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Chicago Industrial Build-to-Suits Bolster
Stagnant Market Actlwty

By: Mark A. Saturno
Chief Operating Officer
MecShane Development
Company

t's not just Chicago. The
entire country is experienc-
ing the continued pain of
this lengthy economic re-
cession. And, it's not just the
industrial market - it’s virtu-
ally every market segment in-
cluding office, healthcare, retail,
and hospitality that continues
to endure weak performance,
Mark A. Saturno j stagnant growth and wobbling
fundamentals. One of the few
markets enjoying a positive level of activity and vibrancy is
the multi-family sector, growing primarily due to the hardships
within the single-family housing market.

The industrial market’s growth is contingent upon increased
job growth and improved consumer confidence. Goods are man-
ufactured, transported, warehoused and delivered to consumers
throughout the entire industrial supply chain. The sluggish job
growth numbers, recently posted at 95,000 over the last month
together with the continued uncertainty of consumer confidence,
impacts the demand for industrial space. However, on a positive

note, total retail sales (ex-
cludmg food) demonstrated
a positive 8.2% uptick in the
third quarter, rising 10 basis
points faster than during
the previous three-month
period. The anticipation
of a rise in retail spending
over the upcoming holiday
season could also promote
favorable corporate plan-
ning and expansions for in-
dustrial users in 2012 and
beyond.

The Chicago market has
relied upon its large indus-
trial base (second in the na-
tion with an approximate in-
ventory of 1.3 billion square
feet), and its enviable and
pivotal position within the
central region of the coun- The firm’s new 362,500 square foot build-to-suit corporate headquarters for Edward Don & Com-
try to promote itself as a pany is located within the Union Pointe Business Park, a co-development of McShane Development
successful manufacturing, Company and Gallagher and Henry in Woodridge, Illinois.
distribution and transporta- : ) . ) o
tion hub. Although activity levels are far below the peak years in 2006 and 2007, Third Quarter 2011 industrial activity results
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shows continued signs of improvement
Overall Industrial Market Activ-
ity

On a national basis, net industrinl absorption
improved to 23.7 million square {eet during the
third quarter even though the market drivers did
not project that increase. |n fact, 34 of the 49
largest industrial markets realized positive net
absorption during the last quarter. The national
industrial market is close to re-absorbing all the
space that was vacated during the current reces-
sion, While the economic recovery seems slow,
over 132 million square feet of industrial space
has heen re-absorbed over the last six quarters
providing & more agfressive recovery than that
experienced following the 2001 recession

Twa geographical areas remaln a stand-out in
the new construction arena — Chicago and the
Inland Empire. Although the Inland Empire at
1.8 million square feet slightly nudged Chicago
{1.7 million square feet) as the top market for
oew construction, these two markets alone ac-
counted for more than two-thirds of the entire
5.3 million square feet of new construction de-
livered in third quarter

New Construction = Build-to-
Suits

New activity within the speculative market
ended abruptly in late 2008. Projects already
underway were delivered 1o the market with

under-performing pro formas that had previ-
ously projected occupancy rates that became
unstiainable. New construction across the
board has been marginal, comprised primarily
of renovations, additions and small build-to-suit
facilivies. Rental rates have also fallen dramati-
cilly resulting in an unosually large premium
hetween existing product and sewly constructed
facilities or budld-to-suits

Hewever, 2011 activity in the build-to-suit
sector bs showing some sign of life a5 companies
are ready to re-invest in their operations and
fuedlities to be prepared for the slow, but steady
growth in the economy. According to the Fed-
eral Roserve, cash is accounting for a histori-
clly high 7.1% of all public company assets as
of the end of June. These excess cash reserves
nre now allowing companies to invest in capital
projects and real estate,

As firms begin evaluating the existing indus-
trinl product avaitable i the market, it becomes
more challenging to locate a well-positioned,
sumi-custom bullding that coincides with the
needs and operations of the client

The Chiesgo market recently welcomed the
announcement and delivery (or impending com-
pletion) of the following build-to-suit projects in
the Chicago market including;

