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Houston restaurant & retall vacancy rates have not
yet dropped for prime real estate, despite COVID
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As we enter 2021, COVID-19 continues to affect the way we

live our lives, conduct business and the behavior of retail and VACANCY 1 ) $ 1 )
restaurant consumers. While we have learned that no business NET ABSORETION . 4 - -
is truly immune to the impacts of the pandemic, prime real estate
remained occupied, leaving retail and restaurant vacancy rates low DELIVERIES ¥ ¥ -
and making new desirable deals challenging to find. UNDER CONSTRUCTION ¥ ¥ ¥
For the restaurant and retail industry, 2020 has not been a e
matter of making profits for the most part, but merely a matter of
mitigating losses. The first round of PPP loans played a major role
in the majority of restaurants and retailers staying afloat for the
first few months. Initially, we believed that once these government
funds dried up, Houston retail inventory would start to see an
increase in waves before and following the holidays. In turn, we Summary Statistics

. . . o Houston Retail Market Q4 2019 Q3 2020 Q4 2020
were prepared for this to provide opportunities for well-capitalized
and new-to-market concepts to penetrate the Houston market. Vacancy Rate 5.1% 6.0% 5.8%
However, nearly a year of COVID-19 financial impacts has passed
for us to realize that Houston’s already low vacancy rate has Net Absorption (SF) 0.9M 0.08M 0.8M

remained relatively constant and dipped back below 6%. Ee =t

Deliveries (SF)

. . . I 0.8M 0.6M 0.3M
In Q2 2020, we did see a slight increase in inventory occur, only (million square feet)
for it to be reabsorbed by the end of the year. With the second Under Construction (SF) 2 8M 1.9M 1.0M
round of PPP loans on the horizon, we believe this trend will (million square feet) : : :
continue. Further, we expect retailers to have fine-tuned their
technology and logistics effectively by this next round in a way that Asking Rents
will allow them to stay open Per Square Foot Per Year Q4 2019 Q3 2020 Q4 2020

Average NNN $16.71 $17.30 $17.36

Tenants remain bullish on the Houston market, and Colliers TR $15.50 $15.80 $15.90
Houston has many clients eager to sign leases, both continued eighborhood --enters ’ ’ ’
Houston expansion as well as first-to-market concepts. Over the Strip Centers $19.61 $19.36 $19.47
past few months, we have learned that the issue isn't finding clients . o
for deals, but rather it is finding deals for clients. In other words, ggzsﬂ%éergf:.qghirse ZivsefggeagoaevseEigf?nfxfétep;:?gsg%éyﬁ?? gfecffﬁie@;::é o ot it

asking rate. Please see page 2 of this report for an expanded discussion of retail rental rates.

there are many active operators ready to sign deals in Houston; the
issue is the lack of opportunities given the low inventory of quality
vacancy. The majority of highly sought after and well-positioned
deals are happening off-market, in a similar velocity to the pre-
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Commentary - continued

COVID era. Additionally, as we noted in our Q3 report, Landlords
are taking extra precautions when underwriting new deals.

As discussed in our Q2 2020 report, Houston retail rents have
been at an all-time high, and absorption was negative in 2020 for
the first time since 2012. Our takeaway is that Houston has been
and will remain a top destination retail market nationally. Still, our
current occupancy rate makes the right deals for expansion and
new-to-market concepts a little more challenging to achieve.

Vacancy & Availability

Houston’s average retail vacancy rate dropped 20 basis points from
6.0% in Q3 2020 to 5.8% in Q4 2020. At the end of the fourth
quarter, Houston had 17.4M SF of vacant retail space on the market.
Among the major property types, Theme/Entertainment, Single-Tenant
retail and Malls had the lowest vacancy rates of 1.0%, 1.6% and 2.2%,
respectively, followed by Lifestyle Centers at 4.2% and Power Centers
at 4.5%. Neighborhood Centers have the highest vacancy rate of
10.4%, followed by Strip Centers with a vacancy rate of 9.3%.

Approximately 303,242 SF of new inventory delivered during

the fourth quarter and currently there is 1.0M SF of retail space
under construction, of which 60% is pre-leased. One of the larger
projects under construction is Houston Farmer's Market located
at 2520 Airline Dr in the Inner Loop/Heights retail submarket. The
development is expected to deliver in March 2021.

