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A market report for commercial real estate executives

LA BASIN* SNAPSHOT AT YEAR-END 2006

LA Basin Economic Expansion Continues

79,200.

4.6% a year ago. U.S. rate: 4.4%.

12 Month Job Growth through October 2006: e Net Absorption: 812,000 SF in 4" quarter 2006.

Unemployment Rate: 4.0% in October, down from e Overall Vacancy Rate: 7.3%, down from 7.4% in the

Employment Outlook: Steady; decelerating rate of

Office Market Fundamentals Remain Solid

6.3 million SF for 2006.

3" quarter 2006.
e Rents: Up 7.6% in LA County and 6.5% in Orange
County in 2006.
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Office Market Cycle Position
Year-End 2006

Expansion Phase Correction/Contraction Phase
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Source: Delta Associates; December 2006.
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Source: CoStar, Delta Associates; December 2006.

The Los Angeles and Orange County office markets are
experiencing landlord market conditions. This suggests
the following strategies:

e Tenants: Defer renewal untii new product
deliveries, if possible.

e Developers: Continue with new development, as
vacancy remains low; watch construction costs.

e Institutional investors: Pursue quality buildings
with below-market rents in place. Consider selling
select assets before interest rate increases limit the
number of buyers.

e Opportunity  investors: Seek  well-located
buildings with occupancy challenges and/or below-
market rents. Sell renovated assets.

*Note: Economic information for LA Basin includes

LA, Orange, and Inland Empire areas; real estate
information covers LA and Orange counties.
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Entertainment: This industry continues to face many

AI'III ; Purchasing Manager’s Index o challenges; not only is run-away production cost still a
California TRANSWESTERN concern, but also issues such as new ways to deliver
2003 Through Q3 2006 content, future negotiations of labor contracts, and the
801 fate of a proposed state incentive package for low
Growth/Contraction budget films remains uncertain. Feature film production
701 totaled 6,755 days, and television production totaled
o 15,343 days in the 3 quarter — up 6.6% and down
£ 1.2%, respectively, compared to the same period a year
I I Y ago. Employment in the motion picture sector grew by
£ 1,400 jobs in Los Angeles over the 12 months ending
40/ October 2006. The entertainment industry should
remain stable, with modest job growth in the 1% half of

K e — 2007.
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Source: Chapman Univ. Purchasing Managers Survey; December 2006.
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Trade activity in the LA Basin continues to boom, as Los Angeles County TRANSWESTERN
the Port of Los Angeles saw its busiest month on record 1994 Through 3¢ Quarter 2006

this year, handling more than 425,000 inbound
containers in September. In addition, container traffic
through the twin ports of Los Angeles and Long Beach
totaled 11.6 milion TEU’'s year-to-date through
September 2006, compared to 14.2 million TEU'’s in all
of 2005. As a result, 4,500 transportation and
warehousing jobs were added in the 12 months ending
in October 2006. Air cargo tonnage in the LA Basin was
down 1.6% in the first three quarters 2006, compared to
the same period one year ago. Trade activity in the LA
Basin should continue to grow in the near-term, due to
the success of the PierPass program and environmental Source: Entertainment Industry Development Corp.; December 2006 “Data through 34 Quarter 2006; annualized.
improvements.
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Tourism/Hospitality: This sector continues to gain
momentum in Los Angeles and Orange Counties, as the

. Container Growth 7| U.S. dollar remains weak and demand for hotel rooms is
D

Ports of LA and Long Beach  TRanswesTern at its highest level in 15 years, according to Smith
1999 Through September 2006

Travel Research. Hotel occupancy rates averaged 79%
in LA County and 77% in Orange County in the 3"

qguarter 2006. The return of business travelers and
robust convention business have contributed to the high
occupancy levels in both counties. In addition, average
daily room rates were up 9. 4% in Orange County and
7.8% in LA County in the 3" quarter of 2006 from the
same period last year. Employment in the Leisure and
Hospitality industry grew by 14,900 jobs in the LA Basin
over the 12 months ending October 2006. Overall, this
sector should remain healthy, as Disney has unveiled
another promotional program, “Year of Million Dreams.”

Units in millions of TEU's
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*Through September 2006; annualized
Source: Ports of LA and Long Beach; December 2006 One 20-ft. equivalent unit (TEU) = 20 linear ft. of a shipping container.
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In addition, the city of Anaheim will host “Pow Wow,” a
major national and international tourism sales show in
April 2007.
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Source: Smith Travel Research; December 2006.

Technology: This sector remains strong, as
government and business spending in LA and Orange
County continues to gain momentum. Despite job
losses in aerospace manufacturing, as the production of
the Boeing 717 commercial jet ended this year, the
aerospace sector has made a comeback with Northrop
Grumman Corporation and other firms adding jobs. In
addition, venture capital investment activity totaled $1.4
billion in the first three quarters of 2006, compared to
$1.2 billion during the same period last year.

Venture Capital Investment ActivityEi

‘D"]!!IT.’{ Los Angeles/Orange Counties transwesTern
1997 Through 34 Quarter 2006
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Source: PricewaterhouseCoopers; December 2006. *3' Quarter data; annualized.
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Housing: According to OFHEO, Los Angeles ranked
as the eight most overvalued housing market in the U.S.
with homes being 69% overvalued in the 2" quarter
2006. This year rising mortgage rates led to sizeable
jumps in mortgage payments which continued to price
some buyers out of the market. Currently, there are
mixed feelings in the house market as prices in the LA
Basin continue to fall in some areas, but an abrupt drop
is not being seen throughout the Basin. The general
consensus is that buyers are taking longer to make a
purchase, leading to more normal market conditions.

