


THE ORIGINS OF COOL SPACE LOCATOR AND COOL DEALS

BACKGROUND: COOL SPACE LOCATOR

A simple observation encouraged the founding of Cool
Space Locator (CSL) in 2000. Its founders saw that many
of the new businesses developing in the Pittsburgh
region wanted to be in neighborhood locations outside
of the central business district. Since CSL's broadest aim
was neighborhood development, it focused attention on
these new businesses. By helping them find space, a
path to creating stronger neighborhood economies
would develop.

In the years since, CSL has settled dozens of new and
emerging businesses in many districts throughout the
Pittsburgh region. While the statisticians say that most
new businesses fail in less than three years, few CSL
clients close their doors. Instead, through annual check-
ins with placed companies, CSL continues to find most
are thriving. They have added staff, increased their need
for space, and begun new ventures.

BACKGROUND: THE DATA

By 2006, CSL had developed a database of over 500
companies that had sought their assistance. Among this
list were many of the new stars of the emerging
Pittsburgh economy. It seemed that this company data
might have a story to tell about the dynamics of site
location preferences that could have implications for a
broad range of professionals who are working to attract
businesses to Pittsburgh.

THE COOL DEALS REPORT

This report has been developed specifically to help real
estate professionals and developers learn more about
these new business clients and respond more
completely to their needs and preferences. Details of
this report include:

* An examination of the mindset of new consumers of
commercial real estate.

A profile of the target market’s business leadership in
the region and how it differs from national norms.

* A discussion of how professionals in commercial real
estate, community and economic development, and
public policy can have more success in marketing
older urban properties and districts throughout the
region and beyond.

* An analysis of the cohort of new and emerging

businesses we have identified, their industries, and
functional norms.

An analysis of the size of the market in the Pittsburgh
region for this cohort of businesses.

¢ Preferences for specific neighborhoods in the

Pittsburgh region as well as some analysis of the
reasons for those preferences.

A discussion of many of the barriers that still stand in
the way of new businesses preventing them from
finding cool space, despite a healthy and growing
appetite for it.

* A discussion of the process that these businesses go
through to find space, as well as the price they are
capable of paying in 2006 market terms.

* A detailed study of just which factors are the most
compelling for choosing a location and how those
factors affect choices between urban properties and
suburban office park properties among decision makers.

* Case studies of three businesses that best demonstrate
these findings.
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ABOUT COOL SPACE LOCATOR

Cool Space Locator is a non-profit commercial real estate organization supporting
small business owners and non-profit leaders seeking cool space for their operations.
It is the commercial real estate in walkable neighborhoods, where sidewalks and a
traditional grid promote pedestrian travel and urban density. These properties may be
older buildings that have existed since the founding of the neighborhood; spaces
converted from other uses, like warehouses or factories; or new properties that fill
gaps in the original urban fabric.

Cool Space Locator offers property search and site location services in southwestern
Pennsylvania; workshops to businesses and nonprofit leaders on real estate related
topics; support in evaluating location opportunities; and financial planning as it
relates to a move. CSL supports clients by connecting them to local organizations,
municipal regulators, and service providers (zoning, safety, building code, etc.), in
addition to supportive community-based lenders. By assisting clients as they relocate,
CSL works to cultivate vitality and creativity in historic towns, neighborhoods, and
city centers where walkability is the norm.

Cool Space Locator is a project of the Tides Center (PA). CSL is funded in part by
Richard King Mellon Foundation, The Heinz Endowments, Surdna Foundation,
Garfield Foundation, The Pittsburgh Foundation, Roy A. Hunt Foundation, and the
Urban Redevelopment Authority of Pittsburgh.

ABOUT CARNEGIE MELLON CENTER FOR ECONOMIC DEVELOPMENT

CARNEGIE MELLON UNIVERSITY
CENTER FOR ECONOMIC
DEVELOPMENT

University Technology
Development Center

Suite 208

4516 Henry Street
Pittsburgh, PA 15213
412.268.9880

www.smartpolicy.org

The Carnegie Mellon Center for Economic Development provides information and
solutions to improve community, regional, and workforce development. An affiliate of
Carnegie Mellon University’s H. John Heinz 111 School of Public Policy and
Management, the Center harnesses the vast resources of one of the nation’s top
universities to provide technical assistance in policy and strategy, economic analysis
and modeling, mapping of economic and demographic data, performance
benchmarking and evaluation, and analysis of critical policy issues.
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BACKGROUND AND PURPOSE

Cool Deals is a cooperative research program of Cool Space Locator (CSL) and the Carnegie Mellon Center for
Economic Development (CED). CSL is a non-profit commercial real estate organization with a mission to connect
companies with unique office spaces in Pittsburgh’s urban and walkable communities. CED provides information
and solutions to improve community, regional and workforce development.

As a real estate brokerage, CSL works with companies to find cool space that meets their needs in walkable urban

neighborhoods.

COOL SPACE DEFINED

Cool space is a unique concept describing the urban commercial office space that CSL promotes. The term can be
subjective, but its basic characteristics are more clear cut. Cool space is commercial real estate in walkable urban
neighborhoods, where sidewalks and a traditional street grid promote pedestrian travel and urban density. These
properties may be older buildings that have existed since the founding of the neighborhood; spaces converted from
other uses, like warehouses or factories; or new properties that fill gaps in the original urban fabric. Cool space is
intrinsically urban, and it includes many of the Pittsburgh region’s older neighborhoods not just within City limits.
Although it can encompass both office and retail spaces, this report is primarily concerned with cool space in offices.

Other characteristics of cool space make it a way of life and conducting business. Cool spaces are interconnected
with their surrounding neighborhoods. These spaces fit in with other businesses, shops, residences, and green spaces.
Because cool space is often composed of uniquely designed properties, it can give some businesses the creative edge

they need.

DEFINING CHARACTERISTICS OF COOL SPACE

Basic Cool Space Cooler Space Not Cool Space
* Location in a walkable neighborhood » Formerly or currently underused buildings « Location in an unwalkable community: a car is
* Grid-based streets and sidewalks « Offices converted from other uses, lie warehouses necessary for the shortest trips
« Commercial use, including offices and retail » Buildings mixing offices with other uses, like retail * Lack of sidewalks
o Class B and C real estate stores and apartments * Sprawl-style street pattern
* Artist studio space « Isolated neighboring businesses
* Ample natural light « Gated developments
* Open floor plans

New urban in-fill or green buildings
Historic or interesting architecture

Locations near neighborhood amenities, like parks
and cafes

Overall, cool space spans a diverse set of spaces of all shapes, sizes, ages, and designs. All of these spaces, however, are

in walkable neighborhoods.



COOL SPACE LOCATOR AND THE PROBLEM OF VACANT
URBAN COMMERCIAL SPACE

At its founding in 2000, the principals of CSL realized
that many businesses wanted to locate in urban
neighborhoods outside of Pittsburgh’s central business
district, but typical real estate mechanisms were not
well-equipped to serve that market. Vacancies have
increased in the Pittsburgh region’s walkable
communities, and land development continues on the
outskirts of the region, though demand for renewed
older commercial properties exists.

To stabilize the region’s walkable communities, CSL has
set out to connect empty, cool spaces to the businesses
that want them, and show cool space as an alternative
to sprawl. They continue to educate businesses on the
process of relocating to urban areas, and work to
catalyze the urban commercial real estate market.

COOL SPACE STAKEHOLDERS DEFINED

The creation of cool deals—those representing the
movement of businesses into cool space—requires the
cooperation of a broad base of stakeholders. Leaders in
real estate brokerage, development, community and
economic development, and public policy have roles in
catalyzing this process. Brokerage and development
firms master the details of real estate. Community and
economic development organizations can act as cool
space ambassadors by maintaining interest in their
constituent neighborhoods, acting as a point of contact
for neighborhood interests, and sometimes having the
capacity to stimulate the availability of properties for
potential tenants. Public policy leaders regulate the
public realm around cool space by maintaining public
infrastructure, creating programs that stimulate
economic growth, and also acting as ambassadors for
cool space to their constituencies.

Partnerships between these stakeholders can create
business interest in cool space, make urban properties
transactable, drive the cool space market by
professional referrals, and orchestrate the deals that
drive urban commercial real estate. This report
addresses these principal stakeholders.

PURPOSE: DEFINING THE COOL SPACE MARKET

This report seeks to identify the overall market that
exists for cool space, so that real estate, community and
economic development, and public policy stakeholders
can better capture this market. With data from CSL
and CED, this report determines the characteristics of
companies interested in cool space, their preferences in
office space, the location decision-making process, the
economic potential behind this market, and strategies
for marketing cool space.

A three-pronged approach to research determines
interest in cool space from individual businesses to the
general market for commercial real estate.

. The Cool Space Market: CSL's Interactions with Urban Real Estate Consumers

CSL's customer data identifies the current market
for cool space. Coupled with CED data on business
employment in the metropolitan area, this
information can gauge the economic potential of
this market.

II. Case Studies

Three companies that have recently relocated to
urban space discuss their individual preferences in the
location process and how the physical characteristics
of cool space have supported their enterprises.

I1I. Identifying Potential Interest in Cool Space

Data from a general survey of businesses show real
estate preferences for the larger real estate market.
They determine which characteristics of cool space
are most desirable to a general audience, what factors
define their space selections, and what incentives
could cause them to select cool space more often.

From this research, this report concludes with
strategies on marketing cool space, influencing the
decisions of relocating firms, and creating cool deals.



. THE COOL SPACE MARKET

CSL’S INTERACTIONS WITH URBAN REAL ESTATE CONSUMERS

This phase of the analysis looks at the characteristics of the firms that contact CSL, to understand the characteristics of
the cool space market. Businesses typically contact CSL for brokerage services because of a self-directed, exclusive
interest in cool space. Because of their clear preference, CSL refers to these consumers as self-selecting into cool space.
Assuming these businesses represent the larger cool space market, CSL's customer data can describe the characteristics
of the market.

