Economic

PORTLAND METROPOLITAN AREA

ECONOMIC OVERVIEW

Many of the national concerns
brought up by the presidential elec-
tion are reflected in Oregon’s own con-
cerns with its economy. Rising energy
and wholesale costs have started to
take the wind out of consumer confi-
dence and is driving up costs for de-
velopers and landlords. The antici-
pated recovery of the high-tech sector
has remained elusive. But the Fourth
Quarter of 2004 has shown regained
strength in the last two months, and
Oregon has made proactive strides to
secure a stronger 2005.

The slow job growth that marked
the beginning of the Fourth Quarter
has decidedly turned around. The
most significant employment in-
creases in Oregon occurred in trans-
portation equipment (8.4 percent for
the year), metal and machinery manu-

facturing (3.1 percent), construction

(4.8 percent) and professional
and business services (3.9 per-
cent). Strong manufacturing
and construction numbers are
good news, offsetting some of
the worries surrounding
outsourcing of manufactur-
ing jobs. The City Council of
Portland, who approved the
industrial urban renewal site in North
and Northwest Portland, are sending
a clear message that they are eager to
entice industrial businesses.

Job growth will also aid in the re-
bounding of the struggling office
market. Already, we are noticing ris-
ing activity as the Portland Central
City and suburban office markets
have picked up some significant ab-
sorption this quarter and through-
out the year, setting the stage for
2005 and 2006, when current leases

reach expiration.
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Another waning economic factor
that regained strength in the last
half of the quarter was consumer
spending, which opened cautiously
this quarter, but has regained its
confidence and finished above origi-
nal forecasts for the Fourth Quarter.
In fact, the Portland Metropolitan
retail market continues to reflect the
strong consumer spending percent-
ages reported nationally this year.
The reception of lifestyle centers has
been exceptional attracting new re-

tailers such as Crate & Barrel to the

UNEMPLOYMENT COMPARISON - 2004

CONSUMER PRICE INDEX

area.

9%
8%

7%

6%

5%
4%

3%

200

190 - The Office of Federal
- ;gz . Housing Enterprise Over-

160 // sight (OFHEO) reports that

;:z fg;sr'ﬂand prices for homes have in-

130

2%
1%

—U.s.
- - Portland PMSA

(U.S. - Feb. 2004 - 186.3

creased by 10.82 percent

120

Portland - 2nd Half 2003 - 186.5)

110

0%

JAN FEB MAR APR MAY JUN JUL AUG SEP OCT

NOV
Source: U.S. Department of Labor; Oregon Employment Department

100

from Third Quarter 2003 to

Source: Bureau of Labor Statistics

1995 1996 1997 1998 1999 2000 2001 2002 2003

Third Quarter 2004 in the
Portland area. With the

PRIME RATE VS. 10-YR. TREASURY

20,000

OREGON MONTHLY JOB GAINS - 2004

cost of homes hitting pla-

M

teau highs, the average

"( M Sep JOct @ Nov |

15,000

10,000

price for single-family resi-

5,000

iy |

1

I»

o

-5,000

oL

dences was $215,000 last

10%
” /\\
6% ~ n \&/
4% . B
— Prime Rate
2% T1-- 10 Year Treasury
0% T T T T T T T T
1996 1997 1998 1999 2000 2001 2002 2003 Dec,
Source: U.S. Treasury Department, Federal Reserve 04

-10,000
Prof. &
Bus. Sves.

Mfg. Construction ~ Trade, Leisure &
Transport  Hospitality
& util.

Source: Oregon Employment Department

M

A BN L

Govern.  Educ. & Health _NORRIS
sves. BEGGS & COMMERCIAL
SIMPSON  RepiGiie

REALTORS WORLDWIDE




ECONOMIC * PORTLAND METROPOLITAN AREA e FOURTH QUARTER 2004

quarter, and rising interest rates, the
multi-family market is experiencing
a decline in vacancies and climbing
rental rates as buyers begin to real-
ize that the cost of buying a home
may be too high.

The Portland Metropolitan Area
finds itself situated in a precarious
perch between continued, slow
progress and economic jumpstart.
The falling dollar may help out Port-
land area exporters, making their
goods cheaper and more attractive,
and the area is well-located for trad-
ing with emerging Asian markets
with two ports available. Job growth
and population growth have always
been closely linked together and the
metro area population is positioned
for job growth. The area certainly
has the talent and education pool to
ignite it, with 85 percent of resi-
dents holding at least a high school
diploma and a seasoned workforce
between the ages of 25 and 39. All
eyes turn towards the flow of ven-
ture capital from the likes of the
Oregon Opportunity Fund with its
$100 million, which hopes to stimu-
late the venture capital environment
and market activity. Though robust
job growth will most likely

Economic Highlights

P The US trade deficit ballooned to $55.5 billion in October, a record high,
breaking the previous record of $53.5 billion in August. The trade deficit
has aided in the fall of the dollar, which recorded record lows against the
euro this year.

