








Los Angeles Basin Office Market m Mid-Year 2008

Net Average
Absorption Square Feet Asking

Rentable % Vacant (SF) Completed* Square Feet Rental Rate**

Square Feet Direct Total YTD YTD Under-Construction Class A Space
Ventura County 15,924,500 10.3% 12.5% (467,500) 22,100 548,400 $2.58
SFV 27,667,900 10.1% 12.3% (276,400) 283,400 144,000 $2.72
Tri-Cities (Pas./Glen./Bur.) 31,923,200 7.6% 9.6% (541,700) — 1,211,200 $3.16
Central LA 85,094,700 8.9% 9.7% (243,200) = 630,200 $2.79
West LA 52,382,400 7.2% 8.6% (31,100) 292,000 712,000 $4.33
South Bay 32,889,900 14.7% 15.5% (409,700) 51,700 = $2.20
North Orange County 30,580,800 13.3% 14.7% (1,003,200) 102,500 75,000 $2.70
South Orange County 63,725,300 15.2% 17.1% (647,800) 942,700 118,000 $3.04
Total 347,188,700 10.9% 12.3% (3,620,600) 1,694,400 3,438,800 $3.01

* Includes return-to-market of renovated space less any demolitions
** Per SF per Month, Full Service Gross. Direct lease only.

Data is for all competitive buildings (Classes A, B and C) 20,000 SF or larger. Excludes owner-occupied and medical buildings.

growth in West Los Angeles (+14%), the
San Fernando Valley (also +14%) and the
South Bay (+8%). A modest year-over-year
drop in asking rental rates, however, took
place in Orange and Ventura Counties to drop
(approximately -2% to -3%). At mid-year
2008, rental rates were highest in West Los
Angeles and lowest in the South Bay, with a discrepancy of
nearly 100%.

Rental rates
have started

Construction activity has slowed. As of
mid-year 2008, 3.4 million SF was underway,
down from 6.3 million SF 12 months prior.
When complete, the space under-con- |RUeReClgFER(E
struction will expand the base by 1% or |[Sejit=iahinl 20/0%]
somewhat less than one-year’s-worth of
demand under normal economic conditions,
generally a manageable amount, particularly since delivery of
this space will be spread out over an 18-month period.
However, since the local economy is contracting, it appears as
though overall vacancy rates will climb by another approximately
one or two percentage points over the 6 to 12 months. The
market is projected to tilt even further toward the tenant, partic-
ularly in Orange County.

Market projected

In the past five and a half years, median prices per SF of office

buildings sold have more than doubled (+131%, on average).
Prices continued to climb in the first half of 2008 in most areas,
but sales activity continued to drop, suggesting that prices have
probably peaked.

The Medical Office Segment

The medical office segment has softened in the past 12 months,
but remains generally healthier than the non-medical-office
segment. Basin-wide vacancy as of mid-year 2008 was 7.7 %,
up from 5.2% a year ago and from 6.2% as of year-end 2007.
Rental rates have generally flattened. Demand is projected to be
relatively flat or slightly negative over the next 12 months or so, but
then resume growth at a relatively strong pace (approximately 3%
per year). A moderate amount of construction is currently
underway (554,200 SF), which, when complete, will expand the
base by a moderate 1.8%. Vacancy rates are projected to climb
to approximately 9% over the next 12 months, no longer a tight
market, but generally healthy nevertheless.

Ventura County

Net absorption in the first half of 2008 was -467,500 SF. This
represented shrinkage in occupied space of 3.2%, a large drop
for just 6 months. This was a sharp reversal of the long-term
trends for the area (net absorption of +230,000 SF per year,
1996 — 2007). Reasons for the slowing in demand included
downturns in the mortgage-finance and bio-tech industries,
both of which are heavily concentrated in Ventura County,
particularly in East County.

A small amount of space, 22,100 SF, came
on-line due to construction completions
during the period. The vacancy rate
climbed from 8.7% a year ago and from
9.4% as of year-end 2007 to 12.5% as of
mid-year 2008 (10.9% if sublet space is
subtracted from this calculation). Asking
rental rates peaked in Q4 2007, and have since dropped slightly.

Vacancy up

sharply

Construction activity is strong, and 548,400 SF was underway
as of mid-year 2008. As the space comes on-line, it will expand
the base by a total of 3.4%. It appears as though vacancy rates




Ventura County Office Market

E=
T 20% - G800 5
© >
o 5O
2] D
5 16% - $2600 P
o] oL
< D g
% 12% » $22085 §
© ol 2
> 5]
o 8% - - $180C 9
= T 8
k< —— % Vacant c0O
g 4% % \Va - $140Q 5
8 —m— Asking Rental Rates o e
R 0% : : : ; ; $1.00 %
Mid-Year Mid-Year Mid-Year Mid-Year Mid-Year Mid-Year <

2003 2004 2005 2006 2007 2008

will climb into the mid-teens over the next 12 months or so.
Effective rents appear likely to drop.