BEHIND THE DATA: CSL LOCATION PROCESS

CSL's data is based on its placement process, from first contact to final location in cool space. Different terms describe
how far businesses go in their location process. All firms interacting with CSL are contacts. When a firm does not
sign a contract for CSL to be their agent, but CSL assists them in some way;, it becomes a customer. The firms that
CSL represents, signified by a signed contract, are then clients. If a client finds and locates a space through CSL's
brokerage services, it becomes a placed client. If a customer decides to locate in an urban space without using CSL's
brokerage services, but received some other assistance from CSL, it becomes a placed customer. Placed customers
and placed clients together make up placements, representing contacts from CSL. Their relocation to cool space,
even without the help of CSL, helps to establish the market.

The differences between these groups, especially clients from overall contacts, may be significant in this report’s
findings. To have the best impact on the regional economy, CSL takes on the strongest client businesses for brokerage
services. The client selection process, called the means test, functions also as an educational tool for contacts. This
informal test requires that contacts have a business plan and can demonstrate their need and readiness to move. CSL
often leads businesses through the test so they can measure their need for space. The differential between clients and
customers, or clients and contacts, reflects CSL's assessment of their potential for success as a placement. The
preferences of contacts are then general to all firms interested in cool space. Client and placement preferences
suggest trends more reflective of the most successful placements through the conventional commercial marketplace.

This first section analyzes three basic areas that can identify the cool space market: the firm itself, their location
process, and the office they select. CSL collects data from every step of the process.



THE FIRMS INTERESTED IN COOL SPACE

CSL's data on a firm’s current location and status define the basic set of businesses that make up the cool
space market.

SNAPSHOT OF COOL SPACE CONSUMERS: THE FIRMS

Industry Businesses specialize in newer, emerging industries, including the fine arts; communications, advertising, marketing, and media services; information
technology; entertainment; and health services.

Current Setting Most businesses are already located in urban offices; some are new to office space in Allegheny County.

Businesses usually fewer than 10, often 3-5, and sometimes, only I—the principal itself.

Ownership Female- and minority-owned enterprises are better represented in the cool space market than the general population of businesses.

Referral Most businesses receive personal referrals for CSL brokerage services.

Industry: Businesses specialize in newer, emerging industries.

CSL assigns each contact an industry category, based on the work they do. The research process consolidated their
responses into 21 categories. Some of most well-represented industries are new or experiencing considerable growth
in the Pittsburgh region. The following table shows the top categories interested in cool space.

TOP 5 INDUSTRIES INTERESTED IN COOL SPACE

INDUSTRY % OF CSL CONTACTS

1. Fine Arts and Artists 16.2%

2. Communications, Advertising/Marketing, Media 13.7%

3. Information Technology 12.8%

4. Entertainment 6.2%

5. Health Services

-10- I. THE COOL SPACE MARKET



Interest in cool space does not necessarily lead to
placement. The following charts, breaking down the
number of contacts and placements coming from each
industry, show that many industries with high interest
in cool space contribute only a few businesses to CSL's
pool of placed clients. For example, the arts category
has the highest interest among contacts, but only two
businesses have become placements.

The difference between interest and placement may be
due to CSL's means test. CSL advises businesses to
make smart location choices. If a business is not ready
or able to relocate, CSL will not accept them as a client
for brokerage services. As CSL performs more
brokerage services, more data will become available on
the industry categories most likely to yield successful
placements in cool space.

(SL Contacts and Placements:
ARTS AND COMMUNICATIONS INDUSTRIES
&
H
S O Contact
S O Placements
[+ 4
§ O Top5
Contact
E . Industries
Architectural Design Fine Arts and Artists Communications, Entertainment
Advertising/Marketing
Media
INDUSTRY CATEGORIES
(SL Contacts and Placements
SERVICE INDUSTRIES
E 20 —
<
% :; O Contact
‘é 8 -_. O Placements
5 N,
ML L L T o
2 0 Industries
28 E8 5 £ & B2 =g =8 B ]
g5 B2 3 85| £ | 52 =& &3 &2 =
23 s8 = 23 3 5g <£§ B9 3
B £ o = = 2 5=} 2 =
5 =23 = g |- = =8 i
a = = = a
=4 1= <]
g 5 =
INDUSTRY CATEGORIES
(SL Contacts and Placements
PRODUCTION INDUSTRIES
45 e
@ 40
g 35
s 30
S 15 O Contact
o [ |
o 10 O Placements
5 15 [ |
o - O Top5
z 10 [
z 5 Industries
: - I .
E g T | g5 | & g z
S = E =& E= é
INDUSTRY CATEGORIES

I. THE COOL SPACE MARKET



Initial Locations: Most businesses are already located in urban offices; a significant amount are new to office space altogether in Allegheny County.

Based on CSL’s interactions, most of the businesses in the current cool CONTACTS

space market are already located in urban areas at their time of contact. :
Total new to office space

Some firms seek assistance for their first move to cool space in Allegheny ———— 22.0%*
County, where all CSL placements to date have occurred. The following I fhe TThurgn region

table breaks down previous locations for first-time office seekers. Worked from home or virtually 14.0%
Much of the current cool space market relocates from a previous location Located outside Allegheny County ~ 1.7%
in urban space. Their continued preference for urban space is a further

indication that consumers self-select for cool space. Among CSL’s clients New companes (no addresses) 6.4%
detailing their previous location,

*Percentages do not add to total due to rounding.

* 92% were previously located in urban settings.
» 8% were previously located in suburban settings.
* No records were previously located in rural settings.

This data supports this report’s later finding that companies usually look for characteristics of their old office in a
new office, and urban or suburban setting follows that pattern. Section 111 of the report details strategies to reverse
preferences from suburban to urban. However, the small number of self-selecting CSL contacts coming originally
from suburban areas shows that some suburban businesses independently develop a preference for cool space. The
cool space market has room to grow.

Company Size: The metropolitan area’s smallest firms are the characteristic consumers of urban office space.
The cool space market, according to CSL's contact data, consists mostly of very small businesses.

* Businesses in the cool space market tend to employ 3-5 people, with 3 employees as the average and 5 employees
as the median.
* 30% of firms employ 1 person—the firm'’s principal.

Larger businesses make up a very small proportion of CSL's contacts. The largest so far has employed 85 people, and
only five contacts have employed more than 25 people.

Therefore, these small businesses are the characteristic consumer of cool space. According to data from CED, these
very small businesses, occupying a class employing 1-9, make up the majority of businesses in the Pittsburgh
Metropolitan Statistical Area.' Later in the report, this employment data plays a larger role as the basis of the cool
space market’s financial potential.

Ownership: Female- and minority-owned enterprises are well represented as both contacts and placements.
CSL has found that among contacts, proportions of minority- and female-owned enterprises are roughly double their
respective national averages.

2005 US AVERAGE * CSL CONTACTS CSL PLACEMENTS
Female ownership 28% 60% 40%

Minority ownership

Source: United States Census Bureau.

-12- I. THE COOL SPACE MARKET



If this trend continues, these types of businesses are
more likely than non-minority and male-owned
enterprises to be interested in locating in cool space.

Rates of female- and minority-ownership are higher
than average among actual placements, but not as high
as the same rates for contacts. This trend suggests that
many of these businesses, especially firms under
minority ownership, begin to search for space but do
not complete it, or they may continue their relocation
with a conventional broker. Further research on the
involvement of minority- and female-owned
businesses in the space selection process may shed
further light on how to better assist these firms in the
process, especially among conventional agencies.

THE LOCATION: WHERE FIRMS WANT TO LOCATE AND WHY

Referrals: Most businesses receive personal referrals for CSL brokerage services.
Companies that contact CSL hear about the organization
in a variety of ways, but those who are given a personal
recommendation are the most likely to use their
brokerage services. A majority of placements cited
their CSL referral source as personal recommendations.
These references came from four major groups:

o Community/economic development: CDCs, the
Urban Redevelopment Authority of Pittsburgh, other
non-profits.

* Policy leadership: City of Pittsburgh council
members and the Mayor’s office.

* Private companies: Relocation/real estate companies
and banks.

« Successful urban relocations: Past CSL customers and
clients.

This information suggests that brokers and developers
should continue to remind community leaders (in
CDCs, city council, foundations, etc.) about their
services in urban areas and ask them to spread the
word, because these connections are most likely to
produce placements in cool space.

Companies interested in cool space have definite preferences for neighborhoods and reasons for choosing those

locations.
SNAPSHOT OF COOL SPACE CONSUMERS: THE LOCATIONS

Reason for relocating

Neighborhood characteristics

Neighborhoods:
MOST REQUESTED

South Side (109)
Lawrenceville (88)
Strip District (61)
Oakland (43)

East End (42)

Neighborhoods:
MOST PLACED

South Side (17)
East Liberty (8)

Downtown Pittsburgh (7)

Northside (6)
Lawrenceville (5)

-13-

Many firms move due to growth, downsizing, or need for updated building infrastructure.

The most requested neighborhoods are walkable, architecturally significant, and mixed use. They are also within a 15 minute
commute to Downtown Pittsburgh.

I. THE COOL SPACE MARKET



Firms move for many reasons—some to match their business’ mission.
Most firms using CSL's services choose to move for a
wide range of reasons, usually related to business
operations. Common reasons include the growth of the
company (or occasionally, its downsizing), the desire to
move the business out of a home, a relocation to the
Pittsburgh region from elsewhere in the country, or
problems with the company’s current space including
but not limited to noise, upkeep, or a lost lease.
Sometimes, a business may want to locate in cool space
simply for its own sake.

NEIGHBORHOOD REQUESTS. These preliminary results act as an immediate barometer for cool space. These ranked
neighborhoods reflect raw preferences, before property availability or transactabililty affects decisions.

Requests range from nearly every major neighborhood in the City of Pittsburgh as well as other walkable urban
communities in the Pittsburgh region. Requests span neighborhoods regardless of residential population income. The only
City of Pittshurgh neighborhoods that are not requested are either primarily residential or significantly physically

separated from the surrounding city.

CSL consumers demonstrate preferences for certain neighborhoods, but
availability of space affects the number of placements in those neighborhoods.3
In the space selection process, CSL's clients select
neighborhoods where they are interested in locating.
They may also provide a reason for making their decision.
An analysis of their preferences shows cool space
consumers prefer certain neighborhoods over others.