P The Federal Reserve raised the federal fund interest rate one quarter per-
cent late in December to 2.25 percent, marking the fifth increase in 2004.

P Energy prices continue to be a major concern affecting consumer and de-
veloper spending. The price of crude oil has gone as high as $50 a barrel,
upping production costs, limiting auto sales and digging into consumers’
pocket books.

P The Portland City Council approved plans for development of an industrial
urban renewal project, to be located in North and Northwest Portland. This
decision was made without a guarantee from Germany-based Siltronic Corp.,
for whom the original plan was designed.

P Three Portland-based development firms submitted plans for a mixed-use
project to be located at a site between Northeast Second Avenue and Mar-
tin Luther King Jr., Boulevard, North of East Burnside to Northeast Everett
Street.

P The Port of Portland will lose two-thirds of their container traffic as Hyundai
Merchant Marine and “K” Line America depart from the Port for good.
With them goes nearly $20 million of the Port’s annual general fund
revenue.

P Beaverton company, Enuclia Semiconductor, Inc., raised the second-largest
round of venture funding for an Oregon semiconductor company in its
Series A round from Palo Alto, California-based Sevin Rosen Funds and BA
Venture Partners. The company raised $5.3 million.

P According to portlandgasprices.com, the average price per gallon of un-
leaded gasoline in the Portland PMSA went from $1.92 in November to
$1.80 in December, and is predicted to continue sliding throughout De-
cember.

P Washington-based, National Retail Federation projects total sales, exclud-
ing restaurant and auto sales, to increase by 4.5 percent for the November-
December 2004 period.

P Six of ten economic indicators, a gauge to forecast economic performance
in the coming months, rose to 115.2 in November, breaking a 5-month
streak of declines. Some of the indicators that rose included stock prices,
money supply and consumer expectations.
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Office

PORTLAND METROPOLITAN AREA

FOURTH QUARTER 2004

CENTRAL CITY OFFICE A tenant-driven Central City Suburban
MARKET OVERVIEW market, asking rates Change from Change from
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to the chagrin of landlords everywhere.  currently, tenants still
In 2004, the year-to-date total absorp-  have a chance to shop around. All three
tion was 140,637 sf; 103,461 sfof this  djstricts that make up the Central City

space was absorbed this quarter, of market reported an increase in occu-

which 71,541 sf was sublease space.

current

pancy. The Fourth Quarter witnessed

MARKET SUMMARY

Central City*
RENTABLE AVAILABLE ** % * * NET* * UNDER

SUBMARKET SQUARE FEET SQUARE FEET VACANT ABSORPTION CONSTRUCTION
Central Business 14,262,439 2,072,408 14.53 97,262 0
Lloyd 2,140,729 222,582 10.73 7,387 0
North/Northwest 2,044,823 474,980 23.23 (1,188) 0

TOTAL 18,447,991 2,769,970 15.05 103,461 0

RENTABLE AVAILABLE ** %** NET* * UNDER
SUBMARKET SQUARE FEET SQUARE FEET VACANT ABSORPTION CONSTRUCTION
Central 217 1,616,890 279,306 17.09 31,065 0
Southern 217 925,414 91,649 9.90 898 0
Barbur Boulevard 593,155 77,370 13.04 (8,008) 0
Beaverton-Hillsdale 455,992 72,405 15.88 (1,746) 0
Central Beaverton 579,675 98,734 17.03 (2,713) 0
I-5 South 1,270,943 118,036 9.29 15,412 0
Johns Landing 980,162 150,324 15.34 3,090 0
Kruse Way 2,070,671 250,690 12.11 (52,433) 0
Lake Oswego/West Linn 426,911 57,154 13.39 (14,168) 40,000
Northeast 1,016,384 206,254 20.80 32,130 0
Sunnyside/Clackamas 1,169,544 251,816 21.53 23,104 0
Southeast 606,748 136,498 22.50 (12,741) 0
Sylvan-Sunset 3,104,320 1,105,386 35.03 268,073 20,000
TOTAL 14,816,809 2,892,622 19.44 281,963 60,000

Vancouver 3,050,538 595,437 19.52 77,584 73,400
* Additions and Subtractions to the numbers above are in our detailed report. **Includes Sublease Space.

decreasing vacancy, from 15.58 per-

cent last quarter to 15.05 percent this

quarter. The trend towards

more significant absorption through

2005 is likely due to expected
job growth and a more robust
economy.

