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THE HOUSTON
METRO ECONOMY

A National Leader Despite
Weakening Fundamentals

Total payroll employment grew by 17,200 jobs in
Houston for the 12 months ending January 2009 - a
0.7% rate of growth. This falls well below Houston’s
long-term average employment growth of 45,700 jobs
per year but is best among the country’s metro regions.

The Houston metro unemployment rate was 6.5% in
January 2009, up from 4.5% a year earlier but still below
the cyclical high of 7.6% in the summer of 2003. In
comparison, the national unemployment rate was 7.6%
in January and rose to 8.1% in February 2009.
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Metro Houston'’s core industries continue to demonstrate
sound fundamentals. Energy demand, manufacturing
output, and trade volume all remain sturdy despite the
national recession. Since summer 2008, energy demand
and oil prices retreated from their peaks. Houston’s
medical sector continues to expand with new clinics,
research facilities, and jobs. While the medical/
educational sector represents 4% of Houston's
economic output, we expect this sector’'s share of the
GRP will grow significantly in the next two years.

Core Industries
Houston MSA

2008

Core Industries $ (Bil) % GRP
Energy $72 27%
Financial, Professional, Tech $36 13%
Construction $23 9%
Federal & State Government $21 8%
Manufacturing $17 6%
Medical/Educational $11 4%
Trade/Transportation $11 4%

Total Core Industries:  $191 71%
Other $78 29%

Total GRP: $269 100%

Note: Subcomponents of core industries were redefined in June 2007.

Source: GMU Center for Regional Analysis, Delta Associates; March 2009. GRP = Gross Regional Product
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The Energy sector continues to add jobs at a healthy
rate. Houston's employment in the Mining & Logging
sector, which includes the oil and gas industries, grew by
6,800 jobs in the 12-month period ending in January
2009 — a 7.9% increase. After passing 2,000 in 2008, the
U.S. rotary rig count has fallen back to about 1,450 in
February 2009. In related news, gas prices have fallen
from $147 per barrel in July 2008 to $50 per barrel in
March 2009. Receding consumer spending and the
global economic recession have curbed overall demand
for energy.

U.S. Rotary Rig Count
1990 Through February 2009
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The Construction sector is steady, with no change in
employment over the 12 months ending January 2009.
Construction workers remain in demand for projects that
are already underway or that had financing commitments
before the recession and the credit market crisis.
Projects that have been canceled or put on hold include:
Randall Davis’ 80-unit Titan condominium tower in the
Galleria area (on hold); Trademark Property’s High
Street mixed-use development on Westheimer (on hold);
Poag & McEwen’s planned 750,000 SF Promenade
Shops retail center in Pearland (canceled). On the other
hand, construction is underway on two large projects in
the CBD: Trammell Crow’'s 871,000 SF Discovery
Tower, which is fully leased to Hess Corp., and the
Hines 1 million SF MainPlace, which has KPMG as its
lead tenant.

Houston’s Manufacturing sector added 3,800 jobs in
the 12 months ending January 2009 - a 1.6%
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employment increase. However, the Houston
Purchasing Managers Index, a short-term leading
indicator of production, fell sharply from 49.0 in
November 2008 to 39.6 for the month of January. The
index is below the contraction threshold of 50, indicating
weakness in the local manufacturing industry due to a
national manufacturing slowdown and stagnant
consumer spending.

Houston Purchasing Managers Index
2002 Through January 2009
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The Health/Education sector continues to fuel job
growth in Houston, as it added 8,100 jobs in the 12
months ending January 2009 - a 2.9% increase.
Hospital officials in the Houston area are cautiously
optimistic that the recession and the credit crunch will
not affect their construction projects and technology
acquisitions. St. Luke’s Episcopal Hospital added to its
regional network of Community Emergency Centers with
the recent opening of a 14,000 SF facility in Pearland.
This is the fifth freestanding emergency room that St.
Luke’s has built since 2000. The Houston Business
Journal reports that a physician group is planning to
build a 154,000 SF geriatric care facility called Lotus
Specialty Hospital in Humble.

The Trade sector in Houston is cooling, as
Trade/Transportation/Utilities employment declined by
2,900 jobs, or 0.6%, during the 12 months ending
January 2009. Air freight traffic at Houston's airports
peaked in 2007 at 854 million pounds, and the 2008
volume declined 2.0% to 837 million pounds. Still, this
level of activity is attracting related development, such
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as Port North One, a 159,000 SF building near Bush
Intercontinental Airport’s cargo area. Freight forwarder
Geodis Wilson will be the first tenant, taking 62,000 SF
plus two acres of outside storage. In the Hobby Airport
area, Pinpoint Commercial is developing a 140-acre rail-
served site as the second phase of Hobby Business
Center. According to the Houston Business Journal,
Burlington Northern Santa Fe is not connecting its lines
to more industrial parks, so Hobby Business Center
should capture some of the unmet demand for rail-
served sites in Houston.

Houston Airport System
Air Freight
1999 Through January 2009
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Houston’s Residential Real Estate market is showing
signs that national economic conditions are having a
negative impact like in other major cities across the
nation. Sales of single-family homes in Houston
numbered 2,827 units in January 2009, 23% less than in
January 2008 and the 17" consecutive monthly decline.
In addition, the market is seeing erosion in single-family
home prices. The average price of a single-family home
was $164,922 in January 2009, a 12.8% decrease from
$189,143 one year earlier.

during the second half of 2008 and early 2009.
Houston’s unemployment rate rose to 6.5% in January
2009, but it is still the second-lowest among large U.S
cities. While regional conditions remain sound,
Houston’s economy is weakening along with the national
economic recession. We expect employment change to
turn negative in 2009. Through 2011, we project an
average of 6,700 new jobs per year, below the long-term
average. However, even at that rate of growth, Houston
would be among the nation’s top performers.

Job Forecast

Houston Metro Area
2009 Through 2011
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Source: BLS, Delta Associates; March 2009.

THE HOUSTON METRO AREA
ECONOMIC OUTLOOK

The Houston economy gained 17,200 jobs in the 12
months that ended in January 2009. The region’'s
predominant core industries recorded employment
growth from one year earlier, although at a slower pace
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Office Absorption and Employment

Houston Metro Area
1980 Through 1st Quarter 2009

Net Absorption (Millions of SF)
Change in Employment (000's)

Job Growth
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Source: BLS, Delta Associates; March 2009. 12-month job growth ending Jan. 2009.
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THE HOUSTON METRO
OFFICE MARKET

Office Market: Contracting

The Houston office market showed signs of contracting
in the 1% quarter of 2009. While the overall vacancy rate
rose to 12.7%, it remains below the national average of
13.1%. Metro Houston is experiencing a slowdown in job
growth as well as concerns about the future performance
of the energy sector, Houston’s largest core industry.
Asking rent growth continues, but only modestly, while
effective rents decline. The construction pipeline fell to
8.0 million SF, a 21% decrease from the previous
quarter.

