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Jacksonville

Office and Industrial

Office Vacancy and Absorption
Year-End
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The industrial market has continued to gain strength due to
continued absorption existing properties, increasing port activity
and the lack of overbuilding from developers.

Office

Since third quarter of 2005, leasing activity in
the Southside has experienced an upswing
and continues to remain strong. Downtown
activity remains stagnant. Since the fourth
quarter of 2005, the Southside vacancy rates
have steadily declined while the rental rates
have gradually increased. The office condo
boom has weakened since its peak in 2005.

The downtown market has not seen the
same robust activity as the suburban market.
Although vacancy rates have slightly decreased
since 2005, rental rates remain the same.
The city continues to strive for a 24-hour
downtown; however there is not enough of
a critical mass of businesses and residential
properties in place to support it.

The market is predicted to continue to gain
strength especially in the Southside. With
the vacancy on existing buildings decreasing
and rental rates increasing, escalating land
and construction costs will not prohibit large
developers from constructing multi-tenant
buildings in the suburbs. We should see a
jolt to the office market in 2007.

An increase in corporate relocations is
expected in the coming year. The Jacksonville
Chamber of Commerce, as well as the
Jacksonville Economic Development
Council, developed a powerful marketing
strategy to entice corporations to the
coastal city. Low housing costs, proximity to
beaches, a desirable climate and no state
income tax certainly combine to make
their job easier.

Industrial

The expanding JaxPort marine terminal has
heightened interest from distributors, manu-
facturers and national industrial developers.
With all the recent interest, industrial land
outside of existing parks is becoming scarce
and reasonable land prices are nearly non-
existent. Rental increases in both new Class A
industrial buildings, as well as older Class B
and C industrial warehouses, are continuing
to increase dramatically due to demand from
tenants, increased construction costs and a
lack of good developable land. Vacancy in all
industrial submarkets is low and limited
inventory is allowing existing landlords to
have a distinct advantage over companies
looking to relocate or expand in Jacksonville.
Industrial rents should continue to increase
and concessions will remain limited.

Established industrial developers are busy
planning and developing speculative bulk
distribution centers in anticipation of the
additional business to be generated from
Jacksonville’s sudden industrial growth and
port activity. The decreased number of viable
space options, inflating rental rates, increasing
construction and land costs are driving rental
rates for new bulk distribution buildings to
over $4.50 per square foot NNN.

With the increased activity of Jacksonville's
industrial market, expect to see a number of
companies looking for 500,000 square feet
and above. This is an excellent indicator of
the momentum illustrated in our market.
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The commercial real estate cycle appears to have peaked and will
begin to level off in 2007. It is beginning to return to an income
producing investment rather than an appreciation vehicle.

Retail

The Jacksonville retail market made strides

in 2006 and the ingredients are in place to
continue this trend, not only south but also
north and west of town. The Westside shows
strong retail growth at Oakleaf Plantation
with the announcement of Super Target
opening in the summer of 2007. Significant
openings for the Northside include River
City Market Place (1 million plus square feet)
in June. The center is anchored by a Super
Wal-Mart, Bed Bath & Beyond, PetSmart and
a multiplex theater. Lease rates range from
$22 per square foot at new retail centers to
$28 to $30 at the new St. John's Town Center
and the River City Market Place.

The Sembler Company announced plans

for over 345,000 square feet of retail to be
anchored by a Super Target at I-295 and Lem
Turner Road. This project will bring much
needed retail to an underserved area of the
city. The scheduled opening is June 2007.

The downtown market's retail growth is
slow, but with the recent announcements
of major condo projects on both the North
and South Banks of the St. Johns River,
downtown should make a turn for the
better. The changes that have been
announced for the existing Jacksonville
landing and the constant rumors of Publix
coming to the San Marco area should help
drive retail development as well.

Investment

The Jacksonville investment market has
slowed from the blistering pace of the
previous few years. Sales volumes have
decreased and cap rates have steadied or
increased. The problems facing the housing
market should not have an effect on
Jacksonville.

Retail, office and industrial are all seeing the
positives of a strong market. Low vacancy,
increasing rental rates and a burgeoning
economy are all signs that we will sustain
our real estate growth.

Though sales prices on investment proper-
ties have increased for all product types,
Jacksonville is still seen as a relative bargain
to other markets. Rental rates will have to
increase in office and industrial before there
is substantial development. Experts believe
that commercial real estate will continue to
grow as reduced vacancies and higher rents
keep improving across most property types.
High construction costs are putting a
damper on new construction.

The coming year will see capitalization rates
level off as long as the capital markets are
steady. The cost paid per square foot will
rise as building costs have necessitated a
rise in the rates that new properties must
garner. There will be even more “new”
buyers to our market as the growth and
economy of Northeast Florida become
increasingly attractive.
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