














Smith ® Industrial Market Analysis

Portland Industrial Market

Kyle Smith, Regional Multiple List Service [RMLS] Fellow
& Certificate of Real Estate Development Graduate Student

In the fourth quarter of 2009, the Portland industrial market experienced positive net absorption for
the first time since the second quarter of 2008. However, CB Richard Ellis’ data from 2009 shows
strong overall negative absorption for the year." In 2009 there were just over 2.7 million square feet
of negative net absorption, which is the worst annual performance since CB Richard Ellis has been
compiling the data. Last year marked a 58.8% increase over the recession of 2001-2002 when 1.7
million square feet were given back to the market.
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Source: Grubb & Ellis Industrial Trends Report- Fourth Quarter
Stable Vacancy Rate and Positive Net Absorption in Fourth Quarter

The market experienced a decrease in overall vacancy falling from 8.11% in the third quarter to
8.04% in the fourth according to CB Richard Ellis. In contrast, Grubb & Ellis reports that the
vacancy rate was unchanged at 8.8%?. The national vacancy rate rose to end the year at 10.6%. For
the fourth consecutive quarter, the rate of vacancy increase declined nationally. The last four quarters
have seen vacancy rate increases of 70, 60, 30 and 20 basis points respectively.” Grubb & Ellis is
forecasting that the industrial market should be one of the first, if not the first, commercial property
type to bottom out and start toward recovery.

! “Market View”, CB Richard Ellis, Fourth Quarter 2009
* “Industrial Trends Report”, Grubb & Ellis, Fourth Quarter 2009
3 “U.S. Industrial Market First Look”, Grubb & Ellis, January 22, 2009
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CB Richard Ellis reports that business parks continue to improve with a second straight quarter of
declining vacancy rates coming in at 13.27%. Although the business park vacancy rate is still above
average, it has made substantial improvement from the near 16% vacancy rate earlier in 2009.

Norris,
INDUSTRIAL Q4-09 CB Richard Cushman &  Grubb Beggs &

Ellis Wakefield & Ellis Simpson Median

Market-wide Vacancy 8.0% N/A 8.8% 14.9% 8.8%

Previous Quarter 8.1% 8.3% 8.8% 14.9% 8.6%

Fourth Quarter 2008 6.4% 6.2% 6.9% 12.1% 6.6%

Fourth Quarter 2007 5.2% 5.6% 6.7% N/A 5.6%

Warehouse/Distribution 8.7% N/A N/A N/A 8.7%

Previous Quarter 14.0% 8.8% 8.9% N/A 8.9%

Fourth Quarter 2008 N/A 6.6% 7.0% N/A 6.8%

Fourth Quarter 2007 N/A 5.3% 6.8% N/A 6.1%
R&D/Flex Vacancy 11.6% N/A N/A 16.2% 13.9%
Previous Quarter 15.1% 10.0% 8.4% 15.7% 12.5%

Fourth Quarter 2008 N/A 9.4% 6.7% 13.2% 9.4%

Fourth Quarter 2007 N/A 6.3% 6.5% N/A 6.4%
Asking Monthly Shell Rates $0.39 N/A N/A N/A $0.39

Previous Quarter $0.39 N/A $0.43 N/A $0.41

Fourth Quarter 2008 $0.39 N/A $0.42 N/A $0.41

Fourth Quarter 2007 $0.38 N/A $0.43 N/A $0.41
Asking Monthly Flex Rates  $0.75 -$1.00 N/A N/A N/A $0.88
Previous Quarter N/A N/A $0.79 N/A $0.79

Fourth Quarter 2008  $0.85-$1.05 N/A $0.81 N/A $0.81
Fourth Quarter 2007  $0.85-$1.05 N/A $0.82 N/A $0.82

Source: CB Richard Ellis, Cushman & Wakefield, Grubb & Ellis, Norris, Beggs & Simpson Quarterly Reports and
Statistical Reports - Fourth Quarter 2009

Industrial construction tapered dramatically in 2009, adding only 615,504 square feet to the
Portland market during the year. CB Richard Ellis reports that 80.4% of the speculative
development added in 2009 remains vacant today. Only one building was delivered during the
fourth quarter of 2009, which added only 46,500 square feet to the industrial inventory.