Net Absorption: Turns Negative

Net absorption of all classes of office space in the
Houston Metro area was negative 479,000 SF in the 1%
quarter of 2009, after 13 consecutive quarters of positive
absorption. Negative  absorption was largely
concentrated in Class C space, as there appears to be a
flight to quality — Class A and B net absorption was
negative 58,000 SF and positive 338,000 SF,
respectively.

Notable leases:

o Worley Parsons Group took 141,000 SF at 575 N.
Dairy Ashford Rd. in the Katy Freeway/Energy
Corridor submarket;

e Det Norske Veritas leased 90,000 SF at 22535
Colonial Parkway in the FM 1960 submarket; and

e Sheehy, Serpe & Ware leased 28,000 SF at
Houston Pavilions in the Downtown submarket.

Net Absorption in Selected Areas:

Q1'09
Northwest 372,000 SF
SW Freeway / Sugarland 141,000 SF
Katy Fwy./ Energy Corr. (60,000) SF

Greenspoint / North Belt  (254,000) SF

Downtown (294,000) SF
West Loop (340,000) SF
TRANSWESTERN"
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Class A and B net absorption:

01'09
e ClassA (58,000) SF
e ClassB 338,000 SF

Available sublease space rose to 2.1 million SF in the
Houston metro area during the 1% quarter of 2009 — an
increase of 174,000 SF - and represents 0.9% of the
standing inventory.

Net Absorption of Office Space
and Direct Vacancy Rate Trends
Houston Metro
1998 Through 1st Quarter 2009
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Note: Delivery of pre-leased space counts as positive net absorption
Source: Vacancy - Delta Associates’ analysis of CoStar data;

Net Absorption - Delta Associates; March 2009 *Q1 2009 net absorption annualized.

Vacancy Rises

The overall office vacancy rate in the Houston metro
rose to 12.7% in the 1% quarter of 2009 from 11.7% at
year-end 2008 and 10.9% a year ago. The direct
vacancy rate is 11.8%, up from 10.9% the previous
quarter and 10.3% a year ago.

The overall Class A vacancy rate rose to 11.2% in the 1
guarter of 2009 from 9.8% at year-end 2008 and 8.5%
one year ago. The direct Class A vacancy rate is 9.9%,
up from 8.7% at year-end 2008 and 7.7% one year ago.
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Overall 1% quarter 2009 vacancy rates for all classes in
selected areas:

e Kingwood / Humble 7.7%
e Katy Fwy./Energy Corridor 8.2%
e Woodlands/Conroe 9.1%
e West Loop 9.7%
e Downtown 10.7%
e FM 1960 33.6%

We expect the overall office vacancy rate (including
sublet space) to rise to the mid-14% range in the next 24
months, as construction activity slows but still outpaces
falling demand for office space.

Office Vacancy Rate
Houston Metro Area
1983 Through 1st Quarter 2009
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Source: CoStar, Delta Associates; March 2009.

Office Construction Down & Pre-Leasing Up

There is 8.0 million SF of office space under construction
or renovation in the Houston metro area, down from 10.2
million SF at year-end 2008 and just slightly above the
7.6 million SF under construction a year ago. Space
under construction is 35% pre-leased, up from 23% in
the previous quarter and from 19% a year ago. No
speculative construction is starting at this time.

TRANSWESTERN"
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Office Space Under Construction or Renovation
Houston Metro Area
1°' Quarter 2009
Submarket SF % Pre-leased
Katy Fwy/Energy Corr. 2,074,952 33.1%
Downtown 1,990,719 50.0%
Woodlands/Conroe 1,137,267 42.0%
SW Fwy/Sugarland 870,650 20.5%
FM 1960 559,221 24.1%
Westchase 443,342 25.2%
Balance of Houston 965,321 20.0%
Total 8,041,472 34.5%

Source: Delta Associates’ analysis of CoStar data; March 2009.

Office deliveries (including renovations) totaled 1.8
million SF during the 1* quarter of 2009, compared to
2.1 million SF in the 4" quarter of 2008 and 934,000 SF
one year ago. Space delivered during the 1* quarter of
2009 was 46% leased upon delivery.

Office Asking Rents: Essentially Flat

Houston office asking rents were essentially flat in the 1%
guarter of 2009 as demand has retreated in most
submarkets. Class A office asking rents grew by 1.3%,
while Class B rents rose by 0.9% in the 1% quarter of
2009. Effective rents, however, experienced downward
pressure of as much as 10% in some submarkets.
Asking rents averaged $27.30/SF, full service, for Class
A buildings and $18.92/SF, full service, for Class B
buildings. These are metro-wide averages; buildings in
more desirable submarkets command higher rates.

Average Office Rents
Houston Metro Area
1982 Through 1st Quarter 2009
(All Classes of Space)
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Source: Delta Associates’ analysis of CoStar data; March 2009.
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Though the local economy is essentially sound, office
rent growth in Houston has dissipated as the market
slows, a result of volatility in the national economy and
energy prices in particular. The Westchase and NASA/
Clear Lake submarkets are in particularly good position
to maintain rent growth in 2009 because of their low
vacancy rates, but the construction pipeline in the
Westchase submarket may constrain growth.

Investment Sales: Minimal Activity

We recorded office investment sales totaling $22.4
million in metro Houston in the 1% quarter of 2009, down
from $187 million in the 1% quarter of 2008. The global
economic recession and lack of liquidity in the credit
markets have suppressed sales activity in all markets,
including Houston.

Sales prices averaged $52/SF in the 1* quarter of 2009,
down from the $168/SF in all of 2008. The average sales
price is particularly low because the few sales recorded
were for discounted, older, Class B buildings.

Comparative Investment Sales Volume

Office Product
2001 — 1st Quarter 2009

FW

Phoenix

2001 2002 2003 2004 2005 2006 2007 2008  2009*

Source: Real Capital Analytics, Delta Associates; March 2009. *15' quarter sales annualized.

