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STRATEGIC CREDIT &
EQUITY CAPITAL FOR

THEMATIC
INVES NG

The scope and diversity of our platform
enable us to align with our clients to
fulfill their investment objectives as we
acquire, develop and finance investment
opportunities at all points in the

real estate market cycle.

We are Affinius Capital.
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Designed for strategy

Marcus & Millichap is different by design. Maximizing success in todayv's market is only possible
with the right partner helping vou to navigate it properly. For more than five decade  our platform

has been desiened to help clients meet their gcoals in any market cvele.
bl b N w

#1 IN EXCLUSIVE LISTINGS « #1 IN CLOSED TRANSACTIONS « OVER 50 YEAERS OF EXECUTION

Real Estate Investment Sales » Financing » Research » Advisory Services
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a Vibrant Mixed-use Community
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history as it weaves a new plan for the future.
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Immersing Students From
Underrepresented Backgrounds
in the Possibilities of CRE

A program partnership between Marquette’s
Center for Real Estate, NAIOP Wisconsin and
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Rockefeller Group Logistics Park
Bay Shore, NY (Long Island)

Extraordinary
Properties

Rockefeller Group is dedicated to excellence in the built environment.

)

Over the past five years, our development team and capital partners have completed more than
10 million square feet of industrial and logistics property throughout the country with more than
11 million square feet planned or under construction.

Visit rockefellergroup.com to view our development pipeline.

ROCKEFELLER

GROUP INDUSTRIAL | OFFICE | RESIDENTIAL | MIXED-USE

© 2023 Rockefeller Group International, Inc.
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A Note From the Editor

CRE Remains Steadfast Despite Challenges

The North American economies, remarkably, avoided falling into recession in 2023. Although challenges in the
office markets persist, commercial real estate remains a vital part of economic growth. Last year in the U.S. alone,
the development and operations of commercial buildings contributed $2.5 trillion to GDP, generated $881.4 billion

Jennifer LeFurgy

Stay connected,
Jennifer LeFurgy, Ph.D.
Editor-in-Chief

Most Popular
From Winter 2023/2024
1. “Data Center Real Estate:
Challenges and Opportunities

in the Digital Age” (naiop.
org/24datacenter/), page 50

2. “What’s Working and What's
Not Working in CRE” (naiop.
org/24whatsworking/), page 60

3. “Navigating the Al Revolu-
tion: A Blueprint for Real
Estate Executives” (naiop.
org/24airevolution/), page 68

4. “Actively Seeking Opportunities
for Leadership Growth” (naiop.
org/24leadership/), page 92

5. “NAIOP Research Directors
Discuss an Industry in Transi-
tion” (naiop.org/24transition),
page 76
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in personal earnings and supported 15 million jobs.

i In Brief ]

Notable facts and figures on the state
of the commercial real estate industry,
culled from media reports and other
sources.

| ECONOMY

5-6% The 2023 unemploy-

ment rate as predicted by S&P Global.
Unemployment that high would have
slowed the economy to a halt, accord-
ing to Propmodo. The 2023 U.S. year-
end unemployment rate was 3.5%.

| INDUSTRY OUTLOOK |

o,
5 /O The amount CBRE expects
total investment volume to decrease
year-over-year in 2024, after plum-
meting 45% in 2023. “Lower levels of
investment activity are directly tied to
expectations that the 10-year Treasury
yield will remain elevated throughout
the year. This will lead to some distress
for Class B and C office buildings and
for certain assets that were highly
leveraged using floating-rate debt

One of the most interesting, but often trickiest, solutions to dealing with obsolete properties
is adaptive reuse. This issue of Development contains several articles on how outmoded and
abandoned single-use developments were reimagined into environmentally friendly, mixed-use
projects with affordable housing components.

Among the featured projects is Highland Bridge, a former Ford assembly plant in St. Paul,
Minnesota. The Ryan Companies is transforming the 122-acre site into a vibrant new
community with housing, retail, offices and civic space.

Speaking of the Twin Cities, | hope to see you at the National Forums Symposium
in Minneapolis on May 8-10!

Future NAIOP Events

¢ National Forums Symposium,
May 8-10, 2024, Minneapolis

e |.CON East, June 5-6, Jersey
City, New Jersey

e CRE.Converge, Oct. 8-10,
Las Vegas

For the most current information
on upcoming NAIOP events,

both virtual and in-person, visit
naiop.org/Events-and-Sponsorship/

amid ultra-low rates. However, CBRE
Research forecasts an average 10-year
Treasury yield of 3.3% from 2025

to 2028, which will support invest-
ment activity and asset prices over the
medium term.”

| OFFICE

1 9 . B % The average office

vacancy rate in U.S. cities at the end
of Q4 2023, according to Moody’s
analytics, making it the highest since
1979.



$4 Bi"ion Trepp’s

estimated amount of the $20 billion
in office loans that could become

| MULTIFAMILY

1 .2 MI"IO“ The number

Matrix, deliveries are expected to top

500,000 units in 2024, with concen-
trations in fast-growing markets in the
South and West. “However, the rise in

www.naiop.org

construction financing is putting a lid
on new starts, so 2024 is expected to
be a peak year for deliveries.” B

delinquent in 2024. of multifamily units under construc-
tion. According to the 2024 U.S.

] 3 The number of office buildings multifamily outlook report from Yardi

in Calgary, Alberta, slated for conver-
sion into housing. The first project, the
$38 million conversion of an under-
used 10-story office building into 112
apartment units, is nearly complete
and expected to open in early 2024.

%
9 ] O The percentage of compa-

nies that will require their employees
to go to the office at least once per
month in 2024; 75% will require
employees to work from the office
weekly, according to a survey of 800
business leaders commissioned by
ResumeBuilder.com. The same survey
found that 41% of companies plan to
upgrade their office space as an incen-
tive to return employees to the office.

Vantage North Logistics Park by Van{rust._|

| INDUSTRIAL |

%
5-2 O The industrial vacancy

rate, according to Cushman &
Wakefield’s Q4 industrial report for
2023. That represents the highest
vacancy rate since the third quarter of
2020, although it is 120 basis points .
below the long-term 15-year average of e o
6.4%, as reported by GlobeSt.com. DamontchangfindUSgiger

Building by Prologis® ™~
19.3 Million ..

estimated number of square feet
required by electric vehicle (EV) com-
panies in North America, according to
JLUs 11th Annual Industrial Tenant
Demand Study. “The growing demand
for clean energy and the rise of EV
and batteries have contributed to an
increase in demand for manufacturing
facility requirements. In fact, demand
for these facilities has more than
tripled since 2018.”

Nevada is not just a destination—it's a strategic

choice for businesses looking to secure a prosperous
future. For over 47 years, Martin-Harris has helped Owners,
Developers and Executives thrive in the Silver State,

It's your time to Deédeavcr Erveclleace

Northern Nevada
775.306.1700

ISTRUCTIC Southern Nevada

e . 702.385.5257
martinharris
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Contractors Upbeat About Infrastructure but not Commercial Projects

Survey results also identify ongoing — though slightly improved —
challenges with the supply chain.

Il By Ken Simonson, AGC

Heading into 2024, construction firms
were optimistic, on balance, about
demand for projects — especially
infrastructure and other public works.
However, that positive attitude did

not extend to most developer-funded
construction, based on nearly 1,300
responses to a survey the Associated
General Contractors of America (AGC)
released near the beginning of January.

AGC member firms, which perform
every type of construction other than
single-family, were asked if they expect
the dollar value of projects available
for bid to be higher or lower than in
2023. For 14 of 17 project types, a

larger percentage of respondents ex-
pect the market to expand than expect
it to shrink. AGC summarized the dif-
ference between these percentages as
a net reading.

The most widespread optimism was

for water and sewer projects, with opti-
mists outnumbering pessimists by 32
percentage points. Close behind were
net readings of 30 each for bridge/
highway and other transportation
projects such as rail, airport and transit
facilities. Optimism also ran high for
work for federal agencies, with a net
reading of 29.

