Interim Leasing Program

Interim Leasing Strategy

The FMFADA will establish an Interim Leasing Program prior to transfer of Fort Monroe by
negotiating and executing a master lease agreement with the U.S. Army and engaging one or
more experienced third pely brokerage and property management firms to (i) help assess the
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space/units to enhance rental rates, and (iii) lease and/or manage and maintain the properties.

Program Description

The Interim Leasing Program will target existing commercial and residential structures that
require a low level of investment by the FMFADA for occupancy.

9 This program will be implemented by entering into a master lease agreement with the
U.S. Army prior to transfer, giving the FMFADA the right to lease and manage selected
residential and commercial structures in accordance with the Army’s departure schedule
(“Master Lease”).

9 The FMFADA will then contract with one or more property managers qualified in
commercial and residential properties to provide support services, including refreshing of
units prior to leasing and upon re-leasing, marketing and tenant selection, management
of day-to-day tenant relationships, collection of rent and reimbursable charges, and
property maintenance and repair.

9 The property manager(s) will-be reimbursed and compensated out of rental revenue
generated. The FMFADA may provide limited funds for selected initial improvements
when determined to be cost-effective. Such amount would be negotiated with the
selected manager(s).

9 Post-transfer, the FMFADA will continue to operate a rental program until long-term
plans are made and implemented for existing structures and new construction.

The relationships among the parties are illustrated in Figure 1, below.
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Figure 1
Interim Leasing ProgramOrganizational Relationships
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Objectives/Desired Benefits

An Interim Leasing Program will satisfy many of the FMFADA'’s goals and objectives as follows:

1 Generate neatterm revenues to support the FMFADA staup operationsg The
establishment of an Interim Leasing Program will effectively generate early income to
fund the FMFADA's operations. While may often be low to modest for buildings in their
“as is” condition, the properties are debt-free and can, in the aggregate, generate
potentially significant income.

9 Preserve historic buildings by ensuring continuing occupantWlothballing” existing
historic buildings typically results in much higher rehabilitation costs in the future and
should be avoided. Interim leasing is a common strategy employed by local reuse
authorities to keep buildings in operation and avoid deterioration in physical condition.
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viability of Fort Monroe requires careful branding and the activities of the selected leasing
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and property manager(s) must support the FMFADA’s development and marketing of Fort
Monroe and Old Point Comfort.

9 Establish theFMFADA as an effective management entityhe establishment of the
Interim Leasing Program will help to build the FMADA organization with the capacity to be
responsive to tenant and community needs and changing circumstances by adopting the
best practices of both the public and private sectors.

9 Establish Rental Rates for Fort MonrageThe FMFADA should work with its leasing and
property manager(s) to establish rental rates for various property types by preparing a
comparative market analysis.
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involve adopting a staffing plan that will minimize the number of permanent positions
required for the FMFADA to manage its real property assets by securing the services of
one or more third-party leasing and property managers that meet the high standards
associated with Fort Monroe.
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Leasing Program is to ensure that Fort Monroe avoids the appearance of a deserted
military base and to have “eyes and ears” onsite to discourage vandalism to unoccupied
structures and facilities and theft of appliances or valuable building system metals. This is
critically important for implementing the FMFADA’s long-term leasing programs. Fort
Monroe needs to be perceived early on as an active and well maintained community to
the greatest extent possible.

Implementation Issues:

9 Initial Seed Capitat In order to implement an Interim Leasing Program, the FMFADA will
require an initial public investment, or “seed” capital, to prepare buildings for occupancy
and make initial tenant improvements. Buildings will be selected that generally need
cosmetic improvements and minor life-safety improvements and do not require major
improvements for life-safety code or ADA code compliance. The FMFADA would secure
this initial seed capital from the Commonwealth as part of its budgeting process.

9 Unit Inventory and Condition AssessmenfTypically, a major rental property owner will
have a comprehensive, electronic property database in order to manage their inventory.
Further collaboration with the U.S. Army is necessary to obtain pertinent details related
to the existing building stock. This database will provide an accurate accounting of total
residential units, leasable square feet of commercial space, current physical conditions,
necessary renovations, etc.
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1 Protecting the Fort Monroeand Old Point Comforbrand ¢ Because early marketing
messages and public perceptions may endure or “linger” for years, the establishment of
an Interim Leasing Program needs to complement —and not detract from— the branding
of Fort Monroe and Old Point Comfort as a world-class destination as described in the
Reuse Plan. Every marketing effort should be made to keep the focus of public
perception on the long-term future of Fort Monroe. Hence, efforts should be taken to:

0 Promote shortterm residential tenancies Interim residential leasing could be
targeted to populations with a high probability of short-term tenancy. This will
facilitate implementation of the Pre-paid Residential Leasehold program by
ensuring that residential rental units are vacated in a timely manner and are
available for major unit and site improvements and subsequent re-leasing under
the new program.