Neighborhood preferences tend to shift between each
step in the brokerage process. Based on clients’ space
needs and neighborhood preferences, CSL staff
compiles a list of available properties. If suitable
properties are not available in a client’s most preferred
neighborhood, it will search for space elsewhere.

Top 10 Most Requested Neighborhoods
South Side (109)
Lawrenceville (88)

Strip District (6L)
Oakland (43)

East End (42)
Downtown Pittsburgh (39)
East Liberty (33)
Northside (27)
Bloomfield (24)
Friendship (16)

L
2.
3.
4,
5
.
A
8.
9.

S

NEIGHBORHOOD VIEWINGS. Once customers and clients begin to tour space, the availability of suitable space begins to affect
the neighborhoods where they continue their search. If a property is not available in a client’s preferred neighborhood, it
searches in another preferred neighborhood. The availability of space may explain why a neighborhood like Lawrenceville,
which holds a close second place to the South Side early in the process, has less than half the property viewings than the

South Side.

A number of factors, including office size, infrastructure, and the necessity for build-out, can affect property availability on the
neighborhood scale. Some neighborhoods may have smaller buildings on smaller lots, and these spaces probably will not
accommodate larger operations. Other neighborhoods may have enough vacant space for a company, but it could require

more build-out than the company is willing to pay for.

Before more conclusions can be made, more research must be completed on the market effects of property availability and

transactability.

Top 10 Neighborhoods by Number of Property Tours
South Side (44)

Strip District (20)
Lawrenceville (18)
Downtown Pittsburgh (11)
Northside (lt)

East Liberty (10)

Oakland (8)

Bloomfield (5)

Squirrel Hill (3)

Garfield (3)

West End (3)

NEIGHBORHOOD PLACEMENTS. The ranking of neighborhoods based on successful CSL placements shows how property
availability can affect original neighborhood location preferences. The South Side retains its top spot for locations, but the
formerly second-place Lawrenceville drops to the fifth position, with less than a third of the locations as the South Side.

Because these placements have already occurred, these rankings may illustrate general trends for future placements, especially

as property availability may guide them.

Top 10 Neighborhoods by Successful Placements
South Side (17)

East Liberty (8)
Downtown Pittsburgh (7)
Northside (6)
Lawrenceville (5)

Strip District (4)

Squirrel Hill (4)

Oakland (3)

Bloomfield (2)
Friendship (2)

I. THE COOL SPACE MARKET




Firms prefer walkable neighborhoods close to Downtown Pittshurgh.

The communities that consistently receive strong
preferences in requests, viewings, and placements all
share some physical characteristics. If not Downtown,
these neighborhoods are within a 15 minute commute
of it. There is a visible presence of both commercial
and residential space. The buildings in these areas are
diverse, ranging from architecturally and historically
significant older properties, rehabilitated and
adaptively reused spaces, and urban infill.

Firms choose neighborhoods based on distinctly urban advantages.

Most firms with neighborhood preferences also
provide a reason for their choice. Over half of all
contacts want a central location to something in
particular. A firm's neighborhood preferences may
make it central to a client base, its workforce, partner
businesses and organizations, transportation routes, or
colleges and universities. Contacts consider walkable
urban communities as central to these resources.

THE OFFICE: THE SPACE THAT COOL SPACE CONSUMERS REQUIRE

The second major rationale behind neighborhood
preferences is a strong attraction to urban space and
architecture or the presence of urban amenities. About
one-eighth of CSLs contacts desire older architecture,
walkability, vibrant streetlife, or a community
atmosphere. Less popular, but present, reasons for
location preferences also include concern or interest
for revitalizing a particular neighborhood,
affordability, and staying urban but away from the
central business district.

So far, only urban areas can provide for the neighborhood
preferences of CSL clients. The centralizing tendencies
and connective tissues of a city, both benefits of
locating in an urban area, are necessities for the
operations of businesses that want to be at the heart of
the region. Many businesses care about cool space for
its own sake. Cool space consumers recognize the
intrinsic qualities of cool space and how it can support
their business.

Data on the size and costs of placements’ new spaces set the base to determine the overall economic potential of the
cool space market. This information also identifies the spaces that cool space consumers want.

SNAPSHOT OF COOL SPACE CONSUMERS: THE LOCATION

Lease vs. buy
purchasing actually purchase space.

Most firms choose to lease cool space. A limited number of firms intend to purchase space, but only a fraction of those who are initially interested in

The median size of cool space is approximately 1,200 square feet.

Cool space placements pay an average of $12 per square foot in the Pittsburgh region. They are willing to pay market rates for real estate.

Lease vs. buy: Most firms choose to lease cool space.

A majority of contacts are interested in leasing their new office space. Of the recorded data on initial preferences,

* 61% intended to lease.
» 35% intended to purchase.
* The remainder was interested in either or undecided.

Among actual placements,

* 94% leased office space.
* 6% purchased space.

-15-
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When advising new customers and clients on their search for space, CSL recommends that businesses, especially the
smallest ones, lease rather than purchase space. Building maintenance is expensive, and CSL recommends that most
businesses invest more into their operations rather than real estate. Property management companies are best set up
to handle the maintenance needs and purchasing costs of property. CSL advises most organizations to purchase space
only if it is necessary for them to operate their business. Usually, businesses buy space because they need direct

control over its design and operations.

Size: Firms find the space they require in urban markets.
Based on placements’ desired and actual office sizes and prices,
cool space provides the space that the market requires.

Among the larger pool of contacts, only 9 companies needed a
space larger than 11,000 square feet, and only 3 of these records
became clients who wanted to purchase space. Cool space
consumers typically need smaller offices.

Prices: Firms are willing to pay market prices for urban real estate.

Some placements detailed their budgeted monthly costs for
space and their actual costs. As before with size, their cost
expectations matched the real costs.

Placements that include both monthly budgets and actual
costs show that the actual costs range from $300 less to $2,452
more than the budgeted amount per month.

SHORT TERM OFFICE SIZES AMONG PLACEMENTS, APPROX. SQ. FT.

DESIRED ACTUAL

Smallest 250 350
Median 1,200 1,200

Largest 10,250 JONE)

BUDGETED AND ACTUAL COSTS FOR PLACEMENTS (APPROX. $/MONTH)

DESIRED ACTUAL

Least 200 150

Median 1,000 950

Greatest 13,750 14,519

» The median difference for these placements is that actual costs were $25 less per month than budgeted costs.

* Clients pay an average of $12/square foot.

Clients do not expect bargain properties in urban areas; their real estate costs are consistent with market rates.*
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THE OVERALL COOL SPACE MARKET ®

Together, the aggregation of CSL's and CED'’s data can project a possible total market for cool space. CSL's client data
shows that the characteristic cool space consumer employs 3 to 5 people. CED’s data breaks up businesses in the
7-county Pittsburgh Metropolitan Statistical Area (MSA)® into cohorts based on size. The smallest cohort is
businesses employing 1 to 9, which fits the characteristic cool space consumer, and also makes up over half the
metro area’s businesses. The total market potential emerges when CSL’s customer data on typical office size and cost

is applied to CED’s business statistics.

SNAPSHOT OF COOL SPACE CONSUMERS: OVERALL MARKET POTENTIAL, PITTSBURGH METROPOLITAN STATISTICAL AREA

Typical employment size of the cool space consumer
Average office size of the cool space consumer, Sept. 2006
Number of firms in 7-county MSA

Number of firms employing 1-9 Total

Growing firms
Stable or growing firms

Average yearly startups

Average yearly real estate rental and purchase costs of small firms employing -9

Average required space of small firms employing 1-9

The Importance of Small Businesses in Metropolitan Pittshurgh

CED has compiled data from the Pennsylvania
Department of Labor and Industry to track employment
growth of companies in the Pittsburgh MSA from 2001
through the first quarter of 2005. It reports the
following additional average quarterly statistics:

e 62,419 companies exist in the MSA.
* 60% of them, comprising 37,736 companies, employ
1-9 people.

And of that size class,

32,338 (86%) either remain stable or add at least one
employee each quarter.

» 4,798 (13%) add at least one employee per quarter,
although during that time, most of these companies
add less than ten employees.
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3-5 persons
1,865 sf
62,000 (approx.)

37,700 (approx.)
4,800 (approx.)
32,300 (approx.)

5,300 (approx.)
$850,000,000 (approx.)

70,000,000 sf (approx.)

Because the size of Pittsburgh metropolitan businesses
match that of cool space consumers, these very small
businesses employing fewer than ten can be a likely
target market for urban office space.

According to CED, small firms drive the growth of
employment and the economy in the Pittsburgh region.’
Small firms employing fewer than 50 generate over

half of the region’s job growth, occurring in small
increments over thousands of businesses. CSL has found
that growth may often lead a business to seek a new
space, and relocating that business to an urban area also
adds its economic productivity and jobs to the
neighborhood economy. Additionally, that community’s
retail businesses may also benefit, because office
workers often bring additional buying power to a
community. Growing businesses moving to urban
neighborhoods presents a a win-win situation. These
businesses can find the space they need to grow, and
that neighborhod can share in the economic benefits.

I. THE COOL SPACE MARKET



CED also concludes that startups similarly drive the
metropolitan economy. Employment statistics show

« 5,300 startups occur on average each year in the
metropolitan area.

» 2% of all businesses are startups on average every
quarter.

Many of these startups may require office space, so
they may also be potential stakeholders in the cool
space market. CED finds that in aggregate, startups
typically have a high failure rate but contribute slow,
steady metropolitan employment growth.

Currently, only a few startups self-select as cool space
consumers with CSL, and fewer still become clients.
While working with CSL, some have realized they are
not yet ready for dedicated space. But because all
businesses at some time are startups and many grow
from central points such as universities, they should be
seriously considered as potential urban space tenants.

Gauging the Potential Opportunities of the Cool Space Market

According to calculations by CSL, if all businesses sized
1-9 exhibit the same characteristics of cool space
consumers, they would spend approximately
$850,979,145 on real estate every year.®

These small businesses would require a total of
70,394,793 square feet of office space.’