As in markets across the country, Houston's investment
sales market is expected to be sluggish through 2009,
though there is a lot of equity on the sidelines waiting for
liquidity to return and bargain prices to appear. Sales
activity may pick up later in 2009 as more distressed
assets are brought to market.
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Average Office Sale Price

Houston Metro

2002 Through 1st Quarter 2009
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Source: Real Capital Analytics, Delta Associates; March 2009.

Selected 1°' Quarter 2009 Office Sale:

Property/Submarket Sale Price/Buyer
8866 Gulf Fwy. $10.0 million ($54/SF)
Gulf Fwy/Pasadena Undisclosed

Source: Real Capital Analytics; March 2009.

Cap rates for core assets over the past six months are
hovering around 6.9% on a trailing 12-month basis. We
believe that cap rates will continue to rise over the next
24 months as investors demand a higher return in
exchange for putting money at risk.

Houston Metro Core Office Assets
Cap Rates
2002 Through 1st Quarter 2009
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Source: Real Capital Analytics, Delta Associates; March 2009. *Trailing 12-month average.
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THE HOUSTON METRO AREA
OFFICE MARKET OUTLOOK

The Houston metro office market has begun to contract,
with negative net absorption and rising vacancies. While
job growth for the 12 months ending January 2009 led

the country, we expect Houston to slip into employment
losses later this year. Office space demand over the next
24 months is likely to be modest, with some pre-leased
deliveries boosting absorption. Rental rate growth will
continue to stagnate, and market conditions will shift to
favor the tenant.

SUMMARY OF OFFICE MARKET INDICATORS - ALL SPACE

HOUSTON METRO AREA

2005 THROUGH 1ST QUARTER 2009

March 2009 March 2009
Total SF Avail. Direct Vacancy Rate Vacancy | SF Under
Total | Rentable SF | Immediately at End of: Rate Constr. or Net Absorption (SF)

Submarket Bldgs| AllBldgs.” | Al BIdgs.” | 2005 | 2006 | 2007 | 2008 | Q12009 | w/ Sublet | Renovation 2005 2006 2007 2008 Q1 2009
Central Business District 106 43,129,432 4,011,037 | 17.1%| 10.3%| 9.2%| 8.9% 9.3% 10.2%| 1,922,382 116,000 [ 2,953,000 531,000 342,000 (173,000)
Midtown 104 7,146,182 843,249 | 10.7%| 11.3%| 11.7%| 10.1% 11.8% 13.8% 68,337 395,000 (46,000) 19,000 118,000 (121,000)

Downtown 210 50,275,614 4,854,287 | 16.1%| 10.4%| 9.6%| 9.1% 9.7% 10.7%| 1,990,719 511,000 | 2,907,000 550,000 460,000 | (294,000)
1-45 North 38 2,010,917 420,282 | 18.8%| 17.1%| 14.0%| 16.7% 20.9% 23.4% - (78,000) 31,000 56,000 (53,000) (84,000)
FM 1960 / Champions 69 2,958,692 653,871 | 17.8%| 17.1%| 19.6%| 23.0% 22.1%) 22.3% - 131,000 71,000 (73,000)|  (100,000) 41,000
FM 1960 / Highway 249 112 7,999,868 3,167,948 7.7%| 13.4%| 32.9%| 37.9% 39.6% 40.4% 559,221 24,000 70,000 150,000 (214,000) (32,000)

FM 1960 219 12,969,477 4,242,100 | 13.7%| 15.2%| 25.8%| 31.1% 32.7% 33.6% 559,221 77,000 172,000 133,000 (367,000) (75,000)
North Belt West/Greenspoint 87 10,503,571 1,123,882 | 12.0%| 10.4%| 10.7%| 10.1%) 10.7% 12.0% - 412,000 165,000 91,000 63,000 13,000
North Belt East 19 2,155,446 407,379 | 17.4%| 14.6%| 10.1% 6.5% 18.9% 19.3% 63,621 81,000 47,000 75,000 131,000 (267,000)

Greenspoint / North Belt 106 12,659,017 1,531,261 | 12.8%| 11.0%| 10.6%| 9.5% 12.1% 13.2% 63,621 493,000 212,000 166,000 194,000 [  (254,000)

Greenway Plaza 98 12,138,902 1,250,307 | 14.4%| 11.5%| 8.4%| 10.5% 10.3% 11.9% 0 (277,000) 349,000 277,000 (159,000) 24,000

Gulf Freeway/Pasadena 108 4,461,296 624,581 | 16.9%| 15.3%| 12.7%| 15.7% 14.0% 14.1% 88,000 (186,000) 48,000 130,000 (89,000) 76,000
Katy Freeway East 103 7,933,584 825,093 9.4%| 10.6%| 7.7% 7.7% 10.4% 10.4% 562,800 51,000 98,000 97,000 175,000 98,000
Katy Freeway West 155 18,160,464 1,144,109 5.4%| 5.5%| 5.8%| 4.9% 6.3%) 7.2%| 1,512,152 901,000 254,000 621,000 | 1,029,000 (158,000),

Katy Fwy / Energy Corridor 258 26,094,048 1,969,202 6.6%| 7.0%| 6.4% 5.7% 7.5% 8.2% 2,074,952 952,000 352,000 718,000 1,204,000 (60,000)

Kingwood / Humble 55 2,830,041 215,083 4.4%| 6.8%| 9.9% 6.4% 7.6% 7.7%)| 20,000 47,000 50,000 44,000 114,000 (34,000)

NASA / Clear Lake 154 8,641,845 751,841 | 12.9%| 11.1%| 9.6%| 9.0% 8.7% 8.9% 108,142 20,000 304,000 181,000 253,000 26,000

Northeast 44 1,860,835 418,688 | 15.19%)| 15.9%| 17.7%| 18.1% 22.5% 23.0% 160,556 44,000 (11,000) (6,000) 21,000 (82,000)
North Loop West 70 5,936,860 973,645 | 14.9%| 17.1%| 15.6%| 18.1% 16.4% 16.8% 0 (224,000) (118,000) 80,000 (147,000) 101,000
Northwest Near 21 1,113,137 214,835 | 24.2%| 13.7%| 17.3%| 17.2% 19.3% 19.3% 0 3,000 155,000 (53,000) (2,000) (23,000)
Northwest Far 91 7,258,647 1,364,626 | 13.2%| 17.8%| 14.3%| 15.6% 18.8% 19.6% 446,036 144,000 (56,000) 417,000 299,000 294,000

Northwest 182 14,308,644 2,553,106 | 15.4%| 17.0%| 15.2%| 16.8% 17.8% 18.4% 446,036 (77,000) (19,000) 444,000 150,000 372,000

