MEDICAL OFFICE MARKET
COLORADO SPRINGS OFFICE MARKET

FIRST QUARTER 2012

Executive Overview

The Colorado Springs MOB market has started out 2012 with significant activity. While the national medical market has and
will continue to be affected by the overall health insurance payee/payor issues facing the country and many medical practices are
taking a guarded approach to the future, we are seeing signs of stabilization locally as many users are active in the market and
looking to secure space and be operational before year end 2012.
As of April 2012, the likely outcome of the “Memorial Issue” (as we outlined in detail in 2011 year end report) is a long term lease
to the University of Colorado Health System. While this is still subject to City Counsel and ultimately citizen vote (anticipated in
late 2012), this is the recommendation to City Counsel of the appointed “Task Force” and the one that most feel will be approved.
As the potential outcome of this uncertainly has continued to stabilize, we have seen a direct coorilation to an increase in active
prospects in the market.
Lease rates for medical office buildings generally range from $17.00-$21.00 per rentable square foot on new construction, and
$14.50-$16.50 for second generation properties. 1st Quarter 2012 numbers show an average asking lease rate of $16.16 per square
foot and negative absorption of 1,114 square feet, mainly attributable to the vacancy at Northcare at St. Francis that was created
when Penrose vacated a 5,673 rentable square foot lab space. Generally speaking, while there were some large transactions in
2011, most were lateral moves in terms of total square footage leased.
As we look into the balance of 2012, we forecast the medical market stabilizes and expect to see vacancy rates decrease as the
newer first generation buildings constructed on or near the Memorial and Penrose Campuses fill up with tenants expanding in the
northern part of town. Currently there are approximately 10 users active in themarket totalling in excess of 100,000 square feet in
new lease activity, which we anticipate will land before the end of the year. The YTD lease negotiation activity in 2012 is pointing
toward positive absorption later in the year. While we don’t anticipate the sentiment of uncertainty to change in 2012, there will
be increased demand for space and limited speculative product that will be left available by late 2012.

It may come as a surprise to many, but there have been a considerable number of office building’s trading hands in the Colorado
Springs market over the past 18-24 months. Many of the properties were being marketed for lease, and ended up being purchased at a
considerable discount to replacement costs, by owner –users. In all of these transactions, the space being vacated by the owner-user was
much smaller than the “new” building and in most cases was a significant upgrade in quality. The net result of these transactions has
been to take large blocks of vacancy off the market, thereby assisting in bringing the vacancy levels down and limiting options for future
requirements.
Beginning with El Paso County’s purchase of a 300,000 square foot office building located along Garden of the Gods Boulevard, (part of
the former Intel Campus), owner-users in the Colorado Spring’s market have been able to find purchase options below replacement costs
which have lowered their occupancy costs over the next 5-10 years. Other groups who have pursued this option and purchased their own
building for prices ranging from $35-$85 PSF have included the Space Foundation for 45,000; USA Volleyball for 30,000; Pikes Peak
Library District for 113,000 square feet; Braxton Technologies for 100,000; Undisclosed Purchaser as of 4/12 for 63,000 sf; and Pikes
Peak Hospice for 40,000 square feet. This represents approximately 700,000 square feet of space that was formerly being marketed for
lease, now removed from the market vacancy and generally occupied by users that were able to substantially improve the overall quality
of their office environment. Close to another 500,000 square feet is currently under contract and should transfer ownership my mid-year
to more owner occupiers, taking an additional chunk out of the market vacancy and limiting options for those tenants in the market to
lease space.
In addition to the owner-users purchasing properties, we are beginning to see the traditional institutional offerings come to market. Today
these include Tech Center I at 111,00 square feet; Pikes Peak Research Park at 83,000 square feet; The Presidio Building at 82,000 square
feet; Center City Plaza at 39,388 square feet and 19 North Tejon Street at 40,000 square feet. Tech Center VI, a 104,000 square foot office
property in the Colorado Spring’s Tech Center recently went back to the lender, and we can expect that to come to market soon. The
motivation of the current owners is varied, but in general most see this as a good time to sell with the bottom of the market behind us and
they are selling upside. Recent sales include Pine Creek in Briargate ($9,025,000 or $108.74 PSF), and Corporate Centre at Woodmen
and I-25. These were purchased by groups who believe the market is going to get considerably better over the next 3-5 years and they are
positioning themselves to take advantage of the improvement. With new ownership generally comes an increase in the building’s lease
rates and decreased concessions, as the new entities believe the market can support the higher rates, and they have the patience to wait for
deals that a previous owner may not have had.
The net result of removing over 1 million square feet of office properties from the market vacancy, along with new owners to the market,
and 24 months of positive absorption, will be a decrease in market vacancy, and increase in market lease rates, and more building owners
looking to sell as the market tightens up.
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