Suburban Maryland Office Market Overview




Market Observations

@ Economy

—The region’s labor market remained historically strong amid shifting macroeconomic
conditions. August’s 1.6% unemployment rate was significantly lower than the
national average of 3.8%.

—Year-over-year, job gains have been most pronounced in the construction industry with
6.0% growth, followed by leisure/hospitality with 3.6% growth, and education/health
with 3.2% growth.

—Business and Professional services remains the largest industry in the region,
containing 23% of the regional workforce, followed closely by the Government at 19%.

%ﬁ Major Transactions

— Sales volume remained modest during Q3 2023, totaling $36 million across 44
transactions. This is the least amount of sales volume the market has seen since
2009, during the Great Recession. Itis also much lower than a year ago, when the
market saw $305 million of sales volume across 109 transactions in Q3 2022,

— The largest sale of the quarter was 64 Tomas Johnson Drive in the Frederick
submarket. Patriot Medical Laboratories sold this 60,000 square-foot medical office
building to Monocacy Montessori for $7.5 million, or $125 per square foot. Monocacy
Montessori, who previously leased the space, will continue to fully occupy the
building.

Leasing Market Fundamentals

— After the market experienced three straight years of negative net absorption from
2020-2022, the market has experienced over 200,000 square feet of positive net
absorption in 2023.

—Vacancy tightened, while rents rose year-over-year. Vacancy tightened 50 basis
points to 18.1% after the market saw a historically high vacancy rate of 18.6% during
the second half of 2022. Average asking rents ended the quarter near the all-time high
at $31.41 per square foot, up 2.2% year-over-year.

—There are three properties totaling 415,000 square feet of space under construction in
the market. These properties are spread out in the market, located within Silver
Spring, North Bethesda, and Rockuville.

@ Outlook

— Although most markets saw rents flatten over the past few years, Suburban Maryland
performed exceptionally well in this regard. Since 2020, Suburban Maryland has
seen positive rent growth of at least 2.0% each year and ended Q3 2023 12.1%
higher than the beginning of 2020. This could be attributed to an increase in demand
with tenants relocating from high-cost urban areas to low-cost suburban areas.

— Fewer landlords have capital for concessions to attract tenant relocations, contributing
to the recent slowdown in deal volume. This trend is likely to continue in the short-
term.

— The education, health, and government sectors should continue to experience job
growth in Suburban Maryland which will help drive office leasing activity.
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Regional Employment Trends Continue to Impress

Suburban Maryland’s unemployment rate measures 1.6% as of August 2023. This is 150 basis points lower year-over-year and 220 basis points lower than the national
average.

Unemployment Rate, Seasonally Adjusted

Nonfarm Payroll Employment, Non-Seasonally Adjusted, 12-Month % Change
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Job Growth Driven by Services Making up for Pandemic Losses

The construction sector led all industries in regional annual job growth at 6.0%, highlighting an increase of development coming out of the pandemic. This is followed by
the leisure/hospitality sector at 3.6%, further highlighting a sector recovering from pandemic-related losses.

Employment by Industry, August 2023
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Employment Growth by Industry, 12-Month % Change, August 2023
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Overall Office-Using Employment Has Rebounded

The number of office jobs has rebounded close to pre-pandemic levels. Employment ended August 2023 at 181,700 employees, an increase of 6.6% since the market reached a
pandemic-related low in April of 2020.

Office-Using Employment* and Unemployment Across All Industries
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Vacancy has Tightened Since Reaching Historical Highs in 2022

Vacancy expanded slightly quarter-over-quarter, ending Q3 2023 at 18.1%, an increase of 10 basis points. Despite this, vacancy has tightened 50 basis points year-over-year, with the

possibility that 2023 is the first year the market experiences positive annual net absorption since 2019.

Historical Construction Deliveries, Net Absorption, and Vacancy

SF, Millions

2.0

15

1.0

0.5

0.0

-1.0

-1.5

\ |

2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023*

mmmm Construction Deliveries (SF)

Net Absorption (SF)

Total Vacancy (%)

Long-Term Avg. Vacancy Trendline (20-YTr)

20.0%

18.0%

16.0%

14.0%

12.0%

10.0%

8.0%

6.0%

4.0%

2.0%

0.0%

Total Vacancy Rate

*2023 numbers through 3Q23
Source: Newmark Research

NEWMARK

9



Leasing Activity Pace has Slowed

Leasing activity was low during the first three quarters of 2023 and is down 30.0% compared to the same period of 2022. The Bethesda/Chevy Chase submarket saw the most leasing
activity in Q3 2023, with 140,000 square feet of activity, as it remains one of the largest and most active submarkets in Suburban Maryland.

