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THE EXPANSION OF TECH 

AND CREATIVE INDUSTRIES 

HAS REIGNITED DEMAND FOR 

SPACE IN OLDER BUILDINGS. 

ELIZABETH BLOSFIELD 

REPORTS ON THE TREND 

TOWARDS “CREATIVE SPACE” 

THAT IS SHIFTING OFFICE 

SECTOR DYNAMICS 

C
reative companies are bringing Class B 

properties back in style – a move that 

suggests the emergence of a new asset 

class within the US commercial real 

estate industry. The prevalence of 

companies such as tech startups, social 

media platforms, advertising companies and 

architecture firms building out high-end Class A 

spaces within older or industrial-style buildings 

has brought the term “creative space” into main-

stream real estate industry vocabulary. In turn, 

these blends of Class A and Class B space are 

fueling a new market segment in terms of pric-

ing and rents, according to some market players. 

“Creative space is really turning into its own 

segment of the market,” says Michael Soto, 

research manager at Transwestern. “In the past, 

you knew exactly what a Class A building was 

and what a Class B building was. Now, it’s not as 

easy to delineate.”

Ten years ago, Class A properties were 

defined as high-image office buildings with 

rents in the top 30%-40% of the market and a 

well-known tenant mix, market experts noted. 

Class B products were typically classified as 

older, un-renovated assets with small- to medi-

um-sized anchor tenants. 

As more deals are done in the creative space, 

the spread between Class A and Class B office 

rents is narrowing. “Creative office buildings 

might not be the high-image, glossy, skyscraper 

trophies, but these former B-buildings are now 

being renovated for tech tenants and generating 

Class A or higher-than-Class A rents,” Soto says.

This trend has many investors wondering 

exactly what they are buying and has created 

questions for owners in terms of reporting 

rents, vacancy levels and leasing activity to pro-

spective buyers. Robert Miranda, vice president 

at real estate investment banker Moss Adams 

Capital, an affiliate of Moss Adams LLP, advises 

creative space investors to pay close attention to 

property size, market fundamentals and espe-

cially, the anchor tenant’s credit worthiness. 

“An investor thinking of buying an office 

building should look at the tenant profile and 

ask: who are the tenants in that space, and how 

confident am I in their longevity?” he explains. 

Seller’s market
Despite a blurrier definition of product classes, 

owners are finding the market ripe for sales 

activity. Market players note that developers 

and landlords who have completed creative 

transformations of B buildings are seeing valua-

tions and bidding surpass Class A valuations in 

some cases. 

One project in Playa Vista, Calif., for example, 

traded earlier this year for almost seven times 

what the owner paid four years ago. The Reserve, 
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a former US Postal Service industrial facility, 

was sold in February to Invesco for $316m, or 

$790 per square foot – one of the highest prices 

ever paid for an office property in the area. The 

seller was a joint venture between Worthe Real 

Estate Group and Shorenstein Properties, which 

acquired the more than 300,000 square foot 

property for just $46.5m in 2011. The partner-

ship invested approximately $30m to reposition 

the building as a creative office space, complete 

with volleyball courts, a car wash and a fitness 

center, and leased it up to major tenants includ-

ing TMZ, Microsoft Corp., Sony PlayStation and 

Verizon Communications,.

Stories like this are becoming increasingly 

common as demand for creative space among 

office tenants soars, driving buyers to actively 

seek out Class B acquisition opportunities. 

Class B industrial product is experiencing the 

bulk of this demand, because of its open floor 

spaces, exposed brick, concrete floors, natural 

lighting and common areas that can be turned 

into collaborative work spaces. These features 

tick the “cool factor” box for tech and creative 

tenants looking for differentiated space for 

branding, recruitment and retention purposes, 

according to Soto.

Mismatched reuse
Manhattan’s Midtown South submarket is a 

prime target area, where many of the buildings 

were originally built as light manufacturing 

facilities. While romantic for prospective 

tenants, these buildings present practical chal-

lenges from the adaptive-reuse perspective. 