CED's totals of businesses in the metropolitan area
includes all firms in the seven-county MSA that have
incorporated under the Commonwealth of
Pennsylvania. These companies are located in all
settings—urban, suburban, and rural. This market
reflects what would happen if all metropolitan area
businesses were to move into urban real estate.
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CSL has determined that there is currently no reliable
source reporting the total rentable square footage for
class B and C office spaces in walkable urban areas. The
only available data are on larger spaces that do not
reliably determine the walkability of a community.
“Urban” may describe locations designed like office
parks that have densities like cities. The cool space
market focuses on traditionally-designed, walkable,
urban neighborhoods. To determine the cool space
market more precisely, this information on square
footage is critical. This lack of data further suggests the
failure of the market to respond to small urban offices.

Nonetheless, looking at mainstream real estate
statistics can be revealing. According to recent Grubb
& Ellis statistics, the submarkets of real estate that can
be most closely associated with the definition of cool
space, namely the CBD-Fringe and Oakland
submarkets, account for 7,312,176 square feet of office
space, just less than 16% of the entire “mainstream”
Pittsburgh office market. This compares to suburban
submarkets that together comprise almost 40% of the
total market and have a growing share. While these
statistics are hardly inclusive of all cool space, they are
certainly reflective of the market in which
conventional real estate stakeholders work.

Because the cool space market has the potential to
contain the majority of businesses in the metropolitan
area, this market is a major real estate opportunity. In
walkable urban neighborhoods, cool space consumers
can find the space they require, and they are willing to
pay market prices to get it.

I. THE COOL SPACE MARKET



Il. CASE STUDIES

Although this report has found some general characteristics of urban office space consumers, not all urban placements
can fit that mold. The following three case studies show a picture of the location process from a client’s perspective.
The variety among the case study companies introduces how universal some real estate preferences may be. These case
studies may also give some insight on attracting companies to urban space.

-19-



Testa Consulting

Testa Consulting is a technical consulting company that provides information
technology staffing services; they are self-proclaimed “geek matchmakers.” Their
motto is “the right geek for the job,” and they take pride in their ability to properly
match skilled IT candidates with companies in the Pittsburgh region and beyond.

BEFORE: OFFICE PARK SPACE
Suburban-style building in Wilkins Township

AFTER: COOL SPACE (2002)

The Crane Building, 40 24th Street
* Size: 1,200 square feet
* Location: Strip District, City of Pittsburgh

THE PROCESS

New Placement in Central Location Leaves Room to Grow, Has Unique Character

Testa Consulting was a Cool Space Locator client back in 2002 when CEO Mike Testa
realized it was time to move out of a suburban office park in Wilkins Township.
Testa was looking for a new space with a good location, ample parking, a unique
character, and room to grow—all reasons many CSL contacts have decided to move.
He noticed that his business was growing out of their existing space and he started
looking for space in June of 2002; he found his match in December and moved in at
the end of February. The historic Crane Building in the Strip District was a perfect
match for Testa Consulting because of the great character and design, ample
technology infrastructure, parking, proximity to clients, and a central location so
that Testa's employees, clients, and candidates can all easily get to the office.

Renegotiating a Lease

Nearing the end of his three-year lease term, Mike Testa decided to check back in
with Cool Space Locator. He felt that the 1,200 square foot space could hold his
company for another two years or so before growing substantially, but wanted to
see some other spaces that may be better suited for expansion in the future. After
seeing a few spaces, Testa decided to stay and renew his lease for another two years
at the Crane Building.

Finding a Property

Mike Testa had originally seen the Crane Building on his own, but he wasn't
satisfied with the initial offer. CSL showed him many other spaces around
Pittsburgh, but the more spaces he saw the more it seemed like the Crane Building
was the place for him. CSL negotiated a new deal that satisfied Testa, while guiding
him through the process every step of the way.

When Testa started his firm back in November 1997, it was a one-man show. After
celebrating the firm's eighth anniversary in 2005, Testa Consulting employed four
in the office and had a total of 36 temporary IT staff out in the field. With the IT
industry expanding, he expects his company to grow as well. He's happy to be in
the Strip District, especially because so many visitors to the office make comments
about the great environment. Testa said, “Our office in the Strip District is so much
cooler than our former space in the suburbs. The building is so flexible and has a
good mix of tenants. Plus, it's exciting that it's not just a nine-to-five building;
people are coming and going all day.” With the Armstrong Cork Factory
development next door, he expects even more activity outside the doors of the
Crane Building in the future.
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Vivisimo

Founders Raul Valdes-Perez, Jerome Pesenti, and Chris Palmer wanted to impose
some rational order in searching the web, much like the Dewey Decimal System did
for the written word in libraries. Now their growing data clustering technology is
being used by companies and individuals all over the world to better organize data.
Their online search engine is www.clusty.com.

BEFORE: VIRTUAL SPACE

Vivisimo’s principals worked out of their homes and from Carnegie Mellon
University, where they formed their start-up.

AFTER: COOL SPACE (2001)

2435 Beechwood Boulevard

¢ Size: 2,500 square feet

* Location: Strip District, City of Pittsburgh
* Employment at placement: 6

THEN: MORE COOL SPACE (2005)

1710 Murray Avenue

* Size: 7,726 square feet

* Location: Squirrel Hill, City of Pittsburgh
* Employment at placement: 25

THE PROCESS

Urban Offices Can Accommodate Growing Firms

The case of Vivisimo demonstrates the successes of both CSL and one of its
placements. Vivisimo has maintained their commitment to urban space, and their
positive experience in their first cool space led them to seek out more cool space to
contain their growth.

Vivisimo has grown consistently since their first urban space placement. At their
first placement in 2001, they employed six people. When they began their second
placement process in 2004, they had 14 employees. At placement in 2005, they had
grown again to employ 25, and they expected to employ over 100 within two years.

Keeping Businesses in Cool Space

By their second move, the principals and other employees at Vivisimo enjoyed the
atmosphere and amenities of the neighborhood, causing them to want to stay.
The principals also appreciated that they could walk or bike to work. Vivisimo
shows that cool space can cause companies to develop both improved morale and
a commitment to cool space.
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Matrix Solutions
Matrix Solutions produces sales software for media advertising firms. Their clients
include media outlets across the continent.

BEFORE: OFFICE PARK SPACE

An office-park style building
* Size: 6,100 square feet
* Location: Ross Township, Allegheny County

AFTER: COOL SPACE (2006)

901 Pennsylvania Avenue

* Size: 15,000 square feet

* Location: Northside, City of Pittsburgh

¢ Lease: 10-year lease with an additional five-year option
» Owner: 901 Pennsylvania, LP

THE PROCESS

In their year-long property search of both suburban and urban space, Matrix
Solutions’ top priority for their search was finding a space that put the needs of their
employees first to maximize overall productivity. COO Brian Lunt described the
company'’s goal for its space program as, “A fun, productive, and rewarding space for
our employees.” At the office’s ribbon cutting, President D.J. Cavanaugh remarked,
“This is built for our employees.”

Embarking on building the next generation of the product and to energize its
growth efforts, Matrix Solutions leased the former Williams & Co. building,
originally configured to manufacture valves in a warehouse-style space. The
company’s design/renovation team consisted of several employees who helped plan
the working space. A contemporary design and new interior layouts created
distinctive areas for collaboration and community.

Space Has a Real Impact on Business...

Matrix Solutions’ new space on Pittsburgh’s Northside is more than twice the size of
their previous space. In their old space, colleagues competing for space led to lower
productivity, and the company had so outgrown their original space that they had
moved some of their operations into the building’s common area.

Matrix Solutions’ new location provides the firm with more space for offices,
conference areas, IT infrastructure, and recreation. Lunt affirmed that a building
reflects the culture of a business. At Matrix Solutions, he believes that colleagues
should feel individualistic and empowered at their workplace, so that their
personalities can strengthen their work. Department managers were given the
opportunity to configure workspaces for their teams to operate effectively. The new
media software facility currently houses 32 Matrix Solutions business and
technology professionals and has the capacity for 25 additional staff.

Part of Matrix Solutions’ decision to move to the city was Pittsburgh’s centrality
to employees’ homes. The company decided that the Northside, Strip District,
and South Side could all be ideal for their employees’ travel needs. After viewing
22 total spaces, they decided on the Northside space because it required less
build-out and less money to operate, and it provided even more on-site parking
than their previous suburban location. The move to the Northside enabled
Matrix Solutions to expand its overall size and still take advantage of significant
cost savings.
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...but Urban Amenities and Design Matter
Matrix Solutions selected their urban location also for its uniquely urban design
and neighborhood amenities to accompany their day-to-day work.

The former Williams and Company, Inc. building, a very large, formerly
industrial space features exposed brick walls and, in some places, ceiling and
attic beams that bring people into the workings of the building. Lunt appreciates
the unique contrast of a new economy business locating in an older, adaptively
reused building. An older building has led them to be more creative with
materials in their offices, where nameplates are old compact disc cases. These
benefits would have been impossible to replicate in the suburbs. To Cavanaugh,
their old space was unforgivingly “office-like.”

The firm also highly values being in the same city as a significant number of
talent-generating colleges and universities.

“You have to be part of the solution”

Lunt and Matrix Solutions have taken pleasure in “contributing to the success
of Pittsburgh.” Seeing signs of revitalization in Pittsburgh helped to lure the
company to urban real estate.

Overall, Matrix Solutions selected its cool space on the Northside because it
complements its business needs over the long term. Their new space provides
room for relaxation and allows for increased productivity. Its greater centrality
to their employees’ homes and a larger amount of free parking than at their
previous location has made it easier for employees to get to work, and centrality
is a uniquely urban characteristic. The physical design of the building as an
older, reused urban space complements Matrix Solutions’ creative mission.
Neighborhood amenities have also made being at work more convenient and fun
for the firm's employees. Finally, the company takes pride in being a business
that supports the revitalization of Pittsburgh as an urban area.
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[1I. IDENTIFYING POTENTIAL INTEREST IN COOL SPACE

The analysis of CSL's customer records has highlighted what drives existing cool space consumers. The next step
involved a more general population of office seekers—what frames their desires and influences their decisions about
office space? What would it take to turn more companies into cool space consumers?

