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1 EXECUTIVE SUMMARY

As part of an effort to re-imagine the Ka’ahumanu Ave Community Corridor to promote new
housing, transportation options, landscaping and walkways, this Market Study Report was
developed to inform planning for a range of land uses within the study area and inform future
development opportunities. The Market Study Report is intended to summarize existing market
conditions, trends, and achievable rents for new development across a range of development
types, including multifamily, mixed-use, office, retail, and hospitality.

Population & Economy

Population: The study area is home to 33,642 residents, which is approximately 22 percent of
the island’s population. Compared to the Island, the study area population tends to be younger,
more racially diverse, and have lower household incomes. The study area has a higher share of
lower-income households with incomes below the poverty line compared to the island wide. The
majority of households in the study area own, however at lower rates than the Island wide.
Compared to the Island, households in the study area on average have larger household size of
about 2.88.

Existing Businesses and Employment: The study area has a diverse business and
employment base. Wailuku Town has most of the office based employment in the study area due
to the presence of government offices and related professional services. Healthcare employment
is concentrated in and around the Maui Memorial Medical Center. Kahului is where the majority of
retail business and employees are concentrated primarily due to malls and shopping centers
including the Queen Ka‘ahumanu Center, Maui Mall, and the Kahului Shopping Center.

COVID-19 Impacts on the Local Economy: Employment in Hawai‘i and Maui County have been
hit especially hard by COVID-19 impacts, specifically related to travel restrictions and the effect
on the travel and tourism industry. Between Q2 2019 and Q2 2020, Maui County lost 27 percent
of all jobs as a result of pandemic-related travel restrictions, social distancing measures, and
subsequent economic impacts. The majority of job loss in Maui County are concentrated in three
service providing industries including accommodation, food services, and arts, entertainment, and
recreation. COVID-19 has hit the hospitality industry especially hard. Due to stay-at-home orders
and travel restrictions, average hotel occupancy in Maui County dropped from 76.8 percent in
June 2019 down to 7.2 percent in June 2020. This has resulted in a $349 million decrease in
hotel revenue year-over-year.

Market Conditions

A Tight Apartment Market: Apartment rents in Central Maui have risen 60% since 2008 to a
historic high in 2020 ($3.20/sf) and vacancies have fallen to historic lows (under 3%) as demand
for market rate apartments has increased with little new supply.

Home Sales: The average sale price of single family homes in Wailuku and Kahului over the past
2 years is roughly $700,000 ($455/sf). Condominiums sold on average for a little over $350,000
($403/sf) over that time. This is less expensive than Maui Island overall, but still unaffordable for
many local residents.
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New Housing Development: Maui County overall has seen an average of roughly 600 housing
units permitted per year between 2014 and 2019." Within Wailuku and Kahului, most new
housing development has been in master-planned communities outside the Ka‘ahumanu Avenue
study area. Most of the recent apartment development in Central Maui has been affordable
housing; there have been no new market rate apartments built in Wailuku or Kahului since 2008.
While demand is strong, the rents that would be affordable to the local population may not be
enough to cover the cost of new construction. In 2019, the average estimated construction cost
per unit—excluding land costs, permit fees, etc.—for new multifamily in Hawaii, was roughly
$225,000.2 However, when land costs and “soft costs” such as local fees, financing costs, and
legal and design costs are accounted for, the total cost is over $500,000 per unit, according to
multiple professionals with experience in affordable and workforce housing development.

Stagnant Office and Retail Markets: Office rents in Central Maui have remained stable since
the Great Recession with minimal rent growth and low vacancy rates through the first quarter of
2020 (end of March). Recent office development has been mostly small to medium stand-alone
office buildings for a single business or organization. Retail rents in Central Maui have remained
stagnant between 2008 and 2019. Vacancy rates have increased substantially from 3% in 2016
to 9.3% in the first quarter of 2020 (end of March) as the new large format retail space has been
built but has been slow to lease up. Further vacancies as a result of the economic distress due to
CVOID-19 have likely occurred since then.

Properties to Watch

Large-Format Retail: Some of the large shopping centers may be prime for redevelopment in full
or in part, given challenging retail conditions in the study area and generally. If a major
redevelopment of one of these sites were to occur, it would likely consume most of the demand
for new space in the study area for some time due to the scale of the sites.

Vacant Land: Vacant properties in the study area are mostly small and scattered.

Institutions: There are several institutional uses that comprise a large amount of land of the
study area including University of Hawai‘i Maui College, Maui Memorial Medical Center, and
Baldwin High School. The Maui Memorial Medical Center has seen several recent expansions.
The University of Hawai‘i has seen declining enroliment, and does not provide (or currently have
a plan for) student housing. These large ownerships and institutional owners present
opportunities for bigger changes on the study area if consistent with their own plans and facility
needs.