Long-term, demand is expected to be strong, driven by the
area’s attraction to small firms, particularly by those headed by
management seeking a high quality living and business environment
within close proximity to Los Angeles.

The San Fernando Valley

Market conditions also softened in the San Fernando Valley
2007, with the vacancy rate climbing from a low 7.1% a year
ago to 10.4% 6 months ago and to 12.3% as of mid-year 2008.
Much of the reason for the softening was release of space from
the mortgage-finance industry, but there was softness from other
sectors as well. There also was the completion of a moderate
amount of new space.

Net absorption in the first half of 2008 was
negative 276,400 SF, representing shrinkage
in occupied space of 1.1%. This was a Vacancy rate
reversal from the long-term average . 0
witnessed in the area (+420,000 SF per EMIED 2085
year, 1996 - 2007) witnessed in the area.
Construction completions totaled 283,400
SF, expanding the base by 1%. The combination of negative net
absorption and significant construction completions caused
vacancy rates to climb to 12.3%. Asking rental rates peaked in
Q8 2007, and have since been generally flat to down slightly.

Construction activity has slowed, and 144,000 SF was under-way

as of mid-year 2008. When complete, it will expand the base by
0.5% - a relatively small amount. We expect net absorption in

San Femando Valley Office Market
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the remainder of 2008 to remain moderately negative, dampened
by the continued release of space from the mortgage-finance
industry as well as the contraction in the overall economy.
Vacancy rates are projected to climb to approximately the 13%
to 14% range, and effective rents to be flat to down.

The Tri-Cities (Burbank/ Glendale/ Pasadena)
Tri-Cities Office Market
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Net absorption was negative 541,700 SF in
the first half of 2008, representing shrinkage Vacancy
in occupied space of 1.8%. The entire drop
occurred in Q1 2008 (-632,400 SF); there
was moderate positive net absorption in Q2
2008 (+90,700 SF). The trends in the first teens
half of the year were down sharply from the
trends witnessed 1996 to 2007 of approximately 395,000 SF of
positive net absorption per year, due to the contraction in the
local economy. No new space came on-line during the period.
As of mid-year 2008, the vacancy rate was 9.6%. While still a
healthy number, it was up significantly from 7.3% a year ago and
from 7.9% 6 months ago.

projected to

climb to low

A large amount of construction is underway in the area, 1.2 million
SF. As this space comes on-line over the next year and a half,
it will expand the base by 3.8%. Vacancy rates are projected to
climb into the low teens. Effective rents appear to have peaked
in Q1 2008 and are projected to drop moderately over the coming
year and a half.

The long-term outlook for the Tri-City area remains very positive.
The area is amenity-rich and the concentration of firms in the
area (including entertainment, professional services and engi-
neering) is a good mix for long-term expansion.

Central Los Angeles (Downtown/ Hollywood/ Mid-Wilshire)
Demand for office space shrank also in Central Los Angeles in the
first half of 2008, with negative net absorption of 243,200 SF. This
represented minor shrinkage in occupied space of 0.3%. This
contrasted with the long-term average for the area of approxi-
mately +860,000 SF per year (1996 to 2007). What demand
existed continued to come primarily from government agencies
and firms in law, utilities and accounting for space in downtown;
in Mid-Wilshire it was from small, entrepreneurial, often Asian-
owned firms; and in Hollywood, a mix of firms in professional
services, high-tech and entertainment. The area also was attractive
to firms unable to find space that met their needs at an affordable
rate in the adjacent West Los Angeles and Tri-Cities markets.



Central Los Angeles Office Market
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No construction completions took place.
The vacancy rate was essentially flat at
9.7%. Asking rental rates climbed by 6.1%
over a year ago, but remained a bargain
compared against comparable space in
adjacent markets, in particular West Los
Angeles.

Rental rates

up 6.1%

Construction activity has picked up, and 630,000 SF is underway.
We expect that demand will remain flat, with countervailing
forces at work: the contraction in the economy vs. availability of
quality space at still relatively low rental rates and tight conditions in
adjacent markets.

West Los Angeles

Net absorption was slightly negative in the first half of 2008
(-31,100 SF), representing shrinkage of occupied space of
0.1%. It also was down from the +665,000-SF-per-year average
1996 to 2007. The drop in demand, however, was the lowest of
any submarket within the Los Angeles Basin.

292,000 SF came on-line during the year,
expanding the base by 0.6%. The combi-
nation of the small amount of negative net
absorption and the completion of the new in the
space caused vacancy rates to climb to
8.6% from 7.5% a year ago and from 8.3%
6 months ago. The market remained gen-
erally tight, and asking rental rates shot upward, by 14% year-
over-year. All of the growth, however, occurred in the last half of
2007 and in Q1 2008. In Q2 2008, asking rents dropped slight-
ly (-1.1%).

