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Top 6 Trends

Commercial Real Estate
Trends to Dominate into
2020 and Beyond




Top 6 Trends

Opportunity Zone

Hipsturbias or Urban-burbs

Online Retailers

Work Force Housing

Construction

S6 Trillion unrealized capital
gains

The rise of the 18 hour city
(2.6 million relocated)

Physical foot prints — omni
channel shopping experience

Local cities in Crisis Mode

#1 Threat to Growth — Labor
Shortage




Sioux Falls
Employment
Growth

1.3%
2,000 new jobs

2011 2012 2013 2014 2015 2016 2017 2018 (P)

=@=Sioux Falls =@=South Dakota =@=National

Source: U.S. Bureau of Labor Statistics



Total Building Permits
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Construction
Inflation

CPI vs. Producer Price
Index - National

5.0%

4.0%

3.0%

2.0%

1.0%

0.0%

-1.0%

-2.0%

-3.0%

2008

2009

H CPI

2011 2012 2013 2014 2015

B PPl - New Commercial Construction (Avg)

Source: U.S. Bureau of Labor Statistics

2016

2017 2018 (P)



Commercial

Construction
(New vs. Addition/Remodel)

New Construction:

= Averaon Louise - $54.5M

= (Citibank Campus - $26.8M

= Village on the River - $18.2M
= Fleet Farm - $15.9M

= SF Lutheran School - $10.5M

Addition/Remodel:

= Minnehaha Jail - S40.7M

= John Morrell - $14.5M

= Kelly Hotel (Phillips) - $8.4M
= Graco - $5.2M
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Source: City of Sioux Falls, Planning



New Commercial Construction
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City Permits Total Value of
Issued Permits
Sioux Falls 6,873 $786,599,655
Reg ional Fargo 2,131 S515,094,243
Comparison Rochester 2,305 $587,794,238
Lincoln 3,832 S573,891,927
Des Moines 3,270 S506,966,665
Rapid City 3,706 $313,435,765




Employment Growth Moderating

Economic
Wrap-up

Construction Inflation will continue to outpace CPI

Construction Predictions:

Multi-family < Retail Office &> Industrial 2




Find out where the people are going and buy the land before they get there.

WILL ROGERS

Sioux Falls
Land Market

Reggie Kuipers, SIOR
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Unimproved
Land Sales

# of Transactions

B I I I I I
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Unimproved

Land
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Unimproved
Land
Transactions
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Legend
Sioux Falls City Limits

Harrisburg City Limits

Westside Sewer Alignment

Proposed Annexatfion
C—JProposed School Site

Prospect St |
.

,‘ ““. ! : -

o

. Propéséd‘School’ Siti? i

Proposed Alignment

- I '.,g"‘ P "
Willow St Proposed Annexation

274th St

Emlasiem Ave

Wesiern Ave
Minnesota Ave

Louise Ave
¢ Sycamore Ave

Westside Trunk Sewer Extension
Harrisburg, SD




Infrastructure

¥ & _

DIRT WORK CURB & WATER UTILITIES STREET DETENTION
GUTTER PONDS




Improved Land Transactions

# of Transactions
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# of Transactions
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Low 2017 2018
Mean Mean

Retail S5.00 $33.40 $10.68 $11.49
Office S3.73 $15.00 S8.54 S7.01
Industrial $1.48 $4.62 $3.50 $2.54
Multi-Family S1.54 $3.00 $2.92 S2.47

Land Pricing



A




Sioux Falls
Retail Market

15.5% Vacancy
(16.7% in 2017)
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Sioux Falls
Retail Market
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Retail Trends

“You walk into a retail store, whatever

it is, and if there's a sense of ° Experiential Pu rChaSing

entertainment and excitement and
electricity, you wanna be there.”

* “Retailtainment”
* lululemon — Yoga Classes
e DSW — in-store mani/pedi
* Nike — basketball courts
* Scheels — Ferris Wheel

- Howard Schultz
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Big Box
Availability




Online Retailers

Amazon - 100M Prime Members




Retail
Property
Sales

# of Transactions
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Predictions
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RECOVERY

Decreasing Vacancy Rates
Low Mew Construction
Moderate Absorption
Low/Mod Employment Growth
Meg/Low Rental Rate Growth

EXPANSION

Decreasing Vacancy Rates
Mod/High New Construction
High Absorption

Mod/High Employment Growth
Mod/High Rental Rate Growth

HYPERSUPPLY

« Increasing Vacancy Rates

« Mederate/High Construction
« Low/Megative Absorption

« Meod/Low Employment Growth
« Meod/Low Rental Rate Growth

RECESSION

Increasing Vacancy Rates
Moderate/Low Construction
Low Absorption

Low/Meg Employment Growth
Low/Meg Rental Rate Growth

Retail Real Estate Cycle

-

RECOVERY

Decreasing Vacancy Rates
Low New Construction
Moderate Absorption
Low/Mod Employment Growth
Meg/Low Rental Rate Growth

