METRO BOSTON REAL ESTATE MARKET UPDATE
Suburban Office Route 128 Report

The Route 128/95 corridor has
experienced a slow down of
new sublease space coming to
market. Subleases are expiring
or landlords are accepting
buyouts and taking control of
the vacant space in their build-

ings in order to market larger
NAI Hunneman represented ALPHATECH || cks and reduce competition
at 6 NE Executive Park in Burlington in
acquiring 12,700 s.f. of space

with their own tenants. Landlords
are also finding themselves in
the furniture business as previous tenants have terminated leases
and applied the furniture toward the buyouts of the lease.

The 128 submarket is experiencing some new demand from
startups since venture capital is on the rise. Bargain hunters are
also still prevalent in the market looking for inexpensive space
with workstations and telephone systems in place. The trend of
flight to quality from Class B buildings to Class A continues. The
only concern tenants should have with this trend, similar to market
conditions in the early 1990's, is the affordability of their Class
A space at renewal time. As if to echo the recognition that all
markets have cycles, a few fortunate, underleveraged landlords
are considering mothballing their buildings until net rents return
to a level that covers expenses and provides minimal returns.

The 128 West market has experienced a good level of activity
recently, especially in Waltham with such large deals as Brass

Route 495 Report

The Route 495 loop continues
to experience small to mid-

sized companies in the market,
especially in the 5,000-10,000
s.f. range. However there has
been an increase in activity
from larger tenant requirements
recently, such as Boston
Scientific, Cytyc Corporation
and PNC Bank. Tenants from
the Worcester area are now
starting to look eastward to the
495 area to take advantage of the lower rents as well.

Smaller deals like the 3,475 s.f.

office transaction completed by NAI
Hunneman at 290 Donald J. Lynch
Blvd. in Marlborough are prevalent in
this market

Large deals are getting done but taking longer to close. Some
recent large lease deals involve Goodrich Corporation (131,000
s.F.), SynQor (102,000 s.f.) and Motorola (60,000 s.f.). SynQor,
which was in the market for two years looking for space, actually
expanded from two buildings in Hudson and Marlborough totaling
50,000 s.f. to one building in Boxborough for 103,000 s.f. As a
result, deals such as the SynQor example have caused vacancies
to decline from last quarter. The largest drop in vacancy can be
witnessed in the 495 North submarket, where over 140,000 s.f.
have been leased this quarter in the Minuteman Office Park and
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Q1 2003 Q2 2003 Q3 2003
Inventory 36,763,337 sf. 37,923,661 sf. 42,121,086 sf.
Vacant 7,603,322 s 1. 8,585,912 s . 9,389,342 1.
Direct 5,135,139 s1. 6,143,954 s1. 6,784,398 ..
Sublease 2,468,183 s 1. 2,441,958 1. 2,604,944 1.
Asking Rent $22 $22 $21
Vacancy Rate™ 21% 23% 22%

SOURCE: CO-STAR, NAI HUNNEMAN COMMERCIAL COMPANY
* Vacant Space numbers and Vacancy Rate percentages reflect
both sublease and direct space available.

Ring, Coldwell Banker Residential and Demantra with rents in the
high teen’s to low $20's. In the 128 South market, a number of
larger transactions were offset by downsizing and consolidations
similar to Equiserve who will be shedding nearly 100,000 s.f
from their 286,000 s.f. leasehold at 150 Royall Street. The end
result will be a lack of positive net absorption and this will continue
to be the story in the Route 128 submarket until significant levels
of job growth occur, sometime in late 2004.

Q1 2003 Q2 2003 Q3 2003
Inventory 14,004,375 s.f. 14,227,392 sf. 16,657,002 s.f.
Vacant 4,125,243 s 1. 4,130,187 s f. 4,018,433 s 1.
Direct 2,229,279 sf. 2,175,481 sf. 2,203,028 s1.
Sublease 1,895,964 s f. 1,954,706 s f. 1,815,405 s .
Asking Rent $19 $19 17
Vacancy Rate™ 29% 29% 24%

SOURCE: CO-STAR, NAI HUNNEMAN COMMERCIAL COMPANY
* Vacant Space numbers and Vacancy Rate percentages reflect
both sublease and direct space available.