The lowest
vacancy rate

Basin
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A significant amount of construction activity (712,000 SF) was
underway as of mid-year 2008. As this space comes on-line
over the next 12 months, it will expand the base by 1.4%. The
combination of the new construction and the contraction in the
local economy will likely cause vacancy rates to approach 10%,
still a healthy level, but up significantly from the tight conditions
of recent years. Given the large discrepancy that exists between
rents in West LA and in adjacent markets, we expect to see
moderate declines in rental rates.

West Los Angeles has a large concentration of high-profile firms
(including those in entertainment, computer programming and
finance). It also is in the midst of some of the most exclusive
residential neighborhoods in the nation, and it commands the
highest rents in the Basin. These are positive characteristics,
which will drive strong long-term growth in demand.

The South Bay

Despite the lowest rental rates in the Los Angeles Basin, and
despite strong positive net absorption in the South Bay in 2007,
demand turned negative in the first half of 2008. Net absorption
was -409,700 SF, representing shrinkage in occupied space of
1.2%. This was down from the long-term average for the South
Bay of +240,000 SF per year 1996 - 2007.

A small amount of space came on-line due to construction
completions (51,700 SF), and the vacancy rate climbed to
15.5%, a moderately high rate. This was up from 14.4% 6
months ago, but down from 16% a year ago.

Even though vacancy rates were high,
asking rental rates were up 8.9% over a
year ago. The South Bay still has the lowest
asking rental rates in the Basin, 27% below | EalENEIEE ]
the regional average, and approximately the Basin
half that of rates in the adjacent West Los
Angeles market.

The lowest

No construction is currently underway. Assuming that the
contraction in the local economy will not deepen nor be
prolonged, we expect that market conditions will generally
stabilize in the area. The South Bay will likely benefit from its
location along the coast and its good access to a highly
educated workforce. It also will likely benefit from rental rates
that are substantially lower than in adjacent markets.

South Bay Office Market
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North Orange County Office Market
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For Class A Space (FSG)

% Vacant (including sublet space)

Asking Rental Rate Per SF Per Month

North Orange County

A very large amount of negative net absorption took place in
North Orange County in the first half of 2008, -1 million SF,
representing shrinkage in occupied space of 3.7%. In the past
12 months, occupied space has shrunk by 2.1 million SF
(-7.4%). This submarket has been hit particularly hard by the
return of space from mortgage-finance firms, which is highly
concentrated in this area. Vacancy climbed to 14.7% from
7.5% a year ago and from 11% 6 months ago. Asking rental
rates have dropped by 2.1% year-over-year.

As of mid-year 2008, only 75,000 SF was
under-construction. It is unclear how .
much more space will be released by the LLSeM SR eElS
down 7.4%

mortgage-finance industry. Vacancy rates
may climb by another percentage point or [RVEEIZeNEEVEET:
two in the remainder of 2008. Rental rates
are expected to continue to drop.

Long-term, good growth in demand will be driven by the very
broad mix of firms in the area, including those in telecommuni-
cation, high-tech and professional services. The long-term aver-
age for the area is net absorption of 380,000 SF per year, 1996
—-2007.

South Orange County

Net absorption in South Orange County in the first half of 2008
was -647,800 SF, representing shrinkage in occupied space of
1.2%. This followed negative net absorption of 842,600 SF in
the last half of 2007, for a total 12-month loss of 1.5 million SF
(-2.7%). This was down very sharply from the long-term average
for the area of +1.2 million SF in net absorption per year. As with
North Orange County, the market was hit significantly by the
downturn in the mortgage-finance industry.

942,700 SF of space came on-line in the
first half of 2008 due to construction
completions, expanding the base by 1.5%.
The vacancy rate climbed sharply to

Vacancy up

sharply, to
17.1%, up from 11.1% 12 months ago and 17.1%
from 14.8% 6 months ago. The average ask-
ing rental rate dropped by 3.1%.

Construction activity has slowed significantly. As of mid-year
2008, just 118,000 SF was underway. Ordinarily, this would
mean that vacancy rates are soon to fall. However, given the

South Orange County Office Market
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contraction in the local economy and the prolonged downturn in
the mortgage-finance industry, vacancy rates in South Orange
County appear likely to remain in the high teens through the
remainder of 2008. We expect to see rental rates continue to
drop.

Long-term, employment projections indicate a need for approx-
imately 2 million SF of additional office space per year in Orange
County, and the vast majority of the growth in demand will occur
in South Orange County. The area has emerged in recent years
to be one of preeminent office locations in the Los Angeles
Basin. Firms, particularly those in high-tech, communications,
engineering and professional services, are attracted by access
to a highly educated labor force, executive housing and
planned-community environments.