South Main / Medical Center 87 10,173,247 895,246 5.1%| 5.3%| 9.1% 8.7% 8.8% 9.0%| 0 134,000 9,000 144,000 328,000 (10,000)
Southwest / Hillcroft 59 4,743,707 986,691 | 18.7%| 17.6%| 19.1%| 20.3%) 20.8% 21.7% 60,004 - 55,000 (77,000) (63,000) (24,000)
Southwest Beltway 8 109 8,330,900 1,249,635 | 15.7%| 13.7%| 9.1%| 14.9% 15.0% 15.9% 68,727 (136,000) (26,000) 361,000 (300,000) (8,000)
East Ft Bend Co. / Sugarland 133 8,563,508 1,507,177 7.5%| 9.3%| 10.8%| 16.3% 17.6% 17.7% 741,919 92,000 216,000 435,000 159,000 173,000

Southwest Fwy / Sugarland 301 21,638,115 3,743,503 | 14.2%| 13.5%| 12.2%| 16.6% 17.3% 17.9% 870,650 (44,000) 245,000 719,000 (204,000) 141,000
Bellaire 42 4,748,537 356,140 | 10.5%| 12.2%| 8.7%| 5.0% 7.5%)| 8.3%) - (87,000) (70,000) 143,000 181,000 [ (119,000)
Post Oak Park 32 4,610,306 562,457 | 11.3%| 12.0%| 9.1%| 10.1% 12.2% 13.5% 78,966 118,000 (21,000) 99,000 (44,000) (97,000)
Galleria 54 13,961,579 1,144,849 | 15.7%| 9.1%| 7.2% 8.0% 8.2% 9.0% - 572,000 1,179,000 340,000 (132,000) (28,000)
Riverway 26 4,820,016 424,161 | 23.3%| 10.8%| 10.3%| 7.1% 8.8% 10.1% - (224,000) 368,000 15,000 105,000 (82,000)
Richmond / Fountainview 44 1,783,906 176,607 | 10.5%| 9.3%| 21.2%| 11.7% 9.9% 9.9% - 140,000 28,000 (287,000) 196,000 32,000
San Felipe / Voss 43 5,103,054 423,553 | 15.9%| 16.3%| 8.7%| 7.4% 8.3%) 9.0%) - (117,000) (19,000) 388,000 66,000 (46,000)

West Loop 241 35,027,398 3,087,769 | 15.0%| 10.9%| 9.0% 7.8% 8.8% 9.7% 78,966 402,000 1,465,000 698,000 372,000 (340,000),

Westchase 105 15,001,610 1,185,127 | 10.9%| 9.2%| 7.2%| 8.2%) 7.9%) 9.2%) 443,342 322,000 518,000 312,000 473,000 45,000
The Woodlands 121 8,407,880 647,407 | 10.3%| 6.9%| 4.1%| 6.3%) 7.7% 9.3%| 1,137,267 289,000 432,000 252,000 432,000 (22,000)
Conroe 27 1,130,511 83,658 8.4%| 7.2%| 7.8% 8.1% 7.4% 7.4% - 68,000 15,000 (8,000) (4,000) 8,000

Woodlands / Conroe 148 9,538,391 731,065 | 10.0%| 6.9%| 4.7%| 6.5% 7.7% 9.1%| 1,137,267 357,000 447,000 244,000 428,000 (14,000)

TOTAL - Houston 2,316 237,618,480 28,053,166 | 13.2%| 10.8%| 10.2%| 10.9% 11.8% 12.7%| 8,041,472 2,775,000 7,048,000 4,754,000 3,178,000 (479,000)

Vacancy Rate with Sublet Space 14.5%| 11.7%| 10.9%| 11.7% 12.7%

1/ Includes buildings 15,000 SF RBA and greater. Does not include buildings under construction or buildings owned by the government.

2/ Does not include sublet space.

Source: Inventory and Vacancy from analysis of CoStar data, Net Absorption computed by Delta Associates; March 2009.

Delta Associates, the research affiliate of Transwestern, is headquartered at:
500 Montgomery Street, Suite 600, Alexandria, VA 22314; Phone: 703-836-5700; DeltaAssociates.com
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SUMMARY OF OFFICE MARKET INDICATORS - CLASS A SPACE ¥
HOUSTON METRO AREA
2005 THROUGH 1ST QUARTER 2009

March 2009
Total SF Available Vacancy SF Under
Total | Rentable SF | Immediately |Vacancy Rate Constr. or Net Absorption (SF)

Submarket Bldgs| AllBldgs.” | AllBldgs.? [ Rate® [ w/Sublet [ Renovation¥| 2005 2006 2007 2008 Q1 2009
Central Business District 29 28,383,377 1,703,003 6.0% 7.2% 1,817,237 186,000 | 3,156,000 585,000 (66,000) (57,000)
Midtown 4 1,891,309 104,022 5.5% 11.7% - 251,000 58,000 (28,000) 17,000 (11,000)

Downtown 33 30,274,686 1,807,025 6.0%) 7.5% 1,817,237 437,000 | 3,214,000 557,000 (49,000) (68,000)
1-45 North 2 237,701 23,057 9.7% 13.3% - (12,000) 29,000 3,000 (6,000) (5,000)
FM 1960 / Champions 1 150,000 - 0.0% 0.0% - 78,000 53,000 19,000 - -
FM 1960 / Highway 249 18 3,737,673 2,134,211 57.1% 57.8% 493,221 41,000 105,000 174,000 (283,000) (156,000)

FM 1960 21 4,125,374 2,157,268 52.3% 53.1% 493,221 107,000 187,000 196,000 (289,000) (161,000)
North Belt West / Greenspoint 17 4,339,965 173,599 4.0% 5.1% - 199,000 12,000 12,000 (43,000) -
North Belt East 4 680,397 57,834 8.5% 9.9% 63,621 31,000 (43,000) 18,000 66,000 (14,000)

Greenspoint / North Belt 21 5,020,362 231,432 4.6% 5.8% 63,621 230,000 (31,000) 30,000 23,000 (14,000)

Greenway Plaza 17 6,170,634 814,524 13.2% 16.3% - (412,000) 352,000 195,000 (115,000) (31,000)

Gulf Freeway/Pasadena - - - - - 88,000 = = = = =
Katy Freeway East 13 2,403,914 324,528 13.5% 13.5% 517,400 74,000 95,000 82,000 96,000 (39,000)
Katy Freeway West 53 9,883,715 296,511 3.0% 3.9% 1,474,352 370,000 118,000 341,000 | 1,193,000 162,000