The bigger story in the
Central City office market
was the number of significant
sales that occurred this year.
One such deal was the $25
million sale of 2100 River
Parkway. It sold for approxi-
mately $259/sf which was a
30 percent increase from the
previous record. With office
lease rates holding steady
there has been a disconnect
between sale prices and lease
rates. An explanation for this
disconnect is the historic low
interest rates combined with
increased demand from inves-
tors due to 1031 exchanges
and the relatively weak re-

turns from the stock market.
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SUBURBAN OFFICE . . .
Office Highlights

MARKET OVERVIEW
SALES

The overall suburban office market

Rivermark Community Credit Union purchased 30,499 sf of office space
from PS Business Parks at 8605 Southwest Creekside Place in Portland.
Logos Equity Partners, LLC, purchased 15,867 sf of office space for $1.7
million from State Investments, LLC, at Caffal Building in Wilsonville.
Bedford Property Investors purchased 83,244 sf of office space at SunTech
Corporate Park Il in Hillsboro for $3.8 million from ICIG Investors.
Quixote Investment, LLC, purchased 20,000 sf of office space for $1.65
million from S&G Properties at 410 Northwest 14th Avenue in Portland.
Strawn Trust purchased 12,756 sf of office space for $1.450 million from
Mike and Darlene Merrill at Garden Park Office Building in Vancouver.
Metro Holdings West VIII purchased 19,284 sf of office space for $1.85 million
from Real Estate Recovery Associates at 305 Northwest 21st Avenue.

LEASES

» Umpgqua Bank leased 52,924 sf of office space at Benjamin Franklin Plaza
from OR-BF Plaza Limited Partnership.

P Portland Bureau of Environmental Services leased 46,000 sf of office space

. at Portland Opera Plaza.

saw 113,605 sf absorbed, of which P State of Oregon leased 31,991 sf at 4560 Southeast International Way in

also reported a decrease in vacancy. The
vacancy rate dropped from 20.34 per-
cent in the Third Quarter to 19.37
percent. Though vacancy has de-
creased, it occurred at the expense of
lowered asking rates, in some cases, as

much as $5/sf. Interestingly, the Syl-

vV v v v Vv VY

van-Sunset submakret, which did not
significantly lower asking rates, ab-
sorbed 268,073 sf this quarter, with
235,186 of those sf in Class A build-
ings. In particular, the Rogue Build-
ing, part of Woodside Corporate Park,

105,272 sf were leased by Nike. Milwaukie.
19225 N'W Tanasbourne Building P Dealers Supply lgasegl Z0,0QO sf of office space at 2000 Southeast Hanna
o Harvester Drive in Milwaukie.
Phase 2 absorbed 69,007 additional sf. » Red Shield Insurance Co. leased 15,202 sf of office space at Morrison Plaza.
With job growth recovering, large P Auctionpay subleased 14,321 sf of office space at Tigard Triangle Il in
office deals like Nike’s and the termi- Tigard. _ _ ,
. . . P Geo Design, Inc., leased 12,913 sf at 15495 Southwest Sequoia Parkway in
nation of leases coming up, there is Serilnl.
much hope that the suburban market P Rapidigm subleased 11,232 sf of office space at Creekside Seven in
will continue to see more leasing ac- Beavertgn. , ,
o L P Barker-Lins Music Co. leased 10,400 sf of office space at 810 Southeast
thlty resultmg n 1ncreased occupancy. Sherman Street in Portland.
P Starbucks Corporation leased 9,856 sf of office space from Equity Office

VANCOUVER OFFICE ; : .
Properties at Lincoln Tower in Portland.
MARKET OVERVIEW P OHSU leased 9,380 sf at the Fifth Avenue Building in Portland.

