2011 Appraisal Institute
Year in Review
Industrial Sector

By Linn A. Duesterbeck, MAI




Headlines

Milwaukee-area industrial sales on the rise

Premium content from The Business Journal by Pete Millard
Date: Sunday, September 10, 2006, 11:00pm CDT

Related:
Commercial Real Estate
Pete Millard

The industrial real estate market in southeast Wisconsin is booming in 2006.

Oshkosh sees profit drop on work shift

The Business Journal
Date: Thursday, April 28, 2011, 9:04am CDT

Oshkosh awarded $252 m|II|on in heavy vehicle orders

| The Business Journal
| Date: Thursday, June 9, 2011, 12:35pm CDT




Generac to add over 400 jobs at
Wisconsin plants

JSOnline

Date: Monday, November 7, 2011

Marinette Marine starts expansion

The Business Journal
Date: Monday, March 15, 2010, 11:19am CDT

" Report: Wisconsin lost
9,700 |obs last month

MADISON

Wisconsin st nearly
10000 jobs over the last
magith, aceording to data the
state Department of Work-
foree Development redeased
Thursday, i

The state lost 9700 jobs
from September to October,
aecopding o the report. The
vast majority of the logses—
9,300 poesitions—came out of
the private sector The manu-
facturing sector lost 3400
Jjobe, the health cire sector kost
1700 fobs and the retadl trade
sector lost 1,900 fodbs. The con-
struction sector lost 2,200
jobie.

The publicsector, including

federal, sm;eand!oca]gmem—
mmEnts, inet 400 jobs, Local gos
ernments reportediy lost 1,900
positions, the federal govern-
ment in the state lost 300 jobs
and state government added
1,800 jobs,

Gov, Scott Walker hns
promised 1o create 250,000
Jobsduring his four-year term,
DWD Secretary Reggie New.
son, amember oFWilker'scab-
inet, issued o statement biam-
ing the jub lesses on national
wnd ghobal economic trends.

Dennis Winters,  the
agency’s ofiief labor econo-
miist, said the state is feeling
theeffects of Europeseconom-
iz problems, which have pe-
sulted inareduced demand for
LLS. and Wisconsin exports,

Job growth
still weak

S0 DSIHVE  Analysts say the eeanomy |
Despite uthpr positive Anatves sy the gy
CCONOITHC SIgNS hardly-good-enough position:
It's growing consistentiy, vet:
Associated Press woaweaklyto lisduce employars
1o hire aggressively.
R “The economy is pm“’"pﬂ
g momentumn as we close out
g 20117 said Neil Dugta, an econ-
i omist at Bank of Amenca Mer-
rill Lynch. At the same time, it
| faces “an ongoing fu in Ku-
(F rope” ami wther challénges,
such) s uneertainty tbout fu-
ture tiaxes wnd spending in the
United States, Dutta said.
1 For now, factories are ex-
employment benefits ren § panding. The Lostitute for Sup-
¥ high aumd Europe’s debt ply Management, a tradegrou p
il poses a grave threat to the of purchasing managers, save
fre. its manufacturing index rose to
: 52.7in November, up from 50.8
p)chme r:.nme & day beﬁme uue in October: Any reading above
government will report on un- 50 indicates expansion. Facto-
employment and job growth  res have grown for 28 straight
forNovember. That reportisex-  months.
peeted to show @ modest net Manufacturers are slightly
gain of 125,000 jobs. scarcely  more hopefulabout the nextfew
enougit to keep up with popu-  months becauss of dicaper aw
lation growth. The usempioy-  materials and bealthy demand,
meent pate is projected to re-  said Bradley Holcomb, head of

main & peseent, the 18M's survey committes.




