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EXECUTIVE SUMMARY

mployment trends in the Oak-

land metropolitan area deterio-

rated in the third quarter, a
product of weaker conditions in the con-
struction, retail trade, business services
and government sectors. The foregoing
industries combined for attrition of
11,700 jobs, calculated on a year-over-
year basis, representing a -2.2% rate of
decline. This compares to an aggregate
loss of 2,600 (-0.5%) jobs in 2Q08. As
a result, total quarterly metro losses
accelerated to a 19,800-job, -1.9% rate
from the 11,200-job, -1.1% pace re-
corded in the second quarter.

Job cuts in the foundation skilled ser-
vices sectors were of particular concern.
Business services firms trimmed head-
counts by 1,100 workers, the sharpest
cuts in five years. Much of the impetus
derived from weaker trends in the pro-
fessional, scientific and technical ser-
vices category, where firms reduced
payrolls by 1,000 (-2.4%) jobs in Sep-
tember relative to same month of 2007.
Job losses in the finance sector also con-
tinued apace as firms shed workers at a
4,400-job, -7.6% y-o-y rate. With the
impact of the Wells/Wachovia merger
still largely to be manifested, banking
trends could regress further.

Indeed, RED CAPITAL Research
expect 2009 to be an extremely difficult
year for the East Bay economy. The
group’s econometric payroll model fore-
casts accelerating losses in 4Q08, rising
to a 28,800-job, -2.7% rate, giving rise
to a calendar year loss of 16,100 (-1.5%)
jobs. The rate of attrition is projected to
peak in 1Q09 (-39,400) before slowing
gradually through year end. Neverthe-
less, y-0-y job losses at rates exceeding
25,000 are likely to persist throughout
2009, yielding a full-year setback total-
ing 34,000 (-3.3%) jobs.

Conditions in the apartment market re-
mained remarkably firm under the cir-
cumstances. Owners managed to net
lease 193 units against no supply, push-

ing average occupancy 0.13% higher to
about 95.9%, according to Reis. De-
mand was especially robust in the North
Alameda submarket that includes Oak-
land, Berkeley and Alameda. Tenants
net leased 124 units, raising the submar-
ket occupancy rate 50 basis points to a
nine-month high 94.5%.

Rent trends more fully reflected the de-
pressed economic conditions. Owners
managed sequential effective rent hikes
averaging only $12 (0.8%) to $1,318,
the smallest advance posted in nearly
four years. San Ramon and West Con-
tra Costa properties accounted for the
lion’s share of the advance, registering
1.5% and 3.7% increases, respectively.
By contrast, rent growth in North Ala-
meda and Fremont averaged an anemic
0.1%, as owners sacrificed revenue to
build occupancy levels in the face of
rapid job losses by urban office workers.

Reis foresee weaker conditions through
2010. The service expects occupancy to
fall 20 bps by year-end and a further 50
bps by YE2010. Supply estimated at
1,653 units in 2009, the largest vintage
harvested since 2000, will be largely
responsible. By way of effective rent,
Reis foresee advances averaging 2.2%
and 3.4% in 2009 and 2010, respec-
tively, low by metro standards but above
the comparable forecasts for the RED
50 (1.7%/2.8%) markets.

Third quarter property sales were
slower, consistent with the national
trend. RCR counted 6 trades of apart-
ments valued at $5mm or more totaling
$68mm. This compares to 13 sales for
gross proceeds of $232mm in 3Q07.

A degree of cap rate decompression was
evident. Class-B properties exchanged
hands at initial yields in the mid-5% to
low-6% area, 100 to 150 bps wider than
earlier in the year. RCR are of the mind
that Oakland represents attractive rela-
tive value at this level and thereby up-
wardly revise the metro to a “cautious
accumulate” rating from opportunistic.
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KEY POINTS

® The weak housing market and global
recession exerted increasing downward
pressure on the East Bay economy. Firms
engaged in construction, finance, retail trade
and professional services cut headcounts at
accelerating rates, causing metro payrolls to
fall at a 19,800-job, -1.9% rate in 3Q, down
from a 11,200-job, -1.1% loss posted in 2Q.

® RCR expect 2009 to be a particularly
difficult year for the metro economy. The
firm’s econometric model forecasts a net loss
of 34,000 (-3.3%) jobs, which would be the
metro’s worst ever one-year performance.

® Multifamily market performance was
constructive under the circumstances.
Tenants absorbed a net of 193 units, lifting
average occupancy 10 basis points to 94.9%.

® Effective rents increased by an average of
$12 to $1,318. The posted 0.9% and 4.7%
sequential and y-o-y advances ranked 11th
and 9th, respectively, among the RED 50.

® The median prices of Alameda and Contra
Costa County homes sold in November fell -
37% and -50% y-o-y, respectively, to the
lowest levels recorded in eight years.




Oakland-Fremont-Hayward, CA MSA - 3Q 2008

VACANCY TRENDS Apartment Vacancy Trends

Source: Reis, Inc.

