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for Benton and Washington Counties

Commercial Real Estate Market Summary

Thisreport isthethird edition of the Skyline Report for Benton and Washington
Counties—Commercia Red EstateMarket Anadlysis. Researchersat the Cen-
ter for Businessand Economic Researchinthe Sam M. Walton College of Busi-
nessat the Universty of Arkansasproducethe Skyline Report to providetimely
statistical analysisof the Northwest Arkansascommercial real estate market.
Theinformation contained inthe Skyline Report iscritical for lenders, develop-
ers, contractors, and potential lessees. Because of thefast pace of growthin
Northwest Arkansas, thecommercid red estate market isfragmented with many
local and national commercial real estate professionalscompeting to servethe
needsof aburgeoning busnesscommunity. Having currentinformationandandyss
provides acompetitive advantage over those who make decisionswithout the
benefit of hard data.

Highlights from the Fourth Quarter of 2004

e TheNorthwest Arkansas office space market recovered somewhat in
the fourth quarter of 2004 with 31,182 square feet of positive net
absorption.

e Intheretail space market, therewasanegative net absorption of 55,824
inthefourth quarter of 2004. Thisincludesthe addition of 22,005 new
squarefeet of retail spacein Rogersand Fayetteville.

e Thewarehouse submarket experienced positivenet absorption of 80,618
squarefeet inthefourth quarter.

e From September 2004 to November 2004, therewere $39.2 millionin
commercid building permitsissuedin Bentonville, Fayetteville, Lowell,
Rogers, Siloam Springs, and Springdale.

e Focusgroup respondentsindicated concernsthat therewas oversupply
of office spacein Bentonvilleandin strip retail centersthroughout the
region.

e Short-terminterest rates continued their upward climb, although long-
term interest ratesremained steady, causing a165 basispoint dropinthe
Spread.

¢ Northwest Arkansas employment continued toincrease at itsfour-year
averagerate during thefourth quarter, implying no d owdown in demand
for resdential or commercia devel opment.
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Report Structure

The Skyline Report presents an analysis of datafrom three primary sources.
| nformation on theentire popul ation of commercia property isgathered fromthe
offices of the Benton and Washington County Assessors. Thesedatasetsare
then filtered to exclude propertiesthat are not part of the competitiveleasing
market. Theseexcluded propertiesinclude owner-occupied buildingsand other
dedicated spaces. Additionally, commercia propertiesthat do not meet certain
minimum size criteria(detailed on page 26) are a so filtered from the base of
commercid propertiesconsidered. Asasecond source of data, building permit
information iscollected from therelevant divisionsin Northwest Arkansascity
governments. Findly, availability, leaserates, and other characteristicsof com-
petitive commercia propertiesare obtained from apanel of thelargest commer-
cial property ownersand managersin Northwest Arkansas. Each of thethree
typesof information that iscollected givesaunique, but critical perspectiveof the
local commercia property market. Without understanding what the universe of
commercial propertieslookslikeat thebeginning of aperiod, thescaeof avail-
ablespacefor leaseismeaningless. Likewise, thedatathat comefrom building
permits paint apicture of what market additionsareimminent. Only after setting
the stage with these two perspectives do vacancy rates and market absorption
numbershavered value.

In order to provideyet another level of perspective onthe Northwest Arkansas
commercial property market, the Skyline Report containsan overview of na-
tional and regiona macroeconomic conditions. Ultimately, therea estate market
issubject to the samefundamental forcesthat shapetherest of the economy, so
having abroader view of current issuesprovidesinsightsinto potential challenges
and opportunitiesfor commercia property devel opment.

Tothisend, the Skyline Report beginswith an economic overview. First nationa
output and employment issues are discussed and then there isadiscussion of
short-term and long-term interest rate prospects. Then, recent regional eco-
nomic statistics, focusing on regional employment trends, are presented. After
the economic overview, the results of somefocusgroup discussionswith com-
mercial property devel opersand managersare summarized in order to supple-
ment the hard datawith anecdotal evidence from market participants about re-
giond trends.

After thesummary of local perceptions, thefourth quarter numbersfor total com-
mercid property squarefeet and building permit dataare presented. Withinthe
total squarefeet table, breakdownsof property typeby city are contained. Also,
the number of squarefeet of competitive commercia property for whichthe 68
panelistsprovideinformationisbroken down by city and the percentage of cov-
erage of the competitivemarket iscalculated. A table containing publicly an-
nounced new commercial real estate projectsispresented after the summary of
building permit data. Thistableismeant to provideanindication of thefuture
direction of the Northwest Arkansascommercial property market. Asmany of
these projectsare still inthe conceptual phase, hard data are incompl ete and
subject to change.
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The Northwest Arkansas commercial
market isdivided into Sx magor categories
of space:

Industrial—spacethat is appropriate
for the manufacturing of goods
Office—space where professional
business people work
Office/Retail—space that can be
configured as either office or retail
space or both
Office/Warehouse—space that can
be configured as either office or
warehouse space or both
Retail—space where goods and
services can be offered and sold to
thepublic
Retail/Warehouse—space where
goods and services can be offered,
sold, and stored.

. Warehouse—space where goods
can be stored until distributed

Further, andydsa the CBER haveclassfied
individual office, office/retail, and retail
buildingsinto three categories. ClassA,
ClassB, and ClassC. A description of the
methodol ogy used to classify buildingsis
included at theend of thisreport. ClassA
gpaceisthehighest quality spaceavailable
inthe Northwest Arkansas market. Class
B properties encompass a wide range of
spaces, which have leaseratesthat cluster
around themarket average. Finaly, Class
C space describes propertiesthat have sub-
averageleaseratesand amenities.




Following thetable of announced commercia projectsaretwo tables summarizing someresultsfrom thethree quartersthat the
Skyline Report hasbeen produced. Thefirst table presentsvacancy rates by submarket for the second, third, and fourth quarters.
The second table presents net absorption by submarket for thethird and fourth quarters. Thesetablesarethefoundation for the
performing trend analysisand eventual ly for separating the seasond effectsfromredl effects. Theresultsinthetablesarereferred
to throughout the remainder of the Skyline Report.

Thenext four sections present analyses of Northwest Arkansas submarkets by type of space. The office submarket isexamined
firgt, followed by the office/retail, retail, warehouse, office/warehouse, and retail /warehouse submarkets. Following these sections
arecommercia property summary statisticsby city. Therearesectionsfor BellaVista, Bentonville, Fayetteville, Lowell, Rogers,
Siloam Springs, and Springdae.

Findly, asection on how tointerpret the numbers contained in thereport and adescription of thecommercia property classfication
system are offered.

By aggregating and analyzing datafrom avariety of sources, the Skyline Report isuniquein its perspective on the Northwest
Arkansascommercia property market. Theinformation should be useful to anyonewith aninterest inthe current workingsand
projected course of commercial real estatein Benton and Washington Counties.

Economic Overview
The Macro Economy at a Glance

Much of theinteresting national datafor thefourth quarter of 2004 have not yet been rel eased asof presstime. Third quarter GDP
growth wasrevised upward from 3.3 percent to 4.0 percent, implying that the national economy grew at adightly abovetrendrate.
Inthethird quarter, personal incomeincreased at 0.2 percent, the samerate asin thefirst and second quarter of 2004. Turningto
more recent available data, in November, the national unemployment rate was aseasonally adjusted 5.4 percent. The Conference
Board’s Consumer Confidence Index, which had been on the decline since August, rebounded in December and the Expectations
Index alsorose.

Taken together, these dataimply that the national economy ischugging along in an unexceptiona way. Additionally, inflation
remainsrelatively muted. During thefirst 11 monthsof 2004, the CPI-U roseat a3.7 percent seasonally adjusted annual rate
(SAAR). Thiscompareswithanincreaseof 1.9 percent for al of 2003. Part of theimpetusfor the Federal Reserve'scontinued
raising of short terminterest ratesisto contain potential inflationary pressures. Of particular interest isthe consumer priceindex for
energy, whichincreased 6.9 percent in 2003, and advanced at a20.5 percent SAAR inthefirst 11 months of 2004.

Short-term Interest Rate Risk

The Federal Reserve continued initsincremental raising of short-terminterest ratesin thefourth quarter of 2004. The Fed Funds
target now standsat 2.25 percent, up 125 basis pointsfromitshistoriclow in 2003. Indicationsarethat the Fed will continueto
remove monetary stimulusfrom the economy in the face of someinflationary pressures and continued steady growth of the
macroeconomy. Monetary policy continuesto beat oddswith ahighly stimulatory fiscal policy at thenationa level.