Vancouver continues to show its

i o . VACANCY COMPARISON ABSORPTION COMPARISON
potential as a destination for choice | 259 400,000
commercial real estate. With three ) . /f’. NN W Central Gity _
: I . 20% ——rroomecceee / BT - 300,000 O Suburban
straight quarters of positive absorption R ; & Vancouver
. . N 200,000
while maintaining market rates and 15%
new development, Vancouver may be 100,000 1
10% — Central City ||
a forerunner to the success that the -~ Suburban 0|
. . — - Vancouver
Portland market will soon experience. 5%
-100,000
New buildings opening in 2005 and
Iready showi leasi ) 0% —_—————— -200,000
already showing strong leasing activ- 10,03 20,03 3,03 40,03 10,04 20,04 30,04 4Q,04 10,03 20,03 30,03 4,03 10,04 20,04 30,04 40,04

ity include the 36 percent pre-leased
Rockwell Building, a Class B, 30,000
sf office building asking $24.50/sf

triple net and the 73 percent pre-
leased, Vancouver Square Building 1,
a 28,400 sf of Class B office space ex-
pected to deliver in April 2005. The

B B B ORRiS, BEGGS & SIMPSON, eariors

Vancouver market is showing robust
confidence in its office market future,
driving for more development and

validating it with leasing activity.



Industrial/Flex

PORTLAND METROPOLITAN AREA

FOURTH QUARTER 2004

INDUSTRIAL MARKET

OVERVIEW

The Fourth Quarter of 2004 saw the
industrial market heating up, with ac-
tivity on the rise and development
in the air. With the year-end job
growth numbers posting healthy gains
in manufacturing and construction,
there is growing anticipation for the
need to increase industrial property
inventory. All submarkets experienced

a drop in vacancy rates and continued

to see positive absorption.

SUBMARKET
North/Northeast
Northwest
Southeast
Southwest 217
Southwest [-5
Southwest Sunset
Vancouver

TOTAL

SUBMARKET
North/Northeast
Southeast
Southwest 217
Southwest I-5
Southwest Sunset
Vancouver

TOTAL

Industrial & Business Parks *

RENTABLE
SQUARE FEET

16,279,425
1,650,280
5,540,875
2,563,129
8,792,014
4,228,381
7,833,338

46,887,442

RENTABLE

SQUARE FEET

357,252
144,433
3,013,152
588,328
5,526,091
769,234

10,398,490

MARKET SUMMARY

As of year end, the
Northwest submarket
again had the lowest va-
cancy rate at 8.9 per-
cent, but was also the
only submarket that had
no new construction
under way. The South-

east marched toward a

AVAILABLE % NET
SQUARE FEET VACANT ABSORPTION
2,648,106 17.30 130,659
146,345 8.90 3,938
579,063 10.80 74,436
401,321 15.70 50,500
787,987 9.00 141,660
901,278 21.30 32,179
1,103,585 14.10 148,912
6,585,685 14.00 582,284

AVAILABLE % NET
SQUARE FEET

()
VACANT

72,807 20.38 6,934
13,100 9.07 (1,600)
748,925 24.86 85,655
98,830 16.80 47,005
1,412,433 25.56 515,329
499559 6.44 28,718
2,395,654 23.04 682,043

single-digit vacancy this quarter, drop-
ping to 10.8 percent as well as having

the most construction, adding

ABSORPTION

Vacancy ‘
Absorption 4
Lease Rates f

Construction f

INDUSTRIAL
Change from
4Q.,03 30,04

FLEX
Change from
4Q.03 | 30,04

¥ ¥ 3§
¥ * 1*
- | 1+ o
1 ) nla nla

170,350 square feet (sf). Vancouver,

UNDER* *
CONSTRUCTION

204,550
0
170,350
0
45,050
75,886
139,500

635,336

UNDER* *
CONSTRUCTION

n/a
n/a
n/a
n/a
n/a
n/a

nla

had a great performance this quarter,
absorbing 148,912 sf.

As was the case with the previous

quarter, low interest rates
have catered to buyers, allow-
ing sales activity to continue
its strong pace. There is a
growing sentiment that the
industrial market is poised to
blossom in 2005 and 2006
and that there will be a great
need to develop industrial
space to accommodate and
entice new businesses and
keep existing ones. New
businesses will mean more
job growth and from a com-
mercial real estate perspec-
tive, new businesses will
mean more leasing activity.
Recently, the City Council
approved a plan to develop an
industrial urban renewal area
in North and Northwest
Portland, without a guaran-
tee from Siltronics, the com-

pany that inspired the city to

* Additions and Subtractions to the numbers above are in our detailed report.
** (Inder construction numbers for industrial also include flex buildings.
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consider this development. The Port-
land Metropolitan Area is ready to woo
and invest in new industrial businesses
to further facilitate employment in-
creases and pump hundreds of millions
of dollars into the economy. The num-
ber of proposed development prospects
has increased as recognition for de-
mand of these projects sinks in. Cur-
rently, there are 53 proposed projects
equaling more than 7.5 million sf.
New development this last quarter of
2004 has resulted in 635,336 sf that

is spread out in 5 of the 6 submarkets.