Among predominantly
private-sector categories,
the highest reading was
for power projects, at
25 percentage points,
followed by hospitals (23)
and other health care
projects such as clinics,
testing or screening
facilities, and medical
labs (22).

Water/Sewer

Transportation (e.g., transit, rail, airport)

Bridge/Highway

Federal (e.g., VA, GSA, USACE, NAVFAC)

Power
Hospital

Other Healthcare (e.g., clinic, testing or screening facility, medical lab)

AGC Outlook Survey: Net* % who expect 2024 value of projects to be higher/lower than 2023
*Net = % expecting higher value — % expecting lower value than in 2023

E—————"}\§
I 309
I 30%
I 297
e N
I 23
I 22

Data Center R 20
K-12 School [ PEEA
Public Building . 157
Manufacturing . 1
Higher Education . 15
Warehouse —
Multifamily Residential B 2
Lodging 3% W
Retail -15% I
Private Office -24%
-30% -20% -10% 0% 10% 20% 30% 40%

Source: AGC of America/Sage 2024 Outlook Survey; 1,293 total respondents

n DEVELOPMENT SPRING | 2024

© 2024 The Associated General Contractors of America, Inc.




Nearly two-thirds of respondents reported that at least one of their projects
had been postponed or canceled in 2023 or had been scheduled for 2024
but put off. The most frequently identified reason — cited by 53% —
was rising costs, whether for construction, insurance or other reasons.

Among predominantly private-sector
categories, the highest reading was

for power projects, at 25 percentage
points, followed by hospitals (23) and
other health care projects such as clin-
ics, testing or screening facilities, and
medical labs (22).

Enthusiasm was less widespread for
three segments that provided a sub-
stantial amount of work for contractors
in 2023. Data centers received a net
reading of 20, while manufacturing
construction earned a score of 15 and
warehouses drew a reading of 10.

Contractors were mostly bearish regard-
ing rent-dependent properties. The

net reading for multifamily construc-
tion was a positive 4 percentage points,
whereas three other segments had nega-
tive readings: -3 for lodging, -15 for retail
and -24 for office construction.

Only a quarter of participants reported
no supply chain problems. However,
this marked an improvement over the
2023 survey, when 90% of respondents
reported taking steps to deal with supply
chain disruptions. The most common
response to supply chain issues in the
2024 survey was accelerating pur-
chases after winning contracts, listed by
56% of respondents. In addition, 45%
reported turning to alternative suppliers.
(Participants could select any or all of
four responses if they reported having
supply chain issues.)

More than 1 out of 10 respondents
listed specific items that were problem-
atic. The most frequently cited items
were electrical equipment such as
switchgear and transformers. Numer-
ous participants listed heating, ventila-

tion and air-conditioning equipment
as problematic.

Nearly two-thirds of respondents
reported that at least one of their proj-
ects had been postponed or canceled
in 2023 or had been scheduled for
2024 but put off. The most frequently
identified reason — cited by 53% —
was rising costs, whether for construc-
tion, insurance or other reasons. Rising
interest rates were listed as a factor
by 39% of participants, and 34%
reported reduced funding availability.

Developers and project owners

need to be aware of these continuing
supply chain challenges and prepared
to promptly authorize or, at minimum,
discuss the strategies contractors
propose for mitigating the problems.
Responses to numerous other ques-
tions, along with breakouts by location
and other factors, are available at
www.agc.org. |

Ken Simonson is the chief economist

with the Associated General

Contractors of America. Contact
him at ken.simonson@agc.org.

Concrete Over
Asphalt?

" I didn’t know you
could do that!

A Concrete Overlay
of your existing asphalt
parking lot is the
perfect solution to your
maintenance concerns.

For more information, scan
B
ok
or contact us at
info@paveahead.com

@c |PAVEa«AHEAD
NRMCA | - - e

Vv paysansad.som
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Your Success
is Built-In

At FCL, we ensure the building process is as world class
as each building we deliver. Every single day, no matter
where we are in development, we want you to enjoy the

experience of working with us.

The FCL Experience is custom built to ensure your
success, lower your stress, bypass red tape, keep

you fully informed, and guarantee our work is delivered
on time, on budget and of the highest quality. We're
industrial design-build specialists with the expertise
and experience needed to troubleshoot potential
obstacles, deliver highly detailed and precise estimates
and move every mountain to make the project go as
smoothly as possible from pre-construction through
completion.




Cold Storage and
Food Processing

eCommerce Warehousing
and Distribution

Manufacturing and
Industrial Process

To date, we've delivered more than
550 million sq. ft. of industrial space in
32 states, each project built upon a
foundation of human connection.

We measure our success by the depth
of our relationships and repeat client
business, earning a 97% CUSTOMER
RETENTION RATE.

We truly care about our customers, make
your needs our own, and will always put

you first.

That's how we succeed.

fclbuilders.com



A LOOk Ahead CHANGES SHAPING OUR FUTURE

Seize Opportunities to Appeal Property Tax Bills

Office property owners should contest excessive assessments now,
before a potential crisis drives up taxes.

Il By Molly Phelan, Esq., Siegel Jennings Co., L.P.A.

The Great Recession, from December
2007 to June 2009, was the lon-

gest recession since World War II. It
was also the deepest, with real gross
domestic product (GDP) plummet-

ing 4.3% from a peak in 2007 to its
trough in 2009.

Entering that recession, unemploy-
ment was at an unalarming 5%, on par
with historical averages, and interest
rates hovered around 6%. The roots of
the recession lurked at the intersection
of risky subprime mortgages and the
repeal of the Glass-Steagall Act, which
allowed for the mega-mergers of banks
and brokerages to escalate.

The nation is still looking down a steep
market slope. On the bright side, it is
in a more advantageous position than
at the beginning of the Great Reces-
sion. Through the fourth quarter of
2023, U.S. real GDP was a respect-
able $22.67 trillion (adjusted for infla-
tion), up 8.2% from $20.95 trillion

at the end of 2019. Unemployment

Although office leases
historically pass through
taxes and other costs to

tenants, many negotiated
leases now cap expenses
for the tenant, potentially
shifting a portion of
expenses to the landlord.

That is a key issue the
taxpayer should address

in the income analysis

of an appeal.

DEVELOPMENT SPRING | 2024

Given current market conditions, developers and property
owners should take steps to protect themselves against
excessive tax liability.

is low, and values in the single-family
housing market are increasing again,
in part due to a lack of supply.

The investors standing on unstable
ground this time around are those
heavily leveraged in major metropoli-
tan markets, such as New York, Chi-
cago and San Francisco, or other mu-
nicipalities that rely on office values.
The sharp increase in interest rates
under the Federal Reserve’s tightening
monetary policy, and the extreme drop
in demand for commercial office space
that accelerated during the pandemic,
will have significant ramifications on
all property types.

Dire Developments

What kind of ramifications? Assume
a hypothetical “Metro City” that, like
most major markets, has a tax base

with 75% of its independent parcels
classified as residential and 25% as

commercial real estate. However, the
assessment values are strongly weight-
ed on the commercial properties, with
30% of the entire assessment value
born by office properties.

The municipality has a total tax levy of
$16.7 billion and an overall assessed
property value of $83.1 billion. The
office portion of the property makeup
is 30%, or $24.9 billion in assessed
value. The office share of the total tax
levy is $5 billion.

Now assume that the city’s overall
office market value collapses by 50%.
This leaves Metro City with a $2.5
billion deficit — not a small number.
To recapture that $2.5 billion, the city
must increase its tax rate by 15%.
That means tax liability increases

by 15% for every taxpayer, even if
their property’s assessed value is
unchanged.



Shadow vacancy, or
space where the tenant
is still paying rent but no
one physically occupies
the space, is the canary
in the coal mine for an
office building’s future.