® A solid lease performance in 3Q08 was paced by strong tenant 8% 1

demand for apartments located in Berkeley, Oakland and Alameda.
Properties in the North Alameda submarket absorbed 124 units, back-
filling 816 units delivered in 1HO8, thereby raising submarket
occupancy 50 basis points to 94.5%. Largely due to this performance,
metro occupancy improved 10 bps to 95.9%.
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COMMENT: Occupancy is expected to outperform the RED 50 through 2012.

RENT TRENDS Metro Rent Trends

® After recording seven consecutive quarters of year-over-year rent 30% - Source: Reis, Inc.
growth of 5% or greater, Oakland trends began to moderate in 3Q08. 25% Asking (Reis)
Asking rents increased by an average of $13 (0.9%) to $1,385, and y Effective (Reis)

effective rents rose $12 (0.9%) to $1,318. These data produced y-o-y - 20% - .
gains of 4.7% and 4.8%, respectively, ranked RED 50 10th and 9th. § 15% -
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® Third quarter results were boosted by strong sequential quarter gains =
recorded in the West Contra Costa and San Ramon submarkets. &
Effective rents rose $50 (3.7%) and $20 (1.5%) sequentially. By >°- 0% —
contrast, rents were essentially flat in North Alameda and Fremont. > .59
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® An alternative source reported 4.4% y-o-y asking rent growth in 3Q.
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® Reis forecast 3.8% average rent growth through 2012, 100 bps above
the RED 50 average. 2Q1Q4Q3Q2Q1Q4Q3Q2Q 1Q4Q3Q
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PROPERTY MARKET & CAP RATE TRENDS Metro Multifamily Cap Rate Trend
Source: Reis, Inc.
® Sales of East Bay properties declined in 3Q, reflecting rising investor 6.0% -
concerns over the economy and a more difficult financing
environment. RCR identified 6 sales totaling $68mm of proceeds 5.5% -
closed from July to September, a sharp decline from 14 trades for
$232mm in the comparable period of 2007. g 350% -
® A review of estimated initial property yields suggest that acquisition g_ 4.5% +
cap rates increased substantially from earlier levels. Typical 30-year (8] 40%
old class-B assets were capitalized at 5.4% to 6.2%, roughly 100 to 150 e
higher than rates typical of the spring. 35%
® The sale of a Fremont property closed in early December. The $21.5 3.0%

million transaction was capitalized at an estimated 6.0% rate.
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COMMENT: RCR find metro fundamentals compelling. Formerly a sticking 06 06 06 06 07 07 07 07 08 08 08 08
point, pricing now appears more advantageous. Accumulate with caution.

NOTABLE TRANSACTIONS

Property Name Date of Total Price . X Estimated Cap
Property Class X R Price per unit

(Submarket) Transaction (in millions) Rate

Dorchester House (Hayward) BC Aug-2008 $7.1 $104,412 5.9%

Carrington Apts (Fremont) BC Dec-2008 $21.5 $142,384 6.0%

White Terrace (W Contra Costa) BC Aug-2008 $5.8 $111,538 6.2%

Camden Village (Hayward) BC Aug-2008 $34.5 $176,026 5.4%
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Metro Median Single Family Home Prices DEMOGRAPHICS & HOUSING MARKET
Source: National Association of Realtors . . .
® Alameda County population increased 12,536 (0.9%) in 2007, the
$900 + B SF/OAK H US largest gain since 2000; lower domestic out-migration was a key factor.
$800 -
$700 ® Home foreclosure rates in Oakland MSA are among the highest in the
s i nation. RealtyTrac.com reports that 1.64% of metro households were
§, $600 + undergoing foreclosure in 3Q08, 10th highest in the country.
500 -
§ $ ® Foreclosure sales dominate the for-sale housing market. Largely for
'ni_ $400 - this reason, November median home prices fell to eight-year lows in
$300 - Alameda and Contra Costa Counties. Medians fell to $365,500 and
$200 $265,500, respectively, representing -37% and -50% y-o-y declines.
$100 - ® The once thriving condo market is now moribund. As many as 2,000
05 06 1Q 2Q 3Q 4Q 1Q 2Q 3Q vacant units are off§red for.sale ip Oakland and Emeryville and more
are under construction. With prices down by a third or more some
Y Y 07 07 07 07 08 08 08 developers are likely to repurpose for-sale units as rentals.
EMPLOYMENT TRENDS
Payroll Employment Growth
Source: BLS Data & RCG Research Forecast Third Ouarter 2008
50 4 ® Payroll trends deteriorated in the third quarter. After hemorrhaging at
40 an 11,200-job, -1.1% rate in 2Q08, losses accelerated to 19,800 (-
o 30 1.9%) in 3Q08.
8 20
:; ® Government belt tightening was a prominent reason for the decay.
6 10 1 Agencies cut budgets to the bone after tax revenues plummeted. Af-
= 0 1 ter hiring at a net 4,100-job pace in 2Q08, public entities trimmed 600
g -10 jobs from payrolls in 3Q. Faster attrition also was observed in the
< 20 4 retail, construction and business service sectors. The foregoing indus-
30 4 -16 tries reduced headcounts at an 11,000-job, -3.2% annual rate, com-
pared to a 6,700-job deficit recorded in 2Q08.
-40 - -34
99 00 Ol 02 03 04 05 06 07 O8f 09f ® Severe job cuts in the financial services industry persisted. BLS data
show an annual decline of 5,000 (-8.6%) job in the third quarter.
Conditions may deteriorate further as the operations of the Wells
Fargo and Wachovia corporations are merged and rationalized.
Y ear-over-year Payroll Growth Rate . . .
very Y ® The petrochemical industry was a rare bright spot. Payrolls increased
Source: BLS by 400 jobs in 3Q08, representing a 5.3% annual rate of growth.
5% - = OAKLAND
— USA October 2008
4% 4
3% ® Job losses continued to accelerate in October. Metro payrolls were
. 22,500 jobs below the comparable level in October 2007, a -2.1%
2% - decline. The comparison was the weakest recorded since April 2002.
Q
® 1% A . . .
& ® The unemployment rate increased 40 basis points from September to
0% 1 7.2%. In October 2007, Oakland unemployment stood at 4.9%.
1% 4
Forecast
2% -
-3% ® RED CAPITAL Research expect conditions in the East Bay to continue to
retrogress through the second quarter 2009. Our econometric model produces
99 00 Ol 02 03 04 05 06 07 08 a 4Q08 forecast of 28,800 (-2.7%) y-o-y job losses. Over-the-year losses
should peak in 1Q09 at the 39,400-level but remain at recessionary levels
through year end. FY2009 job cuts should total about 34,000 (-3.3%) jobs.