0 Target local public safety personnel as residential tenant® discourage
vandalism to unoccupied facilities and also provide potential response capacity
onsite while the City of Hampton ramps up its public safety program, the FMFADA
could give leasing priority to public safety employee households.

0 Carefully select commercial tenantBecause these properties will have
relatively low basis, they could feasibly be leased at relatively low rents, however,
to insure that the high quality standards are upheld, the FMFADA and third-party
property management need to be selective when considering new commercial
tenants. This careful selectivity will help ensure that tenants of the Interim
Leasing Program enhance the Fort Monroe brand with compatible uses and
activities.

Residential Interim Leasing Program

This section presents a Residential Interim Leasing Program, starting with a description of the
existing inventory and condition. An analysis of potential target renter market segments is
presented and an estimate is made of likely financial performance of the program. A potential
marketing title for this proposed program could be: “Residences at Fort Monroe and Old Point
Comfort”.

Residential Inventory

Fort Monroe and Old Point Comfort offer 292 existing residential units that could be made
available as part of a Residential Interim Leasing Program. These residences are clustered into
several distinct and attractive neighborhoods as indicated in Table 1.
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Table

Existing Residential Inventory b@luster

1

Existing Residential Inventory by Cluster

Units Avg.
Cluster SFD  Duplex Quads Total Unit Size
Colonel's Row 5 12 8 25 5,085
General's Row 9 2 4 15 4,587
Inner Fort Residences 3 20 12 35 3,314
Marina View Townhomes 0 28 0 28 1,721
Moat Walk Row 1 8 0 9 1,746
Monroe Beach Apartments 0 6 112 118 995
Pratt Street Residences 2 28 0 30 2,052
Reeder Circle Apartments 0 0 32 32 2,743
Total/Avg. 20 104 168 292 2,201

Condition and Required Investment

Overall, the housing stock at Fort Monroe is in good to excellent condition. Many, if not most, of
Fort Monroe’s residential units have undergone recent improvements and updates under the U.S.

Army’s Whole House Improvement program. The program consisted of major kitchen and

bathroom renovation, electrical and plumbing upgrades, and HVAC replacement, and occurred in
three separate phases. A total of 154 units were renovated under this program as seen in Table 2.

Table

U.S. Army Whole House Improvement Program

2

Total
Phase Date Completed Units
Phase | September, 1995 32
Phase I September, 1998 66
Phase Il| October, 2000 56
Total Completed Units 154

Sources: U.S. Army; BAE 2009.

In addition to units renovated as part of the Whole House Program, a handful of units have also
undergone improvements to the interior and exterior. As shown in Table 3, the U.S. Army has

renovated an additional nine units.
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Table3
Other Army Residential Renovations/Repairs

Total
Repair Program Date Completed Units
Kitchen Replacement and Interior Painting NA 4
Interior/Exterior including Kitchen/Bathroom
Renovation, Electrical Upgrade, HVAC Replacement August, 1998 2
Interior/Exterior including Kitchen/Bathroom
Renovation, Electrical Upgrade, HVAC Replacement June, 2000 1
Interior/Exterior including Kitchen/Bathroom
Renovation, Electrical Upgrade, HVAC Replacement February, 2001 2
Other Residential Renovations 9

Sources: U.S. Army; BAE 2009.

While the recent Army investment has ensured that the fort’s residential units are in good
condition with many equipped with new HVAC equipment, the FMFADA will still need to make an
initial investment to make cosmetic improvements and selected landscaping improvements to
enhance marketability and revenue generation potential. The scope of improvements includes as
needed interior and exterior painting, carpet and kitchen/bath flooring replacements, selected
kitchen and bath cabinet upgrades, and selected appliance replacements. In the case of Fort
Monroe Apartments in the Wherry District, landscaping improvements are also recommended.

