


SECOND QUARTER 2009

CHANGE CHANGE

FROM
Ql
2009

FROM
Q2
2008

NET ABSORPTION '

DELIVERIES 0
VACANCY .

ASKING RATES .

SECOND QUARTER 2009

¥
-

)
\ 4

Q209 QI 09

NET ABSORPTION 18K 16K
DELIVERIES 0 0
VACANCY 17.3% 17.5%

ASKING RATES $23.53 $23.82
GROUNDBREAKINGS 0 0

C

Gaithersburg / Germantown

Market Activity

Gaithersburg/Germantown was one of several submarkets in Montgomery County to experience
a rise in demand, ending the quarter with positive 18,400 square feet of net absorption. The
vacancy rate declined to 17.3 percent over the quarter, but it still exceeds all other submarkets
in the county due to 415,000 square feet of new space added over the past two years (most of
which still stands vacant). However, there are no deliveries in the pipeline for the next three
years, which should help keep vacancy in check. A notable commitment this quarter was made
by Montgomery County which agreed to sublease and eventually purchase 100 Edison Park
Drive. The deal led to 104,000 square feet of positive absorption and caused the amount of
sublet space to decline 66 percent over from a year ago. Also, WeatherBug renewed for 37,600
square feet at 12410 Milestone Center Drive.

Market Outlook

With more tenants chasing cheaper rents, Gaithersburg/Germantown may, in fact, benefit
from a flight to frugality. At $23.50 per foot, average asking rents are substantially cheaper
in this submarket than any other submarket in Montgomery County. Nevertheless, with
the local economy continuing to sputter, expect leasing activity to remain light in 2009. A
reduction in tenant demand could cause asking rents to decline further this year, creating
even more attractive opportunities for cost conscious tenants. In all, we estimate that vacancy
will continue rising in the second half of 2009 before falling in 2010. However, given that
the Gaithersburg/Germantown submarket did not experience an abnormal increase in rents
during the commercial real estate boom (2003 to 2007), we predict that rents should stay
relatively flat from this point forward.
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Silver Spring

Market Activity

Silver Spring maintained its position as the submarket with the second lowest office vacancy
rate in suburban Maryland, trailing only Bethesda. In the second quarter, vacancy rose from
9.5 percent to 9.8 percent; vacancy was 7.3 percent a year ago. The increase this quarter
was due to the delivery of 51,700 square feet (10001 New Hampshire Avenue) - 100 percent
available. After three quarters of negative net absorption, demand for space gained traction
in the second quarter, coming in at positive 36,200 square feet. Average Class A asking rents
declined to $31.80 per square foot throughout the second quarter from $32.80 at the end
of the first quarter. Silver Spring remains a top choice for associations and communication
providers in suburban Maryland. Significant transactions in the submarket came from the
Department of Veteran Affairs committing to 21,000 square feet at 8455 Colesville Road
and Cricket Communications leasing 25,000 square feet at 8515 Georgia Avenue. Also, the
Vietnam Veterans of America vacated 15,000 square feet of sublet space at 8605-8609 Cameron
Street. In all, there is 124,800 square feet of sublease space available in Silver Spring, up 75
percent over the year.

Market Outlook

There was evidence of an uptick in demand for office space in the second quarter, as it was
the first time absorption has been positive since the same time last year. However, leasing
activity in Silver Spring is likely to be suppressed until more sizable space options open up in
the submarket. Vacancy is expected to increase further by the end of 2009 due to the delivery
of 84,500 square feet to the market — 100 percent available. As of the end of the quarter,
there were no groundbreakings scheduled; however, there is a little over 600,000 square feet
of office space proposed for the area, which would eventually give tenants more space options
if the projects move forward. Downtown Silver Spring will remain a driving force for the
submarket, as it offers numerous new shops, restaurants, and activities for the surrounding
business community.

Silver Spring Office Market

Deliveries - Net Absorption - Vacancy

Second Quarter 2009
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Prince George’s County

Market Activity

Demand picked up in Prince George’s County in the second quarter, as Southern Prince
George’s County continued to be a popular choice. Overall, net absorption totaled positive
49,200 square feet, causing vacancy to decline 20 basis points from the first quarter to 17.6
percent. Notable market activity came from Democracy Data, who opted to cross the Wilson
Bridge from Alexandria, signing for 30,400 square feet at National Harbor. In addition,
Creative Options & Employment committed to 16,000 square feet at 1441 McCormick Drive
and Lockheed Martin leased 12,600 square feet at 6404 Ivy Lane. Some of the more notable
move-outs were RE/MAX vacating a total of 21,000 square feet at 4201 Northview Drive, QSS
moving out of 14,900 square feet at 4500 Forbes Boulevard, and NAI Michael Companies
vacating 13,000 square feet at 4640 Forbes Boulevard. As of the end of the quarter, the only
building “under construction” was the NOAA building. The property was originally scheduled
to deliver fully-leased to NOAA over a year ago; however, work at the site has stopped. It’s
unknown when the project will be completed.

Market Outlook

Only time will tell if the area’s affordable rents and sizable blocks of available space will continue
to attract more tenants to Prince George’s County. The county remains hopeful that it will
start to receive the attention of more GSA requirements, as HHS has not yet determined where
it could locate its potential 900,000 square foot requirement. The requirement is currently
on hold; however, there are a few sites in Prince George’s County believed to be competitors
for it. The good news is there are no new vacant buildings delivering to the market or sizable
blocks of space scheduled to be vacated in the remainder of the year. Also, tenant activity did
pick up some in the second quarter, so perhaps a trend of increased demand for office space
is beginning to emerge.

Prince George’s County Office Market
Deliveries - Net Absorption - Vacancy

Second Quarter 2009
800,000 T T 20%
T 18%
600,000 T
T 16%
400,000 T +14%
[}
H 1 2
's 200,000 T 127 >
g Lz &
o ° S
’ 07 ten
2000 2 2002 2 2004 2005 2006 2007 2 °
-200,000 + 2009+ 6%
1 4%
-400,000 T
T 2%
-600,000 — - 0%

[ New Deliveries Il Net Absorption —+— Vacancy Rate

Real Results in Real Estate®