THE LA BASIN
ECONOMIC OUTLOOK

The LA Basin economy will likely experience steady
growth over the next two years. The region’s core
industries will continue to expand, with rising consumer
and business spending. 72,900 jobs were added in the
12 months ending October 2006. We expect an average
of 96,700 new jobs per annum through 2008.
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Source: Bureau of Labor Statistics, Delta Associates; December 2006.
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Office Absorption and Employment
Los Angeles/Orange County
1980 Through 2006
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*12-month net absorption through December.

Source: Bureau of Labor istics, Delta . . D 2006. 12-month job growth through October.

THE LOS ANGELES COUNTY
OFFICE MARKET

Market Condlitions Remain Strong

The office market continued to strengthen in Los Angeles
County in the 4" quarter 2006, as the LA Basin area
posted the second strongest job growth in the nation with
The Professional and Business Services and Information
sectors continuing to drive demand for office space. As a
result, vacancy declined in most submarkets and rent
escalated. Currently, new office supply remains limited,
yielding tight market conditions. Investment sales activity
remained steady during the 4" quarter.

Net Absorption Steady

Net absorption of office space totaled 690,000 SF in LA
County in the 4" quarter 2006, and totaled 4.8 million
SF for the year. Leasing activity was steady throughout
the year, as the amount of available office space in LA
County continued to decline.

Available sublease space decreased by 1.1 million SF in

LA County in 2006. Available sublet space now
represents just 0.7% of standing inventory.

TRANSWESTERN

Los Angeles/Orange County

TRANSWESTERN

Annual Job Growth
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Note: Delivery of pre-leased space counts as positive net absorption.
Source: Vacancy - Delta Associates analysis of CoStar data;
Net Absorption — Delta Associates; December 2006.

Burbank, Beverly Hills, and Calabasas had the strongest
performance in LA County in 2006. Notable 4™ quarter
2006 leases: Walt Disney renewed 343,000 SF at 3900
W. Alameda Avenue, PTM Productions leased 74,000
SF at 1149 N. Gower Street, and Wachovia leased
55,000 SF at Northrop Grumman Plaza.

Net Absorption in Select Areas:

4™ Quarter 2006
e South Bay 75,000 SF 1,340,000 SF
e West LA 184,000 SF 1,302,000 SF
e Tri-Cities 321,000 SF 1,087,000 SF
e San Fern. Valley 248,000 SF 820,000 SF

Vacancy: Declining

LA County’s overall vacancy rate declined to 7.6% at
year-end 2006, from 7.7% at 3" guarter 2006, and 8.9%
a year ago.

The direct office vacancy rate is 6.9% in LA County at
year-end 2006, unchanged from the 3 quarter, and
8.0% a year ago. The sublease vacancy rate is 0.7%.
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Source: CoStar, Delta Associates; December 2006.

The vacancy rate in LA County will likely continue to
decline during the 1% quarter of 2007, as demand
continues to outpace the pipeline of new supply. In the
long-term we expect vacancy to rise gradually as
sizeable projects in the pipeline begin to deliver.

Overall vacancy in Los Angeles will likely decline to the
low 7% range in the near-term compared to 7.6%
currently.

New Construction Activity Ticks Up;
Pre-Leasing Rising

There is 4.4 milion SF of office space under
construction or renovation in LA County at year-end
2006, up from 2.1 million SF a year ago. Development
activity increased in the 4" quarter in an effort to satisfy
demand. High construction costs (especially for building
materials) and scarcity of land for commercial projects
hindered rapid development in 2006. As a result, there
was continual decline in the vacancy rate, as demand
remained strong and new office construction limited.

Pre-leasing of projects under construction or renovation

remained high at 60% at year-end 2006, compared to
46% a year ago.

TRANSWESTERN

Los Angeles/Orange County

Office Space Under Construction or Renovation
in Los Angeles County
December 2006

% Pre-
Submarket SF leased
Downtown 1,267,893 83%
West LA 1,862,123 52%
San Fernando Valley 1,149,666 54%
Balance of LA 161,315 6%
LA County Total: 4,440,997 60%

Source: CoStar, Delta Associates; December 2006.

2.4 million SF of office space was delivered in LA
County in 2006, compared to the 1.5 million SF
delivered during the same period a year ago. Space
delivered in 2006 was 80% leased upon delivery.

Office Rental Rates: Healthy Volume

LA County office rents increased 7.6% in 2006.
Average Class A office rents increased by 7.3% in
2006. We expect LA County office rents to rise in most
submarkets 6% to 8% per annum over the next several
years, despite a slight rise in vacancy in the long-term.
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Source: Delta Associates’ analysis of CoStar data; December 2006.

Office Investment Market: Remain Steady

Office investment sales volume totaled $4.5 billion in LA
County in 2006 — down from $6.5 billion recorded in
2005. Overall, purchases of real estate assets remain in
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favor nationwide. REITs and private investors remain
attracted to LA County office assets, as the County has
some of the strongest market fundamentals in the
country.

lII Comparative Investment Sales Volume T
il Office Buildings
DELTA g

2000 Through 2006
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Source: Real Capital Analytics, Delta Associates; December 2006.

Office sale prices averaged $301/SF in 2006, compared
to $250/SF during the same period a year ago. Although
prices will not likely continue to rise at the current pace
in 2007, the desirability of LA County assets continues
to drive prices up. However, if the stock market
continues to gain traction in 2007, some cash will be
siphoned from the real estate market.

4. Average Office Sale Price Per SF
gl}:!,!l"l!k Los Angeles
1999 Through 2006
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Source: Real Capital Analytics, Delta Associates; December 2006.
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Selected 2006 LA County Office Sales:

Property/Submarket Sale Price/Buyer

655 N. Central Ave. $214 million ($402/SF)
Glendale Prudential RE Investors

9200-9220 Sunset Blvd. $155 million ($551/SF)
West Hollywood Mani Brothers

Pacific Pointe $58 million ($225/SF)
Gardena Transwestern Investment

1750 Vine St. $50 million ($333/SF)
Los Angeles Argent Ventures

Source: Real Capital Analytics, December 2006.

lllll LA County Core Office Assets =
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Source: Real Capital Analytics, Delta Associates; December 2006.