" The State of Hawai‘i Data Book 2019, Table 21.07

2 The State of Hawai‘i Data Book 2019, Table 21.03. Data reflects accepted permit value or cost of
construction from building permit data, which tends to underestimate the true construction costs.
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2 INTRODUCTION

BACKGROUND AND PURPOSE

This technical appendix informs the Ka‘ahumanu Ave Community Corridor study and other
subsequent analyses and recommendations. More specifically this technical appendix serves as
the basis context to evaluate appropriate strategies for the study area and will also provide key
inputs for the evaluation of development potential and obstacles to development. The study will
connect development and land uses to encourage affordable housing, retail and commerce,
efficient transit, and recreation opportunities along the Ka‘ahumanu Avenue and Main Street
corridor.

The purpose of this Market Analysis Report is to:

= Summarize existing market conditions, trends, and achievable rents for new development
across a range of development types, including apartments, mixed-use, office, retail, and
hospitality.

= Inform future analysis of development feasibility and opportunities for a range of land
uses within the study area

= Inform potential obstacles for specific development types

CONTEXT: DEMAND FOR NEW CONSTRUCTION

Market-rate housing and commercial development occurs when developers (and their lenders
and investors) expect to achieve a sales price or value for the finished homes, apartments, or
commercial space that is enough greater than the cost of development that they (and their
lenders and investors) can earn a reasonable financial return given the risks. With no direct
subsidies, market-rate development must appeal to buyers or tenants who can afford the rents or
sales prices needed to make development feasible.

To make decisions about investment, risk, and development feasibility, developers, lenders, and
investors look to data about the demographics of surrounding areas and sales prices of
comparable properties to determine whether there is sufficient demand for finished space at
prices that feasibly cover the costs of development. The same data points are evaluated in this
analysis to understand what the market is likely to produce and to inform decisions about how the
County of Maui might achieve goals that cannot be met by market development alone.

The goals for the study area include economic revitalization; supporting transit ridership; place-
based economic development to support new development, jobs, and businesses; and increasing
housing across the income spectrum. There is need and demand for lower-cost housing and
commercial space in this area and throughout Maui. However, providing housing for those at
lower incomes with new construction nearly always requires public or philanthropic support.

The primary constraint on the supply of affordable housing and commercial space is the
availability of public subsidy to close the gaps between the cost of development and affordable
rents or sales prices. The housing inventory and analysis report addresses a more
comprehensive range of housing needs, and notes potential measures to support housing
affordability for the area, which will be further explored in later phases of this project.
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STUDY AREA OVERVIEW

Location Context

Figure 1 below shows the Ka‘ahumanu Ave Community Corridor study area, which stretches 2.5
miles along Main Street and Ka‘ahumanu Avenue from South High Street on the west to Hana
Highway on the east. This is the main thoroughfare connecting Kahului and Wailuku.

Figure 1 Wailuku-Kahului Study Area

S

Source: Nelson Nygaard

Central Maui Submarket Geography

The Market Analysis Report uses the Central Maui submarket geography defined by CoStar, a
common source of real estate market data, to provide context for the residential and commercial
market conditions and trends in the study area. The Central Maui submarket geography is shown
in Figure 2. We compare the Central Maui submarket to the Maui island submarket to evaluate
how well Central Maui is performing to the island as a whole.
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Figure 2 Central Maui Submarket
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DATA AND METHODS

The Market Analysis Report draws from a variety of data sources to compile an understanding of
the Central Maui residential and commercial real estate market. Source citations are included on
each page where quantitative data is presented. We collected rents from CoStar because this
data source offers the most accurate available apartment and commercial rents that reflect the
current trends in the study area. We also collected additional commercial real estate information
from local commercial and residential brokerage firms. We used specific relevant developments
from around Central Maui and the island to inform assumptions for achievable rents for new
construction. Apartment rents gathered from CoStar are only for apartment properties with five or
more units.

This analysis will be supplemented by qualitative information collected from developer interviews.
The interviews will help to fill gaps in the market data and provide local insight into current and
potential future market conditions. These interviews will inform and support the project team’s real
estate and economic development recommendations later in the study. Supplementing data with
input from local developers with on-the-ground knowledge and perspectives is fundamental to
understanding the complete story of Central Maui’'s commercial real estate market and
opportunities for the study area.

This report also draws relevant information from other reports, including the existing conditions
and community profile and housing inventory and analysis report.
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3 EXISTING CONDITIONS:
DEMOGRAPHICS AND
ECONOMY

This section summarizes demographic and economic trends in Central Maui and Maui island.

COMMUNITY DEMOGRAPHIC AND HOUSING TRENDS

The study area is home to 33,642 residents, which is approximately 22 percent of Maui’s
population. Compared to the island as a whole, the population in the study area tends to be
younger, more racially diverse, and have lower household incomes. The study area has a higher
share of lower-income households with incomes below the poverty line compared to the island as
a whole. The majority of households in the study area own homes, however at lower rates than
the rest of Maui. Households in the study area are slightly larger than the island average, with a
household size of 2.88 people.