Katy Freeway / Energy Corridor 66 12,287,629 621,040 5.1% 5.8% 1,991,752 444,000 213,000 423,000 | 1,289,000 123,000

Kingwood / Humble - - - - - - - (15,000) - - -

NASA / Clear Lake 8 953,627 59,125 6.2% 8.4% - 88,000 96,000 (10,000) 12,000 (21,000)

Northeast - - - - - 160,556 4,000 (101,000) - - -
North Loop West 4 848,311 81,438 9.6% 10.0% - (33,000) 45,000 76,000 27,000 5,000
Northwest Near - - - - - - - - - - -
Northwest Far 14 2,260,245 628,348 27.8% 28.5% 373,636 1,000 80,000 206,000 125,000 293,000

Northwest 18 3,108,556 709,786 22.8% 23.5% 373,636 (32,000) 125,000 282,000 152,000 298,000

South Main / Medical Center 10 2,732,826 336,138 12.3%) 12.5% - 80,000 (11,000) 277,000 17,000 33,000
Southwest / Hillcroft 3 496,502 42,699 8.6% 8.6% - 13,000 - - (9,000) -
Southwest Beltway 8 4 767,707 144,329 18.8% 18.8% - 63,000 19,000 74,000 92,000 (9,000)
East Fort Bend County / Sugarland 21 3,645,430 721,795 19.8% 20.0% 663,919 54,000 72,000 96,000 45,000 72,000

Southwest Freeway / Sugarland 28 4,909,639 908,823 18.5% 18.7% 663,919 130,000 91,000 170,000 128,000 63,000
Bellaire 5 886,064 64,683 7.3% 8.0% - 27,000 108,000 86,000 (41,000) 2,000
Post Oak Park 11 3,003,464 348,402 11.6% 13.6% 78,966 59,000 (78,000) 85,000 (32,000) (90,000)
Galleria 23 10,235,318 634,590 6.2% 7.4% - 688,000 | 1,138,000 119,000 (2,000) 0
Riverway 12 3,772,676 309,359 8.2% 9.5% - (192,000) 281,000 (14,000) 131,000 (72,000)
Richmond / Fountainview - - - - - - 28,000 78,000 - - -
San Felipe / Voss 3 1,714,029 143,978 8.4% 10.1% - (67,000)|  (17,000) 69,000 (5,000) (10,000)

West Loop 54 19,611,551 1,501,012 7.7%) 9.0% 78,966 543,000 [ 1,510,000 345,000 51,000 (170,000)

Westchase 26 7,538,907 625,729 8.3% 9.4% 423,342 198,000 175,000 217,000 194,000 (113,000)
The Woodlands 15 3,023,708 148,162 4.9% 5.2% 817,186 109,000 97,000 (23,000)] 412,000 3,000
Conroe - - - - - - - - - - -

Woodlands / Conroe 15 3,023,708 148,162 4.9% 5.2% 817,186 109,000 97,000 (23,000) 412,000 3,000

TOTAL - Houston 317 99,757,499 9,920,063 9.9% 11.2% 6,971,436 | 1,926,000 | 5,902,000 | 2,659,000 | 1,825,000 (58,000)

1/ Class A per CoStar and greater than 50,000 SF. Does not include buildings under construction or owned by the government.

2/ Does not include sublet space.

3/ Includes only buildings of 50,000 SF or more.

Source: Inventory and Vacancy from analysis of CoStar data, Net Absorption computed by Delta Associates; March 2009.

Delta Associates, the research affiliate of Transwestern, is headquartered at:
500 Montgomery Street, Suite 600, Alexandria, VA 22314; Phone: 703-836-5700; DeltaAssociates.com
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SUMMARY OF OFFICE MARKET INDICATORS - CLASS B SPACE
HOUSTON METRO AREA
2005 THROUGH 1ST QUARTER 2009

March 2009
Total SF Available Vacancy SF Under
Total | Rentable SF | Immediately | Vacancy Rate Constr. or Net Absorption (SF)

Submarket Bldgs | AllBldgs.” | AllBldgs.? | Rate® | w/Sublet [ Renovation ¥| 2005 2006 2007 2008 Q1 2009
Central Business District 35 11,194,356 1,354,517 12.1% 12.7% 105,145 (10,000)]  (179,000) 269,000 289,000 (78,000)
Midtown 47 3,339,953 223,777 6.7% 7.9% 68,337 135,000 (26,000) (6,000) 98,000 (13,000)

Downtown 82 14,534,309 1,578,294 10.9% 11.6% 173,482 125,000 (205,000) 263,000 387,000 (91,000)
1-45 North 22 1,247,081 236,945 19.0% 22.2% - (59,000) 64,000 69,000 (49,000) (76,000)
FM 1960 / Champions 44 2,167,271 528,814 24.4% 24.6% - - 59,000 (84,000) (88,000) 98,000
FM 1960 / Highway 249 72 3,554,672 1,013,082 28.5% 29.3% 45,000 19,000 (10,000) 225,000 324,000 81,000

FM 1960 138 6,969,024 1,778,841 25.5% 26.6% 45,000 (40,000) 113,000 210,000 187,000 103,000
North Belt West / Greenspoint 47 4,931,908 710,195 14.4% 16.5% - 160,000 113,000 44,000 87,000 24,000
North Belt East 11 1,175,454 56,422 4.8% 4.8% - 5,000 89,000 97,000 56,000 6,000

Greenspoint / North Belt 58 6,107,362 766,617 12.6% 14.2% - 165,000 202,000 141,000 143,000 30,000

Greenway Plaza 34 4,143,389 223,743 5.4% 5.5% - 37,000 99,000 29,000 (16,000) 62,000

Gulf Freeway/Pasadena 49 2,529,392 472,996 18.7% 18.9% - (72,000) (84,000) 89,000 (82,000) 111,000
Katy Freeway East 35 3,358,116 214,919 6.4% 6.4% 45,400 (73,000) 62,000 100,000 86,000 (37,000)
Katy Freeway West 82 7,547,555 800,041 10.6% 11.5% 37,800 503,000 173,000 282,000 (23,000)] (114,000)

Katy Freeway / Energy Corridor 117 10,905,671 1,014,960 9.3% 9.9% 83,200 430,000 235,000 382,000 63,000 (151,000)

Kingwood / Humble 32 2,321,798 167,169 7.2% 7.3% 20,000 50,000 60,000 39,000 117,000 (9,000)