Los Angeles Basin Industrial Market
Softens Slightly

Summary

Market conditions in the urbanized portion of the Los Angeles
Basin and Kern County Industrial Market softened slightly in the
first half of 2008, yet remained generally tight (vacancy rates in
the 3% and 4% range). Firms continued to find it difficult to find
space in these areas that met their needs, and were forced to
make do as best they could. The only market with high vacancy
rates was Inland Empire East (14.2%), where a construction
boom has taken place and where demand has slowed. Activity
was down in all markets, due to a combination of a general lack
of availability, high rental rates and prices, and the contraction in
the economy. Sale prices per SF began to flatten in some areas,
but rental rates continued to climb.

Sales and leasing activity is expected to
remain relatively weak through the remainder .
) o . Market remains
of 2008. Construction activity remains low -
in most of the urbanized area of the Basin, tight in urban
and vacancy rates in these areas are pro- areas
jected to climb some, but still generally
remain below 5%. In the Inland Empire,
however, a significant amount of construction is underway and
vacancy rates could climb to the 8% range in Inland Empire
West and to the high teens in Inland Empire East. The strong
effective-rent and sales-price growth witnessed in recent years
is expected to flatten.

The Details

Net absorption in the first half of 2008 was -4.5 million SF,
representing moderate shrinkage in occupied space of 0.3%.
This was down from 2007, when net absorption totaled +14.4
million SF. It also was down from the +27 million SF per year
pace witnessed on average 1996 - 2007.° The primary reason
for the negative net absorption was the downturn in the local
economy (-56,500 jobs or 0.8% vyear-over-year in the Los
Angeles Basin, as of May 2008). A general lack of available
space in Los Angeles and Orange Counties and high rental rates
and sale prices also contributed. The most significant negative
net absorption took place in the Inland Empire East, with -1.8
million SF representing shrinkage in occupied space of 1%.

LA Basin/ Kern Co. Industrial Market
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A large amount of new product was completed in the first half of
2008 (15.3 million SF), with most of that in the Inland Empire
(12.8 million SF). This expanded the base in the region by 0.9%.
Vacancy climbed to 5.2% from 4.2% a year ago and from 4.4%
6 months ago. The direct vacancy rate (excluding sublet space)
was 4.7%. Vacancy rates were low in Los Angeles, Orange,
Ventura and Kern Counties, in the 2%, 3% and 4% range. They
were higher in the Inland Empire (6.6% in Inland Empire West
and 14.2% in Inland Empire East), due to the large amount of
construction activity that has taken place there as well as the
recent negative net absorption.

Despite the increase in vacancy, asking rental rates climbed by
6.2% year-over-year. They became particularly high in Orange
County ($0.78 PSF per month NNN, on a typical 75,000-SF
space) and in the San Fernando Valley ($0.70).

Sale Prices Per SF of Industrial Buildings Sold

$158
$140
$109
$96 I | |
San Bemardino/  Los Angeles - Ventura ' QOrange '

Riverside

m 2002 m 2003 m 2004 m 2005 m 2006 m 2007 1st 2 2008

3 Data for buildings with 10,000 SF or more of office space. Includes owner-occupied space and excludes R&D space.



Los Angeles Basin and Kern County Industrial Market = Mid Year 2008

Net Average
Absorption Square Feet Asking
Rentable % Vacant (SF) Completed Square Feet Rental Rate*
Square Feet Direct Total YTD YTD Under-Construction 75,000 SF Space

Ventura County 66,482,600 3.0% 3.5% 18,700 74,600 254,700 $0.64
SFV 141,583,900 2.8% 3.1% (852,800) 178,800 304,700 $0.70
Central LA 367,932,600 2.4% 2.7% (7383,700) 359,300 1,043,300 $0.65
South Bay 240,76,300 3.1% 3.4% (891,900) 192,800 821,300 $0.64
San Gabriel Valley 158,084,600 3.4% 3.8% 257,700 1,021,000 1,531,600 $0.55
Inland Empire West 216,507,100 5.8% 6.6% (691,600) 3,989,000 3,005,300 $0.48
Inland Empire East 204,424,000 13.5% 14.2% (1,818,600) 8,824,100 6,195,200 $0.46
Orange County 223,732,500 4.0% 4.5% (638,600) 466,300 328,000 $0.78
L.A. Basin Subtotal 1,619,464,600 4.7% 5.2% (4,755,800) 15,106,400 183,484,100 $0.56
Kern County 28,883,500 4.0% 4.0% 237,000 157,000 77,000 $0.31
Total 1,648,348,100 4.7% 5.2% (4,518,800) 15,263,400 13,561,100 $0.56

* Per SF per month, triple net. Direct lease only. Total is a weighted average, weighted

by vacant SF.

Sale prices per SF continued to climb in Orange and Ventura
Counties, as well as in the Inland Empire, but they dropped some
in Los Angeles County. Sales activity was down in all areas. This
pattern suggests that prices may have reached their peak.
Prices remained particularly high for small buildings, and particularly
in South Orange County, where they exceeded $200 per SF.

