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Overview

Cautious optimism seems to be the feeling permgdtia economic
recovery. Geopolitical events shook the markethénfirst quarter of
2011. Unrest that began in Tunisia and swept ackimth Africa
and the Middle East has oil trading above 100 deltabarrel and a
devastating earthquake and ensuing tsunami has,Jdpaworld’s
third largest economy, reeling. At home, a stalentstween deficit
reductions and funding popular programs has lestdp gap budgets
and threatens to shut down the government in Wgsttin The lack
of continuity in funding forced the Navy to canael postpone ship
repairs and maintenance and has contractors brdoindurther
uncertainty in funding.

Despite the shocks and thencertainty, increases in consumer
spending, business investments, and job growth #epteconomy
expanding and the economic recovery moving ahe@dnsumers
have showed resiliency in absorbing the cost ofsoilfar as retail
sales increased one percent in February led byhpses of cars,
computers and commodities.  Consumer spending thelpe
economy added 192,000 jobs in February and 216t00@&rch. The
national non-seasonally adjusted unemployment datereased to
9.8% in January from 10.6% a year ago. Virginie sayear over
year decrease to 6.9% from 7.8% while Hampton Reagsrienced
slightly smaller decrease to 7.6% from 8.0%.

Economy

Positive activity in the Hampton Roads retail maitkas carried over
from the fourth quarter of 2010 into the start of 2011. Rastcerns
over the loss of JFCOM have subsided as tenantmuoerwith plans
in the Harbour View area of Suffolk. Big box retm# have begun
touring the market for the first time in a few ygarDicks sporting
goods opened a store in Harbour View, Target ancedim store in
Pembroke, Harris Teeter relocated in Ghent and edsiHurniture
opened a store in Greenbrier. Do-it-yourself augehanic stores,
such as Auto-Zone and O’Reilly Auto Parts, are expanding and doing

deals in the marketplace as well. Many landlordsildl not have
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settled for auto parts stores a few years agoreut@v making deals.
Additionally, an Asian restaurant, Hibachi Grilldasupreme Buffet,
plans to open in a 28,295 square feet (sf) spaweefty occupied by
Comp USA at 5957 Virginia Beach Boulevard in Nokfol

Year to date leasing activity and direct absorptoma paltry 125,005
sf and-98,027 sf respectively. Overall vacancy fate retail held
steady at 6.5% from last quarter while direct agkiants dropped
$.07 to $13.65.

Significant sales that occurred over the first ¢gramclude Settlers
Market in Williamsburg which sold for $13.25 milioas well as
Landstown Commons Shopping Center, a 409,749 afl ednter in
Virginia Beach, which sold to Inland Diversified &dEstate Trust for
$91.2 million.

Outlook

Increasing payrolls and household income boostedwuer spending
in the first quarter and has experts believing #wwnomy has
transitioned into a self-sustaining expansion. v@noin disposable
income also has enabled households to weatheg ffisdd and energy
cost

Hampton Roads has much to lose and gain from desigjor a lack
thereof) in Washington. Those in the region whg/ reh defense
dollars will remain on unstable ground until funglinan be assured.
The Hampton Roads economy will grow but at a slomaéz than the
nation as a whole. According to Old Dominion Ungigr economist,

the regional economy will be led by defense spandimowth at the
port, and jobs in health care. Civilian employmenthe region is
expected to expand by about 9,600 jobs while ths & jobs at U.S.
Joint Forces of Command will not be pronounced @®i2 or 2013.

Leasing activity and absorption should increasettghout the year as
large hlraks,of sarra nrror AL thaa erket frac eépansinn nf Rin
bow gasrss. Reatalaatrswd! L sl ghehettawadn, 20 LL and hedg. misiog .y
in 2012.
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Market/Submarket Statistics