Long-term Interest Rate Risk

Even asshort-termratesclimbedin 2004, longer term ratesheld amost steady. Theten year constant maturity treasury bill had an
interest rate of 4.15 percent in January 2004 and arate of 4.23 percent in December 2004. The upward pressure on short-term
rates combined with steady long-term interest ratesimplied adeclinein the spread between thetwo. Theaccompanying figure
showsthe spread between the Fed Funds Rate and theten year Treasury bill since January 2000. The summer and fall of 2004
saw a 165 basis point drop in the spread.
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Regional Employment Trends
10-yr Federal Funds Rate

L ocal demand for real estateisuniquely associated 4.00%
with employment growth intheregion. The North-
west Arkansasemployment situation hasbeen extremdy 3.00%

conduciveto both residential and commercial devel -
opment in recent years. The most recent numbers
availableshow that thereisnoreasonto believethat a 1.00%
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Theaccompanying figureshowsthat in September, Oc-
tober, and November 2004, employment in the
Fayetteville-Springdale-RogersM SA increased at re- 2.00%
centtrendlevels. From January through August 2004,
employment growth wasnot keeping upwithitsfour-
year trend growth rates, but asubstantial jumpinem-
ployment in September put the numbersback ontrack.
Since January of 2000, employment growth hasaver-
aged 0.3 percent per month. Asof November 2004, Fayetteville-Springdale-Rogers MSA
employment growth in the M SA wasaveraging 0.2 SR mEs SR AEUY

percent per month for 2004. During the sameperiod,

national employment growth averaged 0.1 percent per 180 y"
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In November 2004, the unemployment ratein North- =
west Arkansaswas 2.4 percent, upjust dightly fromthe 155 M
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2.2 percent ratein October. Theseratesareaslow as 150 {#

the Northwest Arkansas unemployment rate hasbeen 145

sinceNovember 2002. In November, the state unem- o | | | | | | | | |
ployment ratewasasondly adjusted 5.6 percent, while Jan-00 Juk00 Jan-01 Juk01 Jan-02 Juk02 Jan03 Juk03 Jan-04  Jul-04

thenationa unemployment ratewas5.4 percent. North-
west Arkansas continuesto outperform the stateand na:
tiona economies.

Taxable salesinthe M SA increased 9.6 percent from October 2003 to October 2004, whilethey increased only 3.3 percent for
theentire state during the same period. Average weekly manufacturing earningsgrew 6.9 percent, based on preliminary esti-
mates, inthe M SA from November 2003 to November 2004. Averageweekly manufacturing earningsgrowth was much more
muted in the state asawhole during the same period at 0.2 percent.

Local Perceptions of the Northwest Arkansas Commercial Property Market

Whilehard economic statisticsform the basisof any credibleforecast, there are often short-run deviationsthat contradict market
fundamentals. Understanding the consensusviewpoint on amarket can provideinsight that complement analysisof numerical
data. Tothat end, in-depth conversationswith 11 commercial devel opersand/or property managerswere conducted by CBER
staff to get the observations, attitudes and perspectives of those who areinvolved inthe commercial real estate marketin
Northwest Arkansas. Thethemesrunning through these conversationswere pretty common, although the perspectivesonthese
themesdiffered. Paneliststalked about the current state and pace of the market, the severity of any oversupply situations, the
vendor community, infrastructure concernsand other barriersto continued growth. About half of thoseinterviewed felt that the
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current market istill very strong. Some even ventured that the pace of activity had quickened over thelast quarter. Rogers
remainsasthefocusof planned retail development, and clearly Bentonvilleisthe hot spot for office development. TheFayetteville
market was noted asbeing surprisingly strong by afew participants.

Over hdf of theinterviewees mentioned an oversupply, specificaly asit relatesto the officemarket in Bentonville. Yetthey were
evenly divided asto whether the oversupply was minor and temporary in nature. Onerespondent said smply “Weareover-
built.” Othersfdt that it wasonly ashort-termimbalance, with one property manager comparingit toasimilar Stuationwhich
existed four yearsago. Thisrespondent expressed thefeeling that the market survived the prior excesssupply and wewill make
it through thistemporary glut aswell.

Participating property managerswere pretty muchin consensusregarding retail properties. Retail developmentisdtill seenaslagging
populaiongrowth. Retail devel opment hasbeen occurring a afaster pacein Benton County than in\Washington County, atrendwhich
isexpected to continue. Thisisduetotwofactors: thelag between population growth and retail devel opment isgreater in Benton
County and the center of retail activity in Northwest Arkansashasbeen shifting northward asthe popul ation dengity shiftsnorthward.
Two concernswererai sed about futureretall development. Thefirst concernisthat multiplelarge-scaedevel opment projectshave
been proposed for the PinnacleHillsarea. Doubt was expressed asto whether al of thesewould actualy cometofruition. The
uncertainty of how thingswill shakeout iscausng someretailersto delay decisionson executing leases. Thesecond concernreaesto
so-cdleddripretal centers. Oneparticipant observedthat “ oneof thelessonswehavelearnedisthat wecannot kegp buildingmassive
amountsof inexpensvedripretail centers. Thelimit hasbeenreached.” Someprevioudy announced strip centersmay not bebuilt, and
somecurrently have morevacant spacethan wasanticipated.

A number of pandistscommented on thevendor community. All agreethat the space needsof vendorshavebeenthedriver intherapid
expangon of theofficemarket over thelast few years, and they seeit asbeing thekey to continued growth. Most respondentshave
seen no declineinthe paceat which vendorshave been demanding new spaces. Asonerespondent said, “ Existing vendorstypicaly
moveto other propertiesin order toget more, or better, space, yet thereawaysseemsto besomeonetheretofill inbehindthem.” One
of the panelistsnoted somed ow-down invendor leasing activity, another noted that al of thelarger vendorsareheredready, andthe
amadler vendorscominginwill takesmdler spacesthan their predecessors. A coupleof therespondentspointed out thet therecould be
somesgnificant exigting leasescoming upfor renewa soon, anditwill beinteresting to seewhether they moveto newer spaceor retain
their current properties. One participant specul ated that therewill besomejumping around. Plus, theglut of new spacemight meanthat
incentives(e.g. turn-key build-outsand straight 5-year leaseswith noincreases) will beused to luretenantsto the new properties. Yet
gl another respondent cited avendor that had announced plansto movetheir corporateofficeshere, tobenear their largest customer.
If other vendorsfollowed suit, there could be significant increasein demand for vendor office pace.

Infrastructureissueswere again mentioned by most interviewees as being barriersto continued growth. Yet they were about
evenly split asto whether thelag in infrastructure development was normal, and not fatal, or whether it would soon put the
brakeson growth. A few felt that the day of reckoning wasindeed coming, whileafew also felt that some progress had been
madein minimizing the barriersof inadequateroads, sewer systemsand water systems.

Other issueson the mindsof respondentsincluded: interest rates, which havebeen creeping up lately; theescaationinraw land
prices, which haven't been fully pricedinto either resdential or commercial developmentsyet; and theimpact of school funding
on the state budget, which may |ead to higher taxes.

Insummary, these pandlists seemto agree on thefollowing:

Thecurrent market istill strong.

Anoversupply existsintwo sub-markets:. office spacein Bentonvilleand strip retail centers.
Vendor activity gill drivesthemarket.

Retail and entertainment aretill lagging population growth.

Infrastructureissuesare il barriersto growth.
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Local Commercial Property Inventory and Building Permit Data

Thefollowing table presentsthetotal competitive commercia property inventory in Northwest Arkansasthat meets minimum
squarefootage requirements (acompletelist of these criteriaareincluded on page 26) as of December 2004. Alsoincluded are
columnsdetailing thetotal square feet and percent coverage of thetotal inventory for which the Skyline Report commercial
property owner and manager panel provided information. For the fourth quarter, the Skyline Report covers morethan 48.4
percent of thetotal competitive commercia property populationin Northwest Arkansas. Some citieshave better coveragethan
others. For example, the Skyline Report pandistsreported information on 85 percent of the competitive commercial propertiesin
BdlaVigta, but only 23 percent of the competitivecommercia propertiesin Siloam Springs. Bentonville, Fayetteville, and Rogers
all have coverage of over 50 percent, while Lowell and Springdal e have coverage of 41 and 36 percent, respectively.