CONSUMER BEHAVIORS IN SPACE SELECTIONS

» When choosing among several characteristics, the location, price, and appearance of an office are most
important, but...

« Some firms highly value the proximity of their business to the homes of principals or upper management.

» Firms that want free parking seek it; firms that don’t want free parking don’t seek it.

* Many characteristics of cool space are consistently desirable, but others are not always desirable to a general
audience.

* Businesses look for future offices that are similar to their current space.

» When given financial incentives, suburban office dwellers are likely to switch to urban offices.

The stated preference survey analyzed in this section begins to determine what factors influence commercial
location decisions and potential interest in cool space. This survey is only the beginning of the process. Its small
sample size of 31 participants and non-random selection make it unlikely that the responses are typical of all small
businesses in the Pittsburgh area. However, the findings suggest trends as to which characteristics of cool space
have broad appeal. Those characteristics could be promoted to a broader audience of space seekers. For more
information on the survey, please refer to Appendix A: Methodology.

DECISION-MAKING FACTORS IN THE SELECTION PROCESS

CRITICAL FACTORS IN SPACE SELECTION

Price, location, and appearance matter most, but distance from the homes of principals and workforce matter very strongly to some firms.

The relocation process involves a complex set of preferences, factors, and decisions. To understand the critical
factors in a placement, the stated preference survey asked respondents to rank them in two ways. The first was a
five-way ranking of 10 total characteristics, ranging from price and location to proximity to clients. The second

mode involved sets of paired comparisons, asking respondents to compare which of five characteristics mattered
more in their space search.
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Overall, businesses weighed a common set of the most
important characteristics in their space search. They
include the specific location (street, complex, or
neighborhood), price, appearance (design, size,
layout), proximity to the homes of firm principals
and workforce, and availability of parking. Changes
in these characteristics could affect a firm's overall day-
to-day operations and productivity.

Less important factors, like building amenities, neighborhood amenities,
and opportunities for future expansion, may still be deciding factors in some
space searches.

When selecting among 10 factors, the following five
factors are the most important in a location decision.
They are ranked in order downward from most important.

TOP FIVE FACTORS IN A LOCATION DECISION WHEN SELECTING AMONG 10 TOTAL FACTORS

1. Price
2. Specific location
3. Appearance

4. Availability of parking

5. Proximity to homes of upper management/workforce

These characteristics represent factors that are critical
to the operations of a firm. The price must be low
enough to fit soundly within a firm’s budget; the
location, as we have learned from brokerage
experience, depends upon the geographical area where
a business renders its services; appearance, including
design and layout, affects the way employees work
with one another; and parking affects the ability of the
workforce and clients to use that space.

The factors that are least critical to most firms, but still
important to some, are office building amenities,
community amenities, and opportunities to expand.
This survey data suggests that these factors could
trigger a location decision when the major factors, like
price, location, and appearance are equal across two or
more spaces. For example, the decision markers at
Matrix Solutions appreciated the proximity of
neighborhood amenities, especially a nearby park and
cafes, even if they were not the deciding factors in their
location decision.
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Firms differed in the factor they considered the most
important in a location decision.

SINGLE MOST IMPORTANT FACTOR IN A LOCATION DECISION WHEN SELECTING AMONG
10 TOTAL FACTORS

1. Specific location: 40%

2. Price: 19%
3. Proximity to homes upper management/workforce: 15%

When focusing on the single most important factor,
the proximity of the firm to the homes of upper
management and the workforce rose to the top three.
Overall, this means that some businesses consider that
factor to be the most critical, even if most firms may be
more ambivalent.

Data on commute times strengthens the priority of
office proximity to the homes of upper management
and the workforce.

 16% of firms reported that the furthest principal’s
travel time was 30 minutes or more.

* No firm reported a principal’s drive time as over
60 minutes.

» 45% of the firms, the office is within 15 minutes
from the furthest principal’s home.

« Of firms reporting that the principal has a commute
time of less than 15 minutes, 70% indicated that this
drive time was very important or extremely
important in their office selection.

Paired Comparisons: Understanding the impact of a firm’s proximity to the
home of its principal.

Real estate consumers perform their location decisions
consistently, even when making a decision between
pairs of factors instead of a larger group. The paired
comparison replaced the factor of specific location
with two different factors, “office proximity to the
home of the firm’s principal” and “office proximity to
public transportation.” After completing all the
possible paired comparisons, 40% of respondents
indicated that the following list represents the relative
importance of each of the factors in real estate
decisions, from most important to less important.
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IMPORTANT FACTORS IN A LOCATION DECISION WHEN CHOOSING AMONG PAIRS

1. Price
2. Appearance (design, size, layout)

3. Office proximity to the home of the firm’s principal®

4. Office proximity to public transportation”

5. Date at which office was move-in ready

Like the five-way analysis summary, price and
appearance appear higher than the office’s proximity
to the home of the firm’s principal. When that factor is
compared to the respondent’s current office setting,
either urban or suburban, the proximity factor reveals
more information.

Of the 30% of survey respondents who felt that the
office’s proximity to the home of the firm’s principal
was more important than the office design, size and
layout, over half selected office space in suburban
locations. In fact, 71% of those with offices in suburban
settings agreed that the office’s proximity to the
principal was more important than the design, size and
layout of their office, even if it was not the most critical
factor in the space selection process. It seems, then, that
firms with suburban offices are more concerned with
proximity to the home of the firm’s principal.

Office proximity to the home of the firm’s principal
can be extremely important in some relocation
decisions. It was the most important factor for 20% of
the survey respondents—only office price was more
likely to be the top factor. Office proximity to the
home of the firm’s principal was also the least
important factor for 23% of the survey respondents—
the date at which the office was move-in ready was
most likely to be the least important factor, followed
by the office proximity to public transportation. This
measure appeared in every possible place in the paired
comparisions hierarchy. This data suggests that this
factor is certainly not unimportant in an office search,
although its importance can vary greatly.
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PARKING: Firms are not ambivalent about the availability of free
parking for employees and/or clients.

Survey respondents indicated the availability of
parking at their current offices.

» 71% had ample free parking available for
employees and/or clients available at their office.
Nearly all of these respondents reported that this free
parking was moderately to extremely important in
their decision to choose their current office space.
29% were located in offices without free parking
for employees and/or clients.

Respondents in offices without free parking are
generally uninterested in paying an additional fee to
provide it for employees and/or clients.

¢ 1 respondent was willing to pay 2% of their
annual rental costs, or approximately $500-$600.

2 respondents would pay an additional 10% of
their annual rental costs, or about $1,500-$3,500, to
provide free parking at their offices.

A report from the Northeastern University Center for
Urban and Regional Policy on the effects of public
policy and real estate found that the absence of critical
infrastructure—including parking—could be a major
deal breaker for urban real estate.* This supports the
data that shows most firms have ample free parking
and that it is important in their decision to locate
there. For the firms that do not have free parking, it is
possible that the business they conduct does not
require large amounts of free parking. They may
employ only a handful of people, and their client base
may be small. Regardless, parking seems to be
important to both the general real estate market and
cool space consumers.

Overall, responses on parking show that firms that care
about parking at their offices seek it out while firms
that don't care about free parking choose offices
without it. Few firms seem ambivalent about the
presence of free parking. For the firms without parking
on-site, it may be desirable only if they do not have to
pay for its provision.

Il IDENTIFYING POTENTIAL INTEREST IN URBAN SPACE



DESIGN, SETTING, AND AMENITIES:
FUTURE PREFERENCES AND CURRENT STATUS

As discussed earlier in this report, the survey affirmed that office appearance, including design and layout, is a
critical factor in making a location decision, and that to many office space consumers, community amenities do
matter in making location choices. The definition of cool space includes a number of appearance, layout, and design
characteristics that both established urban areas and class B and C office space may include. This phase of the report
determines to what extent these characteristics of cool space can affect an office search.

MOST DESIRABLE CHARACTERISTICS OF COOL SPACE

* Primarily lit with natural lighting * Asidewalk in front of the building
* Has one or more restaurants within a 5-10 minute walk * Interesting architectural features

RANKING AMENITIES: Many characteristics of cool space are desirable to the general market of office space consumers, and in future office
searches, consumers often seek the characteristics of their current spaces.

The survey presented a scenario in which respondents reported their likelihood of choosing a space based on the
presence of a single characteristic of cool space, assuming that any other choice would have the same price,
appearance, and visibility. The following rankings show the percentage of respondents that would be likely to locate
in a space based on each characteristic:

GENERAL DESIRABILITY OF SELECTED COOL SPACE CHARACTERISTICS IN A NEW OFFICE

« Office that is primarily lit with natural lighting: 84% Office that is within a 5-10 minute walk of public transportation: 55%
Office that has one or more restaurants/cafes within a 5-10 minute walk: 81% Office that is on a street with frequent pedestrian traffic: 42%
Office that has a sidewalk in front of the building: 74% Office that is in a building constructed within the last 10 years: 29%
Office that is in an architecturally interesting building: 68% Office that is in a building that also contains retail and/or residential space: 13%
Office that is in an urban area: 65%

In addition to preferences during a future office search, survey participants were also asked which of the amenities
can be found at their current offices:

PRESENCE OF COOL SPACE AMENITIES IN RESPONDENTS’ CURRENT OFFICES

« Office is within a 5-10 minute walk of public transportation: 94% Office that is in an architecturally interesting building: 65%
« Office has one or more restaurants/cafes within a 5-10 minute walk: 94% Office that is primarily lit with natural lighting: 65%

« Office has a sidewalk in front of the building: 90% Office that is in a building that also contains retail and/or residential space: 16%
» Office is in an urban area: 81% Office that is in a building constructed within the last 10 years: 10%

Office is on a street with frequent pedestrian traffic: 68%

-27- Il IDENTIFYING POTENTIAL INTEREST IN URBAN SPACE



In general, most survey respondents were interested in preserving the amenities of their current office in a future
office. This trend suggests the same for most businesses. In the case of amenities that were lacking in their current
office, the most typical response was to have no preference about whether those amenities would be present at a
future office. The significant exceptions to these general rules are as follows:

 Public transportation: Some businesses currently near public transit stops are ambivalent to choosing
that characteristic in the future.
Of the majority of respondents who are located near transit stops, 59% are likely to select a future office near
public transportation, 38% had no preference, and 3% stated that they are not likely to select a future office near a
public transit stop.