FLEX MARKET OVERVIEW

The Southwest-Sunset flex submar-
ket swallowed a massive 515,329 sf
this quarter. The Evergreen Business
Park and Corporate Center took in
174,742 sf, while Techpointe Com-
mons absorbed 138,823 sf. The South-
west I-5 submarket also performed im-
pressively this quarter, with a vacancy
drop of nearly 800 basis points to
23.04 percent. Needless to say, the
Flex market in the Portland Metro-
politan area is doing well and reduced
vacancy to its current 23.04 percent.

What could cause the negative ab-
sorption last quarter of 241,450 sf to

blossom into a positive absorption of

Industrial/Flex Highlights

LEASES

P US Environmental Services leased 19,800 sf of industrial space on 1.27
acres of land at 5061 North Lagoon Avenue.

P Habitat for Humanity leased 29,800 sf of industrial space at 66 Southeast
Morrison Street.

P The Leather Furniture Co. leased 17,370 sf of industrial space at 16205
Northwest Bethany Court in Beaverton.

P Gensco leased 20,000 sf from Dehen Jackets at Dehen Building in Portland.

P Dawes Transport Inc., leased 39,375 sf from Calwest Industrial Holdings
LLC at Airport Way Commerce Park in Portland.

P Richard’s Homewares leased 15,000 sf of flex/industrial space at Swan
Island Industrial Center.

P Printgraphics leased 13,125 sf of flex/industrial space at Greentree West

Business Park in Beaverton.

SALES

Portland.

D. Gordon.

Portland.

P Bruin Bay leased 11,552 sf of space at Riverside Industrial Park.

» David Hong and Nam Hong purchased 10,550 sf for $720,000 from Barbey
Trust at 7421 Northeast Beech Street in Portland.

» 4800 MLK, LLC, purchased 18,530 sf for $1.15 million from SMS Group,
LLC, at Sierra Springs, 4800 Northeast Martin Luther King Jr. Boulevard in

P Fred and Jean Teufel purchased 18,000 sf for $1.475 million from Forest
Grove Property, LLC, at Industrial Alloy Property in Forest Grove.

P George Bean, Nancy Frisch et al purchased 93,000 sf of office/industrial
space at Towne Storage for $4.2 million from Jeffery A. Gordon and Lauri

P William J. Bonner purchased 36,500 sf for $1.835 million from Richard B.
and Patricia R. Carter at 3325 and 3319 Northwest Yeon Avenue in

682,043 this quarter? Major deals like
the State of Oregon’s purchase of the
77,514 sf Techpointe Commons
Building B. The facility will now
house the Oregon Department of En-
vironmental Quality and Oregon Pub-

lic Health laboratories. Likewise, Nau-

VACANCY COMPARISON
35%
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tilus announced plans to move its
headquarters into 482,500 sf at Co-
lumbia Tech Center. The $19 million
lease is for 10 years with the option to
purchase during the first 7 years.
The industrial/flex markets are ready
to take off. There are major deals oc-
curring, with plenty of movement in
leasing activity. With each quarters’
positive numbers, comes more confi-
dence in decision-making by owners
and tenants. The City Council’s ap-
proval of an industrial urban renewal
area and the eagerness of developers
to build will eventually make this
market much more attractive for new

and existing businesses.
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PORTLAND METROPOLITAN AREA
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RETAIL MARKET OVERVIEW
Fourth Quarter 2004 has seen the

retail seeds planted in the last few
quarters come to fruition. Lifestyle
centers have performed spectacu-
larly, generating much interest from
local and national retailers. Crate &
Barrel opened their first store in
Oregon this December, anchoring
the Bridgeport Village Center. The
Chicago-based retailer, in a 37,000
square foot (sf) space, experienced
one of the best openings in its his-
tory, acknowledging that Portland’s
market is hot when it comes to sales.

Likewise, the Streets of Tanas-
bourne is also turning heads and
confirming reports that lifestyle cen-
ters are a major trend in the Port-
land Market. Meier & Frank, which
tirst opened in 1857, was intrigued
enough by the lure of a rapidly-ex-
panding population boom in this

suburban area and opened their first

store in 24 years. Joined by a choice

MARKET SUMMARY

selection of trendy stores such
as Abercrombie & Fitch, J.
Jill, Bombay Company and
REI amongst many others and
popular, themed restaurants
like Romano’s Macaroni Grill
and P.F. Chang’s China Bistro,
the Streets of Tanasbourne is
generating heavy parking and
foot traffic, despite not being as eas-
ily accessible from freeways as many
other shopping centers.