Brickstone Square. In this submarket the Class A vacancy rate
dropped from 28.5% in Q302 to 14.2% in Q303. Nevertheless,
downward pressures on rents continue in most areas, particularly
with concessions in the form of increased levels of tenant improve-
ment money and free rent.
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Industrial Report

The industrial market continues
to be the healthiest property
type in the Greater Boston
area. Rents have not fallen as
much as in the office market,
and vacancies remain below
10% in most submarkets, with
the exception of the 495 West
and southern submarkets. The
Flex/R&D market has shown
some improvement as the
vacancy rate has fallen from 19.3% in 2Q03 to 18.5% in 3Q03.
High-tech companies are slowly returning to the market due to
lease expirations, the need to consolidate existing locations, or
expansions to accommodate new growth. Tenants are taking
advantage of the many options available currently. The industrial
market will continue to remain healthy as demand and supply
remain balanced, due to a lack of overbuilding. But, modern

NAI Hunneman sold a 97,870 s.f.
industrial building at 171 Lock Drive
in Marlborough for $5.7 million

BOSTON METRO INDUSTRIAL FACTS

Q1 2003 Q2 2003 Q3 2003
Invenfory 204,267,641 sf.  203,191,718sf. 203,261,014 sf.
Vacant 17,517,767 st. 17,637,630 s1. 18,329,772 s1.
Direct 15,215,990 s.f. 15,298,493 sf. 16,308,815 sf.
Sublease 2,301,777 sf. 1,898,875 s f. 2,244,953 sf.
Asking Rent 58 §7 58
Vacancy Rate™ 9% 9% 9%

SOURCE: CO-STAR, NAI HUNNEMAN COMMERCIAL COMPANY
* Vacant Space numbers and Vacancy Rate percentages reflect
both sublease and direct space available.

properties with wider column spacing, at least 28 feet clear
heights and more loading docks will be most in demand.

Investment Report

Investment sales of office buildings
remain very slow. In many cases under-
leveraged office owners have the ability
to “weather the storm” and ride out
historically high vacancy rates and low
rental rates. Investors are seeking cap
rates in the 8%—10% range. Simply
stated, this property type suffers from
demand deficits. However, office build-
ings with high credit quality and long
term leases are in high demand. For
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this 5-story 25,568 1. example, One Lincoln Street in Boston,
commercial building on il f % d cl
Summer Street in Boston a 1.1 million s.f., 100%-leased, Class A

high-rise, could be on the market for
as much as $770 million. The local industrial investment sales
market remains strong. Large institutional buyers continue to seek

out well located newer construction multitenant buildings.
Investors are seeking net leased credit deals. Neighborhood and
community retail also remains strong, largely avoiding the severe
downward portion of the recent real estate cycle. Cap rates for
retail trended down tfo the 7.5%+ range, making retail a smart
buy for core investors. While demand for apartments is down
nationally, sales of multifamily assets continue to be fairly bullish.
The shortterm fundamentals for multi-family are puzzling, as rents
have declined, concessions and vacancies have increased, but
cap rates are trending down to historical lows. A full recovery of
rents and subsequent NOI is not expected for some time.

Opportunities do exist in properties, markets, and property

types that have avoided the cycle or that are near the bottom

of the cycle, but these do not represent the maijority. Additionally,
opportunities resulting from distressed assets will increase due to
the overall increase in NOI. The good news is that we do not
expect the total level of default to repeat the 1990’s experience.

New Hampshire Report

The Southern New Hampshire
commercial real estate market
primarily covers “The Golden
Triangle”, the region between
the cities of Nashua, Manchester,
and Portsmouth. In this region
the office market, comprised

e of 3.5 million square feet, is
NAI Hunneman’s New Hampshire team o .

i 25% vacant. This rate has
represents 15 Constitution Drive, a
103,000 s.f. office building in Bedford, NH. been pretty steady for the

past eight months. Currently,
rental rates range from $14-$16 per square foot, which is down
from $18-$25 per square foot at their peak. Few new specula-
tive projects are underway for delivery this year and beyond, so

the balance between demand and supply should stabilize over
the next several months.

The industrial market is comprised of 25 million square feet
and is about 10% vacant. Although the vacancy rate has risen
considerably from a few years ago, the industrial market has
not been as heavily impacted from the current economic down-
turn as the office market. Rental rates have remained around
$5.75 NNN. Recently, a tenant signed a 5-year lease term for
70,000 square feet at $6.00 NNN. The industrial market is
believed to have reached bottom and is on its way up slowly.
The market has experienced more activity in recent months.

In terms of investment sales, demand has been coming from
retail, industrial users, and investors. Some recent industrial
sales have resulted in prices of $27-$40 per square foot.
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