Panel Total Panel
Industrial* Retail* Warehouse? Total* Square Feet?> Coverage?
Bella Vista - 106,188 14,752 61,594 182,534 155,803 85%
Bentonville 167,056 2,430,934 493,397 599,389 3,690,776 2,009,734 54%
Fayetteville 662,731 2,412,331 2,915,744 846,215 6,837,021 3,637,185 53%
Lowell 148,819 254,156 74,891 42,500 520,366 211,294 41%
Rogers 652,011 1,573,857 1,418,493 468,180 4,112,541 2,293,146 56%
Siloam Springs 253,631 173,787 286,487 180,797 894,702 206,985 23%
Springdale 551,287 1,934,773 1,396,521 1,383,179 5,265,760 1,885,869 36%
Northwest Arkansas Total 2,435,535 8,886,026 6,600,285 3,581,854 21,503,700 10,400,016 48%

1Source: Benton and Washington County offices of the Assessor. The total square feet represent the population of competitive commercial properties that
meet the baseline criteria set out on page 26 of this report.
2Source: Panel of 68 large Northwest Arkansas commercial property owners and managers.

In addition, building permit datafrom the past three quartersare presented for six mgjor citiesin Northwest Arkansas. Building
permit dataare seasonal in natureand will show largefluctuationsin squarefootage and value from quarter to quarter. Moreove,
any particularly large project can skew the numbersimmensely. Building permit dataare also city-specific. Only Bentonville,
Fayetteville, and Siloam Springs present squarefootage data, whileonly Bentonville and Fayetteville break out the different types
of commercial property. A standardization of building permit applicationsin the region would provide much better datafor
comparison purposes.

From September 2004 to November 2004, therewere $39.2 millionin commercia building permitsin Bentonville, Fayetteville,
Lowell, Rogers, Siloam Springs, and Springdale. Thisissubstantially lessthan the prior quarter total of $60.7 million, but more
thanthe March 2004 to May 2004 tota of $35.6 million. Bentonville accounted for over haf of thetota valueof building permits
inthe September to November period, with Rogers making up an additional quarter.

Thetable of announcements of New Commercia Property isincluded asan indication of the futuredirection of the Northwest
Arkansas commercial market. Thelist isnot exhaustive, but represents an effort to gather data at a step before the official
permitting process. Themanagersand ownersof many of these properties have provided the CBER with information about these
buildings, but until constructioniscomplete, they do not appear inthe aggregated total squarefootage and avail able squarefootage
caculations. Someof the propertieslisted are actualy under construction, whileothersareonly in the concept phase.
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September-November 2004

Bentonville

Value $20,765,237
Growth Rate 26.3%
Square Feet 202,359
Growth Rate -4.2%

Fayetteville Lowell Rogers  Siloam Springs Springdale NW Arkansas
$2,750,867  $4,126,397  $9,576,347 $800,000  $1,174,999 $39,193,847
-33.6% -58.9% -55.9% -59.9% -81.6% -35.5%
22,853 - - 5,039 - -
-35.6% - - -80.2% - -

June-August 2004

Bentonville

Value $16,446,488
Growth Rate 12.3%
Square Feet 211,258
Growth Rate -4.5%

Fayetteville Lowell Rogers  Siloam Springs Springdale NW Arkansas
$4,145,124 $10,035,248 $21,734,534 $1,993,393  $6,390,478 $60,745,265
-47.1% 4,827.0% 146.9% 15.8% 169.4% 70.7%
35,500 - - 25,446 - -
-60.5% - - -69.8% - -

March-May 2004

Bentonville
Value $14,640,091
Square Feet 221,301

Center for Business and Economic Research

Fayetteville Lowell Rogers  Siloam Springs Springdale NW Arkansas
$7,839,529 $203,680 $8,804,700 $1,721,585  $2,371,888 $35,581,473
89,921 - - 84,124 - -
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Property

The Superior Building

Jaynus I

Regency Park Business Center
1007 SW "A" Street

1301 SE 8th Street

Oak Trace, Phase V

Bentonville
Bentonville
Bentonville
Bentonville
Bentonville
Bentonville

Rainbow Curve Professional Center Bentonville
Brightwood Business Park, Phase Il Bentonville

Rainbow Curve Office Building
701-711"J" Streeet

608 S.E. 3rd Street
SaraLee Corp.

Fountain Plaza

The Bentonville Colonnade
Rainbow Curve Retail Center
Metro Market

Metro Market

300 SE F Street

197 E. Main Street

2538 E. Joyce

Joyce Boulevard

Signature Plaza

N. College & Spring Street
E. Joyce

Southern View, Phase I
Brandon Mall

5501 Willow Creek Drive
Tower One

2403 Main

Collier Center

Off Main Street

2209 W. Main

Southern Hills Business Park
Southern Hills

The Shoppes at Pinnacle Hills
Pinnacle Suites

Pleasant Crossing

Walnut & 37th

Pinnacle Promenade

1-540 & 48th Street

Electric Avenue

Medical Associates of NWA

Bentonville
Bentonville
Bentonville
Bentonville
Bentonville
Bentonville
Bentonville
Bentonville
Bentonville
Bentonville
Farmington
Fayetteville
Fayetteville
Fayetteville
Fayetteville
Fayetteville
Fayetteville
Fayetteville
Johnson
Johnson
Johnson
Johnson
Johnson
Johnson
Rogers
Rogers
Rogers
Rogers
Rogers
Rogers
Rogers
Springdale
Springdale
Tontitown

Owner/Developer/
Property Manager

Slone-Hanna Partnership
Keating Enterprises
Rose Properties
Brian Down
Keating Enterprises
Charlton Development
Dixie Development
Charlton Development
Josh Kyles
Keating Enterprises
Lillich & Bossler
Sellers Properties
Lane Real Estate
Dixie Development
Dixie Development
Lindsey & Associates
Sellers Properties
Lillich & Bossler
Collier Landholdings Inc
M&S Development LLC
Lindsey & Associates
Millenium Plaza LLC
Terminella and Associates
M&S Development LLC
Southern View Phase Il LP
Gary Brandon
Real Sources, Inc.
Orion Realty
C&K Properties
Collier Landholdings LLC
C&K Properties
WWW Johnson South LLC
Trends LLC
Dixie
Pinnacle Group
The Pinnacle Group
Charles Reaves, et al
Dixie Development
The Pinnacle Group
USI-Arkansas Inc.
Basic Construction
Medical Associates

of Northwest Arkansas
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Office

Office

Office

Office

Office

Office

Office

Office

Office

Office

Office

Office
Office/Retall
Retail

Retail

Retail

Retail
Warehouse
Retail
Medical
Office

Office

Office

Office
Office/Retall
Retail
Medical
Office
Office/Retall
Office/Retall
Office/Retall
Office/Whse
Office

Office
Office/Retall
Office/Retail
Retall

Retail

Retalil

Office

Retail
Medical

Square Feet

396,000
20,000
13,500
14,500
50,000
10,360
37,300
24,000
80,000
35,400
2,400
30,000
50,000
38,000
38,000
40,000
40,000
19,200
2,700
2{97E]
68,000
33,000
20,000
20,000+
42,000
28,000
40,000
60,000
6,600
10,000
6,600
85,000
12,000
10,000
188,000
108,000
1,000,000
21,350
900,000+
10,000
16,000
6,100

Expected
Completion Date

Fall 2005
Spring 2005
Spring 2005
Spring 2005
Spring 2005
Fall 2005
Spring 2005
Fall 2005
March 2005
Fall 2005
Spring 2005
November 2005
Spring 2005
February 2005
Summer 2005
April 2005
April 2005
Spring 2005
March 2005
Summer 2005
Summer 2006
February 2005
October 2005
Fall 2005

Fall 2005

Fall 2005
Early 2006
October 2005
Spring 2005
March 2005
Spring 2005
Summer 2005
Spring 2005
Late 2005

Mid 2005
October 2005
December 2005
Summer 2005
Mid 2006
January 2005
Summer 2005
Summer 2005



Office

Bella Vista Bentonville Fayetteville  Lowell Rogers Siloam Springs Springdale NW Arkansas
Q22004 33.7% 39.3% 28.80% 100.0% 19.6% 100.0% 21.4% 31.7%
Q32004 19.6% 38.1% 25.6% 11.7% 22.8% 100.0% 26.5% 28.4%
Q42004 50.0% 31.0% 26.4% 3.6% 16.5% 48.4% 7.8% 24.5%

Office/Retail

Bella Vista Bentonville Fayettevile Lowell Rogers Siloam Springs  Springdale NW Arkansas
Q22004 4.5% 36.7% 8.8% 8.8% 100.0% - 40.6% 26.5%
Q32004 3.1% 34.5% 9.1% 8.8% 17.3% - 17.9% 19.7%
Q42004 8.3% 29.1% 10.9% 16.7% 17.3% - 15.3% 16.8%

Office/Warehouse

Bella Vista Bentonville Fayetteville  Lowell Rogers Springdale NW Arkansas
Q22004 - 100.0% - - 100.0% - 34.0% 55.5%
Q32004 - 84.8% 0.0% - 100.0% 36.3% 100.0% 94.8%
Q42004 - 100.0% 0.0% - 0.0% 70.8% 50.0% 27.4%