Currently, two buildings are under construction in the Portland industrial market: a 415,000 SF
building for FedEx Ground and a 105,000 SF building for Morgan Distributing. Both are in the
Northeast submarket. They are both build-to-suit and will not add large amounts of space that the
market would have difficulty absorbing. There is currently no other new construction slated for
2010, which could signal a very slow year for new deliveries to the market.
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Source: Grubb & Ellis Industrial Trends Report- Fourth Quarter
Almost non-existent construction, but positive absorption for first time in six quarters

Major Lease Transactions Q4 09

Industrial
Tenant Property (Sq. Ft.) Submarket
Kelley Point Distribution
MOR Furniture 156,000 Portland
Center
Ceva Logistics (renewal) Alderwood Corporate Center 116,972 Portland
Medline Industries Nike Distribution Center 109,000 Wilsonville
Bridgetown Natural Foods Foster/205 Commerce Center 66,531 Portland
Rose City Printing &
Sandy Blvd Business Park 62,000 Portland
Packaging
Total 510,503

Source: CB Richard Ellis Quarterly Industrial Report
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SubmarketVacancy and Overall Abs orption Fourth Quarter 2009
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Source: CB Richard Ellis Quarterly Industrial Report
SE and SW submarket gains compensate for NW and Vancouver losses.

The Southeast and Southwest submarkets performed positively in the fourth quarter with respect to
vacancy and overall net absorption. Over half the positive absorption in the Southeast is attributed
to the Bridgetown Natural Foods’ 66,531 SF lease at the Foster/205 Commerce Center and ETEC’s
sale of its Hillsboro plant to Allvia which accounts for 176,800 SF of absorption in the Southwest
submarket.* Allivia is a Sunnyvale, CA-based chip manufacturer which is currently acquiring the
equipment to start chip production at the plant some time next year. Their plan is to operate both
the Sunnyvale and Hillsboro facilities, but to eventually move all of the production volume to
Hillsboro.

Carlisle Interconnect Technologies recently announced they will be closing their Vancouver cable
manufacturing plant by June. Approximately 150 jobs will either be lost or relocated to one of the
company’s other three facilities in the United States.

Many industrial companies are feeling the effects of the economy, but others are expanding. Norris,
Beggs & Simpson reported that in November SolarWorld completed its 210,000 SF facility that will
house assembly lines which finish solar panels. Morgan Distributing purchased 11 acres at Riverside
Parkway Corporate Center and is building a new 105,000 SF headquarters and distribution center
that should be finished during the spring of 2010.

4 “Market View”, CB Richard Ellis, Fourth Quarter 2009
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Multifamily Market Analysis

Scott Aster, Oregon Association of Realtors [OAR] Fellow
& Certificate of Real Estate Development Graduate Student

According to Norris, Beggs & Simpson’s Fourth Quarter 2009 Multifamily Report, the overall
average multifamily vacancy rate has increased in the fourth quarter to 5.43% from 4.63% in the
third quarter, and is up from 4.7% this time last year. The average rents for the quarter are
$691($0.98/SF) for a 1BR/1BA, $727 ($0.82/SF) for a 2BR/1BA, $888 ($0.86) for a 2BR/2BA
and $978 ($0.79) for a 3BR/2BA. These numbers are up slightly from the previous quarter.
Average 2BR/2BA new units rent for $1,230 per unit, an increase of $11 over last quarter.
Seasoned 2 BR/2BA units rent for an average $830 per unit, which is an increase of only $4 over
last quarter.