TargetMarket Segments

Fort Monroe’s unique setting lends itself to drawing some specific niche market segments that
have deep pools of potential demand in the Hampton Roads region and also reinforce the
proposed strategy of short term tenancies. These potential target markets include:

Military families

Foreign families assigned to NATO and other military commands

Households of detailees and other short-term assignments to other federal agencies
Visiting faculty and graduate students associated with area universities

Local public safety employee households

=A =4 =4 =4 =9

Military Familiesc In light of the fact that all available residential units are currently occupied and
the U.S. Army reports that there is a waiting list of families seeking housing at Fort Monroe,
military families represent the “low hanging fruit” opportunity for absorbing residential units as
part of the Interim Leasing Program. As of 2008, there were 104,000 military personnel in the
Hampton Roads region. Military tours of duty typically last for two to three years and would
ensure that units at Fort Monroe are occupied on a short-term basis. The FMFADA and its
selected residential property manager should make every effort to retain and attract as many
military families as possible.

Interim Leasing Program

Real Estate Asset Management Strategy —Fort Monroe and Old Point Comfort
Page 6



Although military households represent a deep and proven pool of potential demand for housing
at Fort Monroe, a key constraint in targeting this audience involves the amount they are provided
for off-base housing, which is what the units at Fort Monroe will ultimately be classified as when
they are transferred under the planned master lease between the Army and the FMFADA. The
Basic Allowance for Housing (“BAH”) defines the amount of compensation military personnel are
provided for living in off-base housing, and varies by military rank as well as geographic location
and presence of dependents. Table 4 details the 2010 BAH for the two local Military Housing
Areas (“MHAs”) that cover the Hampton Roads area.

The Southside area of Hampton Roads is defined as a different MHA (VA298) and has a slightly
different BAH, which is significant assuming that some percentage of potential military renters at
Fort Monroe may choose to commute to a military job in the Southside, depending on the
competitive housing options in the region. When marketing to military personnel, it will be
important to remember that those stationed in the Southside will be subject to a slightly different
BAH than those stationed on the Peninsula, as shown in Table IV-4.

Table4
Basic Allowance for Housing by Rank and Family Status, Hampton/Newport News and
Norfolk/Portsmouth, Virginia MHAs2010

VA 297 - Hampton/Newport News VA 298 - Norfolk/Portsmouth
Rank No Dependent With Dependent Rank No Dependent With Dependent
E-1 $1,053 $1,260 E-1 $1,110 $1,359
E-2 $1,053 $1,260 E-2 $1,110 $1,359
E-3 $1,053 $1,260 E-3 $1,110 $1,359
E-4 $1,053 $1,260 E-4 $1,110 $1,359
E-5 $1,116 $1,374 E-5 $1,212 $1,452
E-6 $1,209 $1,611 E-6 $1,314 $1,752
E-7 $1,314 $1,752 E-7 $1,365 $1,785
E-8 $1,431 $1,908 E-8 $1,512 $1,821
E-9 $1,539 $2,052 E-9 $1,605 $1,926
W-1 $1,215 $1,614 w-1 $1,323 $1,752
W-2 $1,419 $1,818 W-2 $1,509 $1,800
W-3 $1,506 $2,007 W-3 $1,614 $1,842
wW-4 $1,647 $2,070 w-4 $1,758 $1,956
W-5 $1,788 $2,142 W-5 $1,791 $2,091
O-1E $1,374 $1,785 O-1E $1,452 $1,791
O-2E $1,485 $1,980 O-2E $1,584 $1,836
O-3E $1,611 $2,082 O-3E $1,752 $1,977
O-1 $1,146 $1,398 O-1 $1,263 $1,485
0-2 $1,335 $1,605 0-2 $1,422 $1,746
0-3 $1,524 $2,001 0-3 $1,644 $1,842
0-4 $1,770 $2,172 0-4 $1,788 $2,142
O-5 $1,860 $2,289 O-5 $1,809 $2,358
0-6 $2,007 $2,313 0-6 $1,842 $2,382
O-7 $2,049 $2,337 O-7 $1,881 $2,406

Source: Department of Defense; BAE, 2010.
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Although some military personnel may choose to spend more or less than their BAH provision
when seeking off-base housing, the schedule provides strong guidance on achievable rental
revenue potential when targeting military personnel from the area. Furthermore, knowledgeable
residential brokers, apartment leasing managers, and military housing personnel suggest that
many lower ranking personnel prefer to rent units with monthly rents that fall under their
allocated BAH in order to pocket the remainder. As such, to effectively capture military
households in the interim, the FMFADA needs to price its rental units with this trend in mind.