Retail

Bentonville Fayetteville  Lowell Rogers Siloam Springs  Springdale NW Arkansas
Q22004 - 69.7% 8.3% - 19.5% 36.3% 9.5% 15.4%
.70 5 0 470 .U70 .070 = .U70 5 0
Q32004 1.2% 38.7% 6.4% 0.0% 23.8% 12.0% 12.0%
Q42004 3.1% 30.4% 7.2% 0.0% 21.9% 100.0% 8.5% 11.8%

Retail/Warehouse

Bentonville Fayetteville  Lowell Rogers Siloam Springs  Springdale NW Arkansas
Q32004 - -- 66.3% - 100.0% - 10.5% 21.8%
Q42004 - - 66.3% - 100.0% - 21.0% 31.8%

Warehouse

Bentonville Fayetteville  Lowell Rogers Siloam Springs  Springdale NW Arkansas
Q22004 - 100.0% 6.7% - 21.0% 43.1% 77.3% 24.7%
7 070 470 .U70 .070 .U70 070 /0,
Q32004 80.3% 8.4% 100.0% 62.8% 0.0% 55.3% 52.1%
Q42004 - 56.3% 4.8% 47.4% 53.5% 0.0% 74.8% 33.5%
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Office

Bella Vista Bentonville Fayetteville  Lowell Rogers Siloam Springs Springdale NW Arkansas
Q32004 -2,250 -17,740 22,299 0 -8,112 0 -21,571 -25,124
Q42004 0 1,530 -4,280 9,591 2,439 0 21,902 31,182

Office/Retail

Bentonville Fayetteville  Lowell Rogers Springdale NW Arkansas
Q32004 0 5,000 1,000 0 0 - -7,500 -1,500
Q42004 -5,643 5,544 -11,815 -3,200 4,380 - 3,611 -1,480

Office/Warehouse

Bentonville Fayetteville  Lowell Springdale NW Arkansas
Q32004 - 0 0 0 - -7,800 -7,800
Q42004 - 0 0 21,000 -38,000 -31,000 -48,000

Retail

Bentonville Fayetteville  Lowell Springdale NW Arkansas
Q32004 4,900 -10,208 10,666 0 0 - 67,964 68,422
Q42004 0 1,527 -33,598 0 -11,505 -39,240 26,992 -55,824

Retail/Warehouse

Bentonville Fayetteville  Lowell Springdale NW Arkansas
Q32004 - 0 0 0 - 5,000 5,000
Q42004 - - 0 0 - -11,000 -11,000

Warehouse

Fayetteville  Lowell Siloam Springs  Springdale NW Arkansas
Q32004 - 0 0 0 0 0 0
Q42004 - 34,643 0 400 43,000 0 2,575 80,618

Center for Business and Economic Research 10
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Q2 2004 Q3 2004 Q4 2004
==Bentonville =msFayetteville ==Rogers M Springdale

A -’.-I— ae b

A B a ea
Bentonville $18.67 $14.62-$15.48 - $12.85-$15.35
Fayetteville $15.33-$19.27 $12.00-$14.13 $10.23 $16.50
Rogers $19.82-$21.21 $12.20-$12.50  $11.75-$12.25 -
Springdale $10.30-$16.75 $13.37 $6.13 $10.00
Office

Inthefourth quarter of 2004, the office propertiesincluded inthe CBER
panel had avacancy rate of 23.3 percent, down from 29.1 percent in the
third quarter. Of the 3.2 million squarefeet of Northwest Arkansas proper-
tiesexamined, 747,319 squarefeet are currently available. Fromthethird
quarter of 2004 to the fourth quarter of 2004, 66,682 square feet of office
spacewere absorbed, whilean additional 59,000 squarefeet cameonlinein
themarket. At thisrate of absorption, it will take 32.4 monthsfor the cur-
rently availableinventory to become completely occupied.

Of the 747,318 squarefeet of available office spacein Northwest Arkansas,
roughly half islocated in Bentonville and comprises ClassA and Class B
gpace. Using themost recent rate of absorption, Bentonvillehas83.3 months
or almost 7 yearsof inventory available. However, Bentonville Plazaac-
countsfor about 61.7 percent of the unoccupied space. When that devel op-
ment isremoved from the cal cul ation, Bentonville has 11.4 monthsof office
inventory.

Inthe office market in Rogers, therewas positive absorption of 2,439 square
feet inthefourth quarter of 2004. Thebulk of the absorption occurred in
Class C office space, while Class B office space experienced zero absorp-
tion and theaddition of 9,500 available squarefeet inthefourth quarter. Class



A spacein Rogers saw avery small absorption of 292 squarefeet. At thefourth quarter rate of absorption, Rogershas17.5
monthsof inventory inthe officemarket.

Fayettevillehad 176,244 squarefeet of available office spacein thefourth quarter of 2004. About 5 percent of the spaceisClass
C, withtheremainder fairly evenly split between ClassA and Class B space. From thethird to the fourth quarter, therewas
positive absorption of 4,280 squarefeet inthe ClassA market, negative absorption of 13,008 squarefeet inthe ClassB market,
and no absorptioninthe Class C market.

Springdal e had themost positive resultsin the office market inthethird quarter. Atota of 21,902 squarefeet of ClassA and Class
B space was absorbed from September through November. Therewereonly 18,101 squarefeet of available office spaceinthe
fourth quarter of 2004 in Springdal e, implying a7.8 percent vacancy rate.

Officeleaserates continueto be highest, on average, for ClassA office spacein Rogers, average from $19.82 to $21.21 per
squarefoot. ClassA spacein both Bentonville and Fayetteville can approach thelower end of thisrange, but ClassA spacein
Springdal e continuesto besignificantly lessexpensive per squarefoot. ClassB office spaceismost expensivein Bentonvilleand
least expensive on averagein Rogers. Inthefourth quarter, Rogers had the most expensive Class C office space.

Class A Office

Total Available Percent Absorption from New Available Net Months of
Square Feet! Square Feet' Available! Q3 to Q42 Square Feet! Absorption®2 Inventory??
Bentonville 281,495 237,528 84.4% 1,843 0 1,843 43.0
Fayetteville 119,031 82,210 69.1% 8,728 0 8,728 3.1
Rogers 555,871 68,294 12.3% 292 0 292 78.0
Springdale - - - - - - -
Class B Office
Total Available Percent Absorption from New Available Net Months of
Square Feet! Square Feet' Available! Q3 to Q42 Square Feet! Absorption®? Inventory?
Bentonville 937,102 144,908 15.5% 25,687 26,000 -313 -
Fayetteville 514,724 85,002 16.5% -13,008 0 -13,008 -
Rogers 269,966 46,416 17.2% 0 9,500 -9,500 -
Springdale 80,997 25,800 31.9% 7,386 0 7,386 {2
Class C Office
Total Available Percent Absorption from New Available Net Months of
Square Feet! Square Feet' Available! Q3 to Q42 Square Feet! Absorption®? Inventory??
Bentonville 14,075 13,500 95.5% - - - -
Fayetteville 32,710 9,032 27.6% 0 0 0 -
Rogers 34,255 13,520 39.5% 11,647 0 11,647 0.4
Springdale 157,213 10,584 6.7% -3,775 0 -3,775 -
Medical Office
Total Available Percent Absorption from New Available Net Months of
Square Feet! Square Feet®! Available! Q3 to Q42 Square Feet! Absorption? Inventory*?
Bentonville 3,021 1,721 57.0% 1,300 0 1,300 0.4
Fayetteville 15,161 9,377 61.8% -227 0 -227 -
Rogers 9,088 0 0.0% 0 0 0 -
Springdale 200,200 100,000 50.0% 69,000 100,000 -31,000 -

From all Q4 2004 respondents
2From Q4 2004 respondents who were also Q3 2004 respondents
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Class A Office/Retail Average Lease Rates by City
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Average Range by City
Class A Class B Class C

Bentonville $9.81-$12.24 -
Fayetteville - $13.38 $6.44-$13.18
Rogers - $13.15 $9.00-$12.00
Springdale — $10.11-$18.23 $7.40-$11.80

Office/Retall

Class B Office/Retail Average Lease Rates by City
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Inthefourth quarter of 2004, the office/retail propertiesincludedinthe CBER
sample had avacancy rate of 16.8 percent, down from 18.2 percent inthe
third quarter. Of the897,460 squarefeet of Northwest Arkansas properties
examined, 150,497 square feet were available. From thethird quarter of
2004 to thefourth quarter of 2004, 6,235 square feet of office/retail space
were absorbed, while an additional 4,515 sgquarefeet came on the market,
yielding anet absorption of 1,720 squarefeet for the quarter. At thisrate of
absorption, it will take 29.2 monthsfor the currently availableinventory to
become occupied.

