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Landlords Begin to Flex
Muscles

Momentum in the office market remained positive during the fourth quarter. The
pace of new construction continued to be steady. Most new projects experienced
strong absorption of at least 50 percent occupancy upon completion. Lease up
times for new projects has continued to meet expectations for most developers.
Throughout 2006, many tenants were willing to pay higher rents for new buildings
with higher quality finishes and build-outs. Existing buildings, on the other hand,
were finally able to increase rates given a healthy, stable vacancy rate.

Tenant improvement allowances provided by landlords will be key to making
deals. Rising construction costs have caused landlords to provide minimal im-
provement allowances. The typical allowance is for basic paint and carpet, be-
yond which tenants must cover the expenses. This trend is a major reason new
construction projects are doing well. Developers of new projects are generally
providing more attractive build out amounts compared to existing office buildings.

Even though vacancy increased 80 basis points, the rise was not a sign of a
weakening market. This increase was the result of two factors. The first was the
shuttering of America Online’s 65,000 square foot call center office in the North I-
25 submarket. This closing was part of AOL’s planned company wide downsizing.
The space is not expected to remain vacant for long. It offers inventory that is
tough to find — large contiguous floor plates in a desirable, centralized location.
The second factor increasing vacancy was 83,000 square feet of new space
completed. These five new buildings still had 40,000 square feet of vacant space
at the end of the quarter.
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Office Market Snapshot Albuquerque Fourth Quarter 2006

By Submarket Total (1) Vacant (2) Net Absorption Under Const. (3) Asking Rent (4)
(All Classes) SF SF Vacant % Current Year To Date SF Class A Class B
Downtown 2,717,338 554,573 20.4% (22,869) (70,495) - $19.30 $14.25
Airport 1,221,792 263,239 21.5% 15,500 12,612 - - $13.43
Far Northeast Heights 1,005,635 97,944 9.7% 8,399 35,007 - - $17.92
North 1-25 3,008,487 372,292 12.4% (27,627) 37,012 126,363 - $18.40
Northeast Heights 784,230 82,210 10.5% (1,697) 31959 - - $15.32
Rio Rancho 284,019 15,512 5.5% (2,460) 11,966 - - $17.21
Southeast Heights 582,050 25,432 4.4% 690 3,677 o = $18.50
University 978,333 80,668 8.2% 12,103 (24,753) - - $13.91
Uptown 1,784,449 160,352 9.0% (1,370) 68,353 - $20.73 $17.40
West Mesa 296,280 41,416 14.0% (4,770) 13,247 - - $18.60
Totals 12,662,613 1,693,638 13.4% (24,101) 90,585 126,363 $19.87 $16.20
By Class Available for Sublease
(All Submarkets) CBD Suburban
Class A 1,382,104 145,749 10.5% 4,736 (26,078) - 3,900 21,846
Class B 8,030,615 1,173,659 14.6% (31,697) 138,045 126,363 5,264 102,352
Class C 3,249,894 374,230 11.5% 2,860 (21,382) - 8,100 3,715
Totals 12,662,613 1,693,638 13.4% (24,101) 90,585 126,363 17,264 127,913

(1) Inventory includes multi-tenant and single-tenant buildings with at least 10,000 sq. ft.

(2) Vacant space includes both vacant direct and vacant sublease space.

(3) Space under construction includes speculative and build-to-suit for lease projects.

(4) Asking rates are per square foot per year, full service. Rates for each building are weighted by the size of the building.

* Grubb & Ellis|New Mexico statistics are audited annually and may result in revisions to previously reported quarterly and final year-end figures.
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Some of the data in this report has been gathered from third party sources and has not been independently verified by Grubb & Ellis.
Independently Owned and Operated Grubb & Ellis makes no warranties or representations as to the completeness or accuracy thereof.
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