So, how can developers and owners
protect themselves from excessive
tax liability given current market
conditions? One solution is to appeal
property tax assessments aggressively.
Regardless of the jurisdiction, regard-
less of property type, property owners
must evaluate their opportunity for an
assessment appeal.

Office-specific issues

Market transactions show vast valua-
tion differences between Class A office
properties, which are typically newer
buildings with superior amenities,
versus commodity properties that have
been around 10 years or longer and of-
fer fewer amenities. Properties that fall
in the latter category have many op-
portunities for assessment reductions.
Here are key points to consider:

Ensure the appraiser or assessor is
using the property’s current, effec-
tive rental rates. In many instances,
an owner will show a tenant’s gross
rent on the rent roll without disclosing
specific lease terms contributing to
effective rent. For example, the lease
may have been negotiated at $27 per
square foot, but the rent roll does not
account for free rent, amortization,
free parking or other amenities the
tenant receives.

Additionally, although office leases
historically pass through taxes and
other costs to tenants, many negoti-
ated leases now cap expenses for the
tenant, potentially shifting a portion
of expenses to the landlord. That is a
key issue the taxpayer should address

Noteworthy

www.naiop.org

1,270,000 sq. ft.

Building | at CapRock Central
Point 11l is ahead of schedule. The
1.27-million-square-foot warehouse
is the first phase of CapRock Part-
ners’ larger 2.7-million-square-foot,
four-building speculative industrial
complex in Visalia, California, an
emerging logistics hub. Building 1
features 40-foot clear heights and
on-site excess trailer parking with
542 stalls. The project’s concrete

walls are now tilted, and the roof structure is underway, forming the exte-
rior structural shape and marking a major progress point in the 5-million-

square-foot master plan’s construction.

1,245,000 sq. ft.

Brinkmann Constructors, in partner-
ship with Flint Development, recent-
ly completed the construction of two
tilt-up speculative warehouses at
Flint 94 Commerce Center, a 128-
acre industrial park in Kenosha,
Wisconsin. Strategically positioned
near 1-95, these buildings collec-
tively total 1,245,000 square feet.
The first building encompasses
735,000 square feet of warehouse

space, while the second building includes 510,000 square feet of ware-
house space. Both facilities are equipped with a shipping office buildout
and amenities such as ample heavy trailer parking, ESFR sprinklers and

LED lighting.

1 million sq. ft.

Carr Properties, National Real Estate Advi-
sors and The HYM Investment Group recently
completed One Congress, a 43-story, 1 million-
square-foot office tower in Boston’s Bulfinch
Crossing neighborhood. Rising to 600 feet,
One Congress is the only office tower in Boston
to provide a full-floor amenity center for its ten-
ants, including a 15,000-square-foot outdoor
terrace and a 7,000-square-foot fitness center.
It is certified LEED Platinum and is situated
near several Massachusetts Bay Transportation

Authority stations.

Pelli Clarke & Partners
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A Look Ahead

in the income analysis of an appeal,
because it provides evidence for a
reduction in effective rental rates, as
well as an imputed increase a buyer
would demand in the capitalization
rate to reflect the additional risk.

Appraisers need to understand this
issue for rental comparables and for
the subject property. Typically, they
will confirm public information posted
by various data services, but if they
lack the finer details of a transaction,
the rates they derive could exceed the
true market.

Address vacancy and shadow vacancy.
Before the pandemic, office vacancy
in most markets hovered between

5% and 14%, depending on the loca-
tion and building class. At the end

of 2023, national vacancy was over
19%, according to CBRE.

CBRE reported that suburban Chi-
cago’s office vacancy remained at
25.9% in the fourth quarter of 2023.
Manhattan'’s overall office vacancy
rate, including sublease offerings,
was 22.8%, according to Cushman
& Wakefield.

Shadow vacancy, or space where the
tenant is still paying rent but no one
physically occupies the space, is the
canary in the coal mine for an office
building’s future. If a building is 12%
vacant, the assessor probably won't be
sympathetic. But if the owner high-
lights that leases in the space expire
in the next year or two, or that they
are large blocks of space, the asses-
sor (or at least the owner’s appraiser)
should acknowledge that risk and
apply a higher cap rate for the subject
property.

Adjust for interest rates. Investment-
grade properties are now worth less
than they were two years ago, simply
because of the rise in interest rates.

Because interest rates have increased
significantly, the property owner can
argue that the assessor should use the

DEVELOPMENT SPRING | 2024

Because interest
rates have increased
significantly, the property
owner can argue that the
assessor should use the
“band of investment”
method, which calculates
capitalization rates for
the components of an
investment to produce
an overall cap rate by
weighted average.

“band of investment” method, which
calculates capitalization rates for the
components of an investment to pro-
duce an overall cap rate by weighted
average. This methodology considers
not only the increase in market interest
rates, but also the equity demands of
lenders. Interest rates have increased
over 3 percentage points across the
last two years, which in many cases
equates to a 100% increase in interest
rates.

Additionally, the equity requirements
on commercial mortgages have in-
creased from 30% to 50%. Increasing
the base capitalization rate to reflect
these changes in an income analysis
will offer significant relief in the
assessment.

Jurisdictions that rely heavily on office
values to support overall assessment
value in the tax base will be experi-
encing increasing tax rates. This rate
increase is factored into the loaded
capitalization rate, which means a
lower market value for assessment pur-
poses. Analysts and appraisers should
review the increased rates annually.

The near term will be challenging for
entities that invested in office proper-
ties prior to 2023, but these strate-
gies can offer some protection in this
stormy market. ®

Molly Phelan, Esq., is a partner in the Chicago
office of the law firm Siegel Jennings Co., L.P.A.,
the Ohio, Illinois and Western Pennsylvania
member of American Property Tax Counsel, the
national affiliation of property tax attorneys.
Contact her at mphelan@siegeltax.com.

The Future of

the Warehouse:
Automated Smart
Buildings

Developers need to prepare
now for the fast-moving
evolution of warehousing
and the growing expecta-
tions for last-mile delivery.

Il By Jake Donaldson, AlA,
Method Architecture

[t's the middle of the night, and a
warehouse manager is stirred from his
slumber by a notification ding on his
warehouse control system app.

Across town, a self-driving, electric
18-wheeler pulls silently into a mini-
mally sized loading court, its onboard
computer calculating the exact turning
radius needed to back into position.
Its sensors have already alerted the
building control system of its arrival,
and the dock doors slide open.

As the truck backs into place, a
charger extends to begin recharging
the truck while the forklifts unload, the
depalletizer unpacks, and an array of
other bots begin scanning SKUs (stock
keeping units) and moving items to
narrow rack aisles and up vertical
conveyors 60-80 feet in the air to their
final designated rack positions.

As the outbound shipments depart
and this perfectly coordinated tech-
nological logistics ballet concludes,
the building lights turn off. All robots
return to their charging stations and
enter standby mode, in a state of per-
petual readiness for their next task.

This may sound like science fiction,
but the technological advancements
of the past few years are making
automated warehouses a reality.



Delivery drones are likely to become key
parts of future warehouse operations.

More than 80% of warehouses today
have no automation whatsoever, but
momentum is growing, and more than
a quarter of U.S. warehouse inventory
will be automated by 2027, accord-
ing to market research firm Interact
Analysis. This indicates that this sector
is going to change dramatically over
the next five to 10 years. Developers,
architects and engineers will need to
prepare for these changes or risk get-
ting left behind.

Catalysts Driving Change

Several factors are driving the ware-
housing evolution, but the greatest
catalysts are the rise of e-commerce
during the COVID pandemic era, pres-
sures in the labor market and advance-
ments in technology.

Many nonessential workers became
intimately acquainted with the
concept of remote work during the
pandemic. E-commerce, or online
retailing, allowed consumers to work,
live, play and eat, all from the comfort
of their own homes. This greatly
increased the need for point-to-point
delivery — keeping a close eye on that
“last mile” from warehouse to homes.
Instant gratification and the expecta-
tion of same-day delivery dramatically
changed the way things are invento-
ried, managed and shipped on a local
and national scale.

www.naiop.org

900,000 sq. ft.