With steady competition, cap rates have continued to
decrease in 2006 and are now in the low 6% range for
core office assets. We believe cap rates are at or near
the bottom for this cycle. Property performance will have
to drive investor returns in 2007.

THE LA COUNTY
OFFICE MARKET OUTLOOK

The Los Angeles County office market should continue
to gain momentum over the next two years, as the
regional economic expansion continues to fuel demand
for office space. However, the pace of growth is likely
to decelerate. The pipeline of new supply increased at
year-end 2006, but market conditions remain tight.
Close to 1 million SF delivered over 90% pre-leased,;
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this should cause the vacancy rate to decline even In addition, while the stock market may siphon some
further during the 1st quarter of 2007. Even with the capital out of real estate, investors will remain attracted
increase in pipeline some submarkets will likely see to LA County office assets because of strong market
rental rates rise 6% to 8% per annum over the next two fundamentals.

years, with select submarkets experiencing rent spikes
in the near-term.

SUMMARY OF OFFICE MARKET INDICATORS - ALL SPACE
LOS ANGELES COUNTY
2003 THROUGH 2006

Year-End 2006 Vacancy SF Under
Total SF Avail. Rate w/ Constr. or
Rentable SF | Immediately Direct Vacancy Rate at End of: Sublet Renovation Net Absorption (SF)

Submarket AllBldgs. ¥ | Al BIdgs.? | 2003 [ 2004 | 2005 2006 | at Dec-06 | at Dec-06 2003 2004 2005 4th Q 2006 2006

Downtown 64,057,172 6,277,603 | 13.3%| 12.8% 9.1% 9.8%) 10.7% 1,267,893 31,000 310,000 1,766,000 (320,000) (448,000)
Burbank 10,459,827 188,277 | 10.2% 6.6% 4.7% 1.8%) 2.7% - 85,000 352,000 263,000 286,000 856,000
Glendale 9,095,302 1,055,055 8.6% 9.1% 9.3%| 11.6% 11.9% - (64,000) (45,000) (18,000) (118,000) (209,000)
Pasadena/Arcadia/Monrovia 17,270,929 639,024 7.4% 6.8% 4.9% 3.7% 4.2% - (41,000) 367,000 543,000 82,000 323,000
Studio/Univ. Cities/N. H'wood 5,064,816 157,009 | 10.6% 7.0% 5.4% 3.1% 3.2% - (36,000) 182,000 81,000 71,000 117,000

Tri-Cities 41,890,874 2,039,366 8.7% 7.3% 5.9% 4.9% 5.4% - (56,000) 856,000 869,000 321,000 1,087,000
Beverly Hills 10,287,439 288,048 7.6% 8.6% 7.4% 2.8% 3.7% 22,789 275,000 (102,000) 171,000 72,000 511,000
Brentwood/Pac. Pal/Malibu 3,204,439 121,769 | 10.6%| 10.5% 5.2% 3.8% 3.9% - (132,000) 4,000 105,000 29,000 46,000
Century City 10,067,356 815,456 [ 15.5%| 13.6%| 10.0% 8.1% 8.5% 775,541 278,000 191,000 363,000 20,000 141,000
Culver C./Mar Del Rey/Venice 9,546,533 315,036 [ 10.6% 8.2% 6.0% 3.3% 3.6% 807,633 199,000 264,000 217,000 19,000 200,000
Santa Monica 13,891,424 694,571 11.8% 8.5% 6.0% 5.0% 5.8% 256,160 90,000 304,000 356,000 (14,000) 179,000
W. LA City/Olympic Corridor 4,671,762 191,542 | 11.3%| 10.3% 5.8% 4.1% 4.4% - (1,000) 46,000 211,000 33,000 79,000
Westwood 6,337,986 329,575 9.4%| 11.9% 7.5% 5.2% 6.6% - 12,000 (159,000) 279,000 25,000 146,000

West Los Angeles 58,006,939 2,755,997 | 11.1%| 10.0% 7.0% 4.8% 5.4% 1,862,123 721,000 548,000 1,702,000 184,000 1,302,000
Hollywood/Silver Lake 10,204,365 295,927 8.7% 6.0% 5.9% 2.9% 3.1% - 123,000 396,000 48,000 122,000 204,000
Mid-Wilshire 12,349,226 592,763 8.2% 8.1% 6.6% 4.8% 5.3% - (47,000) 12,000 185,000 66,000 262,000
Miracle Mile/Park Mile 7,623,015 548,857 [ 11.1%| 10.3% 7.7% 7.2% 7.6% - 83,000 61,000 198,000 61,000 38,000
West Hollywood 4,171,466 100,115 11.2% 3.5% 2.8% 2.4% 3.0% - 98,000 343,000 64,000 (38,000) 16,000

Mid-Wilshire/Hollywood 34,348,072 1,537,662 9.4%) 7.4% 6.2% 4.5% 4.9% = 257,000 812,000 495,000 211,000 520,000
190th St. Corridor 3,846,528 584,672 17.7%| 14.1%| 23.5%| 15.2% 17.6% - (242,000) 203,000 (325,000) (54,000) 319,000
Beach Cities/Palos Verdes® 9,084,446 408,800 9.3% 5.8% 6.8% 4.5% 4.5% - 241,000 265,000 (70,000) 9,000 158,000
El Seg/Hawthorne/Gardena 14,196,735 2,456,035 | 20.7%| 20.6%| 18.9%| 17.3% 17.5% - (97,000) 14,000 241,000 71,000 227,000
LAX 6,617,140 1,429,302 | 23.5%| 24.1%| 20.9%| 21.6% 24.4% - (196,000) (36,000) 87,000 (33,000) (33,000)
Long Beach:Downtown 5,689,340 551,866 [ 12.2%| 13.9%| 13.1% 9.7% 9.9% - 96,000 (97,000) 45,000 6,000 193,000
Long Beach:Suburban 7,362,252 382,837 5.7% 6.6% 7.3% 5.2% 5.6% - 178,000 (65,000) (17,000) 96,000 275,000
Torrance 6,663,918 399,835 11.9%| 13.0% 9.0% 6.0% 6.7% - (40,000) (73,000) 267,000 (20,000) 201,000