Total Leasing Activity (msf)
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Avallable Space Decreases During 2023

After increases throughout 2022, available space has decreased and flattened in 2023. Despite the recent decrease, available space remains elevated compared to the pre-pandemic
average.

Available Space and Tenant Demand as Percent of Overall Market
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Construction Remains Limited

There are only three properties totaling 415,000 square feet currently under construction, much lower than the market’'s decade average of 960,000 square feet under construction. All
three properties are within three of the largest submarkets in Suburban Maryland. Twinbrook Quarter will bring 237,000 square feet of space to the Rockville submarket upon delivery,
915 Meeting Street will bring 158,000 square feet of space to the North Bethesda submarket upon delivery, and 12345 Columbia Pike will bring 20,000 square feet of space to the

Silver Spring submarket upon delivery.

Office Under Construction and % of Inventory
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Rents Continue to Climb

Rents declined 0.5% quarter-over-quarter, ending Q3 2023 at $31.41. However, rents continue to show annual growth, increasing 1.3% year-over-year.

Office Average Asking Rent, $/SF, FS Year-over-Year Asking Rent Growth Rate
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Asking Rents Show Positive Movement in 2023

Although rents stagnated during the pandemic, both Class A and Class B rents have shown positive movement within the past year. Class A rents decreased 1.1% quarter-over-
guarter, however they increased 1.9% year-over-year and sit near historical highs. Class B rents have shown slow, but steady, growth during 2023, increasing 0.9% quarter-over-

quarter and 2.4% year-over-year and have now surpassed pre-pandemic highs.

Class A and Class B Asking Rents
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Multiple New Lease Transactions Provide Optimism

Although overall leasing activity remains suppressed, there are still notable deals occurring in the market, including multiple new leases signed during Q3 2023. UMD Institute for
Health Computing, Xenergy, and American Institute of Physics all signed new deals over 20,000 square feet during the quarter.

Notable 3Q23 Lease Transactions

Tenant Building(s) Submarket Type Square Feet

UMD Institute for Health Computing 6116 Executive Boulevard North Bethesda / Potomac New Lease 27,491

American Institute of Physics 1 Physics Ellipse Drive College Park New Lease 22,521

RBC Wealth Management 5425 Wisconsin Avenue Bethesda / Chevy Chase Lease Renewal 18,408

Source: Newmark Research
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For more information:

Carolyn Bates Chad Braden Raymond Moussazadeh

Director Senior Research Analyst Senior Research Analyst
Mid-Atlantic Research Mid-Atlantic Research Mid-Atlantic Research
carolyn.bates@nmrk.com chad.braden@nmrk.com raymond.Moussazadeh@nmrk.com

District of Columbia

1899 Pennsylvania Avenue, NW
Suite 300

Washington, DC 20006

t 202-331-7000

New York Headquarters
125 Park Ave.
New York, NY 10017

t 212-372-2000

nmrk.com

Newmark has implemented a proprietary database and our tracking methodology has been revised. With this expansion and refinement in our data, there may be adjustments in historical statistics including availability, asking rents, absorption and effective rents. Newmark Research Reports are
available at nmrk.com/insights.

All information contained in this publication (other than that published by Newmark) is derived from third party sources. Newmark (i) has not independently verified the accuracy or completeness of any such information, (ii) does not make any warranties or representations, express or implied,
concerning the same and (iii) does not assume any liability or responsibility for errors, mistakes or inaccuracies of any such information. Further, the information set forth in this publication (i) may include certain forward-looking statements, and there can be no guarantee that they will come to pass, (ii)
is not intended to, nor does it contain sufficient information, to make any recommendations or decisions in relation to the information set forth therein and (iii) does not constitute or form part of, and should not be construed as, an offer to sell, or a solicitation of any offer to buy, or any recommendation
with respect to, any securities. Any decisions made by recipient should be based on recipient’s own independent verification of any information set forth in this publication and in consultation with recipient’s own professional advisors. Any recipient of this publication may not, without the prior written
approval of Newmark, distribute, disseminate, publish, transmit, copy, broadcast, upload, download, or in any other way reproduce this publication or any of the information it contains with any third party. This publication is for informational purposes only and none of the content is intended to advise
or otherwise recommend a specific strategy. It is not to be relied upon in any way to predict market movement, investment in securities, transactions, investment strategies or any other matter. If you received this publication by mistake, please reply to this message and follow with its deletion, so that
Newmark can ensure such a mistake does not occur in the future.
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