Figure 3 Demographic and Housing Summary

Demographic Data Study Area Maui Island
Total Population 33,642 (22%) 155,707
Average Household (HH) Size 2.88 2.77
Average HH Income $74,724 $81,188
HH Income Below Poverty Line 11% (26% of HH's below poverty 9%
line reside in study area)
% Population under 17 Years 24% 22%
% Population 18 to 59 Years 53% 55%
% Population over 60 Years 23% 23%
Race
White 19% 37%
Native Hawaiian or Other Pacific islander 10% 10%
Black or African American 1% 1%
American Indian or Alaska Native 0.2% 0.1%
Asian 45% 29%
Two or More Races 1% 1%
Other 24% 22%
Total Housing Units 10,387 (20%) 50,811
Tenure
Renter-occupied HH 39% 37%
Owner-occupied HH 61% 63%
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Source: ACS 2014-2018 5-year data

COMMUNITY ECONOMIC TRENDS

The study area has a diverse business and employment base. Office-based and retail businesses
make up the largest share of businesses in the study area. The education and healthcare industry
employ the largest number of people in the study area, totaling about 3,295 employees. The
office-based industry employs the second largest number of people, with a total of 2,560
employees in the study area. Local, state, and federal employees also make up a large share of
the workforce in the study area with over 2,200 employees.

Broadly, Wailuku Town is where most of the office-based employment in the study area is
concentrated. This is due to the presence of government offices and professional services that
locate in the area to support government functions.

Healthcare employment is concentrated in and around the Maui Memorial Medical Center in
Kahului. Various medical office buildings are also located close to Maui Memorial Medical Center
throughout the middle section of the study area. Kahului is also where the majority of retail
businesses and employees are concentrated, primarily due to malls and shopping centers
including the Queen Ka‘ahumanu Center, Maui Mall, and the Kahului Shopping Center. Food
services businesses and restaurants are dispersed throughout the study area.

Figure 4 Employment and Business Summary for Study Area (2020)

Industry | # of Businesses ‘ # of Employees

Industrial 154 2,070
Retail 173 2,148
Office-Based 342 2,560
Education and Healthcare 159 3,295
Food Services and Accommodation 74 1,040
Public Administration 96 2,231
Personal Services 154 1,038
Unclassified* 110 175

Total 1,262 14,557

Source: ESRI Business Analyst

Note(s): *The unclassified category includes businesses who did not report a NAICS code. These are mostly newer businesses who have not yet
determined their proper NAICS code.
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Figure 5 Share of Total Businesses by Industry in the Study Area (2020)
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Figure 6 Share of Total Employment by Industry in the Study Area (2020)
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COVID-19 Impacts on the Local Economy

Hawai‘i and Maui County have been hit especially hard by COVID-19 impacts, specifically related
to travel restrictions and the effect on the travel and tourism industry. Figure 7 shows that
between the second quarter of 2019 and the second quarter of 2020, Maui County lost 27 percent
of all jobs as a result of pandemic-related travel restrictions, social distancing measures, and
subsequent economic impacts.

Figure 7 Maui County Employment by Industry, 2019 Q2 to 2020 Q2

Industry 2019 (Q2) 2020 (Q2) # Change % Change
Industrial 11,700 10,100 -1,600 -14%
Retail 9,800 8,900 -900 -9%
Office-Based 10,900 9,600 -1,300 -12%
Education and Healthcare 9,200 8,700 -500 -5%
Food Services and Accommodation 25,600 9,700 -15,900 -62%
Public Administration 9,300 8,300 -1,000 -11%
Personal Services 3,400 2,700 -700 -21%
Total 79,900 58,000 -21,900 -27%

Source: UHERO Quarterly Employment Data

Figure 8 below, shows businesses in the accommodation, food services, and entertainment and
recreation industries have been the most directly impacted by COVID-19. The study area has a
relatively low share of employment in accommodations—only 1 percent of jobs in the study area
are in accommodations—and is experiencing fewer direct impacts from travel restrictions than
other parts of Maui. However, employment in the accommodations industry has decreased by 64
percent (nearly 5,000 jobs) in Maui County over the last year (Figure 8), which has significant
indirect economic and employment impacts to other industries located in the study area. Most
notably, food services and retail (especially regional malls) in the study area are most impacted
by broad travel restrictions and impacts on the tourism industry. Overall, COVID-19 impacts are
likely felt more by the local residents—many of whom work in the hospitality industry—than the
corridor businesses, which tend to serve the local community.