Why the popularity? Portland’s
demographic group between the
ages of 24 to 55 has increased sig-
nificantly over the last several years
as Portland continues to attract edu-
cated professionals who desire a
higher quality of life. These profes-
sionals are buying homes, clothes
and going out to dinner with a
greater intensity than ever before
and retailers are catering to this
need.

Upscale grocery stores with gour-

Vacancy
Absorption 2 2

Lease Rates

Construction

Change from
4Q.03 3Q.04

- ¥

- -
- -

met and natural items are also bask-
ing in the glow of this consumer
group. Currently, there are six Wild
Oats and five New Seasons Markets
in the metropolitan area. New Sea-
sons plans on opening a sixth loca-
tion in North Portland in 2005. The
message being sent out by consum-
ers is that they are willing to spend
more for ambience and high-qual-
ity goods.

With the flurry of retail business
occurring, the low vacancy rate, (4.3
percent) has forced tenants, buyers
and developers to get creative in
finding locations. Much of the re-
tail activity is centered around up-
grading tenancy, as retail-

ers look for the “hot spots”

Retail* of commerce. Big box re-
RENTABLE AVAILABLE % NET QTR. UNDER tailers are in particularly
SUBMARKET SQUARE FEET SQUARE FEET VACANT ABSORPTION CONSTRUCTON . L
fierce competition due to a
122nd/Gresham 5,148,046 419,332 8.1  (29,351) O | lack of appropriate loca-
Central City 2,594,772 226,901 8.7 (32,594) 26,317 | tions in the metropolitan
Southeast/East Clackamas 5,336,563 203,920 3.8 12,516 50,000 | area, but this has not dis-
, couraged the likes of Kohls,
Eastside 5,240,986 230,718 4.4 (122) 0 ,
Home Depot and Lowe’s,
Sunset Corridor 5,192,620 91,903 1.8 6,475 771,626 all of whom are eager to
Southwest 9,377,531 330,719 3.5 31,382 500,000
Vancouver 6,488,211 175,592 2.7 25,372 324,000
TOTAL 39,378,729 1,679,085 43 13,678 1,671,943 1 il N I
NORRIS
* Additions and Subtractions to the numbers above are in our detailed report. SBI]i]V(I}I%SO% CONMMERCIAL
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open new stores here.

There has been much ado concern-
ing the less-than-stellar consumer
sales that opened the first half of
Fourth Quarter, but the numbers
suggest that spending is still on the
rise. Nationally, October retail sales
increased 0.8 percent over Septem-
ber and outperformed forecasters’
original estimate of 0.2 percent and
November’s merchant sales rose 0.5
percent, again exceeding original es-
timates of 0.3 percent. In fact, re-
tail sales in November of this year
compared to last year were up 7.2
percent.

Though the sales figures may not
have performed as robustly as some
had hoped, it is easy to see that re-
tail is still trending upwards, indi-
cating existing and future economic
growth.

Perhaps some of the best news for
retail is the continuous rise of per-
sonal income. In September, per-
sonal income increased $19.1 bil-
lion, and increased again in Octo-
ber by $61.7 billion. Mirroring this
trend was disposable income which
kept pace with the personal income
increases.

With the development of lifestyle
centers, expansions of existing cen-
ters, such as Washington Square and
Cedar Hills Crossing, and the stream
of new retailers coming into the
Portland market, it is obvious that
retailers have confidence in invest-
ing in the Portland-Vancouver area

and retail sales are reinforcing that

belief.

Retail Highlights

SALES & LEASES

P Harsch Investments Properties has purchased an 8-acre site for $5.4 million
with plans to expand Cascade Plaza Shopping Center.

P Realvest 205 Commerce, LLC, has fully acquired Vancouver’s 205 Commerce
Center for $4.2 million.

P Crate & Barrel leased 37,000 sf at Bridgeport Village at Durham Road and
Boones Ferry Road in Tualatin.

P IronStone Bank has leased 3,420 sf at Centerpointe Shops in Lake Oswego.

P Pacific NW Title has leased 2,600 sf of retail space at Pearl Place, located at
Northwest 14" and Couch in Portland.

OTHER NOTEWORTHY NEWS

P Washington Square opened their new parking structure with two sky bridges
and 541 parking spaces. This completes the first phase of the mall’s planned
expansion announced last fall.