Rental Rates

According to CoStar, our data provider, Houston's citywide average
quoted retail rental rate for all property types rose from $17.30

per SF NNN in Q3 2020 to $17.36 per SF NNN in Q4 2020. These
average rental rates are typically much lower than actual deal
rates since they include all retail property types and classes, the
majority of those properties are not well leased and are listed with
discounted asking rates. According to Colliers’ internal data, Class
A in-line retail rental rates can vary widely from $20.00 to $85.00
per SF, depending on location and property type.

Absorption & Demand

Houston's retail market posted 829,210 SF of positive net
absorption in the fourth quarter. The retail sector posting the
largest amount of positive absorption in Q4 2020 was Single
Tenant retail properties, recording 345,596 SF of positive net
absorption. Community Centers recorded the largest amount of
negative absorption posting 319,916 SF of negative net absorption.
Community centers usually have two anchors and the balance of
the center is occupied by smaller retailers offering services from
nail salons to casual dining.

Job Growth & Unemployment

(not seasonally adjusted)

UNEMPLOYMENT 11/19  11/20
HOUSTON 3.7% 8.9%
TEXAS 34% 8.0%
U.S. 3.4% 6.4%
Annual # of Jobs
JOB GROWTH Change  Lost
HOUSTON -4.6%  -147.3K
TEXAS -3.8%  -489.3K
Us. -5.9% -9IM
Sales Activity
Source: Real Capital Analytics
Q4 2020
NO. OF PROPERTIES: 26
TOTAL SF: 0.7M
AVERAGE $/SF: $295
AVERAGE CAP RATE: 6.5%
Average Price Per SF
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Leasing Activity

Houston's retail leasing activity, which includes renewals, rose 27.3% over the quarter from 1.IM SF in Q3 2020 to 1.4M SF in Q4 2020.
Some of the tenants that signed leases during the fourth quarter are listed in the table below.

Q4 2020 Select Retail Lease Transactions

BUILDING NAME/ADDRESS SUBMARKET TENANT LEASE DATE

Steeplechase Center Northwest 36,530 Ollie's Bargain Outlet Dec-20
The Village at West Oaks West 30,048 Exclusive Furniture! Nov-20
Northland Shopping Center North 19,923 Cupcake Quiltst Oct-20
16331 Alvin Sugarland Rd South 18,684 Caliber Collision! Dec-20
Willowbrook Plaza - B1 Northwest 18,000 Kids Empire! Oct-20
Fairway Marketplace Southeast 18,000 Overstocked! Furniture & Mattresses! Nov-20
River Oaks Shopping Center Inner Loop 12,538 Kelsey-Seybold! Nov-20
2501 University Blvd Inner Loop 11,502 West Elm? Dec-20
'Direct/New 2Colliers Transaction

Market Summary

Q4 2020 Retail Market Statistical Summary

RENTABLE DIRECT v S 4Q 2020 NET CLASS A RENTAL

PROPERTEES AREA VACANT SF VAé::rNECY VAgﬁNT VA;:TNECY VACANT SF ABSORPTION  RATES (IN-LINE*)
Strip Centers (unanchored) 38,556,715 3,570,355 9.3% 15,019 0.0%  3,585374 9.3% 147,580 $25.00-$42.00
Neighborhood Centers (one anchor) 68,875,853 7,011,178 10.2% = 123,822 0.2% 7,135,000 10.4% 229,510 $28.00-$46.00
Community Centers (two anchors) 47,087,242 3,040,351 6.5% 115,257 0.2% 3,155,608 6.7% (319,916) $28.00-$45.00
Power Centers (three or more 30,330,479 1,313,924 4.3% @ 46,620 0.2% 1,360,544 4.5% 282,234 $28.00-$45.00
anchors)
Lifestyle Centers 6,905,172 293,251 4.2% - 0.0% 293,251 4.2% 5,640 $40.00-$85.00
Outlet Centers 1,322,648 82,654 6.2% - 0.0% 82,654 6.2% 0 $20.00-$40.00
Theme/Entertainment 717,303 7,238 1.0% = 0.0% 7,238 1.0% = $25.00-$35.00
Single-Tenant 83,531,647 1,275,412 1.5% 30,240 0.0% 1,305,652 1.6% 345,596 N/A
Malls 22,477,761 483,851 2.2% 3,397 0.0% 487,248 2.2% 138,566
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Q4 2020 Houston Retail Highlights

TOTAL RETAIL LEASING
INVENTORY  299.8M SF ACTIVITY
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