Figure 8 Maui County Employment in Service-Providing Jobs, 2019 Q2 to 2020 Q2

Industry 2019 (Q2) 2020 (Q2) # Change % Change
Arts, Entertainment, Recreation 2,300 400 -1,900 -83%
Accommodation 12,900 4,600 -8,300 -64%
Food Services 10,400 4,700 -5,700 -55%
Total 25,600 9,700 -15,900 -62%

Source: UHERO Quarterly Employment Data
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Figure 9 Number of Jobs Lost by Industry in Maui County, 2019 Q2 to 2020 Q2
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Figure 10 Employment Loss in Service Proving Jobs, Maui County, 2019 Q2 to 2020 Q2
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4 MARKET CONDITIONS AND
TRENDS

This section presents information about the local and island wide residential and commercial
market. It presents real estate market trends that will likely influence development along the study
area.

RESIDENTIAL REAL ESTATE MARKET
Existing Housing Stock

Figure 11 below summarizes the existing housing types in the study area compared to the island.
The housing in the study area largely matches the rest of Maui, as well as Kahului and Wailuku,
in terms of the distribution of housing by scale. The study area has somewhat higher shares of
single-family detached housing and small multifamily properties (5 to 19 units) compared to the
island as a whole. Still, within the study area, the majority of housing is single-family detached
housing units.

Figure 11 Share of Housing Units by Housing Type, Study Area Block Groups, Maui Island, and
Wailuku & Kahului (2014-2018)
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Multifamily Long-Term Rentals (Apartments)

Rent and Vacancy

Market-rate apartment rents in Central Maui have risen to an historic high in 2020, surpassing
rents in Maui overall. Vacancies have fallen to historic lows as demand for apartments has
increased. Both Central Maui and the island have not seen any new supply of market rate
apartments since the start of the Great Recession in 2008. Demand for apartments is outpacing
supply and, as such, rents are increasing in the Central Maui area.

Apartment trends in the Central Maui submarket mirror closely to that of the rest of the island. In
both Central Maui and Maui, apartment rents have increased while vacancy rates have
plummeted. Central Maui has an extremely low vacancy rate, reflecting a constrained market.
Central Maui has historically had lower rents than the island as a whole. Recently, Central Maui
rents have surpassed Maui rents and were at an all-time high of $3.20 per square foot in the first
quarter of 2020 (Q1).

Figure 12 Apartment Rent per Square Foot and Vacancy Rate, Central Maui and Maui (2008-2019)
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Single Family and Condominiums

Sales Prices

The average sales price for single family homes in Wailuku and Kahului over the last two years
was over $700,000. Redfin trend data shows an increase in home values in Wailuku of about
$14,000 over the Kahului market, with a more stable market in Kahului over the past several
years. Compared to homes in Wailuku and Kahului, average sales prices for single- family homes
in Honolulu are high at about 1.2 million.

Figure 13 Single Family Home Sales in Wailuku and Kahului, 2018-2020

Unit Type Average Price Ave_rage Unit ‘ Average Nu!nber of
Per Square Feet Size (SF) Sale Price | Units Sold
2-bed $655.56 1055 $631,758 35
3-bed $476.69 1498 $686,703 447
4-bed $395.93 1929 $743,478 162
5+ bed $325.44 2379 $743,100 54
Average $455.50 1643 $701,388 698

Source: Redfin

Condominiums offer a more affordable ownership alternative, with an average sale price of
roughly $350,000 in Wailuku and Kahului over the last two years. Average sales prices for
condos in the Honolulu area are much higher at about $568,000 over the last two years.
Compared to Maui and Honolulu, the Wailuku and Kahului housing market is one of the least
expensive markets where home sales prices are lower, however, still unaffordable to many local
residents.

Figure 14 Condo Sales in Wailuku and Kahului, 2018-2020

Unit Type Average Price Ave_rage Unit ‘ Average Nu!nber of
Per Square Feet Size (SF) Sale Price | Units Sold
Studio $572.00 411 $237,500 2
1-bed $499.73 586 $291,368 57
2-bed $374.12 799 $302,434 176
3-bed $395.64 1293 $506,592 83
Average $402.93 882 $350,970 318

Source: Redfin

Development Trends

Figure 16 shows examples of apartment and single-family developments in the Central Maui
submarket and other parts of Maui. Most of the recent apartment development in Central Maui
has been affordable housing; there have been no new market rate apartments since 2008. The
most recent market rate apartment construction in all of Maui was the Waterfront Apartments,
built in 2008 in Kahului. While demand is strong, the rents that would be affordable to the local
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population may be too low to cover the cost of new construction. (Local housing development
experts estimate that the full costs for new apartment development to be over $500,000 per unit
in 2020.)

Maui County has seen an average of roughly 600 housing units permitted per year between 2014
and 2019 (just over 3600 in total).® Within Wailuku and Kahului, most new housing development
has been in master-planned communities outside the study area, including a master-planned
community called Kehalani on the outskirts of the Wailuku/Kahului area. The Kehalani master-
planned community will include multifamily housing (likely condominiums).

