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Most people spend more time and energy going around problems than trying 
to solve them!

This very true and unfortunately too often followed rule has never been more in vogue 
than with our federal government and its current stable of elected officials.  It should 
be stamped on their foreheads and put at the top of their letterhead, as it is the only 
decree by which they adhere to.  This was supposed to be an informative narrative 
related to commercial real estate in the greater Pikes Peak region, but unfortunately our 
government has become so large and onerous that no industry has the freedom to easily 
prosper with the mess that Washington has become.  It is a very troubling commentary 
on the evolution of our nation, but it seems that the best news we have today is that we 
are less than a year away from another election, possibly this country’s most important 
in decades.  Until the citizens of this great democracy decide what path we are going to 
travel, there will be little help in improving the local, state, national or world economies.  
The mountain of debt that we currently reside under will continue to grow and choke 
any hope of sustained recovery unless intelligent and yes, courageous steps are taken.  
I’ve always had great faith in the collective conscience and intelligence of the American 
citizen, but I believe in November of 2012 we as a people will be acutely tested.  The 
result of this election will steer the course of our 
country and many of the world’s nations for decades 
to come.  Hold on tight, it’s going to be an interesting 
ride.

On the local and regional front, it’s still all about jobs, 
jobs, and more jobs.  Without them, we will continue 
to flatline right into the next decade.  Housing starts 
for 2011 remained the same as the previous year 
at about 1,400 and are expected to increase only 
marginally into 2012.  On the positive front, existing 
home sales will finish the year at approximately 8,000 (the highest level since 2007), 
foreclosures are down to approximately 3,500 (lowest level since 2006), there was 
positive job growth of about 2,000 (first time positive since 2007), and unemployment 
numbers dropped slightly to eight plus percent both locally and statewide.

In the commercial markets, expect 2012 to feel like the previous four years.  Growth at 
Fort Carson will slow measurably, but the private sector will improve.  New construction, 
other than in retail and a few user manufacturing facilities, will not occur.  Rental 
rates and occupancy loads will improve across all sectors due to the continued lack 
of new product being built, but only nominally.  Expect to see continued activity from 
opportunistic buyers of distressed or foreclosed assets.  It will definitely be another year 
to hold onto your hat!

As we enter 2012 and face some of our nation’s great challenges, it is important to 
remember how fortunate we are to have the opportunity and the right to have a say and 
to make a difference.  All of our team of professionals at Sierra Commercial Real Estate 
and Sierra Properties will continue to work tirelessly on your behalf and are grateful 
every day for the trust you have placed in us and for the opportunity to serve you.
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OFFICE    P R O P E RT I E S     C o l o r a d o  S p r i n g s
The Colorado Springs office market 
remained unchanged from year-end 2010 
totaling approximately 28 million square 
feet of product.  Very little new construction 
was added to the marketplace during 2011 
and future development remains uncertain 
if not unnecessary.  The vacancy rate ended 
the year at 17.3%, slightly down from the 
17.5% reported in December 2010.  With job 
growth remaining stagnant, improvement on 
this number will remain slow.    Average rents 
on the overall market dropped nominally 
from $11.56/SF NNN to $11.22/SF NNN 
between year-end 2010 and 2011. (The 
Sierra Commercial database for office space 
tracks and reports on buildings greater than 
5,000 square feet.)

In tracking the size of the Class A submarkets, 
the North I-25 corridor leads the way with 
approximately 4.8 million square feet, the 
Central Business District at approximately 
1.8 million square feet and the Southeast 
(airport) at approximately 1.4 million square 
feet.  The North I-25 submarket is the largest 
and most active demographic reporting 
positive absorption for the second year in a 
row at 172,000 square feet.  This submarket 
also retains the highest vacancy of 1.3 
million square feet, requiring approximately 
4,000 new office jobs to reach stabilized 
occupancy of 90%.  The Central Business 
District has remained stable with only 11% 
vacancy and rates starting at $14.90/SF 
NNN and rising.  The Southeast market 
remains the greatest challenge in the Class A 
category due to high vacancy (31%) and little 
activity from the primary use, Department of 
Defense contracting.

Rental rates will remain flat into 2012 with 
high tenant finish allowances continuing as 
the primary inducement by landlords to retain 
and attract tenants.  Rents on the North I-25 
corridor have been and will continue to be 
under pressure from high vacancy rates in 

Significant Office Transactions in 2011

 T-Mobile Call Center: 69,406 square foot 
   building at 556 Chapel Hills Drive sold to 
   Midnight Sun Capital, LLC for $11.175 mil-
   lion

 The Children’s Hospital: Leased 50,000 
   square feet at 4125 Briargate Parkway

 SRAM: Leased 50,000 square feet at 980 
   Elkton Drive

 Intellitec Medical Institute: Leased 46,714 
   square feet at 6805 Corporate Drive

single-story office product in this sector.  
Renewed leasing of this building type will 
ease rate pressure on Class A multi-story 
product.