SED Development LLC, JMA Ventures |
LLC and Machete Group Inc. revealed
development plans for a sports and
entertainment district to be developed
on the 8.5-acre block adjacent to
Amway Center in downtown Orlando,
Florida. The 900,000 square foot
mixed-use project will feature a
260-key lifestyle hotel, 270 high-
rise apartments, a live music venue,
200,000 square feet of Class A office
space and 100,000 square feet of
retail space. The project will also have a green space programmed year-
round with events.

_1_23 Units

investment manage-
ment and development
firm, has completed
The Parker, a 123-unit
mixed-use project in
the Pico-Robertson
community of West Los
Angeles. The transit-
oriented community is
built to LEED Silver standards and features studio, one- and two-bedroom
apartments, including 13 affordable units, and 4,000 square feet of
neighborhood retail. The community features a rooftop pool courtyard, co-
working space, an open-air cinema and a rock-climbing wall. The Parker’s
sustainability features include energy-efficient HVAC and lighting systems
as well as cisterns that harvest rainwater for irrigation and reduce water
consumption by up to 60%.

422,000 sq. ft

KDC broke ground on a new dis-
tribution center for Oncor Electric
Delivery Company, Texas' largest
electricity transmission and
distribution company. The nearly
422,000-square-foot, LEED-
certified build-to-suit industrial
facility will sit on 60.7 acres at
Railport Business Park in Midlothian, Texas, southwest of

downtown Dallas. The building offers 36-foot clear heights and a cross-
dock configuration, a significant amount of warehouse storage space,
interior offices, a break room, training rooms, lockers and restrooms.

Ly

Alliance Architects
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Companies are looking toward automation, robotics and conveyance systems to move
products through their facilities more efficiently and stabilize operational costs.

According to a 2020 Forbes article,
COVID-19 accelerated the growth of
e-commerce by $52 billion, up 77%
year over year, advancing the industry
four to six years ahead of its organic
growth trajectory.

bution center employs approximately
53% more workers than it did five
years ago, and labor costs make up

operating budget. Record wage in-

As the demand for e-commerce grew,

so did the need for more warehousing warehouse job openings, increased

Relevant Research ;ne Evolution of the Warehgyge,
rends in Teg| Ilse:
In 2020, the NAIOP Research Founda- ﬂﬂelnpmem,;:ﬂ{:)%:ﬁ&ﬁ t

e W st S o 1

tion partnered with two MIT researchers
to examine the frontiers of warehouse
automation. The study, “The Evolution
of the Warehouse: Trends in Technology,
Design, Development and Delivery,”
describes how the acceleration of de-
livery timelines has reshaped industrial
building interiors, with online retailers
and third-party logistics firms making
substantial investments in new tech-
nologies such as collaborative robots
and automated storage and retrieval systems. In addition to increasing
the productivity and profitability of industrial assets, new technologies are
allowing retailers and building owners to add distribution uses to existing
retail properties.

To view and download the report, visit naiop.org/research-and-publications. m
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and labor. A typical warehouse distri-

more than 65% of an average facility

creases, coupled with historically high

More than 80% of
warehouses today have no
automation whatsoever,
but momentum is
growing, and more
than a quarter of U.S.
warehouse inventory will
be automated by 2027,
according to market
research firm Interact
Analysis.
health care and benefits costs, and
heightened competition for talent,

created the perfect storm among

warehouse and distribution operators
to search for alternatives.

To stabilize operational costs, compa-
nies looked toward automation, robot-
ics and conveyance systems to create
a more efficient process for moving
products through their facilities. The
average human order picker can make
60-80 picks per hour compared with
300 picks per hour when using sorters
and conveyors. Amazon announced



Amazon announced |
last year that its Robin 3 60 OOO Sq ft
. . The Opus Group started M
robotic handlmg SyStem construction on Alsip Park

had sorted over 1 billion 294, a two-building, specu-
packages in 2022’ or !ative indystrial development
_ in the Chicago suburb of
one-elghth of all the Alsip, lllinois. Located on
orders Amazon delivered 22 acres near the northwest
Idwid corner of 1-294 and 127th
worldwide. Street, it will bring 360,000
total square feet of space
last year that its Robin robotic han- for warehouse, logistics and
dling system had sorted over 1 billion manufacturing users. Building A is 190,935 square feet with 32-foot clear
packages in 2022, or one-eighth of all height, 18 dock doors (expandable to 34) and two drive-in doors. Build-
the orders Amazon delivered world- ing B is 169,064 square feet with 32-foot clear height and 18 dock doors
wide. As the world’s largest manufac- (expandable to 33). The development is a joint venture with Principal Asset
turer of industrial robots, the company Management.

has deployed more than 750,000

mobile robots across its global opera- 3 2 O OOO f
tions. y Sq n t-

Crandall Capital broke
ground on Studio Crossing,
a 320,000-square-foot mul-

Operations that have switched to pick/
inventory management systems versus
manual processes have seen a 25%

gain in productivity, a 10% to 20% tiuse development in Park
gain in utilization of space, and 15% City, Utah. The project will
to 30% more efficient use of stock, include 208 affordable hous-
according to EasyPost. ing units for the popular ski

town, ranging from studios to
Trends in the Future of Warehouse three bedrooms, and around
To accommodate and fully capitalize 100 market-rate townhomes and condominiums. Vodern Qut West
on this increased use of automation, It will also feature community-driven retail and dining, as well as open-air
conveyance and robotics, building and public spaces and a public transit station for getting to downtown Park
site design will need to evolve. Build- City and Salt Lake City. Steed Construction will implement the project, and
ing structures will have increased clear Modern Out West will serve as the lead architects.

heights, thicker and flatter floor slabs,
and stronger roof structures to allow

for more efficient conveyance and rack 3 OO y 000 Sq - ft.
support systems. Power infrastructure

’ ) Trammell Crow Company and STAG
will need to be bigger to accommodate

) i } Industrial broke ground on 100 and
electric trucks, bots, chgrgmg §tat|ons 200 Powell, a 300,000-square-foot
and other devices. Facilities with more . . S

i ) industrial development in Gibsonton,
gutomatmn can run 24'7'_ Igadlng to Florida. The two-building project sits
Increased power usggg. .Rlsmg engrgy on separate 18- and 12-acre sites.
costs a.nd‘the unreliability pf public The single-story warehouses offer
transmissions systems during peak 160,000 square feet and 140,000
times W,'” likely relgh|te |nFerest " square feet of space, respectively. Features include
alternative sources, including renew- 32-foot clear height, office space that will be delivered move-in ready, and
ables such as solar panels. a truck court with ample trailer parking. The facilities will be LEED certi-
Building-technology needs will greatly fied. The development is located 15 miles south of downtown Tampa.
increase to include more Wi-Fi cover-

Trammell Crow Company
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A Look Ahead

age for the Internet of Things (loT),
allowing devices to communicate with
each other and centralized control
systems, sensors and cameras. These
robots will need charging stations and
more stable climate control in the
warehouse, but there will be less need
for human support functions like of-
fices, meeting rooms, drivers’ lounges,
restrooms and parking.

Site coverage ratios will increase due
to self-driving vehicles and other logis-
tics management systems operating
more efficiently, eliminating the need
for oversized loading docks, unused
doors and wasted maneuvering clear-
ances. Loading courts and the roofs of
buildings will double as drone delivery/
pickup staging areas.

However, all is not lost in the human
element of the equation. These proj-
ects are most efficient when placed
near residential rooftops, much like
the retail model. This means develop-
ers and architects will need to get
creative with site design to embed
these automated warehouses more
effectively into urban and residential
last-mile locations, incorporating com-
munity amenities like walking trails
and green spaces, retention ponds and
local artist murals.