Source: Norris, Beggs & Simpson "Portland Area Multifamily Report Fourth Quarter, 2009

The poor economy and high unemployment rates continue to result in high multifamily
vacancies. Fourth quarter vacancies, according to Norris, Beggs & Simpson’s Multifamily
report, range from 4.59% to 6.77% across the Portland market.

Concessions, in the form of free rent and free parking, remain commonplace although rental rates
have stabilized somewhat. The primary cause of the high vacancies is the economic downturn’s
strong negative effect on renter affordability.
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Portland Metro Vacancy and Yearon Year Rent Growth
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Source: Mark D Barry, The Barry Apartment Report, Winter 2010

The Wilsonville submarket shows the highest total vacancy rate at 6.77%, while Lake Oswego/West
Linn has the lowest submarket vacancy at 4.50%. Tigard/Tualatin has the highest new unit vacancy at
8.28%, while downtown Portland has the lowest new unit vacancy at 4.09%.

Source: Norris, Beggs & Simpson "Portland Area Multifamily Report Fourth Quarter, 2009
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According to Mark Barry in his Winter 2010 Barry Apartment Report, the high local unemployment
rates are having a strong negative impact on vacancies, as shown in the charts below. The rise in the
unemployment rate from 7.1% in 2008 to 10.8% in 2009 suggests that vacancy rates might continue to
rise until unemployment levels stabilize and decline.

Source: Norris, Beggs & Simpson "Portland Area Multifamily Report 4th Quarter (2009, 2008, 2007, 2006, 2005),
U.S. Bureau of Labor Statistics (Nov 2009, 2008, 2007, 2006, 2005)

Vacancies are up not necessarily because residents are moving from Portland, but due to tenants
doubling up, moving in with family, or moving into single-family rental homes. According to
Mark Barry, condominium conversions are also having an impact on vacancy rates. The glut of
conversions from condominiums to rentals has put pressure on the higher end of the rental
market and has caused effective rentals to be 15%-30% below pro forma.

To prevent tenants from fleeing, landlords are still resorting to concessions. Two months worth
of free rent concessions as well as free parking are commonplace throughout the Portland metro
area. Colliers International states in its midyear report that, “some new buildings even guarantee
that if a tenant loses his/her job, they can end their lease agreement without penalties, early
termination fees or adverse impact on credit.” The widespread discounting produces net effective
rents, including parking and rent concessions in select buildings throughout the metro area,
ranging from 5.6% to 16.8% lower.

One of the driving factors behind the vacancy issue is affordability. According to Colliers
International, the middle-income work force that drives demand for multifamily rental housing
earns between 50% and 80% of median family income (MFI). The 2009 MFI for a single-person
in Portland is $49,000. Assuming rents are a 30% of gross income, the individual could afford a
monthly rent of between $613 and $980. Options are very limited within this price range in the
Portland area as studios and one-bedrooms are between $710 and $740 and higher-range luxury
options are in excess of $1,000.

PSU Center for Real Estate * Quarterly & Urban Development Journal *I*' Quarter 2010 * Page 57



Aster ® Multifamily Market Analysis

*Source: Norris & Stevens "Portland Metro Area Multifamily Report, Fourth Quarter 2009"

Norris, Beggs & Simpson’s list of major apartment sale transactions for the fourth quarter
includes the biggest apartment purchase of 2009 in the Portland metropolitan area. The Cyan was
sold by Gerding-Edlen to Dallas based Behringer Harvard for $65,000,000 ($184,659/unit). The
Cyan, building with 352 units and 6,000 square feet of retail space, is located adjacent to
Portland State University and is expecting to receive LEED Gold certification.

According to Mark Barry, apartment sales volumes are down significantly relative to the past six
years. Total sales volume for the Portland metro area in 2009 is estimated to be $300 million as
compared to the decade high of $1,115 million in 2007. Apartment values have also declined as
the median cap rate increased for the first time in the 8 years. Cap rates increased from 6.1% in
2007 and 2008 to 6.8% in 2009. Similarly, multifamily land sales for future development have
also dried up. However, as NBS indicates in its report, it expects sales to accelerate once the
availability of financing increases.