EXPANSION

Decreasing Vacancy Rates
Mod/High New Construction
High Absorption

Mod/High Employment Growth
Mod/High Rental Rate Growth
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Market

Rob Fagnan, SIOR




Industrial Universe

24,376,440 SF




Tenant-Occupied

Industrial
Universe

Owner-Occupied
68.5%




Construction
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693,287 SF
(Jd 11% from 2017)

36 New Buildings
11 Additions




Asking Rental

Net Absorption Vacancy Rate Industrial Sales
Rates
2018 2018 44 transactions Class A
698,275 SF 3.23% (1 from 23) $6.00 - $7.50/SF
Class B
2017 2017 $40.8M (1 from $33.4M) $4.50 - $5.75/SF
491,035 SF 3.58%
Average Price - $53.75/SF Class C
(\ from $60.66/SF) S = A2

$16.58 - $121.97/SF

Industrial Market







It was the Best = i ooy
of Times

Contractor
ShOpS 2013 -2014

2015 - 2018...

\

2008 — 2009

/

2010 — 2012 It was the Worst
of Times
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Predictions
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RECOVERY

« [Decreasing Vacancy Rates

« Low New Construction

« Moderate Absorption

« Low/Mod Employment Growth
« Meg/Low Rental Rate Growth

Industrial Real Estate Cycle

EXPANSION

Decreasing Vacancy Rates
Mod/High Mew Construction
High &bsorption

Mod/High Employment Growth
Mod/High Rental Rate Growth

HYPERSUPPLY

« Increasing Vacancy Rates

» Moderate/High Comstruction
« Low/Negative Absorption

» ModfLow Employment Growth
= Mod/Low Rental Rate Growth

RECESSION

Increasing Yacancy Rates
Moderate/Low Construction
Low Absorpticn

Low/Meg Employment Growth
Low/Meg Rental Rate Growth

W,

RECOVERY

Decreasing Vacancy Rates
Low Mew Construction
Moderate Absorption
Low/Mod Employment Growth
Meg/Low Rental Rate Growth

EXPANSION

Decreasing Vacancy Rates
Mod/High Mew Construction
High Absorption

Mod/High Employment Growth
Mad/High Rental Rate Growth




Investment
Market

Nick Gustafson, CCIM
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Real Estate |
CO m p etes Investment
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Investment
Score Card

[£
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Nasdaqg

Gold

Oil

15t Growth Bordeaux

-5.6%

-6.2%

-3.9%

-4.4%

-15.7%

-0.95%



Figure 1: Global Commercial Real Estate Investment (USS Billions - Fixed FX)
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Bounce-Back Year
U5 commercial-property sales rose to near-
record highs in 2018.
3600 billion
U.S. Commercial
00
Real Estate
400
Sales Volume
200
100G
] 2005 10 15




US Deal Volume Grows Across Major Sectors in 2018

Office Industrial Retail Apartment
$200b

=

15

US Deal

=

=

Volume .
EI IIIl II|IIII I|
0 I I I
b "15 "8 M2 5 18 12 15 18 42 15 &

Source: Resl Capial Analytics




Figure 1: Employment and real estate cycles are strongly correlated
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National vs.

Multi
Family

Sioux Falls National 5.3% 6.1% 6.5%
Cap Rates

Sioux Falls 7.75% 8.0% 7.0%
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Tzadik Sioux Falls
Portfolio, LLC
Acquisitions

S41,849,350 (56%) Total Acquisitions

579 Units (39%)




Eagle’s Nest

South Louise Avenue /
Tennis Lane

* 56,140,000

e Builtin 1977

e 80 Units

e 7.25% Cap Rate



Arnold’s Park

North Prairie / Bailey
Street

e 59,010,000

e Builtin 1972

e 162 Units

e 7.75% Cap Rate



3700 South Sertoma
Avenue

$3,428,000
Built in 1975
56 Units

8.38% Cap Rate

West Mesa Apartments




Q ]“

638 South Main

’E h -l Avenue

e W $1,015,000
— ‘11\““\‘“\\\““13&1@“%@?  Builtin 1961/2018
T -_‘i-ll'i'.lﬂ!"-' = e 21 Units
* 8.66% Cap Rate

Imperial Apartments
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East Ridge Mall

1602 South Sycamore
Avenue

e 20,400 SF

e 53,050,000

e $S149.50/SF

e 7.22% Cap Rate




Westside Plaza

1800 South Marion
Road

e 22,920 SF

e 53,600,000

e $157.07/SF

e 7.0% Cap Rate



3817 South Eimwood
Avenue

14,780 SF
$1,350,000
$91.34/SF
7.4% Cap Rate

Elmwood Office Building




Sharon Avenue Office
Building

g 6001 South Sharon
== 8 Avenue

e 15,260 SF

e S1,750,000

e S114.68/SF

* 8.92% Cap Rate



N
Investment

2018
Sales Volume 16 . N -
Report Card

Cap Rates 7.75% 8.0% 7.0%



Observations
&
Conclusions

Sellers sense 2019 is a transition year,
possible a market top.