There is little available data on single-family rental housing in the Wailuku/Kahului area, but a
sampling of listings (from Zillow and Craigslist) for single-family rentals shows rates largely over
$2,000 per month.

Figure 15 Maui County Housing Production (Units Authorized by Permits) 2014-2019
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Source: The State of Hawai'i Data Book 2019, Table 21.07

Figure 16 Multifamily Precedents
The Waterfront Apartments

Type: Mid-rise Apartment

Location: Kahului, HI
Year Built: 2008

Description: The Waterfront Apartments at Kahului
is a 113-unit, 4-story gated apartment building. The
apartment building has studio, 1-bedroom, and 2-
bedroom units ranging in size from 274 SF for
studios to 500-763 SF for 1- and 2-bedrooms units.
Apartment amenities include a clubhouse,
courtyard, and laundry service. Located adjacent to
Queen Ka‘'ahumanu Center, the apartments offer

3 The State of Hawai‘i Data Book 2019, Table 21.07
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relatively easy access to restaurants and retail and
are less than a mile from University of Hawai‘i Maui
College.

The Apartments at 445 Naniluna Place Type: Middle Housing / Small Apartments

Location: Wailuku, HI
Year Built: 2003

Description: The Apartments at 445 Naniluna
Place is a 4-unit, 2-story building on 0.2 acres. All
four units are 2-bedroom units, averaging 770 SF.
The apartments are within walking distance to
Wailuku’s downtown and amenities such as parks
and schools.

Type: Single Family
Location: Kahului, HI
Year Built: 2016

Sale Price: $845,000 in 2020

Description: The Parkways at Maui Lani is one of
Kahului's newest single-family master-planned golf
course communities near the Dunes Maui Lani Golf
Course. The community offers 11 distinctive floor
plans that range in size from 1,400 to 2,400 SF.
Homes are 1 or 2 stories in height and have 2, 3, or
5 bedrooms. Average lot sizes range between 6,000
and 8,000 SF and can be as large as 15,000 SF.

Source: CoStar

Key Findings
Key findings about the housing market in Central Maui include the following:

= There are a limited number of mixed-use buildings in the Maui island submarket. There is
one residential and office mixed-use building, Maui Realty Suites, and a limited number
of office and retail mixed-use buildings on Main Street and Market Street.

= Apartment rents in Central Maui increased 60 percent from $2.00 plus operating
expenses (NNN#) in 2008 to $3.20 plus operating expenses (NNN) in 2019. Central Maui
has historically had lower apartment rents than the rest of Maui; however, recently
Central Maui rents have surpassed rents in Maui.

4 NNN stands for triple net rents, and means that the tenant pays a pro rata share of all utilities and
expenses of the property, including property taxes, insurance, and maintenance.
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Apartment vacancy rates in Central Maui decreased from 16.5 percent in 2008 to 2.8
percent in 2019. Extremely low vacancies reflect a constrained market in Central Maui,
and demand is strong.

Most of the recent apartment development in Central Maui has been affordable housing.
There have been no new market rate apartments built since 2008.

Given the small supply of apartment units in Central Maui, demand is outpacing supply,
and, as such, rents are increasing.

While for-sale housing prices—both detached single-family homes and condos—are
lower in Central Maui than the island as a whole, for-sale housing prices have increased
by 55 percent since 2015. As of October 2020, the average home was selling for
$681,000, which was $241,000 more than the average home price in 2015 (when the
average home sold for $440,000).

Compared to the island, median prices for ownership units are lower in Central Maui for
single-family and condo homes. In Maui, single-family homes sold for $750,000, or about
12 percent more than in Central Maui. Condos in Maui County sold for about $252,000
more than condos in Central Maui.
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COMMERCIAL REAL ESTATE MARKET

This section details Central Maui and Maui real estate conditions and identifies market drivers
and trends that will influence the market appeal and viability of a range of commercial uses. For
purposes of this report, we are grouping any non-residential property used for commercial profit-
making purpose as commercial real estate, including office and retail developments.

Figure 17 summarizes Central Maui's commercial real estate market. Central Maui’s submarket is
characterized by mostly retail space followed by industrial space. About half of all office, retail,
and flex space in Maui is located in Central Maui. The majority (82 percent) of Maui’s industrial
space is located in Central Maui. A closer look at Central Maui’s office market shows that it is
comprised mostly of professional office space occupying about 1 million square feet across 107
office buildings.