* Nearby restaurants: Businesses lacking nearby restaurants desire them close to future offices, but a few
businesses currently near restaurants are likely to choose space away from restaurants.
A strong majority of respondents (94%) also currently have one or more restaurants or cafes within a 5-10 minute
walk from their office. The two respondents who don't currently have restaurants/cafes close by both stated that
they would be likely to select a future office that does. However, 7% of the respondents that currently have nearby
restaurants/cafés said that they would be likely to choose a future office space that is not within a 5-10 minute walk
of restaurants/cafes.

Pedestrian traffic: Some offices are sensitive to pedestrian traffic.

Over two-thirds of survey respondents reported that their current office is on a street with frequent pedestrian
traffic, but only 42% of all respondents stated that they would be likely to choose this in a future office search. In
10% of cases, respondents with current frequent pedestrian traffic stated that they would not be likely to choose a
street with frequent pedestrian traffic in a future office search and another 29% of respondents stated that they
would have no preference regarding pedestrian traffic in a future office search. Meanwhile, of the respondents
whose current office lacks a street with frequent pedestrian traffic, 50% stated that they would have no preference
in a future search, but 40% stated that they would be unlikely to choose a street with frequent pedestrian traffic in
a future office space search, and 10% did indicate interest in a street with frequent pedestrian traffic in the future.

» Mixed-use buildings. Businesses located in mixed-use buildings are generally ambivalent toward locating
in them in the future.
Only 16% of the survey respondents reported that their current office space is in a building that also contains retail
and/or residential space. Of these respondents, 80% say they would have no preference as to whether a future office
would be in such a “mixed-use” building.

It is also important to note that most respondents would prefer an office in an “urban” setting. This data suggests that
describing an area as “urban” would not deter firms in an office space search.

Some characteristics did, however, elicit some negative responses from respondents.

» 20% would not choose a space with frequent pedestrian traffic or a space that is in a mixed-use building.

» 17% would not choose a space built within the last decade.
Overall, the most generally desirable characteristics of cool space are common to offices that respondents already

occupy. These traits include natural lighting, nearby restaurants and cafes, adjacent sidewalks (but not with excessive
pedestrian traffic), and interesting, creative architecture.
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HYPOTHETICAL OFFICE SEARCH
Firms are likely to choose a future office that is similar to their current office, but reasons vary between urban- and suburban-style offices.

Survey participants were also asked which of two hypothetical offices they would be more likely to choose during a
future search for office space. Both offices were the same size and price, but Office A had characteristics more typical
of cool space while Office B was more typical of an office park setting. The specific descriptions of the two

hypothetical offices are as follows:

Office A is located on a street containing a mixture of
office and retail businesses and a few homes. The
office is in a unique, eye-catching building. Free
street parking is available within a 5-minute walk and
there are metered spaces in front of the building for
$1 per hour. There is also a bus stop directly in front
of the building. The municipal tax rate on business
gross revenues where Office A is located is 2 mills
(0.2%).

RESULTS: OFFICE A, URBAN SETTING

52% selected Office A.

* 94% had offices in urban settings.

* A majority rated type and location of parking, the
location of the nearest bus stop, and the appearance
of the building as the most important factors.

 No factor was overwhelmingly critical in their
decision.

 Cool space consumers are likely to relocate to office
park space when given incentives. Businesses
originally in cool space are less likely to reverse
their space preference than businesses originally in
office park space.

» Longer commute times are less likely than
financial incentives to cause cool space consumers
to change their preference.

Office B is in an attractively-maintained complex of
identical office buildings. Free parking is available in a
lot at the building. Retail businesses are located 1 mile
away from the office. The nearest bus stop is also 1
mile away in a residential area. The municipal tax rate
on business gross revenues where Office B is located is
1 mill (0.1%).

RESULTS: OFFICE B, SUBURBAN SETTING

49% selected Office B.

* 53% had offices in urban settings.

¢ All rated the type and location of parking as an
important factor.

» The majority said that the building’s appearance and
the municipal tax rate were important factors.

* At least half were not at all influenced by the
location of the nearest bus stop or the proximity to
retail businesses or homes.

« Office park space consumers are very likely to
reverse their preference to cool space given
incentives. Businesses originally in office park space
are more likely to reverse their space preference
than businesses originally in cool space.

« Office park consumers are especially price sensitive.
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Businesses were evenly split on which office they
would be likely to choose.
» 52% selected Office A.

* 499% selected Office B.

Survey respondents were again more likely to select a
future office that shared similarities with their own,
continuing the pattern from questions on current and
future office amenities.

» 88% who identified their current office setting as
suburban selected Office B.

* 949% of the survey participants who selected Office A
and 53% of participants who selected Office B have
their current offices in urban settings.

Follow-up survey questions explored what factors
influenced hypothetical office selections. Those selecting
Office A identified the following issues as moderately,
very, or extremely important to their selection.

* Type and location of parking: 87%
* Location of the nearest bus stop: 81%
» Appearance of the office building: 69%

Those selecting Office B identified the following
issues as moderately, very, or extremely important to
their selection.

» Type and location of parking: 100%

» The appearance of the office building or the
municipal tax rate of business gross revenues: 73%

It is particularly interesting that parking was noted as
the most important factor for both decisions of office
space, given how different the parking situations were
in the two hypothetical situations. While both Office
A and Office B offer the opportunity for free parking,
this option is located at Office B’s building and a 5-
minute walk from the door of Office A.

In addition to parking, the appearance of the office
building was an important factor for those who
selected both offices. Although the offices were
characterized as quite different, this finding is less
surprising because both were portrayed as attractive
(even if appealing to different tastes).
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A more surprising finding is how little those selecting
Office B report being influenced by the office’s
proximity to retail businesses and homes as well as
the location of the nearest bus stop. When asked
about the importance of these factors in their decision
for Office B,

* 57% reported that the location of the nearest bus
stop was not at all important.

* 53% indicated that the office’s proximity to retail
businesses and homes was not at all important.

The survey participants who selected Office A were
more likely to indicate being influenced, at least to
some degree, by all of the factors. Very few of these
participants responded “not at all important” to any of
the features.

In contrast, those selecting Office B were more definite,
and uniform, in their opinions. Parking, taxes and
office appearance were vital; the proximity of retail
businesses, homes and bus stops were not.

What does it take to reverse their preferences?

Survey participants were also asked about whether
they would change their hypothetical office selection
based on three scenarios:

1. Their selected office was located 50 minutes from
the home of a principal in their firm, but the other
office was a 20 minute commute, or

2. Their selected office was 25% more expensive than
the other office, or

3. Their selected office was subject to state and
municipal taxes while the other office was in a
designated zone offering complete state and
municipal tax relief for 5 years.

Both those choosing Office A and Office B showed the
same patterns about when they were likely to switch
their selections of office space.
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When the other office is in a location offering
complete state and municipal tax relief for five years,

* 67% selecting Office A switched to Office B.
* 79% selecting Office B switched to Office A.

When the originally selected location required a 50
minute commute for the firm principal and the other
location offered a 20 minute commute,

* 63% selecting Office A switched to Office B.
» 73% selecting Office B switched to Office A.

When the originally selected location was made 25%
more expensive than the other,

» 56% selecting Office A switched to Office B.
* 64% selecting Office B switched to Office A.

One notable pattern in all of these decisions is that the
Office B group was, as a whole, more willing to
consider changing to Office A, given incentives.

* 4% selecting Office B originally stated that they
would be not at all likely to reverse their choice
of offices in any of the scenarios.

» 38% selecting Office A reported that they would be
not at all likely to reverse their choice to Office B,
even if it offered their firm principal a 20 minute
commute rather than a 50 minute travel time.

It seems promising for promoters of cool space that a
greater percentage of survey respondents choosing
Office B were willing to reverse their decision when
incentives were offered. The results of this survey
suggest that financial incentives, such as tax relief, free
parking, and lower rental costs, are particularly strong
enticements for many who selected the office park
setting of Office B to consider the change to a cool
space like Office A.

The report from the Northeastern University Center for
Urban and Regional Policy cautions real estate
practitioners about the promotion of tax incentives and
subsidies. It states that firms in the space selection
process consider the value of tax breaks and subsidies
after the issues of land cost, transportation, public safety,
and possible roadblocks to development. One of the
study firms in the Northeastern University report also
remarked that tax break savings can be insignificant to
business costs, especially for high-tech companies.”
Given these cautions, tax incentives and subsidies
should be promoted with caution for urban locations,
only after a firm has found that a new space can fit its
programmatic, operational, and budgetary needs.

The fact that so many choosing Office A were so
committed to it that they would not consider moving
to dramatically reduce their principal’s commute time
is surprising, particularly since studies have shown
that businesses are likely to locate near the homes of
their CEOs. These past studies draw into question the
likelihood that these survey participants would really
act in the way they state if an actual decision, rather
than a hypothetical situation, was required. However,
the survey responses may also indicate that a higher
level of commitment is needed for those who select
cool space.
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The research behind this report serves a tool to better understand the characteristics of present and future cool space
consumers. This research also contributed to understanding how businesses take steps toward locating in an urban
setting. As CSL's pool of contacts grows, data on the cool space market will continue to be analyzed. This new
information will help develop tools that could turn potential consumers of cool space into actual consumers.

For now, this research provides a base to understand the general characteristics, preferences, and decision-making

strategies of current and future cool space consumers.

KEY FINDINGS

This research has identified five key findings that are
relevant to the overall behavior and characteristics of
cool space consumers.

1. ARECOGNIZABLE, SIZABLE MARKET EXISTS FOR COOL SPACE.

CSL's customer records show the existence of a
definite market of businesses that may be interested
in cool space.

The businesses interested in cool space tend to
specialize in high-growth or newer industries to the
Pittsburgh region. These include fine arts and artists;
communications, advertising, marketing, and media
services; information technology; entertainment; and
health services. Cool space consumers are primarily
smaller businesses, usually employing three to five, but
often they may just employ only the principal. These
businesses often begin their space search because of
growth. Female- and minority-owned enterprises are
better represented in the cool space market than they
are in the national pool of businesses.

