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Orange County

Orange County Office Market Goes Its Own Way

Despite a national trend in which office rents are
surging in reaction to frenzied transactional activity of
the last two years, Orange County - even though it's
seen its share of office properties change hands - is
a bit of an anomaly.

Historically low Orange County vacancy rates have
begun creeping upward, just as we forecasted this
time last year, and asking rents are edging higher,
too, owing largely to so many high-profile acquisitions
by deep-pocketed buyers
and new premium office
product being added to the
inventory.

But broad rent increases in
Orange County are advanc-
ing only slightly overall and
at roughly half the rate seen
in the nation’s top office
markets. Additionally, there
are signs that some Orange
County landlords are feeling
the pressure to lure tenants
with concessions that serve
to mask much lower effec-
tive lease rates. For example, it is rumored that one
major landlord is offering such a generous tenant
improvement allowance on one Class A building that
it translates into the equivalent of 18 months of free
rent on a five-year lease.

As for asking rates, at the end of the second quarter
Orange County office rents averaged $2.63 per
square foot, a 1.5% increase from the first quarter.
Nationally, asking rents jumped 3.1% in the second
quarter in the 79 largest U.S. markets. That followed
a 2.8% national first quarter gain.
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«...vacancy rates have begun creeping
upward, just as we forecasted this
time last year. Asking rents are edg-
ing higher, too.... But there are defi-
nite signs of weakness in the market.
...some Orange County landlords are
feeling the pressure to lure tenants
with concessions that serve to mask
much lower effective lease rates.”

So it’s clear that for now Orange County is going its
own way.

With so much new Class A office space recently com-
pleted and more expected soon, coupled with numer-
ous sales of buildings at record prices, many land-
lords are challenged to generate even average re-
turns. The overall vacancy rate has been rising, due to
thousands of mortgage industry layoffs, slow job
growth and the completion of new space that’s al-
ready come on-line.

The Anaheim Stadium sub-
market in north central Or-
ange County, which includes
The City in Orange, is the
county’s most troubled. The
Class A vacancy rate is 16%
on a base 3.17 million
square feet in 22 buildings.
Even if the pace of average
annual net absorption of
200,000 square feet were
to immediately resume,
there’s enough inventory for
three years. But with an
abundance of small mortgage companies in this sub-
market there is a strong likelihood the vacancy rate in
this submarket will continue to rise.

Not all submarkets are the same. In Newport Center
buildings command consistently higher than average
rents and occupancy rates. At the end of the second
quarter only 4.2% of Newport Center’s Class A space
was available, and last year its rents began breaking
the $5 per-square-foot barrier.
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ARKET FORECAST

With Orange County job growth flattening and as more new office product comes online, office vacancy

rates will continue to rise. For landlords needing to produce stronger investment returns, tenants will be
courted with offers of reductions in effective rents. All the signs point to tenants being in increasingly
better negotiating positions for new leases as well as renewals.

77,017 SF | Sale | Orange
S. Dopp-Grech

o B

22,078 SF | Sale | Irvine
M. Jerue | C. Fitterer

R. Mason

A. Bermudez

1220,1224 & 1226 Broadway

25,359 SF | Lease | Irvine
D. Whitney

20,768 SF | Sale | Santa Ana
J. Hirsch | F. Adler

D. Garrett
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24,000 SF | Lease | Irvine
D. Romero | J. Schultz

— &

2,592 SF | Sale | Lake Forest
D. Smith | A. Wicker | R. Rader

NO PICTURE AVAILABLE

2,350 SF | Sale | Fullerton
D. Garrett | R. Leiter

Page 3



‘ Lee & Associates® | Orange County Office Market Trends | 2Q 2007 }

ABOUT Lee & Associates

Lee & Associates is recognized as the fourth largest full-service

commercial real estate sales organization in the country. As a
group of independently owned and operated companies, the
organization currently has more than 34 offices in California,
Arizona, Nevada, Michigan, Missouri, New Jersey, lllinois, Texas
and Wisconsin.