As of mid-year 2008, 13.6 million SF was under-construction,
which, when complete, will expand the base by 0.8%. Thisis a
moderate level of activity, down significantly from 28 million SF
as of year-end 2007 as well from as the long-term average
growth in demand in the Basin (approximately 27 million SF per
year). Most of the space is concentrated in the Inland Empire
East (12.8 milion SF). Ordinarily, this decline in construction
activity would enable vacancy rates to drop. However, with the
local economy still contracting and net absorption projected to
be weak to negative for another 6 months or so, it indicates that
vacancy rates may climb some in Los Angeles, Ventura and
Orange Counties (but still stay in tight-to-healthy territory), and
climb to the 8% range in Inland Empire West and to the high
teens in Inland Empire East. We expect that the upward trend
in rents and in sale prices will flatten.

Ventura County

A minor amount of positive net absorption
took place in the first half of 2008, +13,700
SF. This was down significantly from the
long-term average for the County of [RSEISNel(CEENelEls
+610,000 SF per year (1996 to 2007). SF slows
Lack of availability in key segments limited
the amount of net absorption that could
take place, as did the contraction in the local economy. 74,600
SF came on-line from construction, a relatively small amount,
and the vacancy rate was flat at 3.5%. The direct vacancy rate
(excluding sublet space) was just 3%.

Growth in

Asking rental rates for a typical 75,000 SF space climbed 6.3%
year-over-year to $0.64 per SF per month NNN - a relatively high

Ventura County Industrial Market
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rate. Rental rates were highest in the eastern portion of the
County, particularly in the Conejo Valley, and were lowest on the
coastal plain, particularly in the City of Oxnard. Sale prices
reached $140 per SF on average, a 3.7% increase over the 2007
average. This growth rate, however, represented a slowing from
increases in the 10% - 30% range the previous two years.

As of mid-year 2008, 254,700 SF of construction was underway,
which will expand the base by 0.4% as it comes on-line. Some
pent-up demand exists in this marketplace, and this new space
will likely be absorbed. Vacancy rates are projected to remain
near current levels. Moderate growth in asking rental rates is
expected, but sale prices per SF are expected to flatten.

Long-term, construction activity will be constrained by highly
restrictive local growth ordinances, as well as by high land
prices.

In addition to the standard industrial market, Ventura County/
Conejo Valley have a moderate-sized flex/ R&D market, with 8.6
million SF. As of mid-year 2008, the vacancy rate was moderate
at 7.9%, up from 7.2% a year ago but down from 8.6% 6
months ago. The R&D market is projected to continue to soften
slightly given the contraction in the local economy. Just 20,500
SF was under-construction as of mid-year 2008.




San Fernando Valley Industrial Market
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The San Fernando Valley

Net absorption in the San Fernando Valley in 2007 was negative
352,800 SF, representing shrinkage of occupied space of 0.3%.
This was down from the long-term average for the area of +1.1
million SF per year (1996 — 2007). The primary reason for the
negative net absorption was the downturn of the local economy,
as well as a lack of available space. Construction activity was
light, and just 178,800 SF was completed.

The total vacancy rate at mid-year 2008 was
a low 3.1%, up from an exceptionally low
2.6% a year ago and from 2.8% 6 months
ago. The direct vacancy rate was just 2.8%.
Responding to the tight market conditions,
asking rental rates climbed 8.9% year-over-
year to $0.70 per SF per month NNN (for a
typical 75,000 SF space), the second highest average rental rate
in the Los Angeles Basin (behind Orange County at $0.78).
Average sale prices remained high at $133 per SF.

Asking rents

up 9%

As of mid-year 2008, 304,700 SF was under-construction.
When completed, this space will expand the base by just 0.2%.
Vacancy rates are projected to remain low. This will continue to
place upward pressure on rental rates and will serve to keep sale
prices high. The area is now largely built-out and a large amount
of pent-up demand exists in the area, particularly from the small
and medium sized manufacturer and distributor.

Central Los Angeles (Central Los Angeles City, Vernon,
Commerce and Santa Fe Springs)

As was the case throughout much of Los Angeles County, net
absorption in Central Los Angeles in the first half of 2008 was
negative (-733,700 SF, or -0.2% shrinkage in occupied space),
primarily due to the downturn in the local economy but also due
10 a general lack of availability. This was down from the +1.9 million
SF per year long-term average for the area. Just 359,300 SF
was completed via construction.

The vacancy rate as of mid-year 2008 was
just 2.7%, the lowest in the Los Angeles
Basin. Average asking rental rates climbed
by 2.8%. Average sale prices were flat at [ \eeRGAEIEN
$115 per SF — a high level for a market with the Basin

relatively old stock.