$11

$10

Q2 2004 Q3 2004 Q4 2004
=g=Bentonville sm=Fayetteville =h=Rogers #Springdale

Class C Office/Retail Average Lease Rate Ranges
$13

All 4,515 squarefeet of new space came onlinein the Fayetteville market.
Combined with the 500 square feet of negative absorption, Fayetteville net-
ted 5,015 squarefeet of negative absorptioninthe office/retail submarketin
thefourth quarter. Positive net absorption occurred in Bentonville ClassB
office/retail space, Springdale Class B office/retail space, and RogersClass
C officefretail space, whiletherewasnegative net absorptionin Fayetteville
ClassB and Class C officelretall spaceandin Springdale ClassC office/retall
space.
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=g=Bentonville sm=Fayetteville =h=Rogers e Springdale

Bentonville had thelargest amount of avail able officelretail spaceinthefourth
quarter, along with avacancy rate of 29.1 percent for all classes of space.
Only 14,400 squarefeet of office/retail spacewereavailablein Rogers, net-
ting avacancy rate of 17.3 percent.

Center for Business and Economic Research 13



Available
Square Feet!

Available

Class A Office/Retail

Percent
Available!

Absorption from
Q3 to Q42

Class B Office/Retail

Percent

Absorption from

New Available
Square Feet!

New Available

Net
Absorption-2

Net

Months of
Inventory?2

Months of

Square Feet!
59,098
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14,400
25,800
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Available!
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4.8%
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31.9%

Q3 to Q42
5,544
-500

7,386

Class C Office/Retail

Percent

Absorption from

Square Feet!

New Available

Absorption*-2
5,544
-5,015
7,386

Net

Inventory?2

Months of

Total
Square Feet?
Bentonville -
Fayetteville -
Rogers -
Springdale -
Total
Square Feet?
Bentonville 157,964
Fayetteville 306,599
Rogers 58,000
Springdale 80,997
Total
Square Feet!
Bentonville 45,084
Fayetteville 66,603
Rogers 25,000
Springdale 157,213

From all Q4 2004 respondents
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Average Range by City

Class A Class B Class C
Bentonville $21.00 $15.30-$15.40 $14.67
Fayetteville $10.68-$13.11 $9.84
Rogers $16.50 $15.30-$16.80 $9.00
Springdale $9.70-$13.42 $9.69

Retail

Inthefourth quarter of 2004, theretail propertiesincluded inthe CBER panel
had a vacancy rate of 11.8 percent, which was about the same asthe retail
vacancy rateinthethird quarter. Of the 3.0 million squarefeet of Northwest
Arkansasretail propertiesexamined, 356,725 squarefeet are currently avail-
able. Fromthethird quarter of 2004 to thefourth quarter of 2004, therewasa
negative absorption of 33,819 squarefeet of retail space, whilean additiona
22,005 sguarefeet of retail space came onlineinthemarket. Thisyielded a
negative net absorption of 55,824 squarefeet inthefourth quarter intheretall
submarket of Northwest Arkansas.

Bentonville had 54,638 squarefeet of total retail spaceavailableinthefourth
quarter, resulting in avacancy rate of 30.4 percent. Thisrepresented adecline
fromtherateof 38.7 percent inthethird quarter of 2004. The positiveabsorp-
tionthat took placeinthe ClassA retail propertiesin Bentonvillejust offset the
negativeabsorption that occurred inthe ClassB retail properties. ClassCretail
propertieshad 1,500 squarefeet of net absorption.

Inthefourth quarter of 2004, Fayetteville had avacancy rate of 7.2 percent, up
from 6.4 percent inthethird quarter, with 114,403 avail able squarefeet. There
was no ClassA retail absorption reported and 26,829 squarefeet of ClassB
retail spacewerevacated during thequarter. New retail squarefootagetotaling
6,355 becameavailablein ClassCretail spacein Fayettevilleduring thefourth
quarter of 2004.

15



TheRogersmarket had 130,337 squarefeet of total retail space availablein thefourth quarter with avacancy rate of 21.9 percent.
Thisratewasadeclinefrom 23.8 percent inthethird quarter. Therewasno absorptioninthe ClassA and ClassB submarketsand
an additional 15,650 squarefeet of retail space wasadded to the Class B submarket. All of the positive absorption of retail space
in Rogersoccurred inthe Class C submarket during thefourth quarter.

Theretail submarket in Springdal e had thelargest absorption of spacein thefourth quarter of 2004. A total of 26,992 squarefeet
wereabsorbed inthe Class B and Class C submarkets, with the bulk coming fromthe ClassB market. Springdalehad only 57,347
available squarefeet with avacancy rate of 8.5 percent inthefourth quarter of 2004.

No clear patternsemerged from the lease rate datafor the fourth quarter in Northwest Arkansas. I1n Fayetteville, therewasa
declineinleaseratesfor both Class B and Class C spaces, whilein Rogersand Bentonville, therewereincreasesfor ClassB and
ClassC. For ClassA space, prices held constant in Bentonville and declined in Rogers. Springdale had mixed resultswitha
declinein average Class B pricesand an increasein average ClassA prices.

Class A Retail
Total Available Percent Absorption from New Available Net Months of
Square Feet! Square Feet' Available! Q3 to Q42 Square Feet! Absorption®? Inventory?
Bentonville 20,168 5,200 25.8% 4,800 0 4,800 0.4
Fayetteville 822,703 17,021 2.1% 0 0 0 -
Rogers 106,453 9,483 8.9% 0 0 0 -
Springdale - - - - - - -
Class B Retail
Total Available Percent Absorption from New Available Net Months of
Square Feet! Square Feet®! Available! Q3 to Q42 Square Feet! Absorption? Inventory*?2
Bentonville 135,511 44,938 33.2% 4,773 0 4,773 -
Fayetteville 715,368 82,247 11.5% -26,829 0 -26,829 -
Rogers 432,102 112,770 26.1% 0 15,650 -15,650 -
Springdale 524,504 46,462 8.9% 24,092 0 24,092 0.6
Class C Retail
Total Available Percent Absorption from New Available Net Months of
Square Feet! Square Feet®! Available! Q3 to Q42 Square Feet! Absorption? Inventory*?2
Bentonville 23,960 4,500 18.8% 1,500 0 1,500 1.0
Fayetteville 48,054 15,135 31.5% -414 6,355 -6,769 -
Rogers 55,305 8,084 14.6% 4,145 0 4,145 0.7
Springdale 147,997 10,885 7.4% 2,900 0 2,900 1.3

From all Q4 2004 respondents
2From Q4 2004 respondents who were also Q3 2004 respondents
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Office/Warehouse Average Lease Rates by City
$9

Bentonville $5.97-$7.65 $6.37-$9.56 -
Fayetteville $3.00 - $5.08
Rogers $4.05 - $4.80
Springdale $3.95-$4.61 - $4.00-$12.50
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Warehouse

$5

$4

Inthefourth quarter of 2004, thewarehouse propertiesincludedinthe CBER
panel had avacancy rate of 33.5 percent. Thiswasadeclinefromthethird
quarter vacancy rate of 50.7 percent. Of the 2.0 million squarefeet of ware-
house space examined, 683,141 squarefeet wereavailablein thefourth quar-
ter. Therewere 80,209 squarefeet of warehouse space absorbed in thefourth
quarter and no additional squarefeet of space came onlineinthe market.

Q2 2004 Q32004 Q4 2004
=s=Bentonville =m=Fayetteville =h=Rogers ¥ Springdale

Availablewarehouse spaceisfairly evenly distributed through Bentonville,
Rogers, and Springdd e, while Fayettevillehassignificantly lessavalableware-
house space. Vacancy ratesdeclined from thethird to thefourth quarter in
every city except Springdale. Bentonville continued to have the most expen-
sive average warehouse lease rates. On average, |ease rates stayed pretty
constant in Rogersand Springdal e, whilethey increased in Bentonvilleand
declinedinFayetteville.