P The $60 million, 386,000 sf Streets of Tanasbourne opened October 6.
Retail tenants include REI, Banana Republic, GAP, GAP Kids, Baby GAP,
Abercrombie & Fitch, Victoria's Secret, Ann Taylor, Chico’s, Pacific Sunwear,
American Eagle and J. Jill.

P PETCO will open its third store in Clark County in the Orchards Marketplace
Shopping Center. The 16,411 sf store will locate in space once occupied by
Albertsons.

» Demolition on Milwaukie’s King Road Super Center began in September.
Two new retail buildings have already opened and construction on a 50,000
sf Safeway Food & Drug will begin after the demolition is finished.

P Kohl’s chain wants to build a department store at the northwest corner of
Southeast 82nd Avenue and Glencoe Road, about nine blocks north of
Clackamas Town Center. The discount retailer specializes in clothing,
housewares and jewelry.

» A new wave of commercial construction is sweeping Clark County that could
pump an estimated $500 million into the local economy. Projects already
under construction include a new The Home Depot in east Vancouver; a $19
million retail center anchored by a movie theater complex in Battle Ground;
and apartment and retail development, plus a hotel-conference center in
downtown Vancouver.
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Multi-Famil

PORTLAND METROPOLITAN AREA
FOURTH QUARTER 2004

PORTLAND METRO
MULTI-FAMILY
MARKET OVERVIEW

Landlords are ready to reap the ben-
efits of a home buying market that has
peaked and is now slowing down. The
number of building permits issued
this quarter has dropped and the aver-
age price for a home has hit the roof.
Already we see concessions have been
either eliminated or eased-back in
many cases, as tenants would rather
see lowered rental rates for long-term
benefits rather than a one or two
month lowered-rent enticement and
giveaways.

The multi-family market has been
tickle this year, with rents and occu-
pancy levels rising and falling every
quarter. Likewise, the Fourth Quarter

has seen an increase in vacancy by just

Multi-Family *

MARKET SUMMARY

over 100 basis points to
6.53 percent for both

new and seasoned units,

Vacancy

but market rental rates
have remained pretty
much the same. On a .

.. Concessions
positive note, a good
indication for the future, healthy re-
bound of the multi-family market, is
Portland’s continued population
growth despite unspectacular job
growth.

Furthermore, there has been in-
creased level of buying and selling ac-
tivity as a strong buyer pool exists,
despite the low cap rates. Last quar-
ter, we reported on the trend of condo
conversions and it has continued ag-
gressively this quarter. The Embassy’s
69 units at Northwest 20th Avenue

and Flanders Street, sold out in seven

AVERAGE RENT PER UNIT

2 BD/1 BTH 2 BD/2 BTH 3 BD/2 BTH
$1,165 ($1.29) | $1,469 ($1.23) | $2,451 ($1.30)
$683 ($0.78) | $733 (30.73) |  $875 ($0.75)
$712 50.78) | $828 ($0.83) | $784 ($0.67)
$659 (50.78) | $956 ($0.85) | $807 ($0.66)
$612 ($0.72) | $678 (50.71) | $813 ($0.72)
$830 (50.86) | $999 ($0.88) | $1,131 ($0.80)
$684 (50.75) | $733 ($0.76) | $865 ($0.76)
$665 ($0.77) | $768 (30.77) |  $891 ($0.76)
$683 (50.77) |  $779 $0.78) |  $929 ($0.79)
$720 50.76) | $828 ($0.78) | $1,011 ($0.78)
$656 ($0.75) | $717 (30.75)| $861 ($0.71)
$644 50.71) | $751 ($0.72) | $856 ($0.71)
$714 ($0.79) | $836 (30.80) | $966 ($0.76)

SUBMARKET 1 BD/1 BTH
Downtown Portland $866 ($1.23)
Southeast Portland $593 (30.88)
North/Northeast Portland ~ $627 ($0.92)
Southwest Portland $618 ($0.89)
Gresham/Troutdale $557 ($0.81)
Lake Oswego/West Linn $738 ($0.94)
Wilsonville $605 ($0.85)
Tigard/Tualatin $591 ($0.88)
Beaverton/Aloha $613 ($0.88)
Hillsboro $676 ($0.91)
Clackamas/Or Cty/Mlwk $580 ($0.83)
Vancouver $589 ($0.83)
OVERALL $639 ($0.91)
* Additions and Subtractions to the numbers above are in our detailed report.