NASA / Clear Lake 86 5,526,371 431,057 7.8% 7.9% 108,142 13,000 49,000 84,000 176,000 94,000

Northeast 27 1,276,209 236,099 18.5% 18.5% - 21,000 (10,000) 37,000 82,000 22,000
North Loop West 39 4,054,585 843,354 20.8% 21.3% - (140,000)| (127,000) 28,000 (241,000) 109,000
Northwest Near 9 602,841 154,327 25.6% 25.6% - (14,000) 77,000 (47,000) 17,000 (22,000)
Northwest Far 48 3,851,702 631,679 16.4% 17.6% 72,400 146,000 (118,000) 165,000 149,000 31,000

Northwest 96 8,509,128 1,629,360 19.1% 19.9% 72,400 (8,000)| (168,000) 146,000 (75,000) 118,000

South Main / Medical Center 35 4,147,024 298,586 7.2% 7.5% - 20,000 12,000 (172,000) 417,000 (29,000)
Southwest / Hillcroft 21 2,458,902 627,020 25.5% 27.2% - 63,000 41,000 (269,000) 26,000 (47,000)
Southwest Beltway 8 67 6,335,457 1,045,350 16.5% 17.7% 68,727 (304,000) (37,000) 338,000 (424,000) (6,000)
East Fort Bend County / Sugarland 90 4,015,335 722,760 18.0% 18.1% 78,000 75,000 68,000 352,000 108,000 93,000

Southwest Freeway / Sugarland 178 12,809,694 2,395,131 18.7% 19.6% 146,727 (166,000) 72,000 421,000 (290,000) 40,000
Bellaire 23 3,327,129 176,338 5.3% 6.4% - (115,000)] (142,000) 89,000 251,000 (37,000)
Post Oak Park 18 1,480,846 213,242 14.4% 15.1% - 66,000 66,000 (47,000) (13,000) (6,000)
Galleria 26 4,148,113 667,846 16.1% 16.2% - (120,000) (30,000) 282,000 (167,000) (33,000)
Riverway 11 889,784 109,443 12.3% 13.8% - 26,000 12,000 18,000 (28,000) (12,000)
Richmond / Fountainview 14 760,440 79,086 10.4% 10.5% - 108,000 (15,000)|  (149,000) 104,000 8,000
San Felipe / Voss 33 3,233,363 265,136 8.2% 8.5% - (61,000) (16,000) 321,000 67,000 (36,000)

West Loop 125 13,839,675 1,511,091 10.9% 11.5% - (96,000)] (125,000) 514,000 214,000 (116,000)

Westchase 59 6,359,264 508,741 8.0% 9.4% 20,000 59,000 265,000 87,000 203,000 153,000
The Woodlands 86 4,863,141 452,272 9.3% 12.8% 320,081 181,000 347,000 267,000 11,000 (7,000)
Conroe 17 761,917 83,049 10.9% 10.9% - 32,000 11,000 (6,000) (5,000) 8,000

Woodlands / Conroe 103 5,625,058 535,321 9.5% 12.5%) 320,081 213,000 358,000 261,000 6,000 1,000

TOTAL - Houston 1,219 105,603,368 13,548,006 12.8% 13.7% 989,032 751,000 873,000 | 2,531,000 | 1,532,000 338,000

1/ Class B per CoStar. Buildings under 50,000 SF even if CoStar classified them as Class A. Does not include buildings under construction or owned by the government.

2/ Does not include sublet space.

3/ Includes buildings under 50,000 SF even if CoStar classifies them as Class A.

Source: Inventory and Vacancy from analysis of CoStar data, Net Absorption computed by Delta Associates; March 2009.

Delta Associates, the research affiliate of Transwestern, is headquartered at:
500 Montgomery Street, Suite 600, Alexandria, VA 22314; Phone: 703-836-5700; DeltaAssociates.com
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RENT RATE ANALYSIS OF CLASS A & B OFFICE BUILDINGS
HOUSTON METRO AREA
2005 THROUGH 1ST QUARTER 2009