South Bay 53,460,359 6,213,348 | 14.9%| 14.7%| 14.3%| 11.6% 12.4% - (60,000) 211,000 228,000 75,000 1,340,000
Calabasas/Westlake Village® 10,853,591 390,729 | 10.1% 6.5% 5.1% 3.6% 4.3% 58,374 50,000 493,000 257,000 270,000 390,000
Eastern SFV 5,904,210 366,061 9.4% 7.9% 5.8% 6.2% 6.2% - 216,000 88,000 161,000 (41,000) (23,000)
Encino 4,896,138 186,053 8.5% 7.0% 4.5% 3.8% 4.1% - (103,000) 73,000 123,000 (5,000) 34,000
Santa Clarita 3,481,680 208,901 | 13.6% 3.4% 4.5% 6.0% 6.2% 290,343 80,000 553,000 80,000 35,000 126,000
Sherman Oaks 3,301,657 66,033 6.0% 4.2% 3.9% 2.0% 2.0% - 235,000 59,000 10,000 26,000 62,000
Tarzana 1,382,720 49,778 6.2% 5.5% 3.2% 3.6% 3.6% - (8,000) 10,000 32,000 (7,000) (6,000)
Western SFV 10,064,945 835,390 6.9% 6.5% 8.2% 8.3% 10.0% 544,949 167,000 124,000 (70,000) (11,000) 209,000
Woodland Hills/Warner Ctr 9,353,148 645,367 | 11.6% 7.4% 7.2% 6.9% 7.6% 256,000 45,000 599,000 185,000 (19,000) 28,000

San Fernando Valley 49,238,089 2,748,313 9.3%) 6.5%) 5.9% 5.6%) 6.3% 1,149,666 682,000 1,999,000 778,000 248,000 820,000
Eastern San Gabriel 12,041,063 529,807 7.3% 6.8% 5.7% 4.4% 6.1% 161,315 - 147,000 (9,000) (52,000) 32,000
Western San Gabriel 8,456,095 236,771 7.2% 5.4% 4.4% 2.8% 2.9% - (100,000) 202,000 148,000 0 136,000

San Gabriel Valley 20,497,158 766,577 7.3%) 6.2%) 5.2% 8.1%) 4.8% 161,315 (100,000) 349,000 139,000 (52,000) 168,000

Mid-Cities 11,478,182 688,691 6.6%)| 6.9%| 6.1% 6.0%) 6.8% - 79,000 (8,000) 107,000 23,000 (4,000),

TOTAL - LA County 332,976,845 23,027,557|  11.0%) 9.8% 8.0% 6.9%) 7.6% 4,440,997 | 1,554,000 5,077,000 6,084,000 690,000 4,785,000

Vacancy Rate With Sublet Space | 12.3%| 10.8% 8.9% 7.6%

1/ Includes buildings 15,000 SF RBA and greater. Does not include buildings under construction or buildings owned by the government.

2/ Does not include sublet space.

3/ Inventory has been amended per CoStar.

Note: Net absorption occurs when lease is signed, not when space is physically occupied; pre-leased space counts as net absorption when building delivers.

Source: Inventory and vacancy from analysis of CoStar data, Net Absorption computed by Delta Associates; December 2006.

Delta Associates, the research affiliate of Transwestern Commercial Services, is headquartered at:
500 Montgomery Street, Suite 600, Alexandria, VA 22314. Phone: 703-836-5700. DeltaAssociates.com

- Allllln.
TRANSWESTERN DELTA

A Transwestern Company

Year-End 2006




TRANSWESTERN Outlook

A market report for commercial real estate executives

THE ORANGE COUNTY
OFFICE MARKET

Market Fundamentals Remain Strong

Orange County remains one of the strongest performing
office markets in the U.S., with the lowest vacancy rate
in the country, despite light absorption and an increase
in vacancy during the 4" guarter of 2006 due to a high
level of new supply. Also, the level of office space
under construction ticked up during the 4" quarter.
Investment activity and prices remained steady.

Net Absorption: Light

Net absorption of office space totaled 126,000 SF in
Orange County in the 4" quarter and totaled 1.5 million
SF in 2006. Demand has begun to slow with some firms
closing and consolidating offices due to a slowdown in
the housing market this year.

Available sublease space increased by 492,000 SF in
Orange County in 2006. Remaining sublet space now
represents 1.1% of standing inventory.

||I|. Net Absorption of Office Space
gELTk and Direct Vacancy Rate TrendsS g ansWESTERN
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Source: Vacancy — Delta Associates analysis of CoStar data;
Absorption — Delta Associates; December 2006.

The Airport Area and South County were the strongest
performing areas in Orange County. Notable
transactions during the 4" quarter: Union Bank renewed
124,000 SF at 3151 E. Imperial Highway; Rutan &

TRANSWESTERN

Los Angeles/Orange County

Tucker LLP renewed and expanded to 112,000 SF at
611 Anton Boulevard; and Valeant Pharmaceuticals
leased 110,000 SF at 1 Enterprise Drive.