* State
* 3 regions
* South Central:
* Dane, Rock, Jefferson, Walworth Counties

* Southeastern:
* Racine, Kenosha Counties

* Fox Valley:
* Green Bay to Fond du Lac

* United States
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Current Vacancy Levels

*

*

*

Statewide appears to be abou”"c“8.25
Highest in SE Wisconsin

Trending downward

Good space tightening up

Net absorption in some markets in Q3
No new major space coming into market
Speculation space minimal

Most demand 70-200,000 square feet




_ '_'E-State of Wisconsin
Vacancy Rates (3-Quarter Trailing Avg)

occupancy
Existing Bidgs: 13047
# Spaces! 2989
Existing RBA: 517,515,499

Vacant:  <43,460,503>
Dccupied: 474,054,996

Leased. 475,211,519
availability

Vacant Avail: 42,906,097 8%
Tolal Avail 71,096,854 14%

Vacancy Rate

Direct Avail. 69,788,614 13%
Sublet Avail: 1,040,080 0%

Average Time: 26.0 Months

leasing activity

2008 2008 2000 2009 LesingYTD: 4,744,842 1%
Q2 Q4 Q2 Qs ‘ NelAbsorp YTD:  (3,914,209) (1%)

— Direct/Relat Vacancy direct triple rent

- Sublet Vacancy
—— Total Vacancy Whse range: §0.34-528.46/yr

Whse Avg: $3.74/yr

Ine, - 541802,




South-(:enrl

Vacancy Rates (3-Quarter Trailing Avg)

occupancy
Existing Bldgs: 2319
8%
# Spaces. 524
7% Existing RBA: 89,406,546
Vacanl:  <7,297,130> 8%
6 % Occupied: 82,109,416 92%
Leased. 82,550,646 92%
# 5%
g availability
T aw Vacant Avail. 7,270,675 8%
g Total Avail: 13,068,329 15%
> 3%
Direct Avail: 12,505,894 14%
2% Sublet Avail: 414,775 0%
Average Time, 24.6 Months
1% c
/\ leasing activity
0%, — : 1
2006 2007 2007 2008 2008 2008 2009 2010 2010 2011 Cur Lining V1D gazan .
Q4 gz . o Qz Q4 Q2 Q4 Q2 Q4 Q2 atr Net Absorp YTD:  (1,009,081) (1%)
w— Direct/Relet Vacancy direct triple rent
—= Sublet Vacancy )
= Total Vacancy Whse range: $0.34-513.00/yr
Whse Avg: $3.621yr
12172011
Tis copyrightad repod ch 1o L A Duesterbeck & Ihe. - 541802,




ohatrn
Vacancy Rates (3-Quarter Trailing Avg)
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2006

2007
Q2

2007 2008 2008 2009 2008
Q4 Q2 Q4 Q2 Q4

- Direct/Relet Vacancy
— Sublet Vacancy
w— Total Vacancy

eccupancy
Existing Bldgs: 1220
# Spaces: 180
Existing RBA: 53,602,013
Vacant:  <5,783,701> 1%
Occupied: 47,818,312 89%
Leased: 47,818,312 89%
availability
Vacant Avail: 5,783,701 1%
Total Avail’ 7.551.274 14%
Direct Avail: 7,551,274 14%
Sublet Avail: 0 0%
Average Time: 27.2 Months
leasing activity
2010 2010 2011 Cur Lesing Y7E: P o
Q2 Q4 Q2 atr Net Absorp YTD: (23,646) (0%)
 direct triple rent
Whse range: $1.36-510.00/yr
Whse Avg: $4.02iyr

This topyngnied report contains resaarch

e R st e R

diolAD




Fox Valley
Vacancy Rates (3-Quarter Trailing Avg)

occupancy
Existing Bidgs: 1833
# Spaces: 442
Existing RBA: 72,348,978
© Vagant  <3,981,113> 6%
Occupied: 68,367,865 94%,
Leased: 68,498,783 95%
@
= availability
g 3% Vacant Avail: 3,922,195 5%
.§ Total Avail 7,856,419 1%
>
2% Direct Avail 7,689,002 1%
Sublet Avail: 159,104 0%
1% Avesage Time: 22.4 Months
leasing activity
0 % = X
2007 2008 2008 2009 2009 2010 2010 2011 Cur ERRRGHTED: 3?2'039 Lo
Q2 Q4 Qz Q4 Q2 Q4 Q2 atr Net Absorp YTD: (183,081) (0%)
w— Direct/Relet Vacancy direct triple rent ..
- Sublet Vacancy .
e Tokal Vacancy Whse range: $0.92-512.66/yr
Whse Avg: $3.36/yr
Tns ghtad repart oL AD 8 As