Average Asking Rent ($'s/SF, GFS) At End Of: % Change
2005 2006 2007 2008 Q1 2009 12/08 - 3/09
Submarket Class A Class B ClassA ClassB ClassA Class B Class A Class B Class A ClassB ClassA Class B
Central Business District $21.19 $18.18 $23.31 $19.45 $29.18 $23.75 $30.04 $25.21 $29.97 $26.18 -0.2% 3.8%
Midtown $20.62 $18.30 $22.48 $19.22 $24.61 $21.42 $28.32 $22.75 $27.05 $22.22 -4.5% -2.3%
Downtown $21.15 $18.21 $23.20 $19.33 $28.91 $22.59 $29.95 $23.98 $29.81 $24.69 -0.5% 3.0%
1-45 North $19.25 $16.30 $19.21 $17.12 $21.40 $18.42 $22.31 $17.66 $23.30 $17.27 4.4% -2.2%
FM 1960 / Champions - $13.61 - $14.15 - $15.70 - $15.66 - $15.12 - -3.4%
FM 1960 / Highway 249 $22.17 $16.55 $23.50 $17.38 $24.65 $17.99 $27.46 $20.22 $27.15 $19.59 -1.1% -3.1%
FM 1960 $20.70 $15.15 $21.36 $15.85 $24.44 $16.99 $27.21 $18.09 $26.92 $17.53 -1.0% -3.1%
North Belt West / Greenspoint $19.42 $15.60 $19.96 $15.91 $21.66 $17.08 $20.45 $16.84 $20.63 $17.28 0.9% 2.7%
North Belt East $18.75 $15.35 $19.07 $15.66 $20.08 $16.64 $21.75 $16.38 $22.34 $15.63 2.7% -4.6%
Greenspoint / North Belt $19.31 $15.55 $19.82 $15.86 $21.07 $17.05 $20.48 $16.80 $20.75 $17.16 1.3% 2.1%
Greenway Plaza $20.35 $17.43 $20.72 $17.81 $22.95 $19.77 $25.84 $21.48 $29.55 $21.44 14.3% -0.2%
Gulf Freeway/Pasadena - $14.53 - $15.98 - $17.02 - $18.13 - $18.81 - 3.8%
Katy Freeway East $21.33 $15.71 $23.14 $16.42 $23.40 $17.47 $23.74 $18.88 $25.26 $19.92 6.4% 5.5%
Katy Freeway West $21.30 $16.42 $23.11 $17.20 $26.60 $19.80 $24.77 $19.91 $22.48 $19.85 -9.2% -0.3%
Katy Freeway / Energy Corridor $21.31 $16.31 $23.12 $17.01 $26.00 $19.06 $25.39 $19.47 $24.50 $19.65 -3.5% 0.9%
Kingwood / Humble - $16.98 o $17.20 - $17.37 o $17.72 - $17.10 - -3.5%
NASA / Clear Lake $19.90 $16.37 $20.12 $16.66 $22.21 $19.31 $21.31 $20.43 $20.97 $21.84 -1.6% 6.9%
Northeast - $13.60 - $13.77 - $13.80 o $14.41 - $15.32 - 6.3%
North Loop West $18.53 $15.15 $18.73 $15.07 $20.83 $16.42 $21.31 $16.40 $21.38 $16.24 0.3% -1.0%
Northwest Near - $14.21 - $14.49 - $16.02 - $15.00 - $13.99 - -6.8%
Northwest Far $18.99 $16.02 $19.10 $16.18 $21.45 $17.10 $23.25 $15.85 $24.02 $15.32 3.3% -3.3%
Northwest $18.77 $15.16 $18.97 $15.40 $21.28 $16.62 $22.76 $16.07 $23.45 $15.68 3.0% -2.4%
South Main / Medical Center $24.50 $21.50 $24.34 $22.15 $26.73 $22.15 $30.49 $23.33 $34.76 $20.93 14.0% -10.3%
Southwest / Hillcroft - $12.88 - $13.91 $21.72 $13.84 $28.41 $13.86 $28.41 $13.84 0.0% -0.1%
Southwest Beltway 8 $16.03 $14.50 $16.19 $14.86 $18.42 $15.34 $18.83 $16.77 $19.43 $18.09 3.2% 7.9%
East Fort Bend County / Sugarland $20.90 $16.32 $21.21 $17.14 $21.74 $18.75 $22.28 $19.62 $23.02 $19.70 3.3% 0.4%
Southwest Freeway / Sugarland $19.21 $14.47 $20.12 $15.01 $21.33 $15.51 $22.17 $16.38 $22.87 $16.96 3.1% 3.5%
Bellaire $17.00 $16.10 $18.19 $15.96 $21.61 $19.05 $24.65 $20.15 $23.14 $18.15 -6.1% -9.9%
Post Oak Park $20.88 $16.24 $22.55 $17.05 $28.44 $17.75 $30.74 $17.84 $31.11 $18.24 1.2% 2.2%
Galleria $19.47 $16.80 $21.42 $17.47 $27.14 $18.33 $30.52 $21.80 $31.07 $21.72 1.8% -0.4%
Riverway $18.94 $16.94 $20.27 $17.72 $23.83 $20.16 $27.11 $20.05 $26.30 $20.55 -3.0% 2.5%
Richmond / Fountainview $18.16 $14.12 - $14.40 - $14.40 - $15.50 - $16.55 - 6.8%
San Felipe / Voss $19.60 $16.68 $20.78 $17.36 $25.74 $18.79 $29.87 $20.65 $30.97 $20.98 3.7% 1.6%
West Loop $19.60 $16.37 $21.08 $16.97 $26.46 $17.99 $29.71 $20.02 $29.86 $19.98 0.5% -0.2%
Westchase $21.50 $16.80 $22.12 $17.36 $24.25 $18.63 $23.50 $19.51 $25.09 $19.82 6.7% 1.6%
The Woodlands $23.35 $19.07 $23.82 $20.02 $24.41 $23.09 $23.69 $20.99 $23.57 $20.88 -0.5% -0.5%
Conroe - $15.81 - $17.07 - $17.74 - $18.38 - $17.20 - -6.4%
Woodlands / Conroe $23.35 $18.50 $23.82 $19.73 $24.41 $21.97 $23.69 $20.55 $23.57 $20.26 -0.5% -1.4%
Houston Total: $20.30 $16.40 $21.71 $16.85 $25.48 $18.37 $26.96 $18.76 $27.30 $18.92 1.3% 0.9%
Note: Rents for properties using triple net terms have been grossed up to full service by applying operating expense data. Rents reflect full service equivalent.
Note: Due to small submarket sample sizes in some cases, particularly in Class A, rent increases and decreases may be magnified relative to other submarkets.
Note: CoStar changed market boundaries during Q3 2008. Rent comparisons to data published earlier will not be precise.
Source: Delta Associates analysis of CoStar data; March 2009.

Delta Associates, the research affiliate of Transwestern, is headquartered at:
500 Montgomery Street, Suite 600, Alexandria, VA 22314; Phone: 703-836-5700; DeltaAssociates.com
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THE HOUSTON METRO
INDUSTRIAL MARKET

Absorption: Boosted by Pre-Leased Deliveries

Net absorption of industrial space in the Houston metro
area totaled 1.3 million SF in the 1* quarter of 2009,
compared to negative 24,000 SF in the 4" quarter of
2008 and 1.5 million SF in the 1% quarter of 2008.
Absorption got a boost from the delivery of 3.0 million
square feet of new space, of which 27% was preleased.

Warehouse/Distribution space captured the lion’s share
of demand in the 1* quarter. The direct vacancy rate for
Warehouse/Distribution space rose to 5.9% in the 1%
guarter from 5.4% in the previous quarter and 5.1% one
year ago. The direct vacancy rate for Flex'/R&D space
was 11.2%, unchanged from the 4" quarter of 2008 but
down from 12.2% one year ago. Direct vacancy for
Manufacturing space was 1.9% in the 1% quarter, even
with 1.9% in the previous quarter but down from 2.1%
one year ago.

Notable leases during the 1% quarter include: OHL
leased 147,000 SF at 713 NorthPark Central Dr., in the
North Far submarket; Overland Distribution took 103,000
SF at 1701 S. 16™ St. in the East-Southeast Far
submarket; and ENGlobal signed for 81,000 SF at 225
Portwall St. in the Northeast Near submarket.

Industrial Vacancy Ticks Up

The overall Houston metro area industrial vacancy rate
rose to 6.1% in the 1% quarter of 2009 from 5.7% at
year-end 2008 and 5.4% a year ago. The direct
industrial vacancy rate was 5.8%, up from 5.5% at year-
end 2008 and 5.3% one year ago.

Demand is likely to deteriorate throughout 2009 due to
the weakening economy. However, if new construction
stays in check, Houston’s overall industrial vacancy rate
will rise only 40 basis points to the mid-6% range 12
months from now.