Net Absorption in Select Submarkets:

4" Quarter 2006
e Newport Beach 38,000 SF 481,000 SF
e John Wayne Airport 126,000 SF 370,000 SF
e Brea 131,000 SF 234,000 SF
e North Irvine 0 SF 224,000 SF

Office Vacancy: Ticks Up

Orange County’s overall office vacancy rate ticked up to
6.8% at year-end 2006, from 6.5% in the 3" guarter and
6.4% a year ago. However, Orange County’s vacancy
rate remains the lowest in the nation.

The direct office vacancy rate in Orange County is 5.7%
at year-end 2006, unchanged from a year ago. The
sublease vacancy rate increased by 40 basis points in
2006.

. Office Vacancy Rate
g'!!l%’{ Orange County
- 1980 Through 2006
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Source: CoStar, Delta Associates; December 2006.

We expect the vacancy rate to rise gradually in the
near-term, due to the substantial new supply now under
construction in Orange County. The overall vacancy
rate will likely rise to the 7% range over the next 12-24
months, from 6.8% currently.
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Construction and Pre-Leasing Steady

There is 5.3 milion SF of office space under
construction or renovation in Orange County at year-
end 2006, up from 4.4 million SF at 3" quarter and up
from 1.8 million SF a year ago. Developers are just
starting to cut back on groundbreakings, as overbuilding
is becoming a threat and the cost of construction
materials continues to surge.

46% of the space under construction or renovation at
year-end 2006 is pre-leased, unchanged from the 3"
quarter and slightly down from 49% a year ago.

Office Space Under Construction or Renovation
in Orange County
December 2006

Submarket SF % Pre-leased
Airport Area 3,317,111 56%
Central County 42,843 56%
North County 107,456 13%
South County 1,842,336 29%
West County 40,000 100%
Orange County Total: 5,349,746 46%

Source: CoStar, Delta Associates; December 2006.

2.2 million SF of office space has been delivered in
Orange County in 2006, compared to just 582,000 SF in
2005. Space delivered in 2006 was 78% leased upon
delivery, compared to 75% a year ago.

Office Rents: Continue to Rise

Orange County office rents increased 6.5% in 2006,
following a 7% rise in 2005. Class A rents increased
6.3% in 2006. Rents are approaching the peak levels of
the last cycle, which occurred in 2000.

We expect Orange County office rents to rise 5% to 6%
per annum over the next two years. Rent growth has
started to decelerate and should continue to slow down
over the next 12-24 months, as vacancy continues to
inch up and new office product is delivered.

TRANSWESTERN
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Source: Delta Associates’ analysis of CoStar data; December 2006.

Investment Sales Activity and Prices: Steady

Office investment sales volume totaled $1.5 billion in
2006 — down from the $2.7 billion sales level recorded
in 2005. Despite the slower sales pace, market
fundamentals remain strong in Orange County, and
investors remain attracted to this market. As in Los
Angeles County, REITs and private investors are the
primary buyers in Orange County.

III Comparative Investment Sales Volume T
A' l.

Office Buildings
2000 Through 2006
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Source: Real Capital Analytics, Delta Associates; December 2006.
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Office sale prices averaged $266/SF in Orange County
in 2006, compared to $240/SF in 2005. Sale prices
remain strong in Orange County. However, a rising
stock market could siphon some cash from commercial
real estate in 2007.

) lllllll. Average Office Sale Price Per SF
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Source: Real Capital Analytics, Delta Associates; December 2006.

Selected 2006 Orange County Office Sales:

TRANSWESTERN

l Orange County Core Office Assets
AI' Ili. Cap Rates
2002 Through 2006
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Source: Real Capital Analytics, Delta Associates; December 2006.

Cap rates for core assets decreased in 2006, and now
are in the low-6% range, but will likely rise modestly
over the next couple of years. Property performance,
rather than capital appreciation, will drive investor
returns in 2007.

THE ORANGE COUNTY
OFFICE MARKET OUTLOOK

Property/Submarket

4000 MacArthur Bivd.
John Wayne Airport

Commerce Plaza
Airport Area

Brea Park Center
North County

5515 E. La Palma Ave.
Central County

Sale Price/Buyer

$135 million ($360/SF)
Tishman Speyer Prop.

$70 million ($259/SF)
Voit Commercial

$35 million ($207/SF)
CB Richard Ellis

$33 million ($213/SF)
Commercial Realty
Advisors

Source: Real Capital Analytics, December 2006.

TRANSWESTERN

Los Angeles/Orange County

The Orange County office market should continue to
experience steady growth over the next two years, as
the economy expands and job growth remains strong.
Landlord market conditions remain in place, despite an
increase in vacancy and light absorption during the 4™

guarter. However, rent growth should slow down, as the
amount of new supply in the pipeline remains high. We
expect vacancy to rise modestly in Orange County over
the next two years. However, even if the vacancy rate
edges above 7%, it will remain among the lowest in the
nation. The housing market bears watching as the
slowdown in 2006 led to some firms closing and
consolidating offices, although it is believed that
stabilization has started to occur and market conditions
should become more normal mid-year 2007.
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SUMMARY OF OFFICE MARKET INDICATORS - ALL SPACE ¥
ORANGE COUNTY
2003 THROUGH 2006

Year-End 2006 Vacancy SF Under
Total SF Avail. Rate w/ Constr. or
Rentable SF | Immediately Direct Vacancy Rate at End of: Sublet Renovation Net Absorption (SF)