MAJOR SALE TRANSACTIONS

Buyer Building Price Units Price/Unit Submarket
Downtown

Behringer Harvard Cyan/PDX $65,000,000 352 $184,659 Portland
Discovery Park

Foxfam LLC Apartments $15,167,500 210 $72,226 Vancouver
London Flats

JB Matteson Apartments $12,165,000 146 $83,322 Vancouver

Steeple Chase Steeple Chase

Apartments Apartments $4,094,500 111 $36,887 Vancouver

DEA Properties-

Mountains LLC The Mountains $1,895,000 36 $52,639 Vancouver

William V DeBellis

Revocable Living Multnomah Garden

Trust Apartments $1,500,000 20 $75,000 Southwest Portland

DSS Investment 15710-15714 SE Stark

Properties LLC St. $1,012,500 18 $56,250 Southeast Portland

*Source: Norris & Stevens "Portland Metro Area Multifamily Report, Fourth Quarter 2009"

PSU Center for Real Estate * Quarterly & Urban Development Journal *I*' Quarter 2010 * Page 58



Aster ® Multifamily Market Analysis

ApartmentSales Volume
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Condominium and Attached Market

The number of condominium sales in the Portland metropolitan market is up both quarterly and
annually. Across the metropolitan area, the number of sales is up 4.1% for the quarter while the
number of Vancouver sales increased 42.4%.

However, the prices at which those sales have occurred are down. The Portland metropolitan
area’s price per square foot is at $174, a decrease of 1.7% quarterly and 12.9% annually. The
median price per Portland condominium unit is $184,000, down 2.5% from the third quarter.
Vancouver, at a price per square foot of $121, is up 9.0% for the quarter, but down 8.9% for the
year. Vancouver’s median price per condominium is up to $118,150 a decrease of 6.9% for the
quarter.
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Results for single-family attached housing are down for the quarter, but up annually. The
number of attached home sales in the Portland metropolitan area decreased 7.0% from the third

quarter to 370. The number of sales of attached homes is up 5.9% annually with a median price
of $192,750.

The Vancouver area saw both quarterly (24.7%) and annual (210%) increases as the number of
attached homes sold increased to 96. For Portland, price-per-square-foot numbers ($133) are up
1.5% from the third quarter but down 8.0% annually. Vancouver, at $104 per square foot, saw a
quarterly decrease of 6.3% and an annual decrease of 16.5%. The median price for attached
homes in Vancouver was $169,000.

PSU Center for Real Estate * Quarterly & Urban Development Journal *I*' Quarter 2010 * Page 61



Aster ® Housing Market Analysis

Housing Market Analysis

Scott Aster, Oregon Association of Realtors [OAR] Fellow
& Certificate of Real Estate Development Graduate Student

Median Home Values of Existing Detached Homes

Portland Metro
U.S. West Area
$
November 2008 Median Sales Price 179,900 $ 246,700 $ 278,500
$
November 2009 Median Sales Price 171,900 $ 235,000 $ 249,000
% Change in Median Sales Price -4.4% -4.7% -10.6%
% Change in Number of Sales Nov 2008-2009 42.1% 30.5% 78.5%

Source: National Association of Realtors (November 2009) and RMLS (November 2009)

Once again the housing market statistics reflect a decrease in value from the prior year. Median
home prices were down 4.4% annually in November, and 4.7% for the western part of the nation.

According to the National Association of Realtors, the metropolitan areas with the greatest
annual depreciation rates are Las Vegas (-34.5%), Phoenix (-22.9%), Chicago (-16.2%), and San
Francisco (-12.6%).

However, prices are still substantially higher than they were before the housing bubble. For
Portland, according to the Standard and Poor’s Case Schiller Index a home valued at $100,000 in
2000 stood at $150,380 at the end of November 2009.