The lowest

Central Los Angeles Industrial Market
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As of mid-year 2008, 1 million SF of construction was underway.
As this space is completed, it will expand the base by only 0.3%.
The market is expected to remain tight into the foreseeable future.

The South Bay

Net absorption was negative 891,900 SF in the South Bay in the
first half of 2008, representing loss in occupied SF of 0.4%. This
was substantially below the average witnessed 1996 — 2007 of
+1.8 million SF per year. As with the other markets, the down-
turn was due to contraction in the local economy as well as lack
of available space. Only 192,800 SF of new construction came
on-line during the period.

The vacancy rate as of mid-year 2008 was
3.4%, down slightly from 3.6% a year ago,
but up from 3% 6 months ago. This type of
fluctuation (down one quarter, up the next)
occurs in mature markets with low vacancy
rates. Asking rental rates climbed by a
strong 10.3%, and average sale prices
averaged $125 per SF.

Rental rates

up 10%

As of mid-year 2008, 821,300 SF of construction was underway.
When complete, this space will expand the base by just 0.3%.
The market is projected to remain tight into the foreseeable
future. Rental rates appear likely to climb by at least a moderate
pace, and sale prices to remain firm. Long-term, demand will
continue to be strong, driven by firms oriented toward trade with
the ports of Los Angeles and Long Beach and/or with Los
Angeles International Airport.

South Bay Industrial Market
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San Gabriel Valley Industrial Market
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The San Gabriel Valley

Net absorption in the San Gabriel Valley was positive 257,700
SF, representing growth in occupied space of 0.2%. This was
down from the long-term average pace of 1.7 million SF per
year. Construction activity was moderate, and 1 million SF came
on-line, expanding the base by 0.7%.

The total vacancy rate as of mid-year 2008
was 3.8%, up from 2.6% a year ago and
from 2.6% 6 months ago. The direct
vacancy rate just 3.4%. Asking rental rates at 3.8%
climbed upward by 2%, and sale prices
reached an average of $128 per SF.

Vacancy rate

As of mid-year 2008, construction activity was moderate, with
1.5 million SF underway. When this space is completed, it will
expand the base by 1%. Most of this space will likely be
absorbed, but vacancy rates may climb slightly nevertheless.
Moderate rental-rate growth is projected and sale prices are
projected to remain generally firm.

The Inland Empire

Net absorption in the Inland Empire (Western San Bernardino
and Riverside Counties) was significantly negative in the first half
of 2008, -2.4 milion SF, representing shrinkage in occupied
space of 0.7%.* This decline was directly attributable to the
contraction in the local economy—lack of available space is
generally not an issue in the Inland Empire.

12.8 million SF of space was completed in the Inland Empire in
the first half of 2008, expanding the base very substantially by
3.1%. Most of the completions were in Inland Empire East (8.8
million SF). The vacancy rate climbed to 6.6% in Inland Empire

Inland Empire West Industrial Market
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Inland Empire East Industrial Market
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West (from 4.8% a year ago and from 4.5% 6 months ago), a
healthy rate, but no longer tight. In the Inland Empire East, the
rate climbed to 14.2% (from 8.9% 12 months ago and from
9.3% 6 months ago), a high rate indicative of a soft market.

Despite the increase in vacancy, asking
rental rates climbed by 7.2% in the Inland .
Empire West. In the Inland Empire East, A A9A% LS
asking rental rates dropped by 3%. Rental Rl R alE el
rates in the Inland Empire were the lowest in Empire East
the Los Angeles Basin. Sale prices climbed
to an average of $96 per SF. This was up
3% over 2007 levels.

The construction boom has slowed and as of mid-year 2008, 9.2
million SF was underway (down from 22.7 million SF as of year-end
2007). This is a large amount of space. When completed, this
space will expand the base by 3%. This will likely cause vacancy
rates to continue to climb, particularly in the Inland Empire East,
where most of the activity is underway (6.2 million SF).

The Inland Empire remains the premier location in the Los Angeles
Basin for modern big-box distribution facilities.  Long-term,
growth in demand will be very strong, driven by firms looking to
serve the Los Angeles Basin but unable to find space that meets
their needs in the very tight Los Angeles, Orange and San Diego
markets. Also, the rental rates and sale prices in the Inland
Empire are much more competitive.

Orange County

There was a small to moderate amount of negative net absorption
in Orange County in the first half of 2008, -638,600 SF,
representing shrinkage in occupied space of -0.3%. This was
significantly less than the +2 million SF per year pace that is the
long-term average for the area, 1996 - 2007. It reflects the
downturn in the local economy (Orange County lost 21,000
jobs, or -1.4% vyear-over-year as of May 2008). High rental
rates, high sale prices and a lack of available space in some key
segments were also factors.