Submarket AllBldgs.” | AllBldgs. [ 2003 | 2004 | 2005 | 2006 | atDec-06 | atDec-06 2003 2004 2005 4th Q 2006 2006
John Wayne Airport 15,325,470 1,057,457 | 11.0% 9.9% 7.1% 6.9% 9.9% 1,051,263 740,000 266,000 439,000 126,000 370,000
Costa Mesa 1,201,999 46,878 | 12.0% 7.8%) 7.6% 3.9% 4.0% 76,650 (8,000) 51,000 19,000 44,000 44,000
Fountain Valley 1,978,877 178,099 8.7%| 11.9% 4.1% 9.0% 9.1% - 49,000 (93,000) 186,000 6,000 (97,000)
Irvine Business Complex 9,942,368 576,657 | 15.2% 7.6%) 4.9% 5.8% 6.5% 502,646 149,000 595,000 290,000 (20,000) (90,000)
Newport Beach/Newport Center 5,465,672 136,642 | 12.3%| 11.7%| 11.3% 2.5% 3.4% - 162,000 80,000 21,000 38,000 481,000
North Irvine 4,598,435 206,930 [ 10.0%) 4.9% 3.8% 4.5% 5.3% 1,543,972 4,000 146,000 82,000 0 224,000
South Coast Metro 8,726,147 602,104 [ 11.0%| 10.6%) 5.8% 6.9% 8.3% - 156,000 194,000 406,000 (113,000) 159,000
South Santa Ana 1,673,202 88,680 6.6%) 8.3% 6.2% 5.3% 5.5% - 41,000 (28,000) 35,000 10,000 16,000
Tustin 1,074,761 354,671 | 17.1%| 20.9%| 15.2%| 33.0% 33.0% 142,580 (37,000) (41,000) 17,000 12,000 (191,000)

Airport Area 49,986,931 3,248,118 11.8% 9.6%) 6.6% 6.5%) 8.0% 3,317,111 1,256,000 1,170,000 1,495,000 103,000 916,000
Anaheim Stadium Area 2,583,524 253,185 5.6%) 6.5%) 5.1% 9.8% 13.4% - 510,000 24,000 36,000 (10,000) (157,000)
Chapman Ave. Corridor 2,315,826 132,002 11.4%| 11.8% 4.7% 5.7% 6.5% - 26,000 12,000 164,000 (2,000) (23,000)
Disneyland Area 1,803,836 164,149 [ 11.7%| 11.5%) 5.7% 9.1% 10.2% - 18,000 5,000 105,000 (16,000) (62,000)
Eastern Central County 2,206,564 112,535 3.9%) 3.7% 3.6% 5.1% 6.1% - 126,000 4,000 2,000 (20,000) (33,000)
Garden Grove/The City 3,671,440 161,543 7.7%) 3.1% 2.7% 4.4% 5.2% - (19,000) 169,000 15,000 4,000 (62,000)
Katella/Lincoln Ave Corr 2,989,357 101,638 4.9% 4.0% 4.8% 3.4% 5.2% - 37,000 27,000 (23,000) 5,000 59,000
Park Center 4,644,383 250,797 | 11.7%| 10.8%) 7.8% 5.4% 5.6% 42,843 (33,000) 41,000 140,000 (5,000) 111,000
Santa Ana Civic Center 3,272,919 235,650 6.6%) 7.6%) 6.3% 7.2% 7.2% - (30,000) (32,000) 42,000 (3,000) (29,000)

Central County 23,487,849 1,411,500 8.1%) 7.3%) 5.3% 6.0%) 7.1% 42,843 635,000 250,000 481,000 (47,000) (196,000)
Brea 5,012,535 225,564 | 12.5%) 7.2%) 3.7% 4.5% 4.9% 81,634 27,000 250,000 166,000 131,000 234,000
Buena Park 1,297,932 51,917 | 16.6%| 10.6%) 4.6% 4.0% 4.0% 25,822 32,000 77,000 78,000 (9,000) 7,000
Fullerton Office Complex 2,248,597 56,215 1.8%) 2.6%) 1.7% 2.5% 2.5% - 31,000 5,000 20,000 0 (17,000)
Placentia/Yorba Linda/Anaheim 2,472,607 61,815 6.0%) 3.7%) 3.3% 2.5% 2.8% - (17,000) 72,000 10,000 (10,000) 20,000

North County 11,031,671 395,511 9.0%) 5.8%) 3.3% 3.6%) 3.8% 107,456 73,000 404,000 274,000 112,000 244,000
Aliso Viejo 2,754,974 129,484 [ 15.3% 6.2%) 3.4% 4.7% 6.1% - 205,000 252,000 76,000 (3,000) (37,000)
Irvine Spectrum 6,885,556 220,338 [ 12.8% 6.7%) 4.4% 3.2% 3.8% 982,282 (16,000) 407,000 302,000 41,000 139,000
Laguna Beach 1,118,752 36,919 1.5%) 1.5%) 2.9% 3.3% 3.7% 523,456 18,000 (1,000) (15,000) (4,000) (5,000)
Laguna Hills 1,988,551 111,359 [ 11.9%| 11.1% 4.0% 5.6% 6.9% 55,727 18,000 37,000 184,000 (2,000) (13,000)
Lake Forest 2,216,965 175,140 [ 16.0%| 15.9%) 9.7% 7.9% 8.7% - 77,000 1,000 153,000 (18,000) 24,000
Mission Viejo 2,940,369 161,720 [ 11.6%| 10.6%) 7.5% 5.5% 6.0% 245,000 94,000 56,000 178,000 (18,000) 59,000
San Clemente/San Juan Cap 1,971,822 147,887 7.4%) 4.9% 4.7% 7.5% 7.7% 35,871 29,000 124,000 52,000 6,000 163,000

South County 19,876,989 982,846 12.2%) 8.3%) 5.2% 4.9% 5.7% 1,842,336 425,000 876,000 930,000 2,000 330,000
Cypress/Los Alamitos 2,495,757 107,318 | 13.5%) 8.2% 6.3% 4.3% 4.6% - 3,000 133,000 47,000 (5,000) 49,000
Huntington Beach/Seal Beach 3,528,809 208,200 7.2%) 7.3%) 6.5% 5.9% 6.3% 40,000 (54,000) 12,000 37,000 (25,000) 152,000
Westminster Complex 1,590,246 85,873 | 15.2%| 10.0% 4.3% 5.4% 6.8% - (68,000) 82,000 91,000 (14,000) (17,000)

West County 7,614,812 401,391] 11.3% 8.3%) 6.0% 5.3%) 5.8% 40,000 (119,000) 227,000 175,000 (44,000) 184,000

TOTAL - Orange County 111,998,252 6,439,366 | 10.8% 8.4%) 5.7% 5.7%)| 6.8% 5,349,746 2,270,000 2,927,000 3,355,000 126,000 1,478,000

Vacancy Rate With Sublet Space | 12.0% 9.6% 6.4% 6.8%

1/ Includes buildings 15,000 SF RBA and greater. Does not include buildings under construction or buildings owned by the government.