Time to Sell?

Investors eye rising cost of borrowing,
will attempt to lock down long term
debt, exercise caution on projections

Equity Markets will increase volatile
behavior

Health of national and local real estate
markets rest on employment and
business community health
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RECOVERY

Decreasing Vacancy Rates
Low Mew Construction
Moderate Absorption
Low/Mod Employment Growth
Meg/Low Rental Rate Growth

EXPANSION

Decreasing Vacancy Rates
Mod/High Mew Construction
High Absorption

Mod/High Employment Growth
Mod/High Rental Rate Growth

HYPERSUPPLY

« Increasing Vacancy Rates

» Mederate/High Construction

« Low/Negative Absorption

« Meod/Low Employment Growth
« Meod/Low Rental Rate Growth

RECESSION

Increasing WVacancy Rates
Moderate/Low Construction
Low Absorption

Low/Meg Employment Growth
Low/Meq Rental Rate Growth

v

RECOVERY

Decreasing Vacancy Rates
Low New Construction
Moderate Absorption
Low/Mod Employment Growth
Megs/Low Rental Rate Growth

Multi-Family Real Estate Cycle

EXPANSION

Decreasing Vacancy Rates
Mod/High Mew Construction
High Absorption

Mod/High Employment Growth
Mod/High Rental Rate Growth




Office
Market

Michael Bender, CCIM, SIOR




Overall
Office

Market

Inventory

Vacancy Rate
Class A
Class B/C

Net Absorption

Lease Rate
Class A
Class B/C

Office Sales

7.9M SF

11.5% 1
8.4%
12.8%

22,220 SF

$12.75/SF NNN <
$15.00/SF
$12.05/SF

25 transactions
S18.3M J,
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Inventory

Vacancy Rate

3]
HHE Class A

Class B/C

6 Net Absorption

Lease Rate

Class A
Class B/C

2.3M SF

7.2% 1

3.2%
9.0%

(20,444 SF) {,

$14.00/SF NNN 4

$17.60/SF NNN
$13.35/SF NNN
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CBD Negative
Absorption
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100,000
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Suburban
Office

Market

Inventory

Vacancy Rate

3]
HHE Class A

Class B/C

6 Net Absorption

Lease Rate

Class A
Class B/C

5.68M SF

13.2% 1

10.6%
14.3%

42,664 SF P

$12.50/SF NNN

$15.00/SF NNN
$11.85/SF NNN



Suburban

Vacancy

2014 2015 2016 2017 2018

=®=Class A =@=Class B/C




S u b u rba n Suburban Office Inventory
Inventory

6,000,000

Square Feet

5,000,000

14 New Buildings = 90,893 SF

3 Conversions = 54,198 SF

_ 4,000,000
. e 3,000,000
e 2,000,000
i S 1,000,000
i 1 7 : 7 0

2013 2014 2015 2016 2017 2018

M Inventory




Construction — Smaller dual
Spec Building tenancy
_ Downtown Who will be
Conclusions B the first?
Predictions —» Slight Increase
—
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RECOVERY

Decreasing Vacancy Rates
Low Mew Construction
Moderate Absorption
Low/Mod Employment Growth
Meg/Low Rental Rate Growth

EXPANSION

Decreasing Vacancy Rates
Mod/High New Construction
High Absorption

Mod/High Employment Growth
Mod/High Rental Rate Growth

HYPERSUPPLY

» Increasing Vacancy Rates

« Meoderate/High Construction
« Low/Negative Absorption

« Mod/Low Employment Growth
= Mod/Low Rental Rate Growth

RECESSION

Increasing Vacancy Rates
Maoderate/Low Construction
Low Ab=orpticn

Low/Meg Employment Growth
Low/Meg Rental Rate Growth

v

RECOVERY

Decreasing Yacancy Rates
Low New Construction
hModerate Absorption
Low/Mod Employment Growth
Meg/Low Rental Rate Growth

EXPANSION

Decreasing Vacancy Rates
Mod/High New Construction
High Absorption

Mod/High Employment Growth
Mod/High Rental Rate Growth

Office Real Estate Cycle
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