YTD YTD YTD

Market /Submarket  Inventory Overall Direct Leasing Under. YTD Con stn:uction Direct Overall Overall Wtd. Avg. All Direct Wtd. Avg.
Vacancy Rate Vacancy Rate . ..o Construction Completions . . Classes Gross Rental Rate*  Rental Rate*
Activity Absorption Absorption
Denbigh 2,062,955 10.9% 10.7% 0 - 0 (10,552)  (10,552) $9.82 $10.47
Downtown Hampton 847,844 6.4% 6.4% 1,513 - 0 (687) (687) $12.37 $12.37
Downtown Newport News 615,541 0.9% 0.9% 0 - 0 6,050 6,050 - -
Fox Hill 1,526,866 9.5% 5.5% 0 - 0 2,493 2,493 $12.74 $13.10
Gloucester 2,027,643 8.6% 8.0% 1,180 - 0 (7,441) (7,441) $11.43 $11.43
Hampton North 4,241,435 6.4% 6.4% 9,995 - 0 (539) (539) $14.72 $14.72
James River 2,089,904 3.1% 3.1% 0 - 4800  (18330)  (13,330) $13.27 $13.27
Lightfoot 2,731,078 6.7% 6.7% 0 - 0 (2,560) (2,560) $16.36 $16.36
Mathews County 111,242 0.0% 0.0% 1,200 - 0 5,200 5,200 $0.00 $0.00
Mercury Central 6,243,096 8.0% 7.8% 0 - 8400  (14,834)  (14,834) $9.33 $9.33
Patrick Henry 4,447,610 3.4% 3.4% 1,058 13,300 13300 (2,224) (2,224) $15.36 $15.36
Poquoson 1,822,250 6.7% 6.7% 0 - 0 4,838 4,838 $13.72 $13.72
Wiiliamsburg 4,198,542 9.0% 9.0% 7,330 77,051 13239 29,631 29,631 $19.71 $20.06
Yorktown 418,886 6.9% 6.9% 0 - 0 1,400 1,400 $12.65 $12.65
Peninsula Total: 33,384,892 6.9% 6.7% 22,276 90,351 39739 (7,555) (2,555) $12.86 $13.12
Campostella/S. Norfolk 1,777,237 4.6% 43% 40,000 - 0 (17,859)  (17,859) $12.05 $12.29
Chesapeake Square 2,910,459 1.8% 1.8% 7,776 - 0 1,844 1,844 $15.79 $15.79
Churchland 1,736,662 53% 4.6% 0 - 0 15,742 15,742 $13.50 $13.39
College Park 1,990,142 7.1% 7.1% 3,530 - 5400 2,994 2,994 $12.11 $12.11
Deep Creek 1,212,809 6.1% 6.1% 0 - 0 200 200 $15.22 $15.22
Downtown Norfolk 4,764,994 5.4% 5.4% 731 4,854 0 25,752 25,752 $13.99 $13.99
Downtown Suffolk 1,113,038 7.1% 7.1% 0 - 0 (28,150)  (28,150) $8.88 $8.88
Franklin City 1,502,706 7.6% 7.6% 0 - 0 1,408 1,408 $11.40 $11.40
General Booth Corridor 2,019,982 6.4% 6.4% 1000 - 0 (16,722)  (16,722) $20.59 $20.53
Great Bridge 1,659,372 6.9% 6.9% 7,770 183,975 0 (22,132)  (22,132) $17.03 $17.03
Greenbrier/Battlefield 4,233,925 22% 22% 7,407 - 0 3,556 3,556 $18.47 $18.46
Hilltop/Great Neck 2,947,859 3.1% 3.1% 2,700 - 0 6,088 6,088 $14.82 $14.82
Holland Road 1,899,181 17.0% 16.9% 0 - 0 (25,741)  (25,741) $10.72 $10.72
Isle of Wight 666,831 16.3% 16.3% 4,200 - 0 1,650 1,650 $6.12 $6.12
Kempsville 1,836,778 10.2% 10.1% 1,350 - 0 (22,103)  (22,103) $15.27 $15.26
Little Creek 3,497,759 7.1% 7.1% 4,160 - 0 390 390 $12.92 $12.92
Little Neck 2,798,668 6.5% 6.5% 1,000 - 0 1,861 1,861 $16.73 $16.73
Lynnhaven 2,377,658 11.8% 11.8% 0 - 0 300 300 $16.00 $16.00
Mid-City 2,748,903 5.2% 52% 1,250 - 0 (4,051) (4,051) $10.65 $10.65
Military 4,985,464 3.5% 34% 1,574 - 0 12,211 12,211 $11.49 $11.49
Newtown 2,697,843 3.7% 3.3% 0 - 0 (1,184) (1,184) $12.37 $12.37
Northern Suffolk 889,868 28.9% 28.7% 1,364 20,308 0 0 0 $18.12 $18.12
Oceantront 1,908,141 2.5% 2.5% 0 52,619 7619 (12,112)  (12,112) $18.22 $18.22
Pembroke 3,899,216 5.1% 5.1% 0 - 0 (15968)  (17,947) $16.14 $16.14
Princess Anne 1,524,220 6.5% 5.7% 0 - 0 (1,099) (1,099) $17.25 $17.25
Shore Drive 1,039,124 7.4% 7.4% 4,400 240,000 0 (27,133)  (27,133) $13.32 $13.32
Smithtield 708,464 5.5% 5.5% 0 - 0 0 0 $13.39 $13.39
Suttolk 1,696,648 7.6% 7.6% 0 - 0 9,161 9,161 $16.22 $16.22
Surry County 123,140 0.0% 0.0% 0 - 0 0 0 $0.00 $0.00
VA. Beach Courthouse 619,000 11.3% 11.3% 0 - 0 12,152 12,152 $20.94 $20.94
Victory 2,303,051 5.9% 59% 5307 - 0 2,171 2,171 $16.82 $16.82
Wards Corner 781,771 15.2% 152% 7,210 - 0 6,302 6,302 $10.93 $10.93
Southside Total: 66,870,913 6.4% 6.3% 102,729 501,756 13,019  (90,472)  (92,451) $14.01 $14.01
Hampton Roads Total: 100,255,805 6.5% 6.4% 125,005 592,107 52,758 (98,027)  (95,006) $13.55 $13.65
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SIGNIFICANT 1Q11 LEASE TRANSACTIONS
BUILDING SUBMARKET TENANT SQUARE FEET BUILDING CLASS
1140 S. Military South Norfolk O'Reilly Auto Parts 40,000 A
7623 Granby * Wards Corner AutoZone Development 19,500 B
* Renewal — not included in Leasing Activity Statistics
SIGNIFICANT 1Q11 SALE TRANSACTIONS
BUILDING MARKET BUYER SQUARE FEET PURCHA SE PRICE
Landstown Commons Shopping Center VA Beach Courthouse Inland Diversified Real Estate 409,747 $91,200,000
500 Settlers Market Williamsburg Federal Capital Partners 25,943 $13,250,000

SIGNIFICANT PROJECTS UNDER CONSTRUCTION/RENOVATION

1276 Baker Road Shore Dr. DLH Sports complex 240,000 3Q11
201 Hillerest Great Bridge Wal-Mart 147,806 3Q11
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* The market terms and definitions in this report are based on NAIOP standards. No warranty or representation, express or implied, is made to the accuracy or
completeness of the information contained herein, and same is submitted subject to errors, omissions, change of price, rental or other conditions, withdrawal without
notice, and to any special listing conditions imposed by our principals. © 2011 Cushman & Wakefield, Inc. All rights reserved.

Please consider vour environmental responsibility before printina this report.