Figure 17 Current State of Maui’s Commercial Real Estate Market (2020 Q1)

Total : Proposed or
0 o Availabl

Real Estate | Inventory Cﬁnc::rgi?:\l Existing ‘S’:Iaj:e - Under Vacancy
Submarket (buildings) Space Space (sa.ft) Construction Rate

(sq. ft.) L (sq. ft.)
Central Maui
Office 138 14% 1,380,010 62,362 10,754 3.5%
Retail 296 45% 4,370,437 457,683 153,400 9.3%
Industrial 194 38% 3,700,000 72,600 47,900 4.3%
Flex 12 3% 316,000 12,500 0 8.9%
Maui County
Office 208 14% 2,213,651 156,918 0 5.8%
Retail 663 54% 8,316,521 787,171 0 8.7%
Industrial 252 29% 4,500,000 87,400 47,900 3.7%
Flex 21 3% 481,000 15,700 0 7.5%

Source: CoStar

Figure 18 Central Maui Office Submarket Summary (2020 Q1)

Total Existing Average % of

OffaType | el | Megedof| Cspae - Buing A o

(buildings) (sq. ft.) (sq. ft.) Space

Loft/Creative 1 2 2,859 2,859 2015 0%
Space

Medical 23 1 277,744 12,076 1974 20%

Office Live/Work 2 3 16,262 8,131 1978 1%
Unit

Office/Residential 4 2 39,647 9,912 1974 3%

Typical Office 107 2 1,039,498 9,715 1985 76%

Source: CoStar
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Office

Office rents the Central Maui submarket have remained stagnant since the Great Recession, and
vacancy rates have declined steadily since 2009. Central Maui office rents have typically been
lower than the island as a whole; however, in recent years they have surpassed Maui rents.
Similarly, Central Maui vacancy rates have always been lower than across Maui, suggesting
greater demand for office space in the Central Maui area. About 36,000 square feet of office
space was delivered to the Central Maui submarket in 2015; it has been quickly absorbed by the
market. Compared to Maui, Central Maui has had increasing office rents and low vacancy rates
signaling a small demand for additional office space in the near future. Current asking rents for
vacant office space on the market in Wailuku Town are generally around $24/square foot
annually, which is higher than current asking rents in Kahului at $21/square foot per month.

Rent and Vacancy

Central Maui’s office market has been stagnant since 2008. Office rents in Central Maui have
remained largely stable since the Great Recession, though as of the first quarter of 2020 they
ticked up above $25 per square foot (NNN®) for the first time. In Maui, overall, office rents have
not yet rebounded to pre-recession levels. On average, office vacancies have remained lower in
Central Maui than in the rest of the island. Central Maui vacancy rates decreased from 5.5
percent in 2008 to 3.4 percent in 2019.

5 NNN stands for triple net rents, and means that the tenant pays a pro rata share of all utilities and
expenses of the property, including property taxes, insurance, and maintenance.
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Figure 19 Office Rent per Square Foot and Vacancy Rate, Central Maui and Maui County (2008-2020)
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Development and Absorption Trends

There have been relatively few square feet of office space constructed since the Great
Recession. About 36,000 square feet of office space was built in 2015 across seven buildings
and was quickly leased. In 2017, a large office tenant vacated some office space, which was
leased up gradually over the next three years.
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Figure 20 Office Deliveries and Absorption (square feet), Central Maui (2010-2020)
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Source: CoStar

Figure 21 shows examples of recent office buildings constructed in the Central Maui submarket.
The largest office building constructed in the last decade was the Kahului Processional Suites,
delivering 18,900 square feet of office space.

Figure 21 Office Development Precedents

Source: Unless otherwise noted image source is from CoStar

Type: Class B Office
Location: Kahului, HI
Year Built: 2015

Tenancy: International Brotherhood of Electrical
Workers Local Union

Description: The Kahului Professional Suites is a

- 2-story flex office building. It is one of the largest
Source: Google and newest office spaces delivered to Central Maui
in recent years. The building provides 18,900 SF of
office space and 37 parking spaces.
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Office Building Classes

Type: Class B Office
Location: Kahului, HI

Year Built: 2015

Tenancy: Control Freaks Hawai' Inc. (home
theater store)

Description: This is a typical 2-story condo office
building that was built along a row of five similar
condo offices. These single tenant condo office
buildings have about 2,800 SF of office space with
a mix of tenants.

Type: Class B Office
Location: Kahului, HI

Year Built: 2011

Tenancy: Retina Institute of Hawaii, Center for
Sight

Description: This is a typical 2-story office
building with approximately 6,200 SF of space and
22 parking spaces. The stand-alone office building
is surrounded other office buildings.

Office buildings are typically classified into one of three categories: Class A, Class B, or Class C.
These classifications often vary by market, quality, and type of amenities in an office building.

= Class A office building represent new state of the art construction with high quality
materials and amenities.

= Class B office buildings are generally a little older with good quality management and

tenants.

= Class C office buildings are older buildings located in less desirable areas and often have
little to no amenities and may require extensive renovations.

Key Findings

Key findings about the office market in Central Maui include the following:

= The office market in Central Maui has been stagnant, and rents have remained stable
since the Great Recession. However, office rents in the rest of the island have not yet

recovered to pre-Great Recession levels.