Construction activity was low, and 466,800
SF came on-line, expanding the base by
just 0.2%. The total vacancy rate as of mid-
year 2008 was 4.5%, up from 3.9% a year
ago and from 4% 6 months ago. The direct

The highest
average sale
price per SF

($158) in the
vacancy rate was a low 4%. Asking rental Basin

4 Data presented in this discussion is for the combined total of Inland Empire West and Inland Empire East. The data presented in the table separates the two markets.



Orange County Industrial Market
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rates were up 7.5%. Sale prices climbed 8% to a median of
$158 per SF - the highest in the Los Angeles Basin. For small
buildings in South Orange County, the average price exceeded
$200 per SF.

As of mid-year 2008, 328,000 SF was under-construction.
When it is complete, it will expand the base by just 0.1%.
Land prices in Orange County have risen to the point where
they are prohibitive for most speculative industrial projects.
The market is projected to remain relatively flat through the
remainder of the year, and then to tighten once again once the
local economy kicks in.

Orange County remains highly attractive to the mid-sized
manufacturer and distributor in a wide variety of fields, including
high technology, food, apparel and communications. This will
stimulate strong long-term growth in demand for space in the
area. High rental rates and sale prices and limited availability,
however, will temper the amount of net absorption that can
actually take place.

In addition to the standard industrial market, Orange County has
a large flex/ R&D market, with 66 million SF as of mid-year 2008.
Vacancy rates were low to moderate, at 5.1%, up from 4.1% a
year ago and from 4.3% 6 months ago. Rental rates had been
climbing rapidly through Q1 2008, but dropped in Q2 2008.

85,300 SF was under-construction as of mid-year 2008. As this space
comes on-line, it will expand the base by just 0.1%. Vacancy rates are
projected to remain low to moderate through the end of 2008.

Kern County

Net absorption in the first half of 2008 totaled 207,000 SF,
representing growth in occupied space of 0.8%. Demand
increased from the oil and agriculture sectors, but decreased
from general-economy sectors, which were negatively impacted
by the deteriorating residential real estate market.

Construction activity was moderate, and
157,000 SF came on-line due to completions,
expanding the base by 0.5%. The vacancy
as of mid-year 2008 was a low 3.9%. Ak NElaigEl!
Rental rates dropped $0.01 year-over-year |[ialialer LA 2L )
to $0.31 per SF per month NNN for a typical
75,000 SF space. Rental rates in Kern
County were 45% lower than the average

Rental rates

Kerm County Industrial Market
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for the Los Angeles Basin ($0.56 PSF). They also were 33%
lower than rates ($0.47 PSF) in the Inland Empire.

Construction activity is restrained, and as of mid-year 2008,
77,000 SF was underway. As this space comes on-line, it will
expand the base by just 0.3%. This space should be absorbed.
Inquiries are steady, and strong growth in demand is expected
to continue from the oil and agricultural sectors.

The long-term outlook for the market remains exceptionally
strong. The area has reached a critical mass and is on the radar
screen of distributors looking to serve both northern and southern
California from one site. The area will also benefit from lack of
availability and very high rental rates and sale prices in the Los
Angeles Basin.



Apartment Market Remains Healthy

Annualized % Increase
in Apartment Effective Rents First Half 2008
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Growth in demand by tenants for apartments
slowed in the first half of 2008, due to the
slowing economy as well as increased
competition from the “shadow market”
(single-family homes and condominiums
for-rent). Apartment supply increased at a
moderate pace (+0.3%). Vacancy rates
climbed slightly, but generally remained in healthy territory.
Vacancy rates as of mid-year 2008 were near 4% in Los Angeles
and Orange Counties, in the mid-4% range in Ventura County
and in the 6% range in the Inland Empire. Effective rental rates
climbed by 4.7% on average year-over-year, but much of the
growth was in 2007. In the first half of 2008, effective-rent
growth was at a more moderate 3.6% annualized growth rate.

Market softens
some, but

remains in
healthy territory

Growth in demand may remain down over the next 6 months or
s0, due to the slow economy. Construction activity has picked
up, and total supply is projected to increase by approximately
+0.6% over the next 12 months. Vacancy rates are projected to
climb by another 20 to 40 basis points over the next 6 months.
Moderate effective-rent growth (approximately 3.5%) appears
likely in the inlying counties, but weak effective-rent growth is
projected for the Inland Empire.

Long-term, relatively strong growth in
demand is projected. The Los Angeles
Basin is projected to add approximately
100,000 households per year over the
next five years (+1.9% per year), and
many of these households will be renters.
Also, a large number of consumers are
disenchanted with or priced out of the for-sale market.
Additional stimulus will come from the large “baby boomlet”,
individuals born 1985 — 1992 (the eldest of whom are turning
23 this year are entering their peak renter years, ages 20 — 34).

Sale prices up
despite slowing

in activity

Apartment sales activity dropped in the first half of 2008, but
average sale prices continued to climb. Cap rates inched
upward to the mid-5% range in the inlying counties and near 6%
in the Inland Empire. We anticipate that the upward trend in
prices will soon flatten.