A comparison of the BAH structure to the local market for apartments indicates that many rental
communities are pricing units to target these military personnel seeking to keep some of their
BAH money. As indicated in the market overview section, the average monthly rent for all types
of units in Hampton Roads for apartment communities consisting of 50 units or more is $871,
which falls below the lowest BAH found on the two schedules, $1,053. The East Hampton
submarket, where Fort Monroe is located, has an average rent of $875, just slightly above the
average for the region. Of the 17 different apartment communities profiled in the Hampton East
submarket, all but 5 have average rents that are lower than the $1,053 floor found on the BAH
schedule. This price trend indicates that these communities are likely targeting military personnel
seeking to keep some of their monthly BAH, and that many rental offerings exist for these
personnel. Given that military personnel total over 100,000 in the region, the overall market is
strongly influenced by this segment, and local price ranges reflect the influence of the BAH
schedule. Positioning prices in this way makes these communities very attractive for military
personnel who wish to keep some of their BAH and these prices will need to be achieved in order
to effectively compete for military personnel who are lower ranking. Although higher ranking
personnel can afford to pay more and still pocket excess BAH money, lower ranking personnel
likely represent a deeper pool of rental demand and pricing to target this group could improve
overall occupancy in the Interim Leasing Program.

A cursory assessment of the overall quality of these apartment offerings in the surrounding
submarket suggests that renting existing units at Fort Monroe to military families at rent ranges
based on the BAH would represent a strong alternative to these competitive communities. In
light of the attributes of the Fort Monroe location as well as the amenities offered on site, renting
units such as those found in the Monroe Beach Apartments cluster at rents similar to existing
competition targeting military personnel would offer a potentially superior value, which would
likely be reflected in the form of a strong initial lease-up phase and high occupancies throughout
the course of the Interim Leasing Program. Given the overall depth of military personnel in the
area, and the FMFADA's ability to price rental units competitively, targeting military personnel
represents an opportunity in terms of both supply and demand.

ForeignFamiliesAssigned to NATO an@ther Military Commands- Along with military families
from the U.S., the Hampton Roads region also experiences an annual influx of international
military personnel stationed at NATO’s Headquarters, Supreme Allied Commander
Transformation (HQ SACT). HQ SACT is NATO'’s only major headquarters located outside of
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Europe and one of only two military Strategic Commands in NATO. HQ SACT is located on the
Naval Support Activity (NSA) Norfolk base, which is south of Ft. Monroe, across the water in
Norfolk. It is approximately 30 to 40 minutes away by car during peak commute hours.

Most importantly, the duration of the assignments of most of NATO’s personnel visiting from
overseas results in short term tenancies that make the group a potential target for the Interim
Leasing Program. The majority of HQ SACT assignments are three years in duration, which is
considered standard although some personnel can have 18-month to two-year stays. The period
from May to September is considered the busy season for relocatees, with anywhere from 200 to
300 arriving and actively seeking housing. Capturing even a small portion of these personnel
would help immediately bolster demand for residential units offered in the Interim Leasing
Program.

Quantifying the opportunity of targeting HQ SACT personnel is somewhat challenging for a variety
of reasons. Unlike typical U.S. military installations, the HQ SACT does not have an official housing
office, so the residential placement of personnel relocating from outside of the region and
country is an informal process. Furthermore, while potential expenditures for off-base housing
for U.S. military personnel are easily gauged via the annual BAH schedule, HQ SACT relocatees
have housing allowances that vary by country, with personnel drawing from 26 different member
nations. Despite this variety of allowance schedules, discussions with U.S. NATO liaison personnel
and local brokers who have secured rental properties for these families suggest that the typical
housing allowance ranges from $1,400 to $2,500 per month, with some countries allowing for as
much as $3,500 per month for higher-ranking officers. $3,500 represents a relatively high
monthly rent, which would be suitable for some of the larger Fort Monroe homes.

According to NATO personnel and residential brokers familiar with the housing selection process,
housing preferences and allowances vary by country and ranking, but there are certain criteria
that the majority of relocating households prefer. These preferences include the following:

9 Rental units —the vast majority prefer to rent due to the temporary nature of their three-
year stay. They also prefer the minimal maintenance of renting.