Parcent

Source: Cassidy Turtey, U.S. Industrial Trends Repart
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Current Rental Rates

*

Have been trending downward |
* Appear to be stabilizing
* Most markets still have concessions

* Most terms are 5 years or more
* Few escalators




Stato Wisconsin
Rental Rates (3-Quarter Trailing Avg)

occupancy
Existing Bldgs: 13047
$4:20 ¥ Spaces; 2989
$4.20 Existing RBA: 517,515,499
Vacant: <43,460,503> 8%
$4.10 )
Cccupied: 474,054,996 92%
=
o
ﬁ §4.00 Leased:  475,211.519 92%
Y
£ §3.30 availability
.3 Vacant Avail; 42,906,097 8%
o; $3.80 Total Avail 71,096,854 14%
o
il
U 28:70 Direct Avail. 69,788,614 13%
3
Sublet Avail: 1,040,080 0%
$3.60
Average Time. 26.0 Months
$3.50
leasing activity
§3.40 T ing YTD: 4, 1 1%
2007 2008 2009 2009 2010 2010 2011 Cur LA TR
Q4 2 Q2 Q4 Q2 Qu Qz atr Net Absorp YTD:  (3,914,209) (1%)
= Direct/Relet Rent direct triple rent
= Subjet Rent
— Average Rent Whse range: $0.34-528.46/yr
Whse Ava: $3.74lyr
This copyrignied repart contains research | diol A beck & A Int. - 541802,




South-Central

Rental Rates

occupancy
Existing Bldgs: 2319
$4.60
# Bpaces. 524 -
40
- Existing RBA: 89,406,546
iap ' Vacant  <7,207,130> 8%
1 Qccupied: 82,109,416 92% |
Y s4.00
E Leased 82,550,646 92%
4 $3.80
= availability
% $3,60 Vacant Avail 7,270,675 8%
o :
8 5540 Total Avail 13,068,329 15%
ol
s £3.20 Direct Avail. 12,505,894 14%
2 $3.2
Sublet Avail: 414,775 0%
$3.00
Average Time: 24.6 Months
$2.80 leasing activity
£ $2.60 i :
I . 2006 2007 2007 2008 2008 2009 2009 2010 2010 2011 Cur Lonsing ¥VR: 08 e
A ) Q2 Q4 Q2 Q4 Q2 Q4 Q2 Q4 Q2 atr Net Absorp YTD: (1,009,081) (1%)
— Diract/Relet Rent ~ direct triple rent
—— Sublet Rent i
w Average Rent Whse range: $0.34-513.00/yr i
Whse Avg: $3.62(yr

1272011
This copynighled repert contains fesearch hoensed to L A Dueslerbeck & Associales Ing, - S41802.
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Rental Rates

Southeaste |

occupancy
Existing Bldgs: 1220
4850 # Spaces: 180
£6.00 Existing RBA: 53,602,013
Vacant:  <5,783,701> 11%
Occupied: 47,818,312 89% |
Z 550
f E Leased:  47.818,312 89%
| ;:cf $5.00 availability
;g Vacant Avail. 5,783,701 1%
© sas0 Total Avail 7,551,274 14%
g
4 Direct Avail: 7.551,274 14%
Sublel Avail: 0 0%
Average Time, 27.2 Months
$2.50
leasing activity
£3.00 : 736 1
2006 2007 2007 2008 2008 2008 2009 2010 2010 2011 Cur Laasing YTD 860,73 *
Q4 Qz Q4 Qz Q4 Q2 Q4 Q2 Q4 Q2 atr Net Absorp YTD: (23,646) {0%)
= Direct/Relet Rent direct triple rent
= Sublet Rent )
e Average Rent \Whse range: $1.36-810.00/yr
Whse Avg: $4.02/yr
120712011
This copy d repord containg research [CYREN S & Assotiates inc. - 541802,