In the Fall 2023 is-
sue of Development,
architecture firm
Ware Malcomb put
forth a prototype of
logistics facilities
for dense urban
areas. It includes
technologies such
as machine learn-

e

These projects are most
efficient when placed near
residential rooftops, much

like the retail model.

This means developers

and architects will need

to get creative with site
design to embed these
automated warehouses
more effectively into
urban and residential
last-mile locations.

The warehouse box we've known for
ages now has a new look and identity.
It is finding itself a new home, closer
to its clientele. Along the way, it is
learning each day how to work smarter,
not harder. Architects and designers
who witness these changes firsthand
with clients are at the forefront of
these updates, and they are in high
demand. It requires a major shift in
how to think about design consider-
ations that provide for the increasing
presence of machines. m

Jake Donaldson, AlA, is the managing
partner at Method Architecture.

' The Logistics
s

the Futyre

& e protcbypa sime
o

ing and artificial

intelligence that redefine how the building’s components

interact while enhancing synchronization and increasing efficiency to maxi-
mize throughput. It also features automated 120-foot clear height racking,
stacked delivery vehicle parking, and solar and wind strategies. To read
“The Logistics Building of the Future,” visit naiop.org/23logistics. =
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Rethinking the
Downtown Office-to-
Multifamily Conversion

An architect suggests
rightsizing CBD office
space and new housing
for the suburbs.

B By Greg Lyon, Nadel
Architecture + Planning

Significant industry chatter centers
on how the downtown office sector
continues to struggle and what the
ideal solutions will look like.

The remote work/hybrid office para-
digm shift means less weekly traffic
to urban cores as employees opt to
remain comfortably in their home of-
fice or suburban neighborhood office
space. At the same time, economic
uncertainty and inflation have gener-
ated a nervous tenant base that con-
tinues giving back office space while
stalling on lease renewals.

The result is high vacancies in down-
town urban core offices ranging from
30% to 50%, on top of reduced cash
flow and decreased building values.
Furthermore, empty buildings hurt
their submarkets, and businesses serv-
ing downtown workforces are forced to
close due to their dwindling customer
base. A lack of business and social ac-
tivity on downtown streets also raises
concerns about public safety, as once-
vibrant urban cores become desolate,
further contributing to crime.

One solution that has been proposed
— and enthusiastically accepted by
many — is adaptive reuse. Specifical-
ly, converting empty downtown office
buildings into downtown rental hous-
ing. Many municipalities are already
providing incentives for developers

to do just that. But before diving into



office-to-multifamily conversion as a
solution, it is worth examining poten-
tial hurdles.

Problems With the

Theoretical Solution

In theory, the downtown office-to-
multifamily conversion idea can solve
two problems by putting empty office
space to new use and creating much-
needed rental housing. However, there
are some challenges:

Not all downtown office buildings lend
themselves structurally to residential
use. Towering skyscrapers boast large
floorplates, column supports and mas-
sive floor-to-ceiling windows that can
turn into structural nightmares when it
comes to redevelopment. Renovating
these structures into usable multi-
family properties requires enormous
monetary resources. From a financial
standpoint, these conversions don’t
pencil out.

Rezoning and replatting require time,
effort and cooperation. Downtown
office buildings are in areas explicitly
zoned for commercial use. The adap-
tive reuse developer must spend time
and money to work with city councils
and planning boards on rezoning and
replatting efforts. Depending on the
municipality and its requirements,
the process could take months — or
even years.

For example, Metro Loft Management
bought a 31-story office building at

In theory, the downtown
office-to-multifamily
conversion idea can solve
two problems by putting
empty office space to
new use and creating
much-needed rental
housing. However, there
are some challenges.

www.naiop.org

102 Units

Habitat Metro and Willmeng
Construction completed ECO
MESA, an energy-efficient multi-
family project in downtown Mesa,
Arizona. The seven-story building,
which spans 179,227 square feet
and accommodates 102 residen-
tial units, including studio, one-
bedroom and two-bedroom apartments, was constructed on an infill parcel
that was once a parking lot. The high-performance building includes several
features that reduce energy consumption. Key among these are 405 solar
panels that top the building, an efficient exterior shell system that results in
better insulation and a more air-tight seal, and energy-efficient appliances
in each apartment. CCBG Architects designed the project.

74,000 sq. ft.

McCarthy + Barnsley, A Joint
Venture, began construction on
Brookhaven City Hall in Georgia,
the first municipal building to be
constructed using mass timber in
the region. Located just north of
Atlanta, the 74,000-square-foot,
five-story building will be sited on
a parcel adjacent to a MARTA rail
station, serving as the centerpiece of the broader Brookhaven

City Centre mixed-use project. It will include three upper levels occupied
by city employees, a rooftop garden and one level of below-grade parking.
Approximately 60% of the building will be allocated for use by the public.

29,060 sq. ft.

Ware Malcomb announced construc-
tion was completed on a new head-
quarters for global technology firm
Lenovo in the Santa Fe district of
Mexico City. Ware Malcomb provided
interior architecture and design ser-
vices for the 29,060-square-foot proj-
ect. It partnered with A&E Ingenieria
to provide technological upgrades. T4
Construction performed general contracting services. The design maximizes
views of the city. Spaces include huddle rooms for greeting clients, a series
of open and private spaces, an auditorium and three cafeterias. m

Sizemore Group

Do you have a new and noteworthy project in the planning, design or construction
stage that you'd like to share with fellow real estate professionals? Send a brief
description and high-resolution rendering to developmentmagazine@naiop.org.
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Converting downtown office towers into functional multifamily properties requires
significant financial resources and ample patience for rezoning efforts.

175 Water St. in Manhattan in 2019.
The buyer planned to convert the top
part of the former AlG headquarters
building into residential units, going so
far as to showcase renderings for the
project. But Metro Loft fell behind on its
mortgage payments. The developer also
defaulted on the follow-up mezzanine

loan it acquired from Vanbarton Group.

Vanbarton took control of the
684,000-square-foot building and
considered an office-to-multifamily con-
version. But a quirk in New York City’s
zoning law meant that Lower Manhat-
tan buildings developed after 1977
were subject to extremely complex,
stringent and expensive regulations
related to conversions. The 175 Water
St. building came online in 1983.

Vanbarton took a pass on converting
and sold the property to billionaire
Ken Dart in September 2022.

Downtown office buildings lack the
necessary residential amenities. Avail-
able downtown amenities are geared
toward downtown employees rather

m DEVELOPMENT SPRING | 2024

than downtown residents. Bars and
restaurants are great, but residents
need schools and community retail
like grocery stores, gas stations and
pharmacies. The argument is some-
times made that retail can follow
residents, but people don't typically
want to rent in places where a grocery
store trip is a significant event instead
of a convenient stop-off.

Although well-meaning, attempting

to renovate downtown office buildings
into multifamily could decrease the
vibrancy in urban cores. The process
would wipe out centralized commercial
activity, replacing it with high-density
bedroom communities or urban core
suburbs.

Another Approach
These issues shouldn’t suggest that

adaptive reuse is not a solution, but fo-

cusing solely on converting downtown
office buildings is not the only way

forward. In some cases, downtown of-
fices can be right-sized and upgraded
for a variety of smaller tenants, while

P

Developers can
convert suburban
office into residential
uses or tear them
down more easily to
rebuild for mixed-use/
multifamily purposes.
From a structural and
location standpoint,
this conversion type
is far more effective
than the adaptive
reuse of urban core
office buildings.

suburban office parks can be infused
with new life.

Owners of downtown office buildings
could incentivize smaller businesses
and firms to lease downtown office



space. Many professional busi-
nesses, such as accountants, lawyers,
financial companies and architects,
are back to in-person work. In some
cases, their offices are in low- or mid-
level, older buildings in less dense
urban and suburban submarkets.
They may be looking for upgraded

or differently configured space but
do not want to pay higher rents in a
downtown location.

Downtown landlords could offer lower
rents, tenant improvements and
smaller blocks of space. Businesses
might happily trade their older work-
space in the suburbs for the cachet
of a downtown address and proximity
to public transportation.