The number of building permits issued was down 29% nationally, with a reduction of 33% in
Oregon.

Foreclosures in the Portland metro area, including Clark County are up 20% annually and 120%
since 2007.

According to these various counties’ recorders offices, Washington (46.2%), Deschutes (31.6%),
Multnomah (28.7%) and Clackamas (28.6%) counties experienced increasing annual foreclosure
rates, while Clark County (-25.1%) experienced a decrease in foreclosure filings from the
previous year.
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Foreclosure Filings by County

SOURCE: Clark, Clackamas, Deschutes, Multnomah and Washington county recorders’ offices

Source: http://www.realtor.org/Research.nsf/Pages/MetroPrice
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Building Permits Issued

Year to Date

SINGLE-FAMILY MULTIFAMILY

Nov-09 Nov-08 PCT CHG  Nov-09 Nov-08 PCT CHG
UNITED STATES 400.7 545.7 -27% 123.6 306.8 -60%
OREGON 5.21 7.60 -31% 1.81 4.11 -56%
Bend OR 0.33 0.66 -50% 0.03 0.09 -68%
Corvallis OR 0.04 0.05 -19% - - -
Eugene-Springfield OR 0.41 0.59 -31% 0.15 0.18 -15%
Medford OR 0.31 0.38 -18% 0.01 0.08 -92%
Portland-Vancouver-Beaverton OR-WA 2.73 4.06 -33% 0.86 3.36 -74%
Salem OR 0.36 0.50 -27% 0.11 0.23 -50%

Source: National Association of Home Builders (November 2009)

Portland

The number of Portland metropolitan area home sales increased by 25% over the third quarter, as
buyers closed purchases on 4,191 existing homes. This is an increase of 14% over the previous
year. Median prices for the third quarter were at $258,000, a 1% increase over the previous
quarter, but an 11% reduction annually. Prices are still being marked down, with average sales
taking place at 91.68% of the original list price, 1.96% less than the previous year. Sellers in the
Portland area, on average, have their homes on the market for 72 days before closing, reflecting a
one-week increase from 2008. Price per-square-foot values increased slightly again to $139, a
2% increase from the previous quarter. However, this reflects a 9% decrease annually.
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Median Sales Price & Number of Transactions — Existing Detached Homes

Portland Metro (Excluding Clark County)

7-Year outlook for Median Sales

Price & Number of transactions

4th Quarter Median Price: $250,000
Quarterly % Change: -3.10%
Annual % Change: -9.06%

Number of Transactions: 3,911

Quarterly % Change: -6.68%
Annual % Change: 64.40%

Sale Price/Original List Price& Average Days on Market — Existing Detached Homes

Portland Metro (Excluding Clark County)

4-year outlook for average DOM and

Sales Price/Original List Price Ratio

1st Quarter Sale/Original ratio: 92.39
Quarterly % Change: .71%
Annual % Change: 1.80%

Days on Market: 73
Quarterly % Changel.39%
Annual % Change: -3.95%
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Median Sales Price & Number of Transactions — New Detached Homes

Portland Metro (Excluding Clark County)

7-year outlook for New Construction

single-family home sales

1st Quarter Median Price: $315,708
Quarterly % Change: .23%
Annual % Change: -12.28%

Number of Transactions: 394
Quarterly % Change: -5.10%
Annual % Change: -50.47%

Three of the submarkets listed below experienced quarterly price appreciation. The other
submarkets experienced a decline in value. Oregon City/Canby home prices increased the most
at 3.82% followed by North Portland at 3.08% and NW Washington Count at 1.58%.

Conversely, the Lake Oswego/West Linn area experienced the highest depreciation rate at (-
7.95%), followed by Hillsboro/Forest Grove at (-7.02%).

Annual results are negative for all but one Portland area submarket. North Portland (1.1%) is the
only submarket that experienced an increase in value from the previous year.