The investment market remains non-
existent due to flat employment growth, 
lack of available financing and little new 
product to attract buyers.  Owner-user 
opportunities have occurred and will 
continue due to deeply discounted values.  
The regional office market will continue 
to see buildings transfer ownership due 
to foreclosure.  Overall trends will track 
similarly to the previous three to four 
years with slight improvement in 2012, 
but at a measured pace.
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O F F I C E

Outlook for 2012

Expect 2012 to mirror the past few 
years with small gains in employment 
and new construction primarily on the 
user side.  Leasing will be up from 
2010 and 2011 but gains will be minor.  
User buying opportunities should remain 
through the next 12 months, along with 
opportunistic investment purchasing 
on foreclosed and distressed assets.  
Expect speculative development to be 
three to four years out.

Vacancy

Net Absorption

Lease Rates

Construction Activity

O F F I C E Change from Year-end ’10
to Year-end ’11

Projected change by
Year-end ’12
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INDUSTRIAL    P R O P E RT I E S    C o l o r a d o  S p r i n g s
Industrial property in the Colorado Springs market experienced significant gains during 2011, with vacancy rates dropping from 11.24% 
at the end of 2010 to a projected 10.4% at the end of 2011.  The decline in vacancy can be attributed to a lack of new speculative 
development and positive absorption of over 300,000 square feet of existing available product.  During the last two years, over 750,000 
square feet of positive absorption has occurred in the industrial market, helping to offset the loss of over one million square feet during 
the previous two years.  Lease rates have stabilized as supply has begun to decline and demand has increased.  After dipping to a low 
during the second quarter of $5.91/SF NNN, average asking lease rates have rebounded at the end of the year to a current average of 
$6.10/SF NNN, an increase of $0.04 from year end 2010.  While this increase in lease rate may seem insignificant, it represents the first 
year-to-year increase in the industrial market since 2006.

Industrial building sales remain sluggish for the third year in a row.  Through October, there have been only 15 sales of industrial buildings 
over 5,000 square feet, compared to pre-recession levels consistently in the 40 building sales per year average.  On the positive side, 
sale prices have recovered somewhat during 2011, with an average sale price of $68.83/SF, compared to $57.95/SF during 2010 - an 
increase of nearly 19%.  While capital is still hard to find and lending markets are still difficult, this is a signal that investors and users who 
have the ability to purchase property are paying a higher value due to improved market conditions.  Overall, sales expectations for 2012 
will be similar to 2011, however, expect an increase in industrial foreclosures to occur keeping values for 2012 static.

Three noteworthy announcements occurred during the second half of 2011 that further bolster the outlook in the industrial market.  In 
September, Wal-Mart announced plans to build a 210,000 square foot data center in InterQuest Park, to be completed in late 2012.  Also 
in September, Agilent announced that it will add a 55,000 square foot data and technology center expansion to its existing campus on 
Garden of the Gods Road, and most significantly from an employment perspective, Bal Seal Engineering announced plans to construct a 
160,000 square foot manufacturing facility in InterQuest Park which will add 210-plus new high paying jobs.

Outlook for 2012

The industrial market for 2012 will 
continue to be a mixed bag.  The owner-
user market can expect to see further 
gains highlighted by projects from Agilent 
Technologies, Wal-Mart, and Bal Seal 
Engineering.  With land prices at historic 
lows, a well-educated workforce, and 
a highly desired geography, national 
industrial users frequently include the 
Colorado Springs area in their analysis of 
expansion or relocation options.  Further 
absorption by smaller users, and light 
demand beginning from suppliers of the oil 
and gas industries, will continue to place 
downward pressure on vacancy rates, 
as little new speculative development 
is anticipated.  The investment market, 
however, appears to have a longer 
timeframe before it returns to 2006 
levels.  Industrial foreclosures began to 
occur in the market during the latter 
part of 2011 and this trend will continue 
through 2012.  With limited financing 
options available, and the prospect of 
additional foreclosures in the market, 
investors will be content sitting on the 
sidelines during 2012.

Significant Industrial Transactions in 2011

 Bal Seal Engineering: Purchased 17.75 acres for a 160,000 square foot manufactur-
   ing facility in InterQuest Park for $3.363 million

 El Pomar Foundation:  Purchased 100,930 square foot manufacturing facility at 1460 
   Garden of the Gods Rd. for $5.35 million.  Goodwill Industries then signed a twelve 
   year lease for the entire building.

