pressures to deliver industrial product.

e 1537 Air Rail Avenue, Virginia Beach
Airport Industrial Park

Lingerfelt Commonwealth purchased this 18-acre property
with 320,000 SF manufacturing facility for redevelopment into
a distribution center on behalf of World Distribution Services
(WDS), a freight management company operating in Hampton
Roads for many years. This creative redevelopment project of
an existing building in partnership with a developer will provide
WDS a better facility to service their clients and to expand and
accommodate new clients moving product through the Port of
Virginia.

Sale Price: S8 million, or $25.00 per SF

© 3321 East Princess Anne Road, Norfolk
Norfolk Industrial Park

General Foam Plastics has been in business in Hampton Roads for
over 50 years. Their main manufacturing and distribution facility
is 12.27 acres with approximately 415,000 SF of production/
shipping space. This facility sold in early 2017 at a price of $6.4
million and sold more recently for $2.5 million to a discount
distributor in late 2018 who will be redeveloping the facility to
accommodate their warehousing and distribution needs.

Sale Price: $2.5 million, or $6.02 per SF



The chart below displays vacancy rates by submarket. Many of the Hampton Roads submarkets are in high demand with little product
available for lease or purchase. Astute investors and developers should seek out redevelopment opportunities to accommodate

anticipated strong demand in 2019.

HAMPTON ROADS INDUSTRIAL LEASING ACTIVITY

Submarket Inventory | YTD Leasing Overall YTD Overall Overall Overall

(SF) Activity Vacancy Overall Net Weighted | Weighted | Weighted

(SF) Rate Absorption Avg. Net Avg. Net Avg. Net

(SF) Rent (MF)* | Rent (0S)* |Rent (W/D)*
Copeland 198 10,680,608 134,110 2.9% 288,139 0 $5.59 N/A $5.59
Gloucester 7 222,954 0 0.0% 22,500 0 N/A N/A N/A
Oakland 47 4,475,570 151,000 2.8% -78,938 0 $7.00 N/A $7.00
Oyster Point 63 4,043,336 86,673 2.9% 112,571 0 N/A $8.25 N/A
Williamsburg 54 8,426,201 38,700 1.5% 38,656 0 N/A N/A $5.77
Airport Industrial Park 58 3,616,576 161,425 15.0% -465,934 0 $4.82 N/A $4.82
Bainbridge 144 10,402,233 377,615 1.9% 86,577 20,800 $10.49 $9.86 $10.15
Cavalier 99 5,614,579 73,090 6.8% -341,712 0 $5.25 N/A $5.25
Central Norfolk 81 5,192,366 193,434 12.6% -5,423 0 N/A  $10.63 $10.63
Cleveland 7 2,858,302 48,911 1.6% -14,197 0 N/A  $11.31 $11.31
Greenbrier 35 2,278,949 290,648 8.2% -28,158 0 N/A N/A N/A
Isle of Wight 15 3,870,270 0 0.0% 180,000 0 N/A N/A N/A
Lynnhaven 170 8,272,983 227,301 5.0% -232,721 680,000 $6.50 $8.56 $8.10
Norfolk Industrial Park 152 7,741,909 158,793 2.9% 195,789 0 $5.51 N/A $5.51
North Suffolk 12 2,276,942 20,000 3.6% -61,704 0 N/A N/A N/A
Portsmouth 96 4,281,511 228,487 6.4% 240,312 0 $7.50 N/A $7.50
South Suffolk 88 11,947,226 109,134 3.5% 48,434 0 N/A N/A N/A
West Norfolk 2,360,194 6,744 1.6% 32,744 0 $6.03 $6.03

HAMPTON ROADS TOTALS | 1,458 98,562,709 | 2,306,065 16,935 | 700,800 $5.49 | $10.03 $5.51

*Rental rates reflect asking $psf/year MF = Manufacturing 0S = Office Service/Flex W/D = Warehouse/Distribution

LEASE RATES

Low vacancy rates inevitably lead to higher rents. In Hampton
Roads, industrial lease rates are on a predictable rise. In
high demand locations, such as the Greenbrier and North
Suffolk submarkets, rental prices are starting to reflect
serious competition for available space. Below are two
examples of strong warehouse/distribution sector lease rates.

e 401 Woodlake Drive, Chesapeake/
Greenbrier Submarket
- 66,300 SF of warehouse space. Minimal office area.
- $5.90 NNN per SF/per year.

Source: CoStar Group, 2018 4th quarter sector report

¢ 6920 Harbourview Boulevard, Suffolk/
North Suffolk Submarket
- 31,500 SF of warehouse space. Minimal office area.
- $6.75 NNN per SF/per year.

Note the increasing average industrial lease rate from the
following chart, as shown by year. Absorption appears to have
little impact on rent growth. Availability drives rent growth, and
in both North Suffolk and Greenbrier, the lack of warehouse
space has allowed landlords to achieve rents above the $5.51
per SF market average. In 2019, landlords would be wise to stay
current on the supply of competing properties in their submarket
when establishing rental rates for new inventory.
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HUNTINGTON INGALLS, HAMPTON ROADS SHIPYARDS, AND WATERFRONT COMPANIES

One of the underreported indicators of health in the Hampton
Roads industrial market is shipyard activity. Both private and
government contracts have put stresses on regional shipyard
employment and facilities. The U.S. Navy has reached an
agreement with Huntington Ingalls Shipyard for a block purchase
of two aircraft carriers. The intent is to create economies of scale
and help local businesses that supply services and component
parts to the shipyard. The practical effect on the industrial
market will be a scramble to secure space for expansion to meet
Huntington Ingalls” demands. Ironically, the shipyard itself has
increased demand for warehouse space in its own location,
around the Newport News submarket. Note from the previous
graph, the Peninsula submarkets of Copeland, Oakland, and
Oyster Point all have vacancy rates under 2.9%.