With a broad array of regional, national and international cli-
ents—ranging from individual investors and small businesses, to
large corporations and institutions—Lee & Associates has suc-
cessfully completed transactions with a total value of nearly $4
billion last year, alone.

Office Brokerage Services

The firm’s office brokers negotiate various transactions, includ-
ing mid- and high-rise properties, business and office parks,
mixed-used projects, office land for development, multi-tenant
buildings and commercial investments. Our brokers analyze the
financial arrangements to streamline transactions, and use in-
novative marketing efforts and unique transaction structuring to
provide creative solutions to meet the client’s needs.

Our comprehensive service line includes owner and tenant leas-
ing, acquisition and sales, along with marketing and consulting
capabilities. We focus on strategic counseling, rather than
merely the transaction, in order to execute the best possible real
estate strategies for our clients. This includes building strong
relationships within the brokerage community overall. As a re-
sult, our clients are assured of the broadest exposure possible.

MARKET DEFINITIONS

Average Asking Lease Rate: The
rate determined by multiplying
the lease rate for each building
in the summary by its associated
available space, summing the
products then dividing by the
sum of the available spaces with
gross lease rates for all buildings
in the summary. Direct leases
only; excludes sublease space
and parking charges.

Full Service Gross (FSG): Lease
type whereby the landlord as-
sumes responsibility for all the
operating expenses and taxes
for the property.

Inventory: Office inventory in-
cludes all multi-tenant and sin-
gle tenant buildings at least
20,000 square feet. Owner-
occupied, government, medical
buildings are not included.

Occupied Square Feet: NRA not
considered vacant.

Vacancy Rate: The percentage
of the total amount of physi-
cally vacant space divided by
the total amount of existing
inventory.

Gross Absorption: The total
amount of space leased or
sold in a specified period of
time.

Net Absorption: The change in
total occupied square feet
from one period to the next.
Positive absorption is reflected
when a lease is signed, which
may not coincide with the date
of occupancy.

Net Rentable Area (NRA): The
gross building square footage
minus the elevator core, pipe
shafts, vertical ducts, balco-
nies and stairwell areas.

Vacancy Rate: Vacant square
feet divided by the NRA.
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LEE & ASSOCIATES—ANAHEIM, INC.
701 S. PARKER STREET, SUITE 1000
ORANGE, CALIFORNIA 92868
(714) 947-9100
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JONMARK FABIANO GEORGE THOMSON CRAIG FITTERER
PHIL FRIDD MARSHAL VOGT MATT FRYER
DouG GARRETT BRIAN GARBUTT
JOHN HATZIS MARK JERUE
JAMES HAWKINS RANDY MASON
CHRISLATTA RoB RADER
DARRELL MCKIBBAN BRAD RAWLINS
DAN MUDGE ANDREW ROBBEN

LEE & ASSOCIATES—IRVINE, INC.
7700 IRVINE CENTER DRIVE, SUITE 600
IRVINE, CA 92618
(949) 727-1200

DAVE SMITH
RYAN SWANSON
ADAM WICKER

KAYE-T WING

LEE & ASSOCIATES—NEWPORT BEACH, INC.
3991 MACARTHUR BLVD, SuITE 100
NEWPORT BEACH, CALIFORNIA 92660

(949) 724-1000

SEAN AHERN
KIMBERLY AHLBERG
TiM ARGUELLO
EwWAN CHOATE
JOHN COLLINS
CHARLIE LEESON
BoB RIEDEN
ANDREW ROBBEN
DAVID ROMERO
Dick SILVA
DAVID WHITNEY

Information herein has been obtained from sources deemed reliable. While we do not doubt its accuracy, no warranty or representation is made to the

u mdm. accuracy of the foregoing information. This report is designed exclusively for use by Lee & Associates® and cannot be reproduced without prior written

permission by Lee & Associates®.
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