Mid-level, older suburban office
buildings lend themselves well to
multifamily conversions because their
floorplates and windows are smaller.
Furthermore, they are in areas that
are closer to community retail ser-
vices that appeal to renters looking
for a home in proximity to everyday
conveniences. In many cases, rezon-
ing for residential use could also be
less problematic. Developers can con-
vert suburban office into residential
uses or tear them down more easily
to rebuild for mixed-use/multifam-

ily purposes. From a structural and
location standpoint, this conversion
type is far more effective than the
adaptive reuse of urban core office
buildings.

Adaptive Reuse, Redirected
Converting empty office buildings to
residential uses is on the right track,
but the current thinking makes adap-
tive reuse more of a challenge than

it needs to be. Developing massive
blocks of downtown residential space
is too expensive and erodes a city’s
centralized activities, employment
centers and cultural activities.

New approaches mean that building
owners and banks must rethink their

current leasing and valuation models,
while also requiring municipalities to
ensure public transportation and safety
in downtown corridors. Additionally,
tenants need to be willing to relocate
from suburban offices to downtown.

Balance is key. There is room for some
residential conversions in the city

and suburbs, as well as a need to
reimagine how office space is used,
now and in the future. m

Greg Lyon is chair and principal at
Nadel Architecture + Planning.

www.naiop.org
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A Look Ahead

Adapting Underutilized Commercial Spaces for
Residential Redevelopment: New Tools and Challenges

California recognizes a need for more legislative support for conversions.

l By Brooke Miller and Shannon Mandich, Sheppard Mullin Richter & Hampton

Although vacant offices have
received the most press in the post-
pandemic era, even pre-pandemic,
hundreds of thousands of square feet
of structures were already semi-vacant,
abandoned or functionally obsolete
across the U.S. A convergence of fac-
tors has focused attention nationwide
on redeveloping these underperforming
properties, including the COVID-
accelerated underutilization of offices,
malls and parking lots; a housing
shortage; and requirements to reduce
environmental impacts, vehicle miles
traveled and greenhouse gas emis-
sions. Over the past two decades,
California has enacted adaptive reuse
legislation that could help other com-
munities looking to revitalize their
residential and commercial markets.

The need for additional housing is
particularly pronounced. According to
Peter Dennehy with John Burns Re-
search & Consulting, building permit
issuance for new housing in the South-
ern California market has not kept up
with population and job growth in the
region. The long-term average yearly
building permit issuance dating back
to 1947 for Southern California is
90,000 permits per year, with a peak
of 205,000 in 1986 and a trough of
16,500 in 2009. The region has not
been building at or above that long-
term average for most of the past three
decades. The projected number of
permits for 2023 was 63,000.

However, the region has seen sub-
stantial population growth over this
time frame. In 1947, the population
base for Southern California was
5.095 million. Today, the region has
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An adaptive reuse ordinance has allowed for the
more than 12,000 housing units in downtown Lo

a population of more than 21 million
residents and nearly 10 million jobs,
and it's still growing, with 1.93 million
residents and 1.9 million jobs added
since 2020.

Given these factors, underused com-
mercial properties present significant
opportunities for adaptation to address
current needs. As California and other
states push forward legislation to ad-
dress the need for housing, landown-
ers and developers should become
familiar with legal challenges and new
tools for adapting these commercial
properties for reuse.

Adaptive Reuse: Pros and Cons
In some cases, reuse of existing
structures can be more cost-efficient
and environmentally efficient with a
quicker development timeline and
less community opposition. On the
other hand, some adaptive conver-
sions can be more expensive than
new construction, particularly where
retrofitting is needed. There are other
benefits of reusing existing structures
in urban areas, including reductions
in emissions from demolition and new
construction, and revitalization of com-
mercial properties.



If a potential
redevelopment site is
part of a larger overall

integrated development
and governance
scheme, there may be
recorded declarations of
covenants, conditions
and restrictions;
maintenance and
easement agreements;
and cost-sharing
agreements that could
restrict the change
in use.

Some of the challenges relate to lo-
cal regulatory barriers, including use
restrictions under local zoning; parking
requirements that prioritize park-

ing over housing; and strict building
codes, particularly for residential uses.
Some jurisdictions pioneered local
adaptive reuse programs, demon-
strating how they can be effective in
facilitating adaptation as community
needs change.

Aside from local regulatory hurdles,
landowners and developers should

be mindful of private restrictions and
easements that may present barri-

ers to reuse and redevelopment. If a
potential redevelopment site is part of
a larger overall integrated development
and governance scheme, there may be
recorded declarations of covenants,

conditions and restrictions; mainte-
nance and easement agreements; and
cost-sharing agreements that could
restrict the change in use. If imple-
mented at a time when the property
was intended solely for office or com-
mercial use, often these documents
will not contemplate a change in use
to residential.

Common types of challenges that may
be present in these documents include
restrictions that prohibit residential
use, or shared parking easements over
a parking lot intended to be used as
part of the residential development.
The issues may also be more subtle,
such as cost-sharing provisions based
on formulas related to commercial use.

These documents may need to be
amended so that they properly address
the change in use. Amendment provi-
sions vary from document to docu-
ment but will usually require a certain
percentage — or all — of the other
property owners to consent.

California’s Support of

Adaptive Reuse

The city of Los Angeles’ adaptive
reuse ordinance (ARO) was the first
of its kind when it was adopted in

the downtown area in 1999. Since
then, it has created over 12,000 units
in downtown Los Angeles. The first
project completed under the ARO in
2001, the Old Bank District at 400
S. Main, converted three historic of-
fice buildings from the early 1900s
into 230 apartment units and over
100,000 square feet of ground-floor
retail. Another example is the Broad-
way Lofts project at 430 S. Broadway,

Defining Adaptive Reuse

Adaptive reuse can be defined
broadly as the conversion of
underutilized and underperform-
ing properties into a variety of
alternative uses, including housing.
Adaptive reuse can include adding
to or preserving parts of buildings,
expanding into parking lots, or add-
ing housing over existing commer-
cial structures.

According to the California Depart-
ment of Housing and Community
Development, “Adaptively repurpos-
ing commercial buildings can serve
as a valuable tool to increase the
supply of housing; however, this en-
tails navigating multiple obstacles
that increase costs to the extent
that it is difficult for developers to
achieve affordable rents.” m

built in 1906 as a Bon Marché depart-
ment store and converted into 58
housing units with ground-floor retail,
completed in 2015. Before conver-
sion, the building sat largely vacant for
about four decades. Los Angeles' ARO
was updated in 2003 and was again
recently updated and expanded to
increase adaptive reuse opportunities
in 2023. Its four major provisions are:

e Allowing by-right use changes with-
out triggering California Environ-
mental Quality Act or discretionary
approvals.

e Not requiring buildings to provide
new net parking.

e Allowing a one-story addition on
the roof by-right.

e Adding new building codes specific
to adaptive reuse projects.

SPRING | 2024
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A Look Ahead

The city of Los
Angeles’ adaptive
reuse ordinance was
the first of its kind
when it was adopted
in the downtown
area in 1999. Since
then, it has created
over 12,000 units in
downtown Los Angeles.

Each of these provisions speaks
directly to challenges specific to adap-
tive reuse, particularly for housing.

Three of these four components have
now made their way into California
state law. Senate Bill (SB) 6, the
Middle Class Housing Act of 2022,
and Assembly Bill (AB) 2011, the Af-
fordable Housing and High Road Jobs
Act of 2022, both took aim at allowing
housing in commercial zones without
discretionary rezoning. Both are lim-
ited to multifamily projects on parcels
under 20 acres in urban areas and
are subject to a variety of conditions
relating to the proposed project and its
location. SB 6 restricts conversion on
or near properties designated for “in-
dustrial” use, which in some jurisdic-
tions captures office parks, reducing
the potential to use this approach for
reuse of underused offices. AB 2011
focuses on “commercial corridors,” as
defined, and expressly requires inclu-
sion of affordable units.