Rental Rates

Foxal!ey o

occupancy
Existing Bldgs: 1833
$e0 # Spaces: 442
¥ria Existing RBA: 72,348,978,
s6.50 L Vacant:  «3,981,113> 6%
b Oceupied: 68,367,865 94%
< s6.00
z Leased: 68,498,783 95%
2
g $5.50 availability
% $5.00 Vacant Avail, 3,922,195 5%
= Tolal Avail 7,856,419 11%
& s4.50
i
.
E £4.00 Direct Avait 7,689.092 1%
_/__/\ Sublet Avail, 159,104 0%
$3:50 ' T — Average Time. 22.4 Months
v leasing activity
£2.50 Leasing YTD: 372,059 1%
2008 2008 2009 2009 2010 2010 Cur :
Q2 Q4 Q2 Q4 Q2 Qi atr Net Absorp YTD: (183,081) (0%)
- Diract/Relet Rent direct triple rent
= Sublet Rent
w— Average Rent Whse range: $0.92-812.66/yr
Whse Avg: $3.36/yr
) 121712011
Trus copyngmed report contains 3l ILAD inc. - S41802. 3




New Construction (U.S. vs. WI)

* United States

* New construction is good benchmark of
sector’s strength

* 16.7 million square feet in 2010, down from
62 million in 2009 and 136 million in 2008

* No data yet for 2011 but likely less than 2010

+ Peak was about 200 million square feet in
2000 : |




Industrial Construction Activity
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# No data available for total SF of spac

$225,000,000 in new equalized value, up
slightly from 2010
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$500,000,000
$400,000,000
$300,000,000

$200,000,000

$100,000,000

New Construction - Wisconsin

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011




Absorption of Space into Market

* United States

*  Availability index fell 20 basis points to
13.7% in Q3. This refers to the space
actively marketed and available for tenant
buildout within 12 months. Trending
downward.
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State of Wisconsin

Net Absorption Rate .
occupancy
Existing Bldgs: 13047
Bigos # Spacas: 2089

Existing RBA: 517,515,498
Vacant.  <43,460,503> 8%
Occupied: 474,054,996 92%

0.4 %

Leased 475,211,519 92%

i g 02%
@ availabllity
€
2 VacantAvall. 42,906,097 8%
B oto%
g Tatal Avail: 71,096,854 14%
2
g Direct Avail: 69,788,614 13%
e SubletAval.  1.040,080° 0%
Average Time: 26.0 Months
-4 %
leasing activity
Leasing YTD: 4,744,812 1%
<06 % Net Absorp YTD: {3,914,209) {1%)
2007 2008 2008 2009 2009 2010 2010 2011 Cur
Q4 Q2 Q4 Q2 Q4 Q Q4 Q2 atr direct triple rent
M et Absorption \Whse range. $0.34-528.46/yr
Whse Avg: $3.741yr

122014

This capytighted report contans research lcensed to L A Duesletbeck & Associales ing. - SE1BGZ.




South-Central

Net Absorption Rate
occupancy
Exisling Bldgs: 2319
1.0 % # Spaces. 524
A% Exising REA. 89,406,546
0.6 % Vacant  <7,287,130> 8%
Occupied. 82,108,416 92%
0.4 %
Leasad: 82,550,646 92%
@
B g2s
& N availability
c
2 0.0% Vacant Avail 7.270.675 8%
g Tolal Avail! 13,068,329 15%
2 -02%
<
P gan Direct Avail: 12,505,804 14%
2 -
Sublet Avail: 414,775 0%
-0.6 %
Average Time: 24.6 Months
0.5 % .
leasing activity
L Leasing YTD: 524,285 1%
-1.2% & Net Absorp YTD: (1,009,081) (1%)
2006 2007 2007 2008 2008 2008 2008 2010 2010 2011 Cur -
e @ Q4 Q2 Q4 Q2 Q4 Qz Qs ]2 HE direct triple rent
i W Miet Absorption Whse range: $0.34-513.00/yr
- Whse Avg: $3.62fyr