Bay Valley Foods - Prologis Park, Rochelle, IL

Home Depot Rapid Deployment Center -

CenterPoint Intermadal Center, Joliet, 1L

Danfoss Drives - Loves Park, 1L

FedEx Ground Distribution Center - Gray-
slake, 1L

Navistar Midwest Parts Distribution Center,
Joliet, IL

Winpak Portion Packaging - Sauk Village, L

Wirts Beverage [linois Center - Cicero, IL

Edward Don & Company - McShane Devel:
opment Company, Woodridge, IL

Inching out of the dark and lengthy period
of this current recession, many companies are
beginning to exhibit more confidence regarding
the outlook of their business and expectations
for growth in the coming years. As a result,
the market is experiencing an increase in the
number of build-to-suit prospects and new proj.
ect starts in several Chicago area submarkets
There is even talk of speculative industrial
construction being contemplated in key markers
such as 1-55, Central DuPage, OHare and south-
eastern Wisconsin

Edward Don & Company

The dynamics of McShane Develupment
Company's new 362500 square foot Edward
Don & Company build-to-suit in Woodridge, [
linois represents several of the ey motivating
factors that are leading successful companies to
initiate real estate decislons for the future.
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After calling ltiverside, Ulinois its home for
the past 39 vears, Edward Don & Company was
poised to examine options to upgrade its faciliy
and reposition Ws operations tw gmn advan-
rages in location, operations and wechnological
efficiency. Founded in 1921, Edward Don &
Company is the world's leading distributor of
foodservice equipment and supplies offering un-
matched product selection, natlonwide distribu-
tion centers, and integracion of new technology
serving all types of foodservice businesses.

Ajter an exhmustive multi-state search, a
promlnent parcel al McShane Development’s
new 100-acre Union Pointe business park in
Woodridge, linvis was chosen. Thus began the
efforts to seek support and linancial assistance
from the State of lllincis and the Village of
Woodridge to facilitae this large corporate relo-
cation. Agreements were reached that enabled
Edward Don & Company to more appropriately

spread the costs of the relocation, new construe-
tion and incressed capital expenditures across
20:year lease commitment in Woodridge. "The
financial incentives are just one component,”
stated Mark Zabloudil, Vice President of Opera
tions al Edward Don  “The space, the growth
and the modemnization of our facility were driv-
ing factors in sur decision to relocate. We have
the opportunity to gain more dock space, bulld
higher ceilings, a more modern aperation, o
mure energy-efficient facility and other benefits
of building from the ground up.”

Evidence of the state’s commitment to main-
tain businesses in Whinols, Governor Pat Quinn
offered the following, “We are committed to
showing businesses evervthing Mlinods has 1o
offer that will help their companies grow. We
have a world-class workforoe that is second to
none, eisy access to port and ruil shipping, and
we are continuing to invest in roads and bridges.

Companies like Edward Don sre taking notice
and are helping us meet our goal of putting more
people to work and growlng our econony.”
MeShane broke ground on the new Edward
Don & Company build-to-suit in mid-October,
2011 with delivery of this sizable build-to-suit
project scheduled for July 1, 2012, As the mar.
kel continues to absorb existing property, the
need of industrial users 1o maximize efficleney,
integrate new technology, and reduce costly
utility overhead, malntenance and operational
costs contipues to grow.  This will prompt
more and more build-to-suits announcements
throughout the Chicago area market

Looking Ahead

The industrial market will likely absorh ad-
ditiorial existing vacant space necessitating the
continued launch of new build-to-suits and even
speculative construction. It been advanced

that speculative construction will be the story
of 2012 and Grobb & Ellis" Third Quarter In-
dustrisl Drofier Sentiment Survey identified
16 markets where speculative development is
already oocurring or is to commence fu the
immediate uture. Abour 235 million square
feet of new construction 18 currently underway
throughout the country and nearly 10 millien
square feet of that represents speculative indus-
trial construction,

Each new day brings us closer to reaching a
maore balanced environment where the benefits
of a growing economy can be enjoyed apain
by all participants in the industrial real estate
markel.

Mark A. Saturno is the Chigf Operating OF
Sieer at McShane Development Company. Mr
Satrno oversees the firm's natonwide real
estate and development activities from the
Rosemomt, llhnois headguarters B -