Conversely, Lake Oswego/West Linn (-19.5%) and Mt. Hood/Government Camp/Wemme (-
16.67%) home values depreciated the most since 2008.
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Map Courtesy of the RMLS
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Vancouver

Vancouver’s median home price was $194,750 resulting in a quarterly decrease (-4.5%) and an
annual decrease (-10.5%) in home values. On a positive note, the number of home sales
increased to 715, up 0.1% quarterly and 69% annually. The number of days on the market is
down to 85, a 1% decrease from 2008.
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In the suburbs of Clark County, home prices have dropped to $238,000, a 1.1% drop from the
previous quarter’s median price. An annual outlook indicates that home prices are down 0.8%
from 2008.

The number of home transactions in the Clark County suburbs is down 16.3% for the quarter but
up 33.4% annually. The number of days on the market has increased 2.9% annually and is up to
105.

Eight Vancouver/Clark County submarkets experienced price appreciation for the quarter. The
Southwest Heights area had the strongest quarter with an appreciation rate of 27.5% followed by
North Hazel Dell (6.6%) and Northeast Heights (4.8%).

Conversely, the East Heights area had the highest depreciation rate at (-23.4%) followed by
Ridgefield (-12.4%) and Camas City (-11.1%).

Annual changes show that only Southwest Heights (50.6%), Brush Prairie (6.7%) and North
Salmon Creek (0.5%) increased in value.

The rest of the submarket depreciated led by Ridgefield (-26.9%) and Northeast Heights
(22.6%).
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Map Courtesy of the RMLS
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Central Oregon

Both Bend and Redmond experienced significant increases from the previous year with respect
to the number of homes sold. Bend home sales are up 105% to 516 while Redmond’s increased
80% to 187. The number of days on the market increased to 208 for Bend and 194 for Redmond.
The median home prices declined significantly for both Central Oregon submarkets. Bend home
prices plummeted (-15.7%) to $215,750 while Redmond prices slipped (-29.8%) to $133,000.
Price-per-square-foot numbers also declined significantly for Bend and Redmond at $112 and
$82.
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As it is commonly reported in Central Oregon’s reports, the housing stock is separated by lot
size, properties under one acre and those between one and five acres. Price per square foot is
provided to control for lot size between both categories. Fourth quarter statistics are mostly
negative for Central Oregon homes lying on acreage. Bend transactions increased 88.2% from
2008 while Redmond experienced an increase of 28.6%. However, Bend home prices
plummeted (-35.9%) to $300,050while Redmond prices slipped (-29.5%) to $289,000. Price per
square foot is down to $146 for Bend and $136 for Redmond. The number of days on the market
increased for both areas as Bend is at 235 and Redmond is at 275.
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Willamette Valley

With the exception of Marion County (5.9%), all Willamette Valley submarkets experienced
annual depreciation on existing home prices.

Keizer suffered the worst quarter in the valley with declining prices of (-15.1%) followed closely
by Salem at (-14.4%).

The number of transactions over the past year increased for all of these areas with Marion
County increasing the most (68%).

The number of days on the market increased for all of these submarkets with the exception of
Linn County.
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Median Sales Price
Existing Detached Homes
Willamette Valley
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Salem
Salem’s housing market continues to suffer annual deprecation of home prices. However, the
number of transactions has increased annually and the number of days on the market has

decreased.

Prices declined (-14.4%) from the previous year to $171,225. Meanwhile, the number of days on
the market decreased to 123, approximately four months.

The number of transactions increased (30.4%) from the previous year to 442.
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Eugene/Springfield

The Eugene/Springfield area experienced declining home prices relative to the fourth quarter of
2008. However, the number of transactions rose 34.5% annually to 515. The median price was
down 4.6% to $209,900. Sellers currently have their houses on the market for 78 days before
closing and are realizing 92.15% of their original listing price on the sale.
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