Net Absorption Rate

Southeastern

occupancy
Existing Bldgs: 1220
3%
# Spaces: 180
Existing RBA: 53,602.013
Vacant: <5,783,701> 11%
Occupied: 47,818,312 89%
Leased: 47,818,312 89%
@
@ availability
e
2 Vacant Avall 5,783,701 1%
5 TotalAvar 7.551.274 14%
o
<
S Direct Avail. 7,551,274 14%
Sublet Avali: 0 0%
Average Time: 27.2 Monihs
leasing activity
Leasing YTD: 660,736 1%
3% Net Absorp YTD: (23,646) (0%)
2005 2007 2007 2008 2008 2009 2009 2010 2016 2011 Cur
Q4 Q2 Q4 Qz o4 Q2 Q @2 Qe Q2 atr direct triple rent
B et Absorption Whse range: $1.36-$10.00/yr
Whse Avg: $4.02/yr
This copynghted report Fi by wlal & Inc. -« S41802,




Fox Valley
Net Absorption Rate
occupancy
Existing Bldgs: 1833
lizw # Spaces. 442
Lo Exising RBA: 72,348,878
0.8 % Vacant  <3,881,113> 6%
Occupied: 68,367,865 94%
0.6 %
Leased. 68,498,783 95%
=
s 04%
a availability
c
2 02% Vacant Avali: 3,922,195 5%
g : s
ﬁ io% Total Avail: 7.856.419 1%
<
g 0.2 % Direct Avail: 7.689,092 1%
Sublet Avail' 159,104 %
: 0.4 % )
4 Average Time: 22.4 Months
-0.6 %
{ leasing activity
B A% Leasing YTD: 372,059 1%
0% Net Absorp YTD: (183,081) (0%)
2007 2008 2008 2009 2009 2010 2010 2011 Cur
Q4 a2 Q4 Q2 Q4 Q2 Qs Q2 . 5 direct triple rent
B et Absorption Whse range: $0.92-512.66/yr
Whse Avg: $3.36/yr
127712001
Thes copynghled raport contains research | o L A Duest & Assuciates inc. - 541802,




Industrial Cap. Rates

Cap. Rates vary, case by cas

* Lowest are near 8% for high credit tenant,
long term, no escalator

+ Highest are 10-11% for smaller market, non
credit tenant, older facility

* Appear to be stable
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*

*' N

*

Annual cost of ownership, likely in excess of$1.2 million or $.30

« Likely contamination

The Albatross of Wisconsin

General Motors, Janesville

Shuttered in February 2009

Lobss of 2500 jobs plus local multiplier impact of another 1500
jobs

Average hourly rate of $28 plus full benefits plus major change
in demographics(hopefully temporary)

Nearly 4 million square feet, 50% constructed between 1940-69
Multiple stories and roof issues

Plus 245,000 square feet of ancillary buildings

4000 capacity parking lot

247 acre site

Merger of 3 major rail lines servicing Midwest and Nation with
all indoor rail docks

120,000 volt substation with 12,460 volt service with 33
megawatts :

Fully sprinkled

Plant on “hold”, not for sale, until at least late 2012, likely
affected by union contracts still in place

SF




~ Current Industrial Valuation Factors

*  Market conditions relatively stable since 2009.
Some markets still weak but generally stable

*  Small rural markets still have demand issues and
due to major cost/value disconnect, have little
chance of expansion

*  Locations near major transportation/truck
routes and rail lines important

* Land coverage for properties not allowing for
footprint expansions have functional issues

*  Buildings over 35 years in age tend to be very
static in value

: *  Ceiling height clearance of over 30 feet has
s lesser demand
" ' *  Office ratios of over 25% excessive unless
footprints can be expanded
* Expansion costs nearly always excess of
recoverable value, affecting equity position of
owner ' :
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2012 Industrial Sector Projections

Continued steady absorption of space into the market but will not be enough to
create substantial new construction or spec. space

Most viable space will be absorbed

Slow decision process to rent or purchase, even slow to construct or expand footprint,
due to political environment and fragile economy :

Most expansions will be M&E and adding shifts, not expansion of footprints
Slight increase in rental rates but still concessions. Escalators unlikely
Stabilized cap. rates

Little new construction due to major disconnect between cost and value

. Cost new not commensurate with market returns or rental rates

No new spec space due to financing inavailability
Continued 28 straight months of manufacturing growth but slowing




