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San Francisco . . " .
415 268.2200 2008 will be a challenging and exciting year. Although office leasing rental rates have
S increased for four consecutive years, we are finally seeing a “settling” market; investment
510.622.8400 transaction volume is down as well. Asking rental rates are mildly trending downward
I el and with concerns about slow economic growth, some believe the asking rental rates will

925.296.3300 continue to “settle” throughout the year. Even though landlords are advertising higher
Sacramento asking rental rates, deals continue to be completed, albeit with lower effective rates as
916.669.4500 . . . .
greater concessions in the form of free rent, larger tenant improvement packages, and in
Roseville

some cases, reimbursement for moving costs are included in the deal.
916.677.8000

The current market seems to have a widening price gap between landlord expectations

Produced by: and tenant expectations. Landlords are still holding on to high asking rents, while tenants
Kitty Lam are out “kicking tires” as they tour well in advance of their lease expirations, looking for
Market Research that “needle in a haystack™ deal. There is increasing touring activity as brokers are seek-

Tom Martindale, SIOR ing opportunities to gain control of tenants before their competitors do in this struggling

Senior Vice President & market.
Regional Manager

Linda Mansberger The San Francisco citywide vacancy rate continues to be in single digits. The current

Marketing . .
overall direct vacancy rate is at 9.0%, a 14% decrease compared to the first quarter of

2006, which was then at 10.4%. However, as premium view spaces and newly con-

TRI Commercial structed buildings are pricing themselves out of the general market, reliance on vacancy
One California Street rates might be misleading. These premium spaces are not moving as well because they
Suite 200 are priced well above the general market for commodity space. The best barometer for
San Francisco, CA 94111 gauging market activity and rental rates are the Letters of Intent signed within the last 30
to 60 days.
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Recent Sale Transactions

Address Submarket Square Feet Sales Price Price/ Sq.Ft Class

100 Van Ness Avenue?

150 Van Ness Avenue Civic Center 597,574 $118,500,000 $198 B
150 Hayes Street
:zz:r§&°;;it;ijt5treet) South Financial 396,200 $127,400,000  $322 A
166 Geary Street"
171 Maiden Lane Union Square 107,000 $30,000,000 $300 B
944-948 Market Street
208 Utah Street Showplace Square 76,467 $16,500,000 $216 C
25 Lusk Alley* South of Market 14,043 $6,000,000 $427 B
"Portfolio Sale - New Urban Properties Portfolio
APortfolio Sale - CSAA
*Seller Represented by TRI Commercial
Major Lease Transactions

Tenant Address Class Submarket Sq. ft.
California Pacific Medical Center 633 Folsom Street B Rincon/South Beach 171,634
Gibson Dunn & Crutcher LLP 555 Mission Street A South Financial District 60,000
Avenue A / Razorfish 303 2nd Street A Rincon/South Beach 42,659
Monster.com 799 Market Street B Yerba Buena 34,232
Bechtel 50 Beale Street A South Financial District 29,184
Syndero 99 Rhode Island B Showplace Square 20,000
EHDD Architects 500 Treat Avenue B  Potrero West of 101 17,996
Value Click 160 Spear Street A South Financial District 15,869
Benfields Holdings 201 California Street A Financial District 14,550
Wright, Robinson & Associates 44 Montgomery Street A Financial District 14,345
Alvarez & Marsal 100 Pine Street A Financial District 13,285
Room To Read* 1l Sutter Street B Financial District 12,470
Live Journal, Inc. 576 Folsom Street B South Financial District 12,258
Duncan Channon I 14 Sansome Street B Financial District 10,479
The Art Institue of California | 145 Market Street A South of Market 10,047

*Tenant Represented by TRI Commercial

With offices in San Francisco, Sacramento, Roseville, Oakland, Walnut Creek, and Santa Rosa, we have access to every major commercial
market in Northern California. As a member of CORFAC International, we also provide our clients with national and international coverage.
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Submarket Statistics Table

Net Rentable Total Net Asking Asking
Submarket Area Vacancy Absorption Rent Rent

(Class A&B) (Class A&B) (Class A&B) Class A Class B
Financial District 28,977,206 9.0% 183,555 $48.62  $37.46
South Financial District 24,515,245 8.8% 57,904 $50.28  $33.22
Civic Center/ Van Ness 4,669,074 5.5% (5,751) $32.00 $24.17
Woaterfront/North Beach 3,744,087 6.0% 23,820 $44.45 $33.88
South of Market 5,089,827 18.3% (87,186) $35.00 $34.43
Union Square 4,501,258 6.5% 57,904 $42.58  $30.52
Total Office Market 71,496,697 230,246