Although SB 6 lacks the ministerial
approval feature of AB 2011, it may
be possible to combine SB 6 with
other laws such as SB 35, which al-
lows for ministerial approval with the
inclusion of a minimum percentage of
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affordable units. It is essential to in-
volve an experienced design team and
land use counsel to determine whether
a site and project can use these laws
to avoid the burden of discretionary
rezoning or other approvals. Both laws
became effective July 1, 2023, and
sunset Jan. 1, 2033.

California has also tried to eliminate
barriers relating to parking and fund-
ing. Local parking minimums add
significant cost to multifamily housing
development and limit potential for
reuse of existing commercial parking,
such as surface lots and shopping
malls. AB 2097 prohibits local agencies
from imposing or enforcing a minimum
automobile parking requirement on most
development projects within a half-mile
of public transit. Notably, AB 2097 is
not limited to housing development but
applies to residential, commercial or
other development (with some excep-
tions), which may facilitate reuse of
parking lots. Regarding funding, AB
1695 makes adaptive reuse of existing
buildings permanently eligible for the
state’s affordable multifamily housing
loan programs.

Updating state building codes to ad-
dress restrictions on conversion to resi-
dential use is still a work in progress.
In 2023, the California Building Stan-
dards Commission adopted provisions
of the International Existing Building
Code that allow developers more flex-

Updating state
building codes to
address restrictions
on conversion to
residential use is still
a work in progress.

Adaptive Reuse
On-demand

The NAIOP Center for Education
offers the on-demand course Fun-
damentals of Adaptive Reuse for
developers, owners, investors and
architects. The seven course mod-
ules cover evaluating an adaptive
reuse approach, performing due
diligence, financing the project,
identifying challenges and solu-
tions, and more. Visit learn.naiop.
org/on-demand-courses for more
information and to register. m

ibility for adaptive reuse of retail and
office structures. Additionally, AB 529
directs the California Department of
Housing and Community Development
to convene a working group and make
recommendations no later than Dec.
31, 2025, for amendments to state
building standards to help support
adaptive reuse residential projects.

Adaptive reuse of underutilized
commercial properties represents a
significant opportunity to meet current
needs, especially relating to housing,
by repurposing sites that no longer
serve their original function. Due to
the sheer volume and prime locations
of obsolete commercial sites, effec-
tive reuse could go a long way toward
meeting California’s statewide goals
relating to housing, vehicle miles trav-
eled and greenhouse gas emissions.

If California sees the same success as
Los Angeles has witnessed under its
ARO, more jurisdictions may follow
suit. Although not without challenges,
adaptive reuse can be achieved with
the right site, structures and team —
and appropriate legislative and policy
support. m

Brooke Miller and Shannon Mandich

are special counsels at Sheppard Mullin
Richter & Hampton.
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A Look Ahead

Breaking Ground and Barriers: The Evolution of Industrial Redevelopment

Alistate’s former corporate office campus is being transformed into
3.2 million square feet of modern logistics facilities.

B By Douglas A. Kiersey Jr., Dermody Properties

Consumers’ expectations for expe-
dited goods and last-mile delivery
have escalated the needs of logistics
real estate occupiers, especially e-
commerce and omnichannel retail-
ers working to optimize their supply
chains and warehouse networks. They
want to be close to their customers
and compete on delivery to maximize
their pricing power and market share.
This is why leading logistics develop-
ers seek to anticipate the timing, loca-
tion and scale of demand to deliver
new buildings. Subsequently, urban
infill locations are becoming increas-
ingly rare.

Dermody Properties has placed a
strategic focus on actively exploring a
variety of underperforming properties
to repurpose and reinvest in — taking
what was once established real estate
made obsolete by cultural and de-
mographic changes and redeveloping
these properties into logistics facilities
or campuses. The Logistics Campus,
formerly the site of Allstate Insur-
ance's corporate headquarters outside
of Chicago, is Dermody Properties’
most prominent example.

From Office Park to

Logistics Center

At its peak, 13,000 people worked at
the Allstate Glenview, Illinois, campus,
which the insurance company occu-
pied from 1967 to 2022. It sits along
almost one mile of frontage off the
10-lane 1-294 Tri-State Tollway and
was an iconic landmark for millions of
commuters in the Midwest. It was also
a prime example of an aging office
campus facing the rise of remote work.
As Allstate chose to allow many of its
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Upon completion, The Logistics Campus will have 10 b

Courtesy of Dermody Properties

that range from 92,000 to 455,00 square feet.

employees to remain working from
home post-pandemic, the offices were
left vacant, and the campus became
an ideal candidate for redevelopment.

Given several key factors, including
its location near population centers
and highways, the site was optimal
for logistics use. When Allstate
decided to sell, Dermody Properties
viewed it as a rare opportunity. The
combination of scale (232 gross acres)
in that location so close to affluent
households (over 1 million residents
within a 10-mile radius) was like find-
ing a needle in a haystack.

The North Suburban O’Hare industrial
market in Chicago spans from 1-90 in
the south to Lake Cook Road in the
north, running along [-294. This is the
best-performing submarket in Chicago
in terms of both vacancy rate and
rents. The submarket benefits from

As Allstate chose
to allow many of its
employees to remain
working from home post-
pandemic, the offices
were left vacant, and
the campus became
an ideal candidate for
redevelopment. Given
several key factors,
including its location
near population
centers and highways,
the site was optimal for
logistics use.



excellent access to O'Hare Interna-
tional Airport and the central business
district of Chicago while also being
home to some of the area’s largest
middle- to upper-income residential
neighborhoods. Its access to transpor-
tation, labor and amenities is unpar-
alleled relative to the entire metro
Chicago market.

Residents of the surrounding com-
munities were encouraged to express
their support for or opposition to the
redevelopment project during public
hearings. As a result, Dermody Proper-
ties adopted changes to the plan to
mitigate visual and noise concerns at
the south end of the campus adjacent
to a residential neighborhood and
offered a design to shield most of the
planned truck docks from Sanders
Road, which runs along the west side
of the campus.

In October 2022, Dermody Properties
closed on the purchase of the campus
from Allstate for $232 million. Trans-
forming the office campus — with
buildings dating back to the 1960s
and 1970s — into modern logistics
facilities required careful consid-
eration, especially in integrating
industry-leading sustainability prac-
tices during the demolition phase (see
feature box on page 28).

The Logistics Campus is a planned
10-building logistics park. The build-
ings range from 92,000 square feet

to 455,000 square feet, for a total of
more than 3.2 million available square
feet with flexibility to accommodate
build-to-suits. Dermody Properties is
seeing strong interest from specialty
light manufacturers, including in the
food and pharmaceutical industries, in
addition to logistics companies. Most
recently, UPSIDE Foods selected The
Logistics Campus as the location for
its Midwest headquarters.

The project is distinct in that it

is adjoined on three sides by the
[-294 Tollway, a Cook County forest
preserve and a neighborhood retail
center anchored by a grocery store.
Road infrastructure at Sanders Road,
Willow Road and the adjacent tollway
interchange were previously sized

to support the 13,000 daily Allstate
employees commuting to and from
the campus. Mature landscaping
screens most of the project from
Sanders Road. This rare combination
of factors was a major consideration
for the village of Glenview when it ap-
proved the annexation and rezoning
of the land for logistics uses. Once
the logistics campus is complete, es-
timates are that daily traffic volumes
will be only 75% of what they were
during the prior office use.

The economic impact of The Logis-
tics Campus will be significant. When
fully developed, approximately $650
million of private capital will have
been invested. Of that, approximately
$150 million will have been paid

in construction labor costs. It is
estimated that it will house 1,900
full-time jobs in the community and
generate $134 million in property
tax revenue over a 10-year period
that will support local schools, Cook
County, the city of Prospect Heights
and the village of Glenview, as well
as other local taxing bodies such as
libraries and the forest preserve.