As they may be too small to accommodate the 

density of office use, explains Woody Heller, 

executive managing director and group head of 

the capital transactions group at Savills Studley. 

“When you take an industrial building and 

introduce an office use, density goes up dra-

matically – even more so when you’re leasing to 

new media tenants. So when you take a property 

that starts off  life as a low density building and 

introduce a high density office use, you create 

a dramatic mismatch between intention and 

need,” Heller says.

This is most apparent in building infrastruc-

ture, such as elevator use, bathroom capacity, 

lobby size and electric and HVAC system capac-

ity. Heller points to a recent example of a tech 

company in Midtown South that was consider-

ing a new lease in a Class B office building. Their 

architects said that it would be very difficult 

to adapt the property to the company’s office 

standards and suggested exploring alternatives.  

The company responded that they liked the look 

and feel of the building and told the architects to 

“make it work”, based on Heller’s account. 

“That situation is not uncommon. The quaint 

elements of Class B buildings –brick walls, open 

ceilings, wood floors, cast iron columns and 

charming features – is appealing and resonates 

with new media tenants, but there is a trade-off 

with regard to building systems. [Meanwhile,] 

investors continue buying these buildings as 

tenants continue leasing space in them, and 

overlook these physical imperfections,” he adds.

Other market players remain bullish on 

warehouse conversions as viable investment 

opportunities, however. Bob Knakal, chairman 

of New York investment sales at Cushman 

& Wakefield says his team has not seen many 

issues in regards to density since a lot of ware-

houses have a heavy floor-load capacity that 

can accommodate dense workspaces. If there 

are challenges with these buildings, Knakal says 

they will most likely be related to certificates of 

occupancy or parking requirements.

For New York investors concerned about ware-

house conversions but wanting to capitalize on 
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the large pool of tenants that desire to be in these 

neighborhoods, a smart option is to buy tradi-

tional office buildings designed to accommodate 

new media densities that also offer Class B charm, 

Heller suggests. “Generic Class B buildings can 

be challenging to upgrade for new media tenant 

accommodations unless they were built as true 

office buildings that can deliver both the design 

and functionality needed.  These buildings will be 

the safest investments going forward,” he says. 

Core impact
Market players observing this trend point to the 

high cost of Class A office space in cities like 

New York as a major catalyst. Yet, the impact of 

tech and creative office tenants is not limited to 

B buildings in these premium-priced markets. 

Stylistic space preference from big tenants such 

as Google is drawing investment capital into 

repositioning core properties as well, observes 

Miranda. “You’re not just seeing Class B office 

or industrial space being repositioned; you’re 

also seeing Class A office space re-configured 

for tenants seeking that creative edge, but with 

the level of service, amenities, location and 

presence that Class A office space has to offer,” 

he says, citing Google’s office in Irvine, Calif. as 

a notable example. The building is a traditional 

Class A office on the outside but very “culturally 

Google” on the inside – a trendy and open space 

with few closed offices and many meeting areas. 

Miranda cautions against labeling creative 

office as its own distinct asset class just yet, how-

ever. Converted B-properties are increasingly 

competing against Class A product, but A-prop-

erties maintain a competitive edge. Knakal 

adds: “Class B properties are trading at prices 

per square foot that are much closer to Class A 

prices than they have ever been, but Class A will 

always sell at a premium to Class B and C space." 

The shift in tenant preferences to Class B 

buildings and Class A offices with B-qualities 

is nevertheless notable. “Twenty years ago, 

non-traditional office buildings or warehouse 

conversions were not prime office locations. 

Now, these buildings are leasing more quickly 

and at higher rents than the owners anticipated,” 

Knakal says. He and others largely attribute this 

to the desirability of B-space characteristics 

among Millennials. Since Millennials now com-

prise the largest portion of the U.S. workforce, 

according to a recent Pew research report, the 

trend is likely to continue. “There is definitely a 

sustainable appetite for this creative space com-

ing from Millennials,” Knakal says. “These folks 

are growing up with this perception of what the 

perfect office environment is, and that is likely 

to continue as the population ages.” 
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