= Office rents in Central Maui increased 2 percent, from $24.85 NNN in 2010 to $25.35 in

2020 Q1.
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=  Vacancies in Central Maui are lower than in Maui as a whole. Central Maui office
vacancies decreased from 5.5 percent in 2008 to 3.4 percent in 2020 Q1.

= Inrecent years Central Maui office rents have surpassed island-wide rents. Historically,
rents across the island have been higher than office rents in Central Maui.

= In the past decade, new office deliveries in Central Maui have been characterized by
small 2-story condo office buildings averaging between 2,600 to 3,000 square feet. The
largest office space built recently in Central Maui was the Kahului Professional Suites,
which provided 18,900 square feet of office space to the market.

Retail

Like office rents, retail rents have remained stagnant since 2008. Retail rents are lower in Central
Maui than in the rest of Maui, and both markets have experienced increasing vacancy rates in
recent years. Since 2015, about 5.7 million square feet of retail space has been delivered to the
Central Maui submarket; the market has been slow to absorb this additional space. Large format
big-box retail space has been the majority of retail space built in Central Maui in recent years.
Current asking rents for vacant retail space on the market in Wailuku are generally around
$22/square foot annually, which are lower than current asking rents in Kahului at $30/square foot
per month.

Rent and Vacancy

Retail rents in Central Maui have remained stagnant at about $30.00 per square foot (NNN)
between 2008 and 2019. Maui as a whole had higher retail rents at about $37.50 NNN in 2019;
however, rents island-wide remain below their pre-recession peak of $42.70 NNN. Retail vacancy
rates in Central Maui increased from 2 percent in 2008 to 8.3 percent in 2019.
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Figure 22 Retail Rent per Square Foot and Vacancy Rate, Central Maui and Maui County (2008-2020)
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Development and Absorption Trends

Generally, net absorption® has been positive in the past decade. Office deliveries have kept pace
with net absorption levels. Central Maui has had consistent retail development in the past 10
years. Delivery of retail space outpaced demand starting in 2017 when a 132,700 square foot
Lowe’s building was constructed in Central Maui.

6 Net absorption is the total sum of square feet of space that became physically occupied, minus the sum of
square feet that became physically vacant during a specific period.
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Figure 23 Retail Net Absorption, Central Maui (2010-2020)
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Retail Development Precedents

Figure 24 shows examples of recent retail buildings constructed in the Central Maui market. Most
of the retail space delivered in the last decade has been large format shopping centers with
adjacent smaller strip retail.

Figure 24 Retail Precedents

Type: Retail

Location: Kahului, HI
Year Built: 2018

Tenancy: Safeway, and multiple tenants

Description: Ho'okele Shopping Center
is the newest shopping center in east
Kahului. Construction began in 2018, and
adjacent smaller strip retail was
completed in 2020. The 94,000 SF center
features a 57,400 SF Safeway grocery
store and a Safeway fuel station along
with 36,600 SF of strip retail in the center.

Ka'ahumanu Ave Community Corridor | 4-26



MARKET ANALYSIS REPORT (January 2021)
Ka'ahumanu Ave Community Corridor

Type: Retail
Location: Kahului, HI

Year Built: 2018
Tenancy: Autozone, and other tenants

Description: 127 S Puunene Ave is a
single-story building with approximately
9,800 SF of retail space with two tenants.
The building was built within an existing
shopping center. Amenities include a
drive-thru window with easy egress to S
Puunene Avenue.

Source: CoStar

Key Findings
Key findings about the retail market in Central Maui include the following:

=  The retail market in Central Maui and Maui has remained stagnant in the last decade.
Existing retail rents in both submarkets are slightly lower than pre-2008 Recession rent
levels.

= Retail rents in Central Maui have decreased 7 percent, from $30.19 in 2008 to $28.27 in
2020 Q1.

= Historically, the Maui submarket has had higher retail rents than Central Maui. In 2020
Q1, rents in Maui as a whole were about $12.00 higher than in Central Maui.

= Most of the retail space delivered in Central Maui in the last decade has been large
format shopping centers with adjacent smaller strip retail.

= Vacancy rates in Central Maui have increased substantially, from 3 percent in 2016 to 9.3
percent in 2020 Q1. Central Maui’s retail market has been saturated with large format
retail space that has taken longer for the market to absorb.

HOSPITALITY SUBMARKET

Prior to the global outbreak of COVID-19, Hawaii’s tourism industry was very strong. In the fourth
quarter of 2019, hotels in Maui County generated $357 million or 31 percent of the state’s total
hotel revenue. This was an increase of $7 million (or 2 percent) over the previous quarter. Strong
hotel revenue trends continued into the first quarter of 2020, but sharply declined in the second
quarter as a result of the pandemic.”

According to the Hawai‘i Tourism Authority, Maui County saw a $349 million decrease in hotel
revenue (or a 98 percent decline) between the first and second quarters of 2020.8 As a result of
COVID-19, many hotels were either closed or had to remove rooms from service.® COVID-19

7 ECONorthwest calculations based on Hawai‘i Tourism Authority. (2020). Infrastructure Research.
8 ECONorthwest calculations based on Hawai‘i Tourism Authority. (2020). Infrastructure Research.