Challenges in

Logistics Conversions
Communities are often reluctant

to replace low truck-intensive uses
with relatively higher ones, which are
assumed to place stress on existing
ground-transportation infrastructure.
This is the No. 1 challenge develop-
ers must overcome in the conversion
of retail or office uses to logistics. It

Communities are often
reluctant to replace
low truck-intensive
uses with relatively
higher ones, which

are assumed to place
stress on existing
ground-transportation
infrastructure. This is
the No. 1 challenge
developers must
overcome in the
conversion of retail or
office uses to logistics.

is therefore important to select sites
adjacent to or near highways and
interstates to minimize or eliminate
the impact of truck traffic on estab-
lished commercial arterials, especially
residential streets.

Logistics uses are often considered
positive for communities that seek to
stabilize and grow their commercial
property tax bases. This is especially
true for blighted sites suffering from
chronic vacancies and deteriorating
values. However, in cases where the
prior use generated significant sales
tax receipts for the municipality, con-
version to a logistics use may generate
local opposition, even if the existing
retail buildings are obsolete. Faced
with this dilemma, some communities
have chosen to oppose conversion to
logistics uses in favor of preserving
residents’ hopes of finding a future
retail use.

The demolition of antiquated facilities
creates another area of uncertainty
and risk for developers. Infill sites tend
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A Look Ahead

Demolition of
antiquated facilities
creates another area

of uncertainty and
risk for developers.
Infill sites tend to
have complicated
environmental factors
stemming from
previous uses.

Taking the Environment Into Account

to have complicated environmental
factors stemming from previous uses.
Structures built before the mid-1970s
are often riddled with asbestos.
Developers are tasked with removing Concrete and asphalt gathered during demolition were
potentially contaminated materials up and used as fill on The Logistics Campus.

before demolishing buildings to ensure
the safety of the demolition crews and
neighbors. At The Logistics Campus,
Dermody Properties remediated the as-
bestos materials in advance of physical
demolition and used massive misters
during the most abrasive activities to
contain airborne particulates.
Navigating these risks requires
patience, time and money. Dermody
Properties spent over $500,000 in le-

Courtesy of Dermody Properties

Environmental, social and governance (ESG) considerations are a strategic
priority for Dermody Properties. Numerous sustainability efforts have been
undertaken at The Logistics Campus, including the reuse or recycling of
nearly all material generated from demolition activities. From the steel at
the campus to interior items like sinks, toilets and doors — which were
sold to salvage companies — everything is evaluated for possible reuse or
recycling. Even the concrete and asphalt gathered during demolition were
ground up and used as fill on the campus, thus diverting thousands of tons
of construction waste from landfills.

gal and consultant fees before closing At all properties owned and managed by Dermody Properties, including
on what would become The Logistics The Logistics Campus, customers are encouraged to explore energy reduc-
Campus. tion and seek facility upgrades and features that align with LEED certifica-

tion, such as LED lighting with motion sensors, skylights/clerestory windows
and reflective roofing systems. The facilities will accommodate alternative
fuel sources and electric vehicle charging stations, and are structurally de-
signed to be “solar ready,” meaning they can accommodate the additional
roof load weight of solar panels.

With e-commerce continuing to grow
— 24% of retail purchases are ex-
pected to take place online by 2026,
according to a 2023 Forbes Advisor
article — logistics companies will

covet infill locations to serve increased When meeting with the local community about The Logistics Campus, Der-
customer demand. As this happens, mody Properties heard how important it was to preserve the atmosphere of
there will continue to be a natural the parklike campus. Dermody Properties is preserving 50 years of mature
tension between consumers’ desires plant life and ground cover on the periphery of the campus. Approximately
for fast delivery and their concerns 165 trees were relocated to a tree farm created on campus temporarily
over truck traffic in their communities. until they can be brought back. This accelerates decades of tree growth
Logistics property developers must bal- (compared to planting new, low-caliper trees) to maintain the character and
ance these considerations and propose views of The Logistics Campus similar to what they were with the former
projects that balance all stakeholders’ office campus. The project design of The Logistics Campus blends modern
needs. m architecture with thoughtfully repurposed natural landscape, seamlessly
Douglas A. Kiersey Jr. is CEO and integrating into the community from a visual perspective. m

president of Dermody Properties.
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The Attraction Game: Creating Community Hubs From 0ld Uses

The developer’s role is expanding as redevelopments become

a key ingredient of placemaking.

B By Scott Arnoldy, Triten Real Estate Partners

The demographic shifts that oc-
curred during the pandemic, along
with new types of demand for residen-
tial and commercial real estate, have
forever changed the built environment.
Long commutes, job loss or change, or
even a desire for a fresh start in a new
location were among several contribut-
ing factors.

This new reality is putting pressure

on developers to step into a different
role — one that creates distinct urban
experiences. Properties will continue
serving as catalysts for interaction, but
many will also need to be redefined as
community hubs for residents, busi-
nesses and surrounding neighborhoods
alike, while becoming destinations in
their own right.

Redevelopment is no longer defined
by identifying stagnant properties on a
map that have the potential for strong
return on investment. The approach
now involves a bit of psychology and
an understanding of post-pandemic
demand. Increasingly, consumers are
embracing community and mixed uses
and want to interact with neighbors
and colleagues in settings that will not
only enhance their lives but also foster
connectivity. Accordingly, towns need
to have vital places to attract residents
and tenants.

Creative Adaptive Reuse in Texas
Roughly two-thirds of U.S. metro
areas witnessed an increase in popula-
tion between 2021 and 2022, as
reported by the U.S. Census Bureau.
Texas metros Dallas and Houston
benefited from the migration trend by
having the highest and second-highest
numeric increases, respectively, during
this time.

eal Estate Partners

M-K-T is an adaptive reuse project in Houston’s Heights community
that includes retail, dining, office, greenspace and neighboring multifami

Dallas and Houston have both profited
from a booming economy backed by
energy, technology and manufacturing;
affordable living; and diverse cultures
with thriving entertainment and sports
scenes. However, both regions have
vast areas of aging, low-density, single-
use development. New generations

of Houstonians and Dallasites are
attracted to the idea of being able to
live, work, shop, eat and play in one
place. As dramatic population growth
continues in these two metro areas,
developers can respond to these new
preferences and look to reuse existing
but obsolete industrial and retail sites
to meet the demand for mixed-use
lifestyle hubs.

M-K-T Project

Located six miles from downtown
Houston and five miles from the
Energy Corridor, the Heights is a

The five industrial buildings that
Triten Real Estate Partners and Radom
Capital purchased were preserved

and repurposed in the development

of M-K-T.

historic district and Houston’s first
master-planned community. Over time,
the neighborhood has evolved into a
coveted location for young profession-
als and businesses thanks to its walk-
ability, suburban feel and proximity to
downtown. Today, it boasts a popula-
tion of 67,930 and a median age of
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A single community
inclusive of retail,
residential, office
and entertainment
has proved to be a
sound investment
approach because

risk is spread across

several asset classes
rather than just one.

36, according to U.S. Census
Bureau data.

In May 2018, Triten Real Estate Part-
ners and Radom Capital purchased
five industrial buildings on 12 acres
of land along the beloved Heights bike
trail. They then partnered with Michael
Hsu Office of Architecture to redesign
and repurpose the development into
M-K-T, a dynamic mixed-use destination
inclusive of retail, dining, office, greens-
pace and neighboring multifamily.

M-K-T is a true adaptive reuse project,
preserving all five existing industrial
buildings without adding any new
construction. The deep footprint of
each building was strategically sliced
open to connect the space and to
provide natural light. A yellow, struc-
tural “spine” covers a paseo linking
the entrance to the adjacent trail and
bioswales. Vivid murals by local artists
and colorful facades delineating uses
energize the development.

Despite taking the development to
market in the fourth quarter of 2020,
M-K-T was able to lease 15% of its
available space. Today it si