Retail/Warehouse Average Lease Rates by City
$9
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Office/Warehouse
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The CBER panelistsreported on 487,800 square feet of office/warehouse
spaceinthefourth quarter. Thisrepresentsa71.5 percent increaseinthe
responseratefor thiscategory of spaceover thethird quarter total. Theva
cancy rateintheoffice/warehouse submarket declined to 27.4 percent in North-
west Arkansas, with 133,600 total squarefeet availableinthefourth quarter.
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Warehouse

Total Avallable Percent Absorption from New Available Net Months of

Square Feet! Square Feet' Available! Q3 to Q42 Square Feet! Absorption®? Inventory?
Bentonville 360,775 203,000 56.3% 34,634 0 34,634 2.0
Fayetteville 996,493 47,600 4.8% 0 0 0 -
Rogers 364,469 194,926 53.5% 43,000 0 43,000 15
Springdale 317,794 237,615 74.8% 2,575 0 2,575 30.8

Office/Warehouse

Total Available Percent Absorption from New Available Net Months of

Square Feet! Square Feet' Available! Q3 to Q4?2 Square Feet! Absorption®? Inventory?
Bentonville 33,600 33,600 100.0% 0 0 0 -
Fayetteville 6,000 0 0.0% 0 0 0 -
Rogers 248,000 0 0.0% 21,000 0 21,000 0.0
Springdale 200,200 100,000 50.0% 69,000 100,000 -31,000 -

Retail/Warehouse

Total Available Percent Absorption from New Available Net Months of

Square Feet! Square Feet! Available! Q3 to Q42 Square Feet! Absorption? Inventory*?2
Bentonville - - - - - - -
Fayetteville 8,900 5,900 66.3% 0 0 0 -
Rogers 12,000 12,000 100.0% - - - -
Springdale 104,548 22,000 21.0% -11,000 0 -11,000 -

From all Q4 2004 respondents
2From Q4 2004 respondents who were also Q3 2004 respondents

From thethird to the fourth quarter of 2004, 90,000 square feet of office/warehouse space were absorbed while an additional
100,000 sguarefeet of space came online, netting anegative absorption of 10,000 squarefeet of space.

All 100,000 squarefeet of new spacewasin the Springdale submarket. A total of 69,000 squarefeet wereabsorbed in Springdale
inthe quarter with theremainder being absorbed in Rogers. Inthethird quarter, office/warehouse spacewasonly availableinthe
Bentonville and Springdal e submarkets.

Leaserateswereonly reported for Bentonville propertiesfor thefourth quarter and therewasadight declinein theaveragelease
ratefromthethird quarter.

Retail/Warehouse

Inthefourth quarter of 2004, theretail /warehouse propertiesincluded in the CBER panel had avacancy rate of 31.8 percent. This
was an increase from the third quarter retail/warehouse vacancy rate of 21.8 percent. Of the reported 125,448 square feet,
39,900 wereavailableinthefourth quarter. Whileno additiona retail/warehouse squarefootage came onlinein thefourth quarter,
there was negative absorption of 11,000 squarefeet inthe Northwest Arkansas market.

All of the negative absorption occurred in Springdale. No absorption was reported in Fayettevillein the fourth quarter. In
Bentonville, there was no reported retail/warehouse space and in Rogers, the retail/warehouse space was reported to have no
vacancy inthefourth quarter. Averageleaseratesfor retail/warehouse space remained constant in Fayetteville and Rogersand
increased inthe Springdal e submarket in thefourth quarter.
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Bella Vista

o BellaVistahad 182,534 sguare feet of competitive commercial space in the fourth quarter of 2004.

e CBER panelists reported vacancy statistics, |ease rate ranges, and other characteristics for 155,803 square feet of
commercia space in the fourth quarter of 2004. This represents 85 percent of the total competitive commercia spacein
BellaVistaand is an increase of 2.8 percent in the reporting rate from the third quarter of 2004.

¢ Inthefourth quarter of 2004, Bella Vista experienced negative net absorption in the office/retail submarket and no net
absorption in the office and retail markets.

e Vacancy ratesincreased in the office, officelretail, and retail submarketsin Bella Vistafrom the third quarter to the
fourth quarter of 2004.

o Average office lease rates declined for office space in Bella Vista and increased for office/retail and retail space in the
fourth quarter.

Absorption New
Average Lease Total Available Percent from Available Net Months of
Rate Range Square Feet! Square Feet! Available® Q3toQ4? Square Feet' Absorption' 2 Inventory®?

Industrial - - -
Office $9.28 1,100 550 50.0% 0 0 0 -
Class A - - - - - - _ -
Class B - - - - - - - -
ClassC - - - - ~
Office/Retall $9.34 76,171 6,343 8.3% -5,643 0 -5,643 -
Class A - - - - - - _ -
Class B - - - - - - - -
ClassC - - - - - - _ -
Medical - - - - - - - -
Office/Warehouse - - -
Retail $3.48 78,532 2,400 3.1% 0 0 0 -
Class A - - - - - - _ -
Class B - - - - - - - -
ClassC - - - - - - _ -
Retail/WWarehouse - - - - - - _ -
Warehouse - - - - - - ~ -

From all Q4 2004 respondents
2From Q4 2004 respondents who were also Q3 2004 respondents
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Bentonville

o Bentonvillehad 3,690,776 squarefeet of competitive commercid spacein thefourth quarter of 2004.

o  From September to November 2004, Bentonvilleissued buil ding permitsfor 202,359 squarefeet of new commercid space, vaued at
atotd of $20,765,237. Thisrepresentsanincreaseinvaue, but adecreasein square footage over the building permitsissued from
August to October 2004.

o CBER pandigsreported vacancy stdidtics, leaserate ranges, and other characterigticsfor 2,009,734 square feet of commercia
spaceinthefourth quarter of 2004. This represents 54 percent of thetotal competitive commercid spacein Bentonvilleandisan
increase of 4.3 percent in the reporting rate from the third quarter of 2004.

o Inthefourth quarter of 2004, Bentonville experienced positive net absorptionin the office, officelretail, retail, and warehouse
submarkets. These numbers account for the addition of 26,000 square feet of office gpace during the fourth quarter.

o Vacancy ratesdedlined intheoffice, officelretail, retail, and warehouse submarketsin
Bentonvillefrom thethird quarter to thefourth quarter of 2004.

o Aveageleaseraesincreased for dl dasses of office pacein Bentorwville. ClassB
officelretail space experienced adollar declinein average leaseratesin the fourth
guarter. ClassB and C retail average lease rates increased, while ClassA retail
lease rates were Seadly.

Walton

Absorption New
Average Lease Total Available Percent from Available Net Months of
Rate Range Square Feet! Square Feet® Available! Q3toQ4? Square Feet! Absorption 2 Inventory*?2

Industrial - - - - - - - -
Office $15.30-$16.01 1,232,672 382,436 31.0% 27,530 26,000 1,530 83.3
Class A $18.67 281,495 237,528 84.4% 1,843 0 1,843 43.0
Class B $14.62-$15.48 937,102 144,908 15.5% 25,687 26,000 -313 -
Class C - 14,075 13,500 95.9% - - - -
Medical $12.85-$15.35 3,021 1,721 57.0% 1,300 0 1,300 0.4
Office/Retall $9.81-$12.24 203,048 59,098 29.1% 5,544 0 5,544 3.6
Class A - - - - - - - -
Class B $9.81-$12.24 157,964 59,098 37.4% 5,544 0 5,544 3.6
Class C - 45,084 0 0.0% 0 0 0 -
Office/Warehouse $6.37-$9.56 33,600 33,600 100.0% 0 0 0 -
Retall $16.02-$16.10 179,639 54,638 30.4% 1,527 0 1,527 11.9
Class A $21.00 20,168 5,200 25.8% 4,800 0 4,800 0.4
Class B $15.30-$15.40 135,511 44,938 33.2% -4.,773 0 -4,773 -3.1
Class C $14.67 23,960 4,500 18.8% 1,500 0 1,500 1.0
Retail/Warehouse - - - - - - - -
Warehouse $5.97-$7.65 360,775 203,000 56.3% 34,634 0 34,634 2.0

From all Q3 2004 respondents
2From Q3 2004 respondents who were also Q2 2004 respondents
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Fayetteville

e Fayetteville had 6,837,021 square feet of competitive commercial spacein the fourth quarter of 2004.

From September to November 2004, Fayettevilleissued building permitsfor 22,853 square feet of new commercial space,
vaued at atotal of $2,750,867. This represents adecrease in vaue and square footage from the building permitsissued from
August to October 2004.

e CBER pandligts reported vacancy statistics, lease rate ranges, and other characteristics for 3,637,185 square feet of
commercia spacein the fourth quarter of 2004. This represents 53 percent of the total competitive commercial spacein
Fayetteville and isan increase of 17.4 percent in the reporting rate from the third quarter of 2004.

e Inthefourth quarter of 2004, Fayetteville experienced negative net absorption in the office, office/retail, and retail submarkets.
There was no net absorption in the office/warehouse, retail/warehouse, or warehouse submarkets. These numbers account
for the addition of 4,515 square feet of office/retail and 6,355 square feet of retail
space during the fourth quarter.

e Vacancy ratesincreased in the office, office/retail, and retail submarkets
in Fayetteville from the third quarter to the fourth quarter of 2004.

e Average leaserates increased for office space in Fayetteville,
while average lease rates declined for retail and
warehouse space from the third quarter of 2004 to
the fourth quarter of 2004.