Rental Rates
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ties have done equally well. The Av-
enue Lofts on Hoyt Street and 14th
have sold nearly 100 percent of their
169 units since it opened late this
summer. The South Waterfront area
is also enjoying the popularity of con-
dominium sales as the Meriwether,
which won’t open until 2006, has al-
ready garnered 159 commitments for
the building’s 245 units. The Merrick,
built by Trammel Crow Properties and
located in the Lloyd District, has
leased 145 of their 185 units since it
opened seven months ago.

Another Trammel Crow

property, 10th @ Hoyt is 95
% percent occupied since its
VACANT| opening in March 2004.
6.65 | With numbers like these
8.26 | posting, there is definitely
10.36 | more interest in acquiring
496 | suitable, multi-family prop-
791 erties to allow for this type
6.50 of redevelopment. Sellers
5 will enjoy this environment
5 37 going into 2005.
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The apartment rental market will
look forward to healthier returns next
quarter as economic conditions begin
to favor it again. Climbing interest
rates on mortgage loans has already
started to slow down the home-buy-
ing activity witnessed in the last 2
years. Prices for individual homes have
skyrocketed, making it more difficult
to purchase property close to the Cen-
tral Business District. The elimination
of concessions, stabilization and in-
crease of rental rates and lowering of
vacancy levels have started to gain a
stronger foothold this quarter and will
likely continue throughout 2005 as
more families look toward renting as
a viable solution for lowering living
costs during this period of expensive
energy costs. Also aiding the rental
market is this continuing trend of re-
development of urban apartments into
condominiums, which has reduced the
inventory of rentals.

The factors affecting the 2005 Port-
land Metropolitan market are numer-
ous. The cost of utilities, gas, insur-
ance and imports are taking large bites
out of tenants’ wallets, and with the
average price tag on individual homes
at an all-time high, renting is an at-
tractive way of keeping some costs
down. 2005 will continue to see
single-family home construction, but
interest rates will continue to rise and
development will slow down. Like-
wise, the apartment numbers will con-
tinue to reflect the condominium con-
version effect or lowered vacancy rates
due to a reduction of apartment rent-

als in the market.

Multi-Family Highlights

P 14 of the 22 apartment sales this quarter were over $1 million, totaling

$119,576,000. Properties that sold for over $1 million had an average
size of 112 units per property and the average price per unit was $77,736.
CAP rates were not reported for all properties, but the median for the 21
reported was 7.23 percent.

P Sobrato Interests Il, purchased Lionsgate Apartments. The 355 units lo-

cated at 2470 Northwest Inverness Drive in Hillsboro were built in 1997
and sold for $39.552 million.

» UDR Hunt Club Apartments Il, LLC, purchased Hunt Club Apartments for

$19.1 million. The 256 units located at 6001-6801 Southwest Bonita Road
in Lake Oswego were sold by Essex Hunt Club Apartments, LLC.

» UDR Andover Park Apartments Il, LLC, purchased Andover Park Apart-

ments from Essex Andover Park Apartments. The 240 units sold for $18.25
million and are located at 15200-15298 Southwest Teal Boulevard.

P Courtyards at Fairview, LLC, sold Courtyards at Fairview, a 107-unit apart-

ment complex located at 20454 Nourtheast Sandy Boulevard in Tigard,
to Lag Courtyards for $6.985 million.

P Larkspur Place Apartments were purchased by APIP 87, LLC, for $6.9

million. This 100,254 sf property houses 100 apartments and is located at
7609 Northeast Vancouver Mall Drive in Vancouver.

P Canby Holdings, LLC, purchased the 76-unit Orchards Apartments. Built

in 1995 and located in Canby, the property sold for $4.35 million.

P Tolu Real Estate, LLC, acquired Glendoveer Estates for $4.16 million. The

79 units are located at 601 Northeast 162nd Avenue in Portland.

» For $3.795 million, Michael E. Thompson, sold the Hamilton Arms Apart-

ments to Bean Investment Real Estate. The 54-unit property is located at
709 Southwest 16th Avenue in Portland.

P Sharrock Family Trust purchased the 50-unit Alder Village Apartments from

Tarlow Family Limited Partnership. Located at 16000 Southeast Alder
Street, the property sold for $2.275 million.

P Skyline 1500, LLC, purchased the 25-unit Skyline West Apartments from

Parkbrook Manor Limited Investors for $2.2 million. The 37,622 sf prop-
erty is located at 1500 Southwest Skyline Boulevard in Portland.

P The 38-unit Hallmark Apartments was acquired by CBS Investment Corpo-

ration for $2.07 million. The property is located in Tigard.
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