2/ Does not include sublet space.

Note: Net absorption occurs when lease is signed, not when space is physically occupied; pre-leased space counts as net absorption when building delivers.

Source: Inventory and vacancy from analysis of CoStar data, Net Absorption computed by Delta Associates; December 2006.

Delta Associates, the research affiliate of Transwestern Commercial Services, is headquartered at:
500 Montgomery Street, Suite 600, Alexandria, VA 22314. Phone: 703-836-5700. DeltaAssociates.com
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THE LA/ORANGE COUNTY
FLEX/R&D MARKET

Demand Remains Steady

Demand for Flex/R&D space was steady in Los Angeles
County this year, as economic growth continued to fuel
small business expansion. In Orange County demand
for space was light in 2006 and the 4" quarter was
impacted by several tenants vacating sizable spaces in
the Airport Area and Central County. Net absorption by
county:

4" Quarter 2006

272,000 SF 1,207,000 SF
(112,000) SF 550,000 SF

e LA County
e Orange County

Available Flex/R&D sublease space increased by
approximately 88,000 SF in LA and Orange County in the
4" quarter. As a result, sublease space now represents
0.6% of the standing inventory in LA and Orange County.

Net Absorption of Flex/R&D Space T

‘I‘)!}!!I"l.‘k and Direct Vacancy Rate TrendS g answWESTERN
LA/Orange County
1997 Through 2006
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Source: Vacancy - Delta Associates analysis of CoStar data;
Absorption — Delta Associates; December 2006,

Vacancy: Falling in LA; Rising in OC

LA County’s overall Flex/R&D vacancy rate decreased
to 4.1% at year-end 2006, from 4.6% at 3" guarter and
5.8% a year ago. The direct vacancy rate is 3.5%,
down from 4.0% at 3" guarter. Orange County’s overall
Flex/R&D vacancy rate ticked up to 4.6% at year-end

TRANSWESTERN

Los Angeles/Orange County

2006, from 4.0% at 3" quarter. The direct vacancy rate
is 4.1%, up from 3.7% at 3" quarter.

Construction and Pre-Leasing Down

There is 669,000 SF of Flex'R&D space under
construction or renovation at year-end 2006 in LA and
Orange County, down from 749,000 SF at 3" quarter.
Space under construction or renovation now is 51% pre-
leased, compared to 60% in the 3" quarter.

626,000 SF of Flex’/R&D space has been delivered in
2006 in LA and Orange County - at 68% leased upon
delivery.

Flex/R&D Rents: Rising

Flex/R&D rents rose by 5.9% in LA County and 5.1% in
Orange County in 2006. Average NNN asking rents:

e LA County $13.90/SF/annum
e Orange County $12.42/SF/annum

FLEX/R&D MARKET OUTLOOK

The Flex/R&D market will likely continue its cyclical
expansion in LA and Orange Counties over the next two
years, as regional economic growth fuels demand for
this product type. In particular, growth in the tech sector
should spur demand. With a modest pipeline, the
vacancy rate should remain low and maintain upward
pressure on rents.

National Economy and Methodology

Please visit Transwestern.net for:
e QOur National Economic Outlook
e Explanation of our methodology

Note on data contained herein
Our inventory, vacancy and absorption figures include
owner-occupied and single-tenant buildings. We include
these buildings to capture the entire market so that we
may derive correlations between job growth and
occupancy of inventory. Our reported vacancy rate is
based on immediate availability.

© 2006. All rights reserved. You may not copy nor disseminate
this report. If quoted, proper attribution is required.
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SUMMARY OF FLEX/R&D MARKET INDICATORS - ALL SPACE
LOS ANGELES COUNTY
2003 THROUGH 2006

December 2006 Vacancy SF Under
Total SF Avail. Rate w/ Constr. or
Rentable SF | Immediately Direct Vacancy Rate at End of: Sublet Renovation Net Absorption (SF)
Submarket All Bldgs. v All Bldgs. 2 2003 2004 2005 2006 at Dec-06 at Dec-06 2003 2004 2005 4th Q 2006 2006
Downtown/Tri-Cities 4,328,668 60,601 4.6% 3.8% 4.0% 1.4% 1.4% - 78,000 35,000 (9,000) - 138,000
Mid-Cities/Southeast LA 8,198,245 213,154 9.7% 4.7% 2.7% 2.6% 2.7% - 52,000 312,000 165,000 (16,000) 131,000
San Fernando Valley 17,371,908 920,711 5.2% 6.5% 7.1% 5.3% 6.9% 211,571 (35,000) (30,000)| (103,000) 17,000 401,000
San Gabriel Valley 6,174,851 43,224 3.5% 2.3% 2.6% 0.7% 1.0% - (49,000) 74,000 5,000 6,000 139,000
South Bay 11,851,512 462,209 8.5% 8.8% 5.4% 3.9% 4.0% - (46,000) (34,000) 345,000 142,000 177,000
Westside 8,175,260 261,608 7.3%| 11.2% 5.9% 3.2% 3.3% - (102,000)|  (204,000) 325,000 123,000 221,000
Total - LA County 56,100,444 | 1,961,508 6.5% 6.7% 5.2% 3.5% 4.1% 211,571 (102,000) 153,000 728,000 272,000 | 1,207,000
Vacancy Rate with Sublet Space 8.8% 7.2% 5.8% 4.1%

1/ 15,000 SF and greater. Does not include buildings under construction or buildings owned by the government.
2/ Does not include sublet space.
Note: Net absorption occurs when lease is signed, not when space is physically occupied; pre-leased space counts as net absorption when building delivers.
Source: Inventory and vacancy from analysis of CoStar data, Net Absorption computed by Delta Associates; December 2006.