Crossover

Absorption New
Average Lease Total Available Percent from Available Net Months of
Rate Range Square Feet! Square Feet® Available! Q3to Q4?2 Square Feet' Absorption® 2 Inventory®:2

Industrial - - - - - - - -
Office $12.20-$14.30 666,465 176,244 26.4% -4,280 0 -4,280 -
Class A $15.33-$19.27 119,031 82,210 69.1% 8,728 0 8,728 3.1
Class B $12.00-$14.13 514,724 85,002 16.5% -13,008 0 -13,008 -
ClassC $10.23 32,710 9,032 27.6% 0 0 0 -
Medical $16.50 15,161 9,377 61.8% -227 0 -227 -
Office/Retall $11.06-$13.31 373,202 40,615 10.9% -7,300 4,515 -11,815 -
Class A - - - - - - - -
Class B $13.38 306,599 14,815 4.8% -500 4,515 -5,015 -
ClassC $6.44-$13.18 66,603 25,800 38.7% -6,800 0 -6,800 -
Office/Warehouse - 6,000 0 0.0% 0 0 0 -
Retail $10.29-$11.60 1,586,125 114,403 7.2% -27,243 6,355 -33,598 -
Class A - 822,703 17,021 2.1% 0 0 0 -
Class B $10.68-$13.11 715,368 82,247 11.5% -26,829 0 -26,829 -
ClassC $9.84 48,054 15,135 31.5% -414 6,355 -6,769 -
Retail/Warehouse $5.08 8,900 5,900 66.3% 0 0 0 -
Warehouse $3.00 996,493 47,600 4.8% 0 0 0 -

From all Q4 2004 respondents
2From Q4 2004 respondents who were also Q3 2004 respondents
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Lowell

e Lowell had 520,366 sguare feet of competitive commercial spacein the fourth quarter of 2004.

e From September to November 2004, Lowell issued building permits for new commercial space, valued at atotal of
$4,126,397. This represents adecrease in value from the building permitsissued from August to October 2004.

e CBER panélists reported vacancy statistics, |ease rate ranges, and other characteristics for 211,294 square feet of
commercia space in the fourth quarter of 2004. This represents 41 percent of the total competitive commercial space
in Lowell and isan increase of 10.2 percent in the reporting rate from the third quarter of 2004.

e Inthefourth quarter of 2004, Lowell experienced positive net absorption in the office and warehouse submarkets,
negative net absorption in the office/retail submarket, and no net absorption in the warehouse submarket. There was no
reported new commercial space in the fourth quarter of 2004 in Lowell.

e Vacancy rates declined in the office and warehouse submarkets, were flat in the retail submarket, and increased in the
office/retail submarket in Lowell from the third quarter to the fourth quarter of 2004.

e Average lease rates increased for office space in Lowell in the fourth quarter, while the range of average lease rates
for office/retail space widened.
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Absorption New
Average Lease Total Available Percent from Available Net Months of
Rate Range Square Feet' Square Feet® Available! Q3to Q4?2 Square Feet' Absorption 2 Inventory*:2

Industrial - - - - - - - _
Office $16.86 118,079 4,206 3.6% 9591 0 9591 0.1
Class A - - - - - - - -
Class B $18.50 111,552 856 0.8% 9,591 0 9,591 0.0
ClassC $15.21 6,527 3,350 51.3% 0 0 0 -
Medical - - - - - - - -
Office/Retall $8.00-$12.00 19,200 3,200 16.7% -3,200 0 -3,200 -
Class A - - - - - - - -
Class B $8.00-$12.00 19,200 3,200 16.7% -3,200 0 -3,200 -
Class C - - - - - - - -
Office/Warehouse - - - - - - - -
Retail - 36,015 0 0.0% 0 0 0 -
Class A - - - - - - - -
Class B - 36,015 0 0.0% 0 0 0 -
Class C - - - - - - - -
Retail/Warehouse - - - - - - - —
Warehouse $3.75 38,000 18,000 47.4% 400 0 400 15.0

From all Q4 2004 respondents
2From Q4 2004 respondents who were also Q3 2004 respondents

Center for Business and Economic Research 22



Rogers

e Rogershad 4,112,541 square feet of competitive commercial spacein the fourth quarter of 2004.

e From September to November 2004, Rogers issued building permits new commercial space valued at atotal of
$9,576,347. Thisrepresentsadeclinein value from the building permitsissued from August to
October 2004.

e CBER panelists reported vacancy statistics, lease rate ranges, and other characteristics for
2,293,146 sgquare feet of commercial space in the fourth quarter of 2004. This represents 56
percent of the total competitive commercial space in Rogers and is an increase of 41.9 percent in
the reporting rate from the third quarter of 2004.

¢ Inthefourth quarter of 2004, Rogers experienced positive net absorption in the office, officelretail,
office/warehouse, and warehouse submarkets, no net absorption in the retail/warehouse
submarket, and negative net absorption in the retail submarket. These
numbers account for the addition of 9,500 square feet of office space and
15,650 square feet of retail space during the fourth quarter.

e Vacancy rates declined or remained constant in all submarketsin
Rogers from the third quarter to the fourth quarter of 2004.

e Average lease rates declined for Class B and Class C
office space and increased for Class A office space in
Rogers in the fourth quarter. The pattern was
just the opposite for retail space with ClassA
rates declining and Class B and C rates
increasing.

Walnut

Absorption New
Average Lease Total Available Percent from Available Net Months of
Rate Range Square Feet! Square Feet! Available® Q3to Q42 Square Feet' Absorption® 2 Inventory* 2

Industrial - 131,725 0 0.0% 0 0 0 -
Office $16.22-$16.77 860,092 128,230 14.9% 11,939 9,500 2,439 175
Class A $19.82-$21.21 555,871 68,294 12.3% 292 0 292 78.0
Class B $12.20-$12.50 269,966 46,416 17.2% 0 9,500 -9,500 -
ClassC $11.75-$12.25 34,255 13,520 39.5% 11,647 0 11,647 0.4
Medical - 9,088 0 0.0% 0 0 0 -
Office/Retalil $11.08-$12.58 83,000 14,400 17.3% 4,380 0 4,380 11
Class A - - - - - - - -
Class B $13.15 58,000 14,400 24.8% 0 -
ClassC $9.00-$12.00 25,000 0 0.0% 4,380 4,380 -
Office/Warehouse - 248,000 0 0.0% 21,000 0 21,000 0.0
Retalil $14.03-$15.03 593,860 130,337 21.9% 4,145 15,650 -11,505 -
Class A $16.50 106,453 9,483 8.9% 0 0 0 -
Class B $15.30-$16.80 432,102 112,770 26.1% 0 15,650 -15,650 -
ClassC $9.00 55,305 8,084 14.6% 4,145 0 4,145 0.7
Retail/WWarehouse $4.80 12,000 12,000 100.0% -
Warehouse $4.05 364,469 194,926 53.5% 43,000 0 43,000 15

From all Q4 2004 respondents
2From Q4 2004 respondents who were also Q3 2004 respondents
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Siloam Springs

e Siloam Springs had 894,702 square feet of competitive commercial space in the fourth quarter of 2004.

From September to November 2004, Siloam Springsissued building permitsfor 5,039 square feet of new commercial
space, valued at atotal of $800,000. This represents adecline in value and in square footage from the building permits
issued from August to October 2004.

e CBER pandlists reported vacancy statistics, lease rate ranges, and other characteristics for 206,985 square feet of
commercial space in the fourth quarter of 2004. This represents 23 percent of the total competitive commercial space
in Siloam Springs and is an increase of 117.6 percent in the reporting rate from the third quarter of 2004.

¢ Inthefourth quarter of 2004, Siloam Springs experienced negative net absorption in the retail and office/warehouse
submarkets and no net absorption in the office and warehouse submarkets.

These numbers account for the addition of 38,000 square feet of
office/warehouse space and the addition of 39,240 square feet
of retail space during the fourth quarter.

e Vacancy rates declined in the office submarket and
increased in the office/warehouse submarket in
Siloam Springs from the third quarter to the fourth
quarter of 2004.