9 Strong public schools — Most households are families with children, and therefore many
prefer locations with strong school systems. Most families who prioritize school quality
ultimately choose to rent a home in Virginia Beach, which is also within reasonable
proximity to the HQ SACT location (approximately 30 minutes by auto during peak
commute time). Some countries also provide a private school allowance.

9 Ample bedrooms and bathrooms — Most households are not concerned with square
footage and are accustomed to unit sizes smaller than typical U.S. homes, but they do
have specific ideas in mind regarding total bedrooms and bathrooms, particularly in light
of the number of family households.

Most prefer short commutes but the idea of commuting from Fort Monroe was not dismissed by
the HQ SACT personnel interviewed, primarily because it is the first stop on the Peninsula once
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one leaves Norfolk. Figure 2 shows the physical distance of HQ SACT from Fort Monroe relative to
some of the Virginia Beach neighborhoods that many of the NATO personnel prefer, including
Thoroughgood, Shore Drive, Great Neck, and Oceana.

Figure 2
Map of Fort Monroe and NATO HQ SACT Locations
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Although tunnel-related congestion on I-64 does lengthen and discourage commutes to and from
the Southside and the Peninsula, given the two locations’ respective northernmost and
southernmost locations, there may be an opportunity for targeting relocating European families
who do not find adequate housing options in the nearby Norfolk and Virginia Beach markets.
Some countries also include gas allowances which could mitigate the impact of a slightly longer
commute time as well. Although many NATO families choose Virginia Beach, commute times can
vary anywhere from 20 minutes for the closest parts of Virginia Beach to as much as 30 to 35
minutes for points further east. At approximately 12 miles away, Fort Monroe is closer distance-
wise than most of these neighborhoods, although bridge-tunnel related congestion may offset
some of this superior proximity. Without traffic, Fort Monroe’s distance would yield a shorter
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commute (15 to 20 minutes) than some of the Virginia Beach neighborhoods that are as far as
over 20 miles away from the NATO location. However, bridge-tunnel related congestion can add
a somewhat unpredictable increase in commute times for those crossing from the Peninsula to
the Southside.

The need to travel through the Hampton Roads Bridge-Tunnel is a potential weakness that could
deter some HQ SACT renters, but Fort Monroe’s many strengths may still appeal to this audience.
The base’s attractive physical attributes, many on-site amenities, and rich military history could all
serve to attract foreign military personnel to the site. Furthermore, HQ SACT personnel could
benefit from the establishment of a critical mass of colleagues residing within close proximity at
Fort Monroe, including carpooling, social opportunities for them and their families, and a sense of
community.

Based on these strengths and weaknesses, the FMFADA should consider marketing the units to
these families. As of now, HQ SACT Family Support Center maintains a binder of housing
information, and HQ SACT personnel have specifically stated that they cannot recommend or give
preference to any one residential entity, broker, development, etc. The FMFADA should arrange
to be included in the binder (as well as website listing) and convey the benefits of living at Fort
Monroe and establish ongoing relationships with residential brokers who handle higher-end
home rentals. Beyond using the binder and working with local brokers, some incoming families
simply move in to the home of the family they are replacing from their own country, and some
homes have been continuously rented in this manner for some time. This trend represents
another potential challenge to attracting this audience to Fort Monroe, as the FMFADA would
have to effectively “break the cycle” of this type of continuous use of the same home. Overall this
group represents a moderate opportunity for the Interim Leasing Program. While Fort Monroe
will face competition from existing Southside residential destinations such as Virginia Beach, this
group’s propensity for short term tenancies makes it an attractive target.

Other Federal AgencPossibilities Marketing to the employees of NASA and other major federal
installations nearby represents another opportunity to support demand for the residential units
during the Interim Leasing Program. Some agencies have temporary posts and Intergovernmental
Personnel Act (IPA) assignments that can generate demand for short-term residential tenancies
like those offered in the Interim Leasing Program.

NASA Langley, located in Hampton, currently employs approximately 3,000 workers, split almost
equally between civil servants and contractors. The NASA Langley facility also houses the
National Institute of Aerospace, which hosts visiting graduate students from universities along the
East Coast, including: Georgia Tech, Hampton University, North Carolina A&T, and the University
of Maryland. Currently, there are approximately 50 full-time graduate students employed at the
facility. The facility assists them with finding a residence, but there is no designated residential
location where the students are housed. Many of the students elect to live near the facility, and
they prefer to live within close proximity to their fellow students in the program.
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The largest Veterans Administration medical facility in Hampton Roads is located in Hampton as
well. The 468-bed facility serves over 220,000 veterans who live in or near the Hampton Roads
area. In addition to its 1,500 employees, 180 medical residents, interns, and students are placed
at the facility every year. Opportunities to temporarily house employees, students, or the families
of patients could be explored further, particularly in light of Ft. Monroe’s military history.