These businesses often begin their space search in
recognizable ways. Most cool space consumers are
already located in urban settings. CSL's research shows
that once established in an office, a business is likely
to select a future office based on the qualities of their
current office. Cool space consumers in the Pittsburgh
region are also likely to initiate their consultation
with a brokerage by referral.

Cool space consumers are also interested in a definite
set of offices. Cool space consumers typically rent
space. They select neighborhoods with significant
business and residential districts and older
architecture. These communities are within a 15
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minute commute to Downtown Pittsburgh.
According to data from fall 2006 on the Pittsburgh
region’s cool space market, the average size of a cool
space is roughly 1,865 square feet, and cool space
consumers typically pay $12 per square foot per year
for these spaces. This real space matches what they
are looking for, and they are willing to pay market
rates for their locations.

. SPECIFIC ASPECTS OF COOL SPACE THAT ARE MOST PREFERRED ARE AMPLE

NATURAL LIGHT, WALKING DISTANCE TO RESTAURANTS, SIDEWALKS IN FRONT OF
BUILDINGS, AND INTERESTING OR HISTORIC ARCHITECTURAL FEATURES.

The general commercial real estate market finds most
characteristics of cool space, as CSL defines them, to
be desirable in an office. These details include offices

e Lit primarily with natural lighting.

¢ Located within a 5-10 minute walk of restaurants.
 Located in a building with a sidewalk in front.

* Located in an architecturally interesting building.

These characteristics have promise to attract the
general market of office space consumers to cool space.

Business leaders are seldom averse to characteristics of
cool space. The two characteristics that might cause
business leaders not to choose a space are location on
a street with frequent pedestrian traffic or in a
building constructed within the past decade. Each
characteristic is negative, at most, to 20% of business
leaders seeking to relocate.

Many real estate consumers are likely to choose space
described by the term “urban,” and very few were
averse to it. As a result, describing space as “urban”
may be attractive to many consumers.



3. THE IMPLICATION OF SUCCESS OF URBAN DEVELOPMENT PROJECTS, GIVEN THE
SIZE AND VISIBILITY OF THE MARKET, APPEARS HIGH.

CSL's and CED’s data indicate that the sizable market
for cool space in the Pittsburgh region can have a
major positive financial impact. CED’s data shows that
the majority of the Pittsburgh metropolitan area’s
businesses match the size profile of the typical cool
space consumer. Approximately 38,000 of them (61%b)
employ one to nine persons, matching the size profile
of cool space consumers. Every year, the metro area
also generates an average of 5,300 new startups.

Currently, these businesses are spread throughout
the metropolitan area, with some already located in
cool space. If all of these small businesses were to
immediately relocate to cool space, they would
collectively occupy over 70 million square feet of
real estate. To occupy that real estate, they would
spend over $850 million in rent and mortgage costs
every year.

\etting clients for the operational need and financial
readiness to move may improve the profitability of
cool deals. CSL has had considerable success in
placements. Business leaders have found the square
footage the operations of their firm require, and they
are willing to pay market rate rents—at an average of
$12 per square foot—for cool space.

4. URBAN OFFICE CONSUMERS ARE CURRENTLY SELF-SELECTING.

Currently, firms interested in CSL's urban brokerage
services seek them specifically to locate in cool space.

Several indicators demonstrate that urban space
consumers are self-selecting. One is the fact that the
majority of CSL contacts are already located in cool
space. Not only could promotions for urban space
target firms in cool space, but brokerages could
cultivate a dedication to urban space by placing strong
new startups in city offices. The case study of Vivisimo
shows how a startup can grow from office to office in
an urban setting.

Another major indicator is that businesses contact
CSL specifically to move into urban space in
Allegheny County, sometimes from other parts of the
country. New contacts and potential clients usually
seek CSL brokerage services through personal
referrals. Although many CSL contacts have already
been established in urban offices, some seek cool space
after working out of their homes. All three case studies
are atypical in that none were previously located in
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urban offices before moving into cool space. Their
previous locations in suburban space or status as a
startup indicates that interest in cool space is not
limited to firms already located in cool space.
Additionally, Matrix Solutions did not initially self-
select into urban space. Matrix Solutions began their
search looking also at suburban offices, but they
decided that urban space would work best for them.

More research can determine potential new markets for
urban commercial real estate. Catalyzing self-selection—
promoting cool space as a place to grow businesses—
may be helpful in further mobilizing this market.

. PUBLIC POLICY DECISIONS AFFECT BUSINESSES” REAL ESTATE DECISIONS.

Public policy decisions can affect spatial and financial
factors that may affect businesses’ decisions to relocate
to cool space. One of the investments that public
agencies may undertake is parking capacity. The
stated preference survey found the availability of
parking to be critical to the companies that desire it.
Although location, price, and appearance matter first
for firms considering an urban relocation, parking can
affect a decision when those other factors are equal.

Financial incentives, especially involving tax breaks,
may also benefit urban real estate interactions. One
survey scenario showed that suburban firms are
slightly more price sensitive than urban firms. As a
result, they may be swayed to locate in an urban
location if a tax incentive, such as temporary
abatements offered in Pennsylvania’s Keystone
Opportunity Zones, would make it more feasible than
a suburban option. Abatements may not be effective
for businesses with high operating costs, and they may
not be able to attract a business to an urban area over
the long term, especially if the abatement is temporary.
Tax incentives should be promoted as a price
advantage only after a firm has established that a space
has met its basic operational needs. These incentives
should be used with caution. Once an abatement has
ended, a business may decide to relocate, especially if
their real estate costs significantly increase.

Policy leadership has continued to support urban real
estate with positive recommendations for CSL as a
broker specializing in urban locations. These referrals
have mobilized CSL's cool space market, and their
continued support will continue to catalyze the cool
space market. Urban commercial real estate depends on
the actions of the region’s policy leadership.



RECOMMENDATIONS: WHAT YOU CAN DO TO PROMOTE COOL SPACE

All Stakeholders in Real Estate, Community and Economic Development, and
Public Policy

* Promote the most desirable characteristics of cool
space. Many characteristics of cool space are desirable
to the general commercial real estate market.
Businesses enjoy significant amounts of natural
lighting, cafes and restaurants within a five to ten
minute walk, a sidewalk along the building, and
interesting architectural features. Many older
neighborhoods in the region have these
characteristics. Many businesses find space being
described as “urban” to be desirable, and very few are
averse to spaces described as “urban.”

Real Estate Brokerage and Development Stakeholders

* Provide cool space as a choice for office locations.
These deals have the potential to be profitable. A
market for class B and C office space exists.
Consumers can find the space they need in urban
areas, and they are willing to pay market prices. Show
that urban office space can accommaodate businesses
of many sizes. It can also provide for various needs,
including building infrastructure, interior design and
workforce interaction, and parking.

» The cool space market is recognizable. Target it!
Use this research report as a guide to targeting the
market for cool space. Likely cool space consumers are
small businesses in newer and emerging industries.
They are more likely to be female- and minority-
owned enterprises. They are also likely to be
experiencing employment growth.

 Build relationships with public policy and
community officials. Most cool deals arise through
referrals from community development and policy
leadership networks. Businesses often consult a
neighborhood CDC when they are interested in
locating in that community. Maintaining relationships
with CDCs can provide a stream of prospective tenants
and cool space listings for your brokerage.

Community and Economic Development Stakeholders

» Vet your businesses. Encouraging prospective
tenants to relocate to your community, based on their
financial readiness, is good for your organization and
for the sustainability of your community. Strong,
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successful businesses will support the real estate
market over the long term. Develop a screening
process that asks challenging questions, and do not be
afraid to ask for business plans, profit and loss
statements, and balance sheets before providing
comprehensive service.

Build active partnerships with real estate brokers
and development stakeholders. Brokers and
developers require potential clients to orchestrate
cool deals, and most cool deals already arise from the
personal referrals of community officials. Local
brokerages can become powerful partners in
developing and sustaining neighborhood real estate,
and they possess critical information on the
relocation process. Contact them regularly about
new developments and plans, and solicit their
feedback on market demand. Tell them about your
successful new businesses.

Take steps to ensure vacant spaces in your
community are available and transactable. The
difference between viewing a property and leasing or
buying a property can be in the readiness of that
property. Many cool space consumers prefer certain
neighborhoods, but they may change their
preferences if appropriate space does not exist. In new
construction projects and building rehabilitations,
ensure that a variety of spaces will be constructed.
Encourage property owners to market spaces of
various sizes. Also encourage owners to adequately
maintain and clean spaces before showing them to
prospective tenants or buyers. Ensure potential
purchasers understand the requirements of building
code before buying the property and beginning the
build-out process. Finally, work with property owners
to set appropriate rents.

Public Policy Stakeholders
 Use financial incentives wisely to attract

businesses to urban areas. Financial incentives can
seal very close deals when size, price, and location
characteristics alone cannot attract a particular
business. But applying these financial incentives can
be risky to the sustainability of a community’s
economy and the stability of municipal finances.
Consider investing in infrastructure, especially
parking capacity, if those issues may be preventing
businesses from relocating to a neighborhood.



APPENDIX A: METHODOLOGY

This report combines findings from two distinct research tasks to better understand the characteristics of present and

future cool space consumers.

CUSTOMER RECORDS AND INTERACTIONS

The first task was an analysis of CSL's records of
customer interactions. These customer records were
standardized and consolidated into a web-based
account tracking database during the summer and fall
of 2005. Over 75 data fields on account information,
company and background information, client/customer
information, placement preferences, placement details,
employee numbers and descriptions have been
included in this database. As of mid-October 2005, this
database included records on nearly 450 companies,
non-profits, and individuals that have contacted CSL for
information and services since February 2001. This
project analyzed the customer records to gain insight
into the utilization of CSL's services and the
characteristics of cool space consumers.