Maritime industrial demand is expected to increase as well.
Hampton Roads is home to the finest collection of private
shipyards in the country. Each is operating at full capacity and
is constrained only by employees and facilities. The following
transactions are indicators of where the market will be headed
in 2019 and beyond.

e 1201 Terminal Avenue, Newport News
Shipyard operator purchase
- Purchased 85.5 acres total, 43.28 acres available for
development
- Two finger piers of 980" and 1,100
- 30’ to 40’ of depth at the piers
- $17.5 million purchase price

e 700 Rosemont Avenue, Chesapeake
Shipyard welding service provider
- Leased 21,200 SF of warehouse/shop area
- $5.45 NNN per SF/month
- Waterfront access via 400’ offset bulkhead
- Additional rental charges for the use of the bulkhead

Slated and scheduled infrastructure improvements have already
begun to influence the Hampton Roads industrial market. The
Hampton Roads Bridge-Tunnel and Chesapeake Bay Bridge-Tunnel
expansions have both land and buildings in support of their
contract work. Laydown vyards for construction equipment and
component parts are in demand. As the Virginia offshore wind
project gears up and makes progress, manufacturing and service
facilities will be needed®.

1For more information, see www.dominionenergy.com/about-us/making-energy/renewable-generation/wind/coastal-virginia-offshor-wind


www.dominionenergy.com/about-us/making-energy/renewable-generation/wind/coastal-virginia-offshor-wind

Given the scarcity of waterfront real estate, astute investors may want
to consider investments in land and facilities that can accommodate
these larger facilities supporting Huntington Ingalls and other shipyards.
Huntington Ingalls is the largest private employer in the State of Virginia,
with approximately 23,000 employees. They added about 400 new workers
amonth in 2018. Surely there will be a ripple effect on the Hampton Roads
maritime industry.

FINAL THOUGHTS

In closing, a few final items to consider:

1. Cannabis.

Portsmouth will be home to the first Hampton Roads cannabis
dispensary. The facility will be housed in a warehouse of 66,000 SF.
This is an exciting development and may portend additional future
cannabis leasing and sale activity as the country unravels cannabis
State and Federal cannabis regulations. As cannabis legalization
grows, look for other opportunities to provide warehouse facilities.

2. CenterPoint Properties brings their CenterPoint Intermodal Center to
the market.

CenterPoint Properties has been the leader in larger Hampton Roads
build-to-suit developments. With over 900 acres of land and almost 1.7
million SF developed, they are the region’s prominent developer. In 2018,
they brought the entire Hampton Roads portfolio to the market for sale.
CenterPoint Intermodal Center has been successful in attracting many
quality tenants to Hampton Roads. Look for more to land in this premier
park, regardless of future ownership.

3. Industrial evolution of warehouse and fulfillment centers and
employment.

Warehouse and fulfillment centers are requiring more employees.
Communities expecting to land major facilities need to demonstrate a
readily available workforce in the immediate ‘neighborhood.” Recent visits
by national companies needing 500,000 to 1,000,000 SF listed potential
employees as a primary consideration in site selection. Due to land scarcity
for large scale development, demand for fulfillment center/last mile
delivery sites will ultimately have to settle for smaller sites. Developers
should look for industrially zoned properties located within the core.

4. The Port of Virginia.

The Port of Virginia continues to grow and improve. The Hampton Roads
industrial market is forever tied to the unique set of terminals. Virginia is
fortunate to own and operate this valuable asset, and as the Port goes, so
goes the Hampton Roads industrial market.

2018 has been a good year for the Hampton Roads Industrial property market. Look for 2019 to be even better as the Port,
the shipbuilding industry, and the general economy continue to perform well.
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HAMPTON ROADS MARKET STATISTICS

HAMPTON ROADS YEAR END 2018

Square Feet Rate Per SF Vacancy Rate Availability Rate
Malls 8,582,223 $24.53 2.2% 6.4%
Power Centers 7,956,125 $21.17 5.0% 6.8%
Neighborhood Centers 36,404,198 $17.10 8.2% 10.6%
Strip Centers 6,762,797 $16.07 6.8% 9.0%
General Retail 43,230,552 $15.37 2.8% 4.6%

The retail landscape in Hampton Roads continued to evolve
positively in 2018. Though the retail vacancy rate has crept up
slightly to 5.1%, the rate is still below historical levels. However,
the spread between the 5.1% vacancy rate and 7.3% availability
rate shows a more accurate picture looking forward. Brokers
and owners are marketing spaces they anticipate to be shed
from non-performing tenants this year. General retail maintains

Source: CoStar Group
the strongest stability factor in the retail category, while
neighborhood centers are showing the most weakness due to a
multitude of factors.

Net absorption has fallen into negative territory, showing
-259,000 SF compared to 1,100,000 SF of net absorption in 2017.
352,000 SF of new retail product came online in 2018.
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KEY HAMPTON ROADS TRANSACTIONS

Top 5 Retail Leases in 2018

1) 114,000 SF - Floor & Décor, Virginia Beach

2) 58,000 SF - New Realm Brewing Company, Virginia Beach
3) 44,827 SF - Conn’s Home Plus, Portsmouth

4) 37,500 SF - Conn’s Home Plus, Virgin