 Bestway Disposal:  Purchased 89,032 square foot manufacturing and warehouse 
   facility at 4005 Interpark Drive for $2.9 million

 Atlas Prepatory School:  Purchased 53,731 square foot warehouse facility at 1602 S. 
   Murray Blvd. for $1.575 million

Vacancy

Net Absorption

Lease Rates

Construction Activity

I N D U S T R I A L Change from Year-end ’10
to Year-end ’11

Projected change by
Year-end ’12
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RETAIL    P R O P E RT I E S     C o l o r a d o  S p r i n g s
The Colorado Springs retail market 
continued to show measured gains 
during 2011.  Vacancy will finish the 
year at an estimated 10.75%, down from 
11.59% at the end of 2010.  Absorption 
during the year is positive 250,000 
square feet.  While there were not as 
many large individual leases during the 
year compared to 2010, an increase in 
smaller deals helped to keep absorption 
positive for the year.  Downward pressure 
on lease rates appears to be subsiding 
as well, with average asking lease rates  
dropping $0.11/SF NNN during the year 
to $12.90/SF NNN after falling $0.70/
SF NNN the previous year.

For the first time in over a decade, 
anchored shopping centers built before 
1994 are poised to outperform their 
newer counterparts.  While both subsets 
of anchored centers will record positive 
gains during 2011, vacancy in older 
centers is expected to end the year at 
16%, a decrease of nearly 3% during 
the year.  While this is still well above 
the average vacancy of 10.75%, the 

Outlook for 2012

The retail market is poised for continued 
growth during 2012, although the amount 
of growth is largely dependent on economic 
recovery and employment gains in the region.  
Light development is expected, especially in 
the InterQuest area and along north Powers 
Boulevard.  A new Wal-Mart Supercenter and 
Sam’s Club at South Academy Boulevard and 
Interstate 25 will give some much needed 
energy to the southern market, and a new 
American Furniture Warehouse will be built 
on North Powers Blvd.

Additionally, an increase in the investment 
market in the last half of 2011, as well 
as multiple shopping center foreclosures 
causing ownership to change hands, will 
allow new creativity in the marketing, selling, 
and repositioning of retail property in the 
area.  

While an uptick in housing starts is expected 
during 2012, it will be too little to spur 
significant new development other than what 
is already on the books.  Expect continued 
infill development and leasing in more 
central submarkets, such as the Wal-Mart 
Market concept.  Lease rates are beginning 
to stabilize, and barring any unforeseen 
setback, should begin to recover during the 
second half of 2012 and into 2013.
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Significant Retail Transactions in 2011

  Market at Chapel Hills East:  178,313 
     square foot shopping center at 7625 N. 
     Academy Blvd. sold for $25 million

  Lowe’s Home Improvement:  Opened 
     103,000 square foot retail store at 701 N. 
     Academy Blvd.

  Wal-Mart Market: Leased 59,000 square 
     feet in the Murray Square shopping center 
     at 535 N. Murray Blvd.

  Event Center at Rustic Hills: Leased 45,000 
     square feet in the Rustic Hills North shop-
     ping center at 3910 Palmer Park Blvd.

  Willowstone Antique Marketplace: Leased
    42,000 square feet in the Dublin Village     
    Center at 1710 Dublin Blvd.

Vacancy

Net Absorption

Lease Rates

Construction Activity

R E TA I L : Change from Year-end ’10
to Year-end ’11

Projected change by
Year-end ’12
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decline is noteworthy.  Newer anchored 
centers are on pace to end the year 
at an estimated 4.2% vacancy, or a 
decrease of 0.3%.  Several factors 
are responsible for this reverse in 
historical activity.  Four sizable leases 
have occurred during 2011 in older 
centers, including a 103,000 square 
foot Lowe’s Home Improvement Center, 
a 59,000 square foot Wal-Mart Market, 
a 45,000 square foot Event Center 
at Rustic Hills, and a 42,000 square 
foot Willowstone Antique Marketplace.  
Conversely, newer centers didn’t see 
many large transactions during the 
year, largely because of an abundance 
of activity that was completed in 2010.   
With average asking lease rates over 
50% lower in older centers compared 
to newer centers and little new 
construction added to the market during 
the year, retailers are taking a harder 
look at locating in older centers.  With 
homebuilding remaining near 10-year 
lows, retailers are also reexamining the 
need to serve a more central population, 
located in older neighborhoods.