The findings from these records have been broken down
into three phases:

1. THE CONTACT PROCESS

This information about what happens when a
company, individual or non-profit contacts CSL

helped to give insight into all the services that CSL
provides and what services are utilized. It looks at the
different types of relationships that CSL builds with its
contacts and evaluates the time span over which
contact occurs.

As of October 13, 2005, CSL's account tracking database
included 447 records with dates of initial contact
stretching back to February 3, 2001. Each of these
records is the name of a company, non-profit, or
individual that initiated some type of contact with CSL.

When a call is placed to CSL, that contact becomes a
customer. Customers may never have additional contact
with CSL after that first phone call, e-mail, or meeting.
If a customer goes further and elects to use CSL's
brokerage services by signing a contract authorizing
CSL to represent them in real estate transactions, it
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becomes a client. Clients that ultimately find property
through CSL's representation are considered placed
clients. In addition to the placed clients, in some cases,
CSL’s customers move into cool spaces because of some
level of service provided by CSL. These are called
placed customers. These customers are not clients
because they never signed a representation contract
with CSL, but because of the assistance provided by
CSL, their ultimate decision to move into a cool space
office is considered a success by CSL.

Collectively, all of these different groups are considered
CSL's contacts.

For increased accuracy in the section “The Overall
Cool Space Market,” CSL recompiled its data on office
size and cost for its placements. This new set of

data originated from September 27, 2006. Over the
course of a year, average cost per square foot did not
significantly increase. Average office size did
increase, due to newer placements requiring larger
amounts of space.

. THE CUSTOMER

This phase evaluated the characteristics of CSL's
contacts (their industries, corporate status, number of
employees, etc.) to look for connections between these
characteristics and the services that CSL ultimately
provides them. It also examined how these contacts
learn about CSL and whether or not they proceed with
CSL's brokerage services.

To improve the accuracy of placement data in the
section called “The Location: Where Firms \WWant to
Locate and Why,” CSL decided to recompile it before
the final writing of this report. The data for that section
of the report, dated July 12, 2006, includes almost 100
new clients and customers as well as a number of new
placements. This dataset was used for this section of
the report only, and it includes 531 total records of
customers and clients with the following details.



264 contacts with neighborhood preferences, and
within that, 624 stated preferences for 40
neighborhoods in the City of Pittsburgh and the
Pittsburgh region

163 properties viewed in 28 neighborhoods

164 records stating a reason for moving

163 records stating a reason for their location
preference

66 total client or customer placements, with 65
records detailing their placement location

46 records detailing both a location preference and a
placement location, with 39 clients placed in a
location they stated as an initial preference

34 client placements, brokered by CSL

. THE PRODUCT

For those contacts who are seeking to relocate, this
phase looked at why they were moving and how their
preferences on factors such as office size, price and
neighborhood match their final outcome.

These phases were used as a simplifying technique,
but ultimately the goal of each was to identify
characteristics of the cool space consumer. Natural
extensions of this goal include identifying potential
cool space consumers and developing appropriate
tools (education, marketing, incentives, etc.) to
increase the likelihood that they will become
consumers of cool space.
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STATED PREFERENCE SURVEY

The second research task was the development,
distribution and analysis of a stated preference survey.
Stated preference surveys are used to understand
customer preferences for different elements of a product
through hypothetical choice and attitudinal questions.
In this case, CSL's stated preference survey was designed
to look at how companies choose their office space
locations and what factors influence these decisions.

Local companies that recently made relocation decisions
were identified through CoStar commercial property
listings, information from Grubb & Ellis, CSL's records,
and word of mouth. These companies were contacted
via e-mail beginning in late July 2005 with requests to
do the web-based survey. Additional e-mails, phone calls,
and incentives (the potential to win prizes for
completed surveys) were used as follow-up materials
and ultimately 31 complete survey responses were
obtained by late November 2005. Because of the small
sample size, the results of the survey are unlikely to be
completely representative of the subject population, but
they are useful in identifying trends and suggesting
areas for additional research.

A total of 31 participants completed the web-based
stated preference survey. Participants represented a
range of industries including business services (16%),
art/entertainment (10%), architecture/design (7%),
education (7%), financial/insurance services (7%) and
technology (7%). Overall, the industries represented
here are typical of those seen in the CSL contact records.
Although larger than the typical CSL contact company,
most of the survey participants were from small
companies; the number of full-time equivalent
employees ranged from 0 to 187.5 with a median of 6.5
and an average of 24.5 employees.

The survey participants’ offices ranged in size from 650
to 45,000 square feet with a median of 2,000 square feet
and an average of 4,867 square feet. Survey respondents
most commonly had a lease rate of $9-$12 per square
foot (42%) and a lease term of 3 years (29%).



Companies that had recently made location decisions, deciding either to move or stay at their current location, were
selected for this survey so that the details of their office searches would still be timely and relevant. Nearly 75% of the
participants moved within the last 2.5 years (in July 2003 or more recent). Three participants moved in the 1990s and one
moved in 1986, but have recently decided to renew a lease for their current location. About one-third of the survey
participants signed a contract with a real estate broker for their office search. Nearly three-quarters of the survey
participants (23 respondents) characterized their current office setting as “urban,” and the remaining classified their
office as “suburban.”

The analysis of CSL's customer records and the stated preference survey seek to identify the characteristics of cool
space consumers and what, if anything, makes them different from those who select suburban or more conventional
office locations.

ONGOING DATA COLLECTION

CSL continues to collect data to provide further educational information on urban real estate transactions. Each new
contact after the compilation of this report is still being entered into CSL's customer database, supporting the data
reported here. CSL will provide this developing data and its findings in aggregate as an ongoing resource to the
brokerage, development, and policy-making communities desiring more information on urban real estate transactions.
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APPENDIX B: PITTSBURGH NEIGHBORHOODS

Cool Space Locator has a set of general guidelines to define Pittsburgh neighborhoods as consistently as possible
during the relocation process.

Basic neighborhood boundaries conform to boundaries set by Pittsburgh's Department of City Planning.

Neighborhoods that the City has split into geographic components have been combined to comprise the larger
neighborhood. For example, CSL refers to the Central, North, South, and West Oakland neighborhoods as “Oakland.”

Larger groups of neighborhoods conform to boundaries set by community development corporations or other
community based groups.

If a neighborhood or district cannot be defined by either the City or CDCs, CSL defers to the contact. The “East End”
district has not been defined by the City, a CDC, or another community group, so to ease data collection, CSL
operates under the assumption that all contacts refer to the same district. In the brokerage process, CSL ensures that
property viewings are consistent with client needs.

CSL NEIGHBORHOOD DEFINITIONS

INPUTS
CSL Neighborhood City Neighborhoods CSL-Defined Neighborhood
Central Oakland, North Oakland, South Oakland,
e West Oakland
South Side South Sice Flats, South Side Slopes

Lower Lawrenceville, Central Lawrenceville,

Ll Upper Lawrenceville

Neighborhoods bounded by Allegheny and

ExstEnd Monongahela Rivers; east of Strip District,
Hill District, Polish Hill, and Oakland; and west of
the City's eastern border

Northside All'neighborhoods north of the Ohio and Allegheny

Rivers and south of the City’s northern border

Squirrel Hill Squirrel Hill North, Squirrel Hill South
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The Pittsburgh Metropolitan Statistical Area (MSA) refers only to the following seven counties: Allegheny, Armstrong, Beaver, Butler,
Fayette, Washington, and Westmoreland. The 10-county Pittsburgh Region, however, refers to the MSA along with Greene, Indiana, and
Lawrence Counties.

United States Census Bureau. 2002 Survey of Business Owners: Preliminary Estimates of Business Ownership by Gender, Hispanic or Latino
Origin, and Race. http:/Awww.census.gov/csd/sho/sector/sec00.HTM

CSL neighborhaod definitions typically follow boundaries set by community development corporations o the City of Pittsburgh, but contact
definitions may vary, especially when referring to larger districts such as the “East End.” Appendix B provides more information on
neighborhood definitions.

Data used in this section comes from a separate dataset run from CSL's customer records on July 12, 2006. It is used only to analyze
preferences, property viewings, and client placements across neighborhoods. For more information on this dataset, refer to Appendix A.

CSL's means testing process eliminates many customers with unrealistic expectations.

Data on the aggregate cool space market comes from reports run on September 27, 2006. This is the only section where this dataset has
been used. For more information on this dataset, refer to Appendix A.

Seenote L.

Carnegie Mellon Center for Economic Development, Employment Dynamics in Metropolitan Pittsburgh, 1998-2002 (Pittsburgh: Camegie
Mellon University, 2004) 3, 5.

This figure was calculated from both CSL and CED data. CSL multiplied its placed clients' average yearly cost per square foot (approx. $12.08
per square foot) by average office size (approx. 1,865.45 square feet) to yield the average yearly costs (rent and mortgage) for the typical
cool space (approx. $22,550). When this figure is multiplied by the number of small businesses employing 1-9 peaple in the Pittsburgh MSA
(37736), the result is the aggregate yearly costs of all similarly sized businesses in the metro area.

This figure is the result of multiplying the average office size of the typical cool space consumer (approx. 1,865.45 square feet) by the
number of small businesses employing 1-9 people in the Pittsburgh MSA (37,736).

These factors are interchangeable; 40% of our respondents indicated that these two factors could appear in either third or fourth position of
importance in their space selection process.

Soule, David, Joan Fitzgerald, and Barry Bluestone, The Rebirth of Older Industrial Cities: Exciting Opportunities for Private Sector Investment
(Boston: Northeastern University Center for Urban and Regional Policy, 2004) 8.

Ibid. 15.
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Carnegie Mellon Center for Economic Development. 2004. Employment Dynamics in Metropolitan Pittsburgh, 1998-2002. Pittsburgh:
Carnegie Mellon University.

Soule, D., J. Fitzgerald, and B. Bluestone. 2004. The Rebirth of Older Industrial Cities: Exciting Opportunities for Private Sector Investment.
Boston: Northeastern University Center for Urban and Regional Policy.

United States Census Bureau. 2002. 2002 Survey of Business Owners: Preliminary Estimates of Business Ownership by Gender, Hispanic or
Latino Origin, and Race. Washington. Available at http:/Awww.census.gov/csd/sbo/sector/sec00.htm.
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