Visiting Faculty and Graduate Students Associated with Area Usitiels ¢ Targeting area
universities represents another potential market opportunity. Although many visiting faculty
members and students prefer proximity to campus, too often adequate off-campus housing is in
short supply. Establishing relationships with area universities to offer a high quality residential
environment in a campus-like setting for visiting faculty and graduate students could be a viable
strategy to lease units in the Interim Leasing Program. There are six institutions of higher learning
that were surveyed for this analysis and they are Hampton University, Old Dominion University,
College of William and Mary, Regent University, Norfolk State University, and Easter Virginia
Medical School. All are depicted on Figure 3.

The following Table 5 details the various advanced degree-granting institutions in the Hampton
Roads region and the number of faculty and graduate students in attendance. There are
approximately 84 visiting faculty and 11,782 graduate students total.

Table 5
Regional Eduational Institutions with Graduate Programs
Hampton Roads, Virginia

Visiting Graduate

Institution Faculty Students
Hampton University N/A 536
Old Dominion University 2to3 5,756
College of William & Mary 72 1,925
Regent University 4 2,123
Norfolk State University 2 871
Eastern Virginia Medical N/A 430
School

Christopher Newport 4 141
University

Total 84 11,782

Sources: Telephone survey; BAE, 2009.
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Figure 3
Map of Nearby Educational Institutions
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Targeting Hampton employees of various public safety agencies, such as the fire and police
departments, could also represent an opportunity to both lease residential space as well as keep
the area safe while some of the existing properties remain vacant during the transition.

Personnel from the surrounding cities, such as Hampton, Newport News, and Poquoson may be
attracted to Old Point Comfort although their propensity for shorter term tenancies will not
necessarily be more or less than that of the general population. Nevertheless, the benefits in the
form of increased public safety make the group a compelling one to target. Furthermore, offering
attractive and affordable housing to public personnel can have a positive impact on the FMFADA's
relationship with the surrounding community.
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Commercial Interim Leasing

This section presents a Commercial Interim Leasing Program, starting with a description of the
existing inventory and condition. An analysis of potential target tenant market segments,
focusing on office users, is presented and an estimate is made of likely financial performance of
the program.

Existing Inventory

While, the total inventory of commercial square feet is approximately 970,000 in 76 buildings, a
significant portion of this inventory would not be available without significant capital investment
to bring buildings into compliance with life-safety and/or Americans with Disability (“ADA”) codes.

Table 7 presents office space that most likely can be occupied immediately with a low level of
initial investment.

Table7
ADACompliantCommercial Inventory

Total Total
Cluster Buildings SF
Endicott Offices 13 85,033
Fenwick Office Campus 3 18,985
Historic Village Office 4 119,039
Industrial/Storage 5 68,839
Inner Fort Offices 7 130,101
North Gate Office 2 56,412
Wherry Quarter Office 1 27,687
Total 35 506,096

Sources: U.S. Army; BAE, 2009.

Physical Condition

Office buildings that have been identified as candidates for interim leasing on the whole are in
good to excellent condition. Building 100, which is three stories and consists of 25,911 gross
square feet, is in very good condition and would require exterior porch cleaning and painting
touch-up, replacement of selected ceiling tiles, and steam cleaning and/or partial replacement of
carpeting, as well as modest tenant improvements such as new or reconfigured demising walls,
electrical outlets, HVAC venting and the like). “Old Hundred” meets ADA code requirements,
having exterior ramps and internal elevator and updated bathrooms. It is situated across from
the Fort Monroe Marina and offers a unique office environment with many offices having water
views. The interior is highly flexible in terms of the number of tenancies that the building can
support. Each floor has one wing on either side of lobby with separate interior entries. Building
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100 can be marketed to either a single-tenant, six-tenants each taking a 4,300 square foot wing,
or a mix of tenants occupying a single- or multiple wings and multiple tenants in a single wing.
Local commercial brokers who toured this building believed that it was marketable.