Activity in the El Paso County land 
development market has remained 
lethargic throughout 2011, continuing a 
trend that has coincided with the timing 
of the national recession, beginning in 
2007.  Although positive absorption in 
retail, office, and industrial properties 
has occurred during 2011, the buildup of 
supply during the previous three years has 
kept significant land development from 
becoming necessary.  The land market is 
on pace to end the year, once again, with 
an estimated 300 acres of commercial 
and residential land sales, not including 
the 18,000 acre Banning Lewis Ranch 
sale on the east side of Colorado Springs 
to Ultra Resources, an oil and gas drilling 
company.  Value of land has also continued 
to decline during the last four years, 
with residential and commercial land 
sales averaging $1.95/SF during 2011.

There have been a few significant deals 
from owner-users throughout the year, 
however, that offer a glimmer of hope for 
the area land market. American Furniture 
Warehouse purchased 33 acres along N. 
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ASSET SERVICES       C o l o r a d o  S p r i n g s

Powers Boulevard to build a new retail store 
and distribution center.  Wal-Mart purchased 
24 acres in the InterQuest area to construct 
a new data center, and Bal Seal Engineering 
purchased 17 acres, also in the InterQuest 
area, to build a new manufacturing facility.  
These purchases, all from out-of-state or 
regional companies, confirm multiple 
strengths that the Colorado Springs area 
possesses, in spite of the national economy.  
Relatively strong population growth, high 
quality of life, low potential for natural 
disasters, a well-educated work force, low 
to moderate cost of living indexes, and other 
factors play a major role in the decision of 
these companies, and others, to locate in 
the Colorado Springs area.  Combined with 
deteriorating socioeconomic conditions in 
many metropolitan areas, such as increasing 
taxes and a generally less business friendly 
environment, the area is considered very 
attractive when businesses are looking 
to expand or relocate. National economic 
conditions must improve, however, before a 
larger number of companies will be in a position 
to resume growth and create jobs which are 
necessary for improvement in our market.
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A Changing of the Guard

It is almost certain that 2012 will continue 
to see numerous property transactions 
involving lenders and receivers as banks 
foreclose on distressed properties or 
owners walk away from troubled real 
estate.  The market may even see some 
owners that were looking for five to ten 
year holds begin to move their properties 
in the latter part of 2012. Undoubtedly, 
asset management of such properties 
will shift as new ownership groups want 
a renewed focus on operating their real 
estate. Asset managers who do retain 
management during this time need to 
realize that with new ownership it rarely 
means business as usual.

When acquiring a new asset due to a 
change in ownership, the asset manager 
must partner with the owner in their efforts 
to take the property in a new direction. A 
lender taking back a distressed property 
will likely need to invest capital dollars 
in major improvements that will have 

to be developed, designed, and managed. 
In addition to this new focus, the asset 
manager will need to promptly quash any 
fears the tenant base may have when dealing 
with the unknown of both a new owner and 
manager.  During the change in ownership 
the tenants have most likely received very 
little information, if any, and if the change is 
due to foreclosure, they have undoubtedly 
seen very little maintenance or upkeep on 
the property.   It is important to meet with 
each tenant individually and to explain why 
the ownership change occurred and reassure 
them that as the new asset management 
company, you will do all you can to ensure 
their needs will be met.  

When retaining management of a property 
after a change in ownership, it is essential 
that as an asset manager, you take a fresh 
look at the property; try to look at it through 
the new owner’s eyes and move past the 
previous owner’s ideas of what was right 
for the property. The new owner will look 
to you to refocus efforts and provide new 
ideas for moving forward.  As the keeper 

w w w. s i e r r a c r e . c o m

Outlook for 2012

With continued uncertainty from our 
federal government, many potential 
land investors are and will continue 
to be hesitant to move forward with 
development projects until confidence 
improves and there are more assurances 
regarding the future of the business and 
financial environment. Expect commercial 
and residential land sales to be similar to 
2011 and 2010, with a possible uptick 
late in the year.  Homebuilding will likely 
remain near 1,500 single-family starts, 
which will not be enough to spur demand 
for residential land.  Foreclosures will also 
continue to burden the land market.  As 
lenders continue to take back land from 
investors however, new owners will have 
the opportunity to move in and purchase 
these foreclosed properties at a discount.  
With some foresight and creativity, many 
of these discounted properties can be 
reintroduced to the market and gains 
can be realized when overall conditions 
improve.

of the books for the previous owner, 
good recordkeeping is a must for the 
new owner/manager relationship. It is 
extremely imperative that as the face 
of the new owner, the asset manager 
ensures that the tenants understand what 
new ownership means for them.  

In any case, tenant retention stands front 
and center in importance to both owners 
and asset managers. Always make sure 
that your entire organization operates 
as a team with a collective goal in mind. 
Partner with your tenants and vendors 
and operate in an honest and consistent 
manner so that in the long run the hard 
work in rebuilding their trust pays off for 
everyone involved.
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