9 Hawai‘i Tourism Authority. (2020). June 2020 Hawai‘i Hotel Performance Report.
https://www.hawaiitourismauthority.org/media/4894/hta-june-2020-hawaii-hotels-performance-
final_revised.pdf
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related travel restrictions has greatly impacted hotel occupancy rates. Average occupancy in
Maui County for June in 2019 was 76.8 percent compared to 7.2 percent in June 2020. Maui
County’s supply of hotel rooms fell by 53 percent between the first and second quarters of 2020,
while demand fell by 93 percent.'® In addition to low occupancy rates, Maui County hotels
reported the lowest revenue per available room (RevPAR) of all four island counties in June 2020
at $16."

These revenue patterns mirror trends in the number of visitors who arrived by air. Maui County
received 809,000 visitors by air in the third quarter of 2019 and 760,000 visitors in the fourth
quarter. While these numbers began declining in the first quarter of 2020, the pattern became
more pronounced in the second quarter when Maui County’s total visitors by air dropped by 99
percent to just 13,700 individuals. This coincides with the beginning of the COVID-19 pandemic in
the United States and subsequent travel and stay-at-home restrictions. Beginning in March, all
out-of-state visitors were required to perform a mandatory two-week self-quarantine; that order
was expanded in June to include interisland travelers.'?

Vacation rentals have exhibited similar patterns. Between the fourth quarter of 2019 and the
second quarter of 2020, unit supply fell by 67 percent (from 921,00 to 307,000) while unit demand
dropped by 97 percent (from 718,000 to 23,000). Over this same time period, average occupancy
rates in Maui County decreased from 78 percent to a mere 7 percent.

Overall, Hawaii’'s economy, which is heavily reliant upon tourism, has been severely impacted by
COVID-19. The Department of Business Economic Development and Tourism expects that it will
take six years for visitor arrivals to recover based on the trajectory of Hawaii's recovery following
the Great Recession.™

NON-MARKET USES

This section summarizes non-market uses, such as institutional and other non-commercial and
non-residential uses, that could potentially increase the demand for housing in the study area.
Several uses cover a large amount of land within the study area: large format shopping centers,
University of Hawai'i Maui College, Maui Memorial Medical Center, and Baldwin High School.

During the Fall 2020 semester, there were 2,936 undergraduate students enrolled at the
University of Hawai'i Maui College (UH-Maui), a 1.9 percent decrease from the previous
academic year.14 UH-Maui does not have on-campus housing available to students.15
Additionally, housing needs for students are not addressed in the UH-Maui 2015-2021 Strategic
Directions Document. The college will be updating their strategic plan in 2021, which presents an

9 ECONorthwest calculations based on: Hawai'i Tourism Authority. (2020). Infrastructure Research.

" Hawai‘i Tourism Authority. (August 4, 2020). Hawai‘i Hotel Performance Report — June 2020. Honolulu,
HI: Hawai'i Senate Majority.https://www.hawaiisenatemajority.com/post/hawai-i-hotel-performance-report-
june-2020

12 Hawai‘i Tourism Authority. (August 4, 2020). Hawai‘i Hotel Performance Report — June 2020. Honolulu,
HI: Hawai'i Senate Majority. https://www.hawaiisenatemajority.com/post/hawai-i-hotel-performance-report-
june-2020

13 Peterkin, O. (May 26, 2020). State tourism forecast predicts it will take 6 years for arrivals to recover.
Pacific Business News. https://www.bizjournals.com/pacific/news/2020/05/26/state-tourism-forecase-
predicts-arrivals.html

14 Institutional Research & Analysis Office. (2020). Opening Enrollment. University of Hawai‘i System.
15 University of Hawai‘i Maui College Admissions Office (personal communication, October 5, 2020).
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excellent opportunity for Maui County staff and the Ka‘ahumanu Ave Community Corridor project
to prioritize near-term investments in the area to leverage UH-Maui transportation investments.

The Maui Memorial Medical Center has expanded several times in recent years, including adding
73,600 square feet of new construction for a 4-story building to house 42 new hospital beds,
renovating portions of the existing facility, and expanding to include a new urgent care center.
These investments indicate an increasing influence and presence of Maui Memorial in the study
area. These recent expansions increase the capacity and service levels of the hospital which
leads to more employment over time. Increased employment will increase demand for both
housing and commercial services in the study area.

NEXT STEPS

Information and findings from this Market Analysis Report will be integrated into future tasks in
the Ka‘ahumanu Avenue Corridor to develop economic development strategies, housing and
development strategies, and creating a financial plan. This report will also help provide inputs for
the evaluation of development potential and obstacles to development during later evaluation of
development feasibility and opportunity sites.
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