As shown in Table 7, there are also 13 recently constructed one-story butler buildings that are
named “Endicott Office” for the purposes of this Real Estate Asset Management Strategy. These
buildings are located in the Wherry District and North Gate planning areas and generally in very
good to excellent condition. These buildings meet current life-safety and ADA codes and offer
highly flexible floor plans. Replacement of selected ceiling tiles, and steam cleaning and/or
replacement of carpeting, as well as modest tenant improvements such as new or reconfigured
demising walls, electrical outlets, HVAC venting and the like) would be required.

Target Commercial MarkeBegments

Commercial brokers were invited to tour several of the existing buildings and were confident that
many of them are very marketable. The following sections detail a strategy to market the
commercial space to a variety of tenant types that may be drawn to Fort Monroe and Old Point
Comfort.

Although certain commercial space users will gravitate to more conventional and well established
submarkets, Fort Monroe’s non-residential space could be leased on an interim basis to a variety
of tenant types seeking office and industrial/flex space in a unique and attractive environment.
Lease terms would range from one to five years. Much like the residential opportunity, Fort
Monroe’s combination of physical qualities, unique architectural offerings, and historic character
lends itself to attracting certain niches beyond the conventional market audiences driving
demand. The majority of these preliminary recommendations involve targeting public sector
entities as well as commercial users from industry sectors that complement the regional and
statewide economy, and leverage growth trends identified as economic development
opportunities by regional authorities.

Commonwealth of VirginiaDffice Tenantg, The FMFADA should establish a relationship with the
Virginia Department of General Services to ensure that Fort Monroe is included in the process
when the department is seeking space for state tenants in the region. Although the opportunity
to target Virginia state office tenants is difficult to quantify in the near term, should the
opportunity arise, the benefits to the Commonwealth are obvious, occupying state-owned
commercial space with state tenants.

Economic Development PartnershigsThe FMFADA should work closely with economic
development authorities from the Commonwealth, the region, and locally to ensure that Fort
Monroe is “on the radar” of these entities and is part of the decision making process for assisting
relocating businesses from out of state and internationally, and that the spaces appear in site
selection searches, etc.
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Beyond this basic effort of simply being considered and recognized by these authorities, the
FMFADA should collaborate with these organizations and think strategically and creatively about
how Fort Monroe’s unique set of qualities can help further the specific economic development
initiatives of the Commonwealth, the region, and the city of Hampton.

o Virginia Economic Development Partnership ¢ 9 5¢tle Gommonwealth’s economic
development entity has targeted the following specific sectors as growth opportunities:
Advanced Manufacturing, Transportation, Science & Research, and Security & Services.
To accurately gauge how Fort Monroe can simultaneously complement this effort and
occupy commercial space in the interim, further analysis is needed to better understand
the specific site selection criteria of the businesses making up these sectors and how Fort
Monroe meets some of these criteria.

o The Hampton Roads Economic Development Alliantd (w 9 & Thé negional
economic development alliance has also identified targeted industry clusters, tailoring
them to the specific location and economic qualities of Hampton Roads. Those clusters
identified include Aerospace and Aviation, Corporate Headquarters, Maritime, and
Modeling and Simulation. With respect to Aerospace and Aviation, Fort Monroe’s
proximity to NASA Langley Research Center and the Langley Air Force base could make it
an attractive location for aerospace and aviation contractors that do not necessarily need
to be directly adjacent to the facility, but do need reasonable proximity, a site centrally
located in the region, and an attractive work environment. Attracting a tenant seeking a
large regional headquarter space is likely less of an opportunity in the interim phase,
although the site’s campus-like setting should make it very appealing in later phases when
modern office space can be introduced. Attracting maritime-related tenants may make
sense in the interim, although these users would have to be on the “lighter” side of this
sector, including tourism-related businesses (e.g., scenic/sightseeing water tours, charter
fishing, and dinner cruises) as opposed to large-scale shipping operations. Lastly, the
modeling and simulation represents a growing opportunity in the region. The MAST
Center at Hampton Roads Crossing in Suffolk and Portsmouth, south of Fort Monroe, is a
32-acre research, tech, and education campus, home of Virginia Modeling Analysis and
Simulation Center, a new ODU Higher Education Center. Furthermore, nearby Hampton
University is working on the creation of a $10 million facility to do similar modeling and
simulation research as well.

o City of Hampton Economic Development Offigé\long with the state and regional
entities, the FMFADA should work closely with the local Hampton economic development
authority to further assist in strengthening the competitiveness of the Hampton
economy.