Current Apartment Construction Activity
as a % of Existing Units in Area
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Retail Market Remains Tight

The Los Angeles Basin has a very large
retail market, with more than 539 million SF
of space.® In the first half of 2008, net
absorption totaled 1.7 million SF, representing
growth in occupied space of just 0.3%. [silEielON AV
This was substantially lower than the long- (4%)

term average for the Basin of 6.8 million SF
per year, reflecting the slowing in the local
economy that was taking place. To some degree it also reflect-
ed a lack of available space in Los Angeles and Orange
Counties.

Vacancy up, but

Supply in much of the Basin, in particular in Los Angeles and
Orange Counties, has been generally constrained by a lack of
available land, although in the first half of 2008 a moderate
amount of space came on-line (5 million SF, expanding the base
by 0.9%). The vacancy rate in the Los Angeles Basin as mid-
year 2008 was 4%, up from 3.2% a year ago and from 3.3% 6
months ago. The direct vacancy rate was 3.8%. While up,
these are still considered to be low levels of vacancy, reflective of
a tight market. Average asking rental-rate growth, however,
slowed sharply in the first half of 2008 (growth of just 0.1%), following
very strong growth in 2007 (+10% on average).

® Data includes all retail buildings 10,000 SF and larger, with the exception of large shopping malls.
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Retail Vacancy Rates Mid-Year 2008
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Construction activity has dropped, but still remains at a high level.
As of mid-year 2008, 10.2 million SF of retail space was under-way
(down from 15 milion SF as of year-end 2007). As this space
comes on-line, it will expand the base by 1.9%. Most of this
space (5.2 million SF) is in the Inland Empire, an area that is
witnessing particular economic difficulty at this time. Vacancy
rates in the Inland Empire appear poised to climb significantly over
the next 12 months, and effective rental rates there appear likely
to drop. In Los Angeles, Orange and Ventura Counties, however,
only moderate increases in vacancy are foreseen. Modest growth
in effective rental rates is projected in these areas.

In Ventura County, a moderate amount of negative net absorption
took place in the first half of 2008, and the vacancy rate climbed
to 4.8%. While up, this is still a healthy level. Effective rents,
which had been growing at a strong pace in 2007 and Q1 2008,
slowed substantially in Q2 2008. 128,700 SF is under-construction,
which will expand the base by 0.5% when completed. Assuming
a moderate economic downturn, vacancy rates appear likely to
climb into the 5% range over the next 6 to 12 months, and growth
in effective rents appears likely to be modest.

The vacancy rate is low in Los Angeles County, just 3%,
although this is up from 2.3% a year ago and from 2.3% 6
months ago (the increase was due to the completion of 2 million
SF due to construction). Effective-rent growth has also slowed.
As of mid-year 2008, 3.6 million SF was under-construction-

Current Retail Construction Activity
as a % of Existing SF in Area
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which will expand the base by an additional 1.3%. Vacancy
rates may climb into the low 4% range, but this still would be a
generally healthy level. However, effective-rent growth appears
likely to pause in coming quarters while the market absorbs the
new space coming on-line as well as the downturn in the local
economy. A lack of available land will constrain the amount of
construction that can take place long-term.

In Orange County, the vacancy rate at mid-year 2008 was a low
3.2%, but this was up from 3.1% a year ago and from 2.7% 6
months ago. Net absorption was slightly negative in the first half
of 2008 (-37,100 SF) and 481,000 SF of new space was
delivered via construction. A significant amount of space was
under-construction as of mid-year 2008, 1.2 million SF, which will
expand the base by 1.2% when completed. Vacancy rates are
projected to climb into the 4% range — still a healthy level, but up
from the very low levels of recent times. Effective-rent growth is
expected to be modest.

The Inland Empire is the most rapidly
expanding market in the Los Angeles Basin. | /AVale/al=Vz o)
As a result of a high level of construction
activity, the vacancy rate was slightly high —
6% as of mid-year 2008, up from 4.9% a .
year ago and from 5.1% 6 months ago. A [HUlcRS=RPlE
large amount of space is still under-con-
struction, 5.2 million SF. As this space comes on-line, it will
expand the base by 3.8%. Much of this space will be absorbed,
but an increase in vacancy can be expected nevertheless (to
approximately the 7% or 8% range), particularly in light of the
economic downturn that is taking place in this region at this time.
Rents are projected to be flat.

construction

activity in the

The average price per SF of retail properties
that sold in 2007 continued to climb, and .
reached or exceeded $300 per SF in most Sale prices

areas. This is a doubling in the past five and a |18zl S1z bl ol 2
half years. Activity, however, has slowed [igieEisieh==I¢)
significantly, suggesting that buyer resistance
1o the high prices has finally developed and
that prices may have peaked. Cap rates
have been steady, generally in the mid to high 5% range.
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