Sales transaction volume in the investment market is down significantly. The lending environment has become
increasingly tough as a result of the sub-prime mortgage debacle; many buyers are now sitting on the sideline
waiting for a better opportunity in the future. For new property owners who recently purchased with a short
term “interest-only” loan, the mortgage payment will increase dramatically as amortization kicks in. Some new
landlords will be struggling to meet the expected rent pro-forma of their very high purchase cost. Buyers are ex-
pecting a gradual increase of foreclosures and individual property owners could be facing the prospect of losing
their property. Those who purchased during the peak of

“lTechnology and biotetchnology sectors continue to

the market and fully leveraged their deal with artificially . . .
grow strongly in San Francisco, demand for space in
low interest rates will be most affected as they will not

. . these sectors continue to be healthy.”
able to meet their expected pro-forma. We are certainly v
seeing a softening of the investment market, at least for the

first half of the year.

Leasing and investment activity in the first half of 2008 is expected to cool as the national economy seems to
teeter on the brink of recession. However, technology and biotechnology sectors continue to grow strongly

in San Francisco and demand for space in these sectors continue to be healthy. The office leasing market is
expecting a mildly tenant-favored market for the first half of 2008. Tenants should be focused on acting quickly
to secure the space that fit their needs, while expecting greater concessions from the landlords. More sublease
space resulting from the failing financial industry could also be coming onto the market. On the landlord side,
many are now willing to complete deals with a lower effective rate than the asking rate in order to secure ten-

ants and increase their cash flow.
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SAN FRANCISCO CITY-WIDE QUARTERLY
DIRECT VACANCY RATE SF Citywide Quarterly Direct Vacancy Rate
2003 - 2007

14% Quarter ~ Vacancy Rate Quarter  Vacancy Rate

_ — 1Q08 9.00% 4Q05 10.40%

1 ] — - 12% 4Q07 8.90% 3Q05 11.30%

T 10% 3Q07 9.00% 2Q05 12.90%

8% & 2Q07 9.30% 1Q05 12.90%

6% O 1Q07 9.20% 4Q04 12.30%

L 4% 4Q06 9.10% 3Q04 12.40%

INiNiNininininIEInm | o, 3Q06 10.00% 2Q04 12.80%

PP TP 0% 2Q06 10.40% 1Q04 11.70%

P P T T IO COCANDNDSD 1Q06 10.40% 4Q03 11.70%
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Quarter
Central Business District Vacancy and Total Average Rental Rate
25.0% Crns® 680,00 CBD Vacancy and Total Average Rental Rate
Total Avg. Total Avg.

) [ Year Class A Class B Vacancy
oo | seo.00 2008 $42.49 $32.41 8.90%
2007 $41.74 $31.86 9.00%
15.0% 1 7000 2006 $37.33 $2591 10.10%
3 | ety 2005 $32.14 $23.38 12.50%
2 ol s 2004 $28.02 $21.68 15.10%
T $30.00 & 2003 $25.27 $19.64 18.90%
|- 2002 $26.22 $24.51 21.00%
5.0% 2001 $36.89 $35.59 15.80%
+ 81000 2000 $73.49 $63.95 3.20%
o o 1999 $49.71 $40.96 1.90%

CBD OFFICE LEASING MARKET

We saw less activity in the San Francisco office leasing market at the end of 2007; the asking rental rates and va-
cancy rates should stay relatively flat throughout the second quarter this year. There is no doubt the commercial
real estate market is being impacted by the sub-prime market and general state of the economy. We are forecast-
ing a rise in the vacancy rate by the end of the year. Due to a large wave of job cuts and layoffs in the financial
service industries, like brokerage firms, mortgage companies, banks etc., this could create some additional sub-
lease space in the market.

There are no significant changes with rental rates for commodity spaces in the Central Business District. Non-
view Class A rents in downtown remain in the mid $40’s per square foot, while non-view Class B rents remain in
the mid $30’s. Limited additional inventory will be coming onto the market soon, such as 555 Mission Street and
400 Howard Street, bringing about 890,000 square feet of office space to the market. These premium spaces will
only create small changes to the CBD vacancy due to their premium pricing.
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