Federal Contractorg Defense and aerospace contractors continue to maintain a sizable presence
in the regional economy and could represent a target for interim leasing of commercial space at
Fort Monroe. While many contractors strongly prefer the benefits of immediate proximity to the
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federal agency they are serving, those firms serving multiple locations may have a need for
regional “hub” space on a site that is central to the region like Fort Monroe.

Recent geopolitical trends suggest that the military-related growth that the region has
experienced since 2000 may be waning, as efforts are made to wind down military engagements
in the Middle East. Furthermore, defense contractors may experience a decline in growth in the
near term, as the Secretary of Defense recently announced an initiative to reduce contract-
related spending.

Greentech/Cleantech and General Research and Developmeqfhe Virginia Research &
Technology Advisory Commission committees recommended in September 2007 that the
Commonwealth’s investments for strategic growth be focused in three areas with the greatest
opportunities for national leadership: (1) Energy, Conservation, and the Environment; (2) Future
Microelectronics (now the State’s leading export); and (3) Lifespan Biology and Medicine. To the
extent that Fort Monroe can facilitate these areas in the interim, the opportunity may lie in the
offering of incubator space for startups and businesses in the early stages of research and
development. For those businesses that are outgrowing their garages but are not ready to occupy
or afford large-scale class A office space yet, Fort Monroe’s cheap and unique offering may be
very appealing. Its unique campus-like setting may be very appealing to “creative class,”
innovation workers in these knowledge-based industries. This combination of an attractive,
waterfront setting, unconventional and affordable commercial space, along with historic
residences within walking distance will represent an opportunity to live and work in an
environment completely unique to the region.

Other Local Market SegmentsConversations with commercial brokers indicate that the addition
of Fort Monroe’s commercial space will effectively create a new submarket within the regional
commercial market and in the near term may require pioneering tenants willing to explore a new
location. Although becoming a well established submarket will take time, the site’s central
location in the region and its proximity to 1-64 will make it competitive and in the interim, the
existing space could appeal to a variety of tenants seeking more affordably positioned
commercial space. Beyond the aforementioned strategies to target public sector tenants,
industries with strong regional concentrations (e.g., defense contractors), strong
growth/economic development prospects (e.g., modeling and simulation), the last category of
potential commercial targets includes those businesses that are simply more price sensitive than
others. Certain types of businesses that are active in the region, such as call centers, require
cheap space to operate effectively and profitably, and may be attracted to the commercial space
at Fort Monroe. However, these businesses also require cheap labor and as such, the mix of
commercial tenants should be selected carefully. Nevertheless, continued analysis and
discussions with brokers should help identify those sectors of businesses that fall into this third
category to facilitate the leasing up of the commercial space in the interim.
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Estimated Absorption Rate

Based on current supply and demand trends in the regional commercial real estate market and
discussions with local commercial brokers, the FMFADA could likely lease up to 25,000 square feet
per year.

Implementation Next Steps i Interim Leasing

To implement the proposed Interim Leasing Program, the following steps should be taken:

T

Engagea Leasing and Property Managemefitm via the RFRprocess Issue a Request
for Proposals for Leasing and Property Management in the late summer or early fall of
2009 in order to have a contract in place by June 2010 when Wherry Housing becomes
available from the U.S. Army. Key selection criteria would be leasing and management
experience, sensitivity/experience with historic properties, and fee/compensation
structure.

Building Inventory The FMFADA needs to work with the U.S. Army to improve and
update property information so that the selected leasing and property management
firm(s) has the most accurate information as possible. Floor plans should be made
available and more detailed information regarding building systems needs to be compiled
(for example, power capacity for commercial structures).

Building Metering. The FMFADA should explore the feasibility of investing rental
proceeds into metering of selected buildings to encourage energy conservation and
reduce inaccuracies related to invoicing tenants for “allocated” utility costs.

Rent Survey.The FMFADA should commission a local real estate professional or rely on
its property management and leasing service providers to prepare a survey of comparable
rents to ensure that the FMFADA receives fair market value rent for its residential and
commercial opportunities.

Insurance Coveragerhe FMFADA will need to determine whether to secure all perils
property insurance through its property manager (subject to reimbursement) or directly
through existing Commonwealth programs. A maximum probable loss property policy
will likely be the most economical approach during the Interim Leasing Program.
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