o RED Estimated Generic Unlevered Asset Total Return Probabilities o
20% 12.8% 15.2%

89% 9.7%
9 6.2% Y - .
10% 3.3% 1.3% ° 5.6%
0%

-1.0% E

10% J -5.3% H OAKLAND (RAI=1.20) W SAN JOSE (RAI=0.78)
90% 70% 50% 30% 10%

RED




SUBMARKET TRENDS

Effective Rent Physical Vacancy
Submarket
3Q08 3Q08
North Alameda County $1,293 $1,351 4.5% 5.7% 5.5% -20 bps
Fremont / Newark / Union $1,334 $1,383 3.7% 3.6% 3.0% -60 bps
East Alameda County $1,439 $1,501 4.3% 4.4% 5.0% 60 bps
West Contra Costa County $1,274 $1,369 7.5% 6.7% 4.1% -260 bps
Concord / Martinez $1,122 $1,187 5.8% 4.1% 3.7% -40 bps
San Ramon / Walnut Creek $1,333 $1,390 4.3% 3.4% 3.5% 10 bps
East Contra Costa County $1,089 $1,138 4.5% 5.8% 4.6% -120 bps
San Leandro / Hayward $1,153 $1,194 3.6% 3.7% 3.5% -20 bps
Metro $1,258 $1,318 4.8% 4.6% 4.1% -50 bps

SUPPLY TRENDS

® Reis expect two projects to enter lease up in the fourth quarter: a 55-
unit garden project in a new lifestyle center in Danville and a luxury
townhome development near the BART station in Dublin.

Completions and Absorption

Source: Reis, Inc

® A total of 1,653 units are expected to be completed in 2009. This 2,000 -
estimate is likely to prove to be too high. At this writing, construction
is underway on fewer than 900 apartments; delivery of all these units in

B Completions ® Absorption

2009 is by no means certain. Indeed, an alternative data source 1500 -

forecasts new supply of only 603 units in 2009, a figure that appears

better supported by activity on the ground. 2 1,000 -
® On the other hand, at least 1,000 condos and townhomes will be 5 500

delivered in 2009, exacerbating the surplus of for-sale real estate now
flooding the market. Developers are likely to face increased pressure
to place unsold units into the rental pool, a strategy that has proven 0
relatively successful to date.

® A luxury mid-rise on the Emeryville waterfront that debuted in winter -500 -
2007/08 was reported to be more than 94% occupied in September at rents 02 03 04 05 06 07 O08f 09f
averaging $2,415.
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Market Overview is a publication of RED CAPITAL GROUP. If you are interested in other metro areas we cover or would like to

read about the research methodology we apply in our reports, please visit us at www.redcapitalgroup.com/research.





<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /Description <<
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000500044004600206587686353ef901a8fc7684c976262535370673a548c002000700072006f006f00660065007200208fdb884c9ad88d2891cf62535370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef653ef5728684c9762537088686a5f548c002000700072006f006f00660065007200204e0a73725f979ad854c18cea7684521753706548679c300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /DAN <>
    /DEU <>
    /ESP <>
    /FRA <>
    /ITA <>
    /JPN <>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020b370c2a4d06cd0d10020d504b9b0d1300020bc0f0020ad50c815ae30c5d0c11c0020ace0d488c9c8b85c0020c778c1c4d560002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken voor kwaliteitsafdrukken op desktopprinters en proofers. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /PTB <>
    /SUO <>
    /SVE <>
    /ENU (Use these settings to create Adobe PDF documents for quality printing on desktop printers and proofers.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /NoConversion
      /DestinationProfileName ()
      /DestinationProfileSelector /NA
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure true
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles true
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /NA
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /LeaveUntagged
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