Highway 59

- S. Highway 412

U. S. Highway 412

H

Absorption New
Average Lease Total Available Percent from Available Net Months of
Rate Range Square Feet' Square Feet® Available! Q3to Q4?2 Square Feet' Absorption 2 Inventory*:2

Industrial - - - -
Office $8.00-$10.00 29,063 14,052 48.4% 0 0 0 -
Class A -
Class B $8.00-$10.00 29,063 14,052 48.4% 0 0 0 -
Class C - - - -
Medical $8.00-$10.00 16,811 1,800 10.7% 0 0 0 -
Office/Retall - - - - - - - -
Class A - - - - - - - -
Class B - - - - - - - --
ClassC - - - - - -
Office/Warehouse $2.76-$3.24 53,702 38,000 70.8% 38,000 -38,000 -
Retail - 46,540 46,540 100.0% 0 39,240 -39,240 -
Class A - - - - - -
Class B - 46,540 46,540 100.0% 0 39,240 -39,240 -
ClassC - - - -- - - - -
Retail/Warehouse - - -
Warehouse - 35,000 0 0.0% 0 0 -

From all Q4 2004 respondents
2From Q4 2004 respondents who were also Q3 2004 respondents
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Springdale

e Springdale had 5,265,760 sgquare feet of competitive commercia space in the fourth quarter of 2004.

e  From September to November 2004, Springdal eissued building permitsfor valued at atotal of $1,174,999. Thisrepresentsa
declinein valuefrom the building permitsissued from August to October 2004.

e CBER pandists reported vacancy statistics, lease rate ranges, and other characteristics for 1,885,869 square feet of
commercia spacein the fourth quarter of 2004. This represents 36 percent of the total competitive commercial spacein
Springdale and is an increase of 18.8 percent in the reporting rate from the third quarter of 2004.

e Inthefourth quarter of 2004, Springdal e experienced positive net absorption in the office, office/retail, retail, and
warehouse submarkets and negative net absorption in the office/warehouse
and retail/warehouse submarkets. These numbers account for the
addition of 100,000 sguare feet of office/warehouse space during the
fourth quarter.

e Vacancy ratesdeclined in the office, office/retail, retail, and
office/warehouse submarkets and increased in the retail/
warehouse and warehouse submarketsin Springdale from
thethird quarter to the fourth quarter of 2004.

e Average lease rates increased for al classes of office
spacein Springdale. Class B office/retail space
experienced adollar decline in average lease rates
in the fourth quarter. ClassB and C retail average
lease rates increased, while Class A retail lease
rates were steadly.

Sunset
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Absorption New
Average Lease Total Available Percent from Available Net Months of
Rate Range Square Feet' Square Feet®! Available! Q3to Q42 Square Feet' Absorption 2 Inventory®:2

Industrial - 121,158 0 0.0% 8,550 0 8,550 0.0
Office $10.75-$11.56 231,458 18,101 7.8% 21,902 0 21,902 0.3
Class A $10.30-$16.75 78,971 0 0.0% 16,000 0 16,000 0.0
Class B $13.37 116,240 12,001 10.3% 5,902 0 5,902 0.7
ClassC $6.13 17,356 3,400 19.6% 0 0 0 -
Medical $10.00 18,891 2,700 14.3% 0 0 0 -
Office/Retall $8.42-$14.21 238,210 36,384 15.3% 3,611 0 3,611 3.4
Class A - - - - - - - -
Class B $10.11-$18.23 80,997 25,800 31.9% 7,386 0 7,386 12
ClassC $7.40-$11.80 157,213 10,584 6.7% -3,775 0 -3,775 -
Office/Warehouse - 200,200 100,000 50.0% 69,000 100,000 -31,000 -
Retail $9.70-$12.48 672,501 57,347 8.5% 26,992 0 26,992 0.7
Class A - - - - - - - -
Class B $9.70-$13.42 524,504 46,462 8.9% 24,092 0 24,092 0.6
Class C $9.69 147,997 10,885 7.4% 2,900 0 2,900 13
Retail/Warehouse $4.00-$12.50 104,548 22,000 21.0% -11,000 0 -11,000 -
Warehouse $3.95-$4.61 317,794 237,615 74.8% 2,575 0 2,575 30.8

From all Q4 2004 respondents
2From Q4 2004 respondents who were also Q3 2004 respondents
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Interpreting the Numbers in the Skyline Report

Themethodol ogy that isused to producethe Skylinereport hasbeen designed to dlicit themost useful, comprehensive, and up-
to-dateinformation avail able about the Northwest Arkansas commercia real estate market. Datacomefrom three primary
sourcesthat complement one another. Each source, however, haslimitations, and as such, results should be compared and
interpreted carefully.

Thefirst level of datathat the Skylinereport contains comes directly from the offices of the Washington and Benton County
Assessors. The Benton County Assessor Office usesA pprentice Data Systems asthe subcontractor to handle datarequests.
Onaquarterly basis, CBER staff membersacquire databases containing listingsof al real estate parcelswithin each county. The
information contained in these databasesis sorted by type and by size. In order to determine the popul ation of commercial
propertiesof interest, propertiesthat do not meet thefollowing minimum criteriaareeliminated from consideration:

Banks: 20,000 squarefeet

Department Stores: 20,000 squarefeet

Discount Stores: 20,000 squarefeet

Industrial Buildings: 20,000 squarefeet

Markets. 20,000 squarefeet

Commercid OfficeBuildings. 5,000 squarefeet
Medical OfficeBuildings: 5,000 squarefeet
Retail Buildings: 10,000 squarefeet

Community Shopping Centers: 5,000 squarefeet
Neighborhood Shopping Centers: 5,000 squarefeet
Warehouses: 20,000 squarefeet

Next, propertiesareindividually examined to determineif they are part of the competitive commercid property market. Owner-
occupied and other dedicated spaces are eliminated from the base of propertiesthat the Skyline Report examines.

The second source of datathat hel ps comprise the Skyline Report isbuilding permit reportsfrom the cities of Northwest
Arkansas. Each city hasitsown reporting requirementsfor building permits, which makesin-depth comparisonson acity-by-
city bassimpossible. Bentonvilleand Fayetteville havethe most comprehens ve building permits, which includeinformation on
thesquarefootage of buildingsand their usesin addition to theva ue of the permit and identifying characteristicsof the property.
Theother citiesin Northwest Arkansas only report the building address, contractor name, and va ue of the permit. Ingeneral,
property owner or developer namesare not included on building permitsin Northwest Arkansas. Building permitsal so do not
provide any sense of the estimated time of completion of aproject or availability for leasing.

Thethird source of datafor the Skylinereportisapane of largecommercia property ownersand managers. Theseindividuals
areresponsiblefor the bulk of the competitive commercial propertiesin Northwest Arkansas. CBER researchers gather
information on squarefootage availableto the market, lease rates, and other property characteristicsfromthe pandlists. Inthe
fourth quarter of 2004, 68 panelists provided dataon 406 competitive properties across Benton and Washington Counties.
Dataare excluded for owner-occupied and dedicated spaces so that thetotal squarefeet, available squarefeet, and leaserates
represent asampleonly from propertiesthat are currently or potentially availablefor lease. Vacancy ratesare cal culated from
the sampleof 406 propertiesand are assumed to be representative of thelarger competitive commercia property market.

Thepand participantsvary somewhat from quarter to quarter asnew contributors are added and as previous contributorsfail

to respond for new requestsfor information. Timetrend analysisisdependent on having acons stent base of information so that
apples-to-apples comparisons can be made. Absorptionratesareonly calculated for propertiesthat are part of amatched sub-
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sample—that is, there must have beeninformation received about aparticular property in both recent quartersfor the number to
beincluded in the calcul ated property absorptionrates. The oneexceptiontothisruleisfor new propertiesthat are completed
and comeonlinefor leasing inthe most recent quarter.

In order to supplement theinformation that isdirectly received from the panelists, CBER researchers al so depend on business
publications, public websites, and ML Sdata.

Classification

Inorder to compare similar spaces, CBER hasdevel oped aclassification systemfor office, office/retail, and retail spaces. These
classesratethequality of each building intermsof thefollowing criteria: age, quality of construction, location, and included
amenities. ClassA space representsthe most prestigiousbuildingsavailableinthe Northwest Arkansas market. These spaces
arenew or newly renovated, made of the best quality materials, with brick, masonry, or glassexteriors. ClassA buildingsare
located in highly accessiblelocationswith easy accessto mgjor clientsor customers.

ClassB spaceincludesbuildingsthat compete for awiderange of uses, including much of the Wal-Mart vendor community.
These spaceshave averagerangerents. Thebuildingsareattractive, but not necessarily brand new, and have alower level of
materid quality than ClassA buildings. Many amenitiesare not included in the baselease price of ClassB buildings.

Class C spaceisadequatefor usersthat requirefunctional spacefor their businesses, but not above averagelocations, materials,
or amenities. Thesebuildingsare often older and haveleaseratesthat are below market averages.
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