SUMMARY OF FLEX/R&D MARKET INDICATORS - ALL SPACE
ORANGE COUNTY
2003 THROUGH 2006

December 2006 Vacancy SF Under
Total SF Avail. Rate w/ Constr. or
Rentable SF | Immediately Direct Vacancy Rate at End of: Sublet Renovation Net Absorption (SF)
Submarket All Bldgs. v All Bldgs. 2 2003 2004 2005 2006 at Dec-06 at Dec-06 2003 2004 2005 4th Q 2006 2006
Airport Area 18,365,284 679,516 9.8% 6.4% 4.6% 3.7% 4.4% 331,519 (152,000) 914,000 314,000 (55,000) 166,000
Central County 7,490,053 381,993 6.7% 6.5% 4.3% 5.1% 5.1% - 128,000 84,000 164,000 (67,000) (60,000)
North County 8,093,417 275,176 5.1% 4.6% 3.7% 3.4% 3.8% 22,476 (98,000) 41,000 73,000 16,000 23,000
South County 17,881,712 876,204 8.7% 7.3% 5.4% 4.9% 5.5% 103,683 (118,000) 245,000 529,000 (11,000) 265,000
\West County 4,749,176 90,234 8.8% 6.9% 5.2% 1.9% 2.1% - (23,000) 123,000 80,000 5,000 156,000
Total - Orange County 56,579,642 | 2,303,123 8.3% 6.5% 4.7% 4.1% 4.6% 457,678 (263,000)| 1,407,000 | 1,160,000 (112,000) 550,000
Vacancy Rate with Sublet Space | 10.0% 7.5% 5.2% 4.6%

1/ 15,000 SF and greater. Does not include buildings under construction or buildings owned by the government.
2/ Does not include sublet space.
Note: Net absorption occurs when lease is signed, not when space is physically occupied; pre-leased space counts as net absorption when building delivers.
Source: Inventory and vacancy from analysis of CoStar data, Net Absorption computed by Delta Associates; December 2006.

Delta Associates, the research affiliate of Transwestern Commercial Services, is headquartered at:
500 Montgomery Street, Suite 600, Alexandria, VA 22314. Phone: 703-836-5700. DeltaAssociates.com
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Delta Associates

Delta Associates, the research affiliate of Transwestern,
is a firm of experienced professionals offering appraisal,
consulting and data services to the commercial real
estate industry for 25 years. The firm's practice is
organized in three related areas:

1. Appraisal and valuation services for commercial
real estate assets, loans secured by same, and real
estate companies and fractional interests in them.

Headquarters
Gregory H. Leisch, CRE

Chief Executive

500 Montgomery Street, Suite 600
Alexandria, VA 22314
703/836-5700; Fax: 703/836-5765
Greg.Leisch@DeltaAssociates.com

Consulting and Advisory Group
David Weisel

President, Consulting Division

500 Montgomery Street, Suite 600
Alexandria, VA 22314
703/535-3551; Fax 703/836-5765
David.Weisel@DeltaAssociates.com

Appraisal Group
David Lennhoff, MAI, SREA, CRE

President, Appraisal Division

8614 Westwood Center Drive, Suite 800
Vienna, VA 22182

703/749-9451; Fax 703/734-0214
David.Lennhoff@DeltaAssociates.com

Cyber Contacts
Website: DeltaAssociates.com

General eMailbox:
info@DeltaAssociates.com

2. Consulting, research and advisory services for
commercial real estate projects, including market
studies, market entry strategies, asset performance
enhancement studies, pre-acquisition due diligence,
and financial and fiscal impact analyses.

3. Subscription data for select metro regions for
office, industrial, retail, condominium, and
apartment markets.

For further information about Delta Associates and to
see all of our publications, please browse our web site
at: DeltaAssociates.com.

Transwestern Support Group
Alexander (Sandy) Paul

President, TSG

500 Montgomery Street, Suite 600
Alexandria, VA 22314

703/299-6373; Fax: 703/836-5765
Alexander.Paul@DeltaAssociates.com

Transwestern

Transwestern specializes in agency leasing, property
and facility management, tenant presentation, corporate
advisory, investment and finance, healthcare advisory,
development, and research for a broad range of
property types including office, industrial, retail and
multi-family. In the past two years, the company leased
in excess of 39 million square feet and represented
clients in $4.2 billion of investment sales and financing.

Los Angeles Office Orange County Office
707 Wilshire Blvd. 18200 Von Karman Ave.
Suite 4300 Suite 850

Los Angeles, CA 90017 Irvine, CA 92612

George Garfield Dave Girty

213.624.5700 949.809.2200
george.garfield@transwestern.net dave.girty@transwestern.net

Within that time period, Transwestern also oversaw the
leasing and management of over 500 properties
representing more than 150 million square feet,
including project management for users of commercial
real estate. For more information on Transwestern,
please visit Transwestern.net.

Atlanta Houston Phoenix

Austin Los Angeles Salt Lake City
Baltimore Miami San Antonio
Bethesda Milwaukee San Diego
Chicago New Orleans San Francisco
Dallas Northern Virginia Tulsa

Denver Orange County Washington, DC
Detroit Philadelphia

Transwestern Outlook is published quarterly by Transwestern and its research affiliate, Delta Associates.
All information is from sources deemed reliable; however, no representation is made as to the accuracy thereof.
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