TRANSWESTERN"

Houston Metro Area

Construction Pipeline Shrinks Over the Year

There is 3.8 million SF of industrial space under
construction in metro Houston in the 1% quarter of 2009,
compared to 7.2 million SF at year-end 2008 and 7.4
million SF a year ago. The East-Southeast Far, North
Far, and Northwest Far submarkets account for a
combined 3.1 million SF, or 82% of all industrial
construction in Houston metro. Space under construction
is 4% pre-leased, compared to 19% at year-end 2008,
and 27% a year ago.

Deliveries in Houston totaled 3.0 million SF in the 1%
guarter of 2009, compared to 1.5 million SF delivered in
the 1% quarter of 2008. Total industrial space delivered in
the 1* quarter was 27% leased upon delivery, compared
to 14% leased one year earlier.

Industrial Rents: Retreating

After rising 2.8% in all of 2008, industrial rents fell 3.7%
in the 1% quarter of 2009. The average asking rent for
warehouse space in the Houston metro is $5.24/SF,
NNN. Rents are declining as vacancy rises and the
export markets weaken. The global recession is
curtailing the demand for retail goods and in turn the
need for distribution facilities.

Investment Sales: Volume Restricted by
Tight Credit Market

The tight credit market is restricting investment sales
activity in the Houston industrial market. While vacancy
remains fairly low, potentially interested buyers have
remained on the sidelines, with a disconnect between
buyer and seller expectations. Volume should remain
limited during the balance of 2009. When credit begins
to flow again, investment sales activity in the Houston
industrial market will resume.
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Page 1 of 2
SUMMARY OF INDUSTRIAL MARKET INDICATORS - ALL SPACE
HOUSTON METRO AREA
2005 THROUGH 1ST QUARTER 2009
March 2009 March 2009
Total SF Avail. Direct Vacancy Rate Vacancy SF Under
Rentable SF | Immediately at End of: Rate Constr. or Net Absorption (SF)
Submarket All Bldgs. * | AlBldgs.? | 2005 | 2006 2007 2008 | 01 2009 w/ Sublet | Renovation 2005 2006 2007 2008 Q1 2009
Central Business District
Flex/R & D 657,157 117,631 12.7%| 16.6% 11.9%| 15.9%| 17.9% 17.9% - 4,000 (25,000) 30,000 (26,000) (13,000)
Manufacturing 4,330,238 51,963 7.5% 3.6% 3.5% 1.7% 1.2% 1.2% - 290,000 (382,000) 5,000 78,000 22,000
Warehouse/Distribution 29,871,212 1,583,174 3.7% 3.0% 3.1%, 4.5% 5.3% 5.3% - 442,000 (86,000) (29,000) (418,000) (239,000)
Total - Central Business District 34,858,607 1,752,768 4.3%)| 4.9% 3.3% 4.4%)| 5.0% 5.0% - 736,000 (493,000) 6,000 (366,000) (230,000)
East-Southeast Far
Flex/R & D 1,356,333 50,184 10.2% 6.2% 10.8% 3.6%| 3.7% 3.7% 229,500 106,000 55,000 (63,000) 98,000 (1,000)
Manufacturing 2,636,411 105,456 8.3% 1.8% 0.1% 2.1% 4.0% 4.0% - (50,000) 172,000 45,000 (53,000) (50,000)
Warehouse/Distribution 30,038,415 4,445,685 4.5% 9.5% 13.6% 13.3% 14.8% 14.8% 1,630,800 4,412,000 (648,000)] 3,462,000 3,401,000 249,000
Total - East-Southeast Far 34,031,159 4,601,326 5.4% 6.4% 12.3%] 12.0%| 13.5% 13.5% 1,860,300 4,468,000 (421,000)] 3,444,000 3,446,000 198,000
North Far
Flex/R & D 4,665,948 527,252 13.1% 16.5% 12.1% 12.5% 11.3% 12.0% 95,000 (67,000) 79,000 375,000 108,000 57,000
Manufacturing 3,529,879 14,120 2.4% 1.3% 4.2% 0.3% 0.4% 0.4% - 149,000 37,000 (8,000) 139,000 (5,000)
Warehouse/Distribution 35,338,613 3,180,475 8.4% 6.3% 6.8% 9.5% 9.0% 9.8% 557,970 469,000 1,324,000 2,888,000 1,543,000 695,000
Total - North Far 43,534,440 3,721,847 8.3% 6.9% 7.1% 9.1%| 8.5% 9.3% 652,970 551,000 1,440,000 | 3,255,000 1,790,000 747,000
North Near
Flex/R & D 710,304 78,133 10.0% 9.5% 5.2% 11.3% 11.0% 11.0% - 69,000 3,000 30,000 (42,000) 2,000
Manufacturing 2,156,363 131,538 11.0% 8.2% 7.9% 11.1% 6.1% 6.1% - (70,000) 60,000 6,000 (69,000) 108,000
Warehouse/Distribution 14,678,487 528,426 5.7% 6.5% 3.5% 5.0% 3.6% 3.6% 88,000 (245,000) (110,000) 851,000 262,000 205,000
Total - North Near 17,545,154 738,097 6.6%) 6.8% 4.1% 6.0% 4.2% 4.2% 88,000 (246,000) (47,000) 887,000 151,000 315,000
Northeast Far
Flex/R & D 219,053 5,914 0.0% 0.0% 0.0% 2.9% 2.7% 2.7% - 31,000 - - (6,000) -
Manufacturing 196,600 - 0.0% 0.0% 0.0% 0.0%| 0.0% 0.0% - - - - - -
Warehouse/Distribution 554,341 2,772 0.0% 1.8% 0.9% 0.0%| 0.5% 0.5% - - (10,000) 4,000 5,000 (3,000)
Total - Northeast Far 969,994 8,686 0.0% 1.0% 0.5% 0.7% 0.9% 0.9% - 31,000 (10,000) 4,000 (1,000) (3,000)
Northeast Near
Flex/R & D 692,456 48,472 15.1% 7.0% 9.2% 4.6% 7.0% 11.9% - (2,000) 205,000 (17,000) 32,000 (16,000)
Manufacturing 5,869,672 58,697 3.7% 2.8% 4.4%) 0.7%| 1.0% 1.0% - 492,000 52,000 (92,000) 299,000 (19,000)
Warehouse/Distribution 24,157,599 966,304 3.5% 5.7% 2.3% 4.5%| 4.0% 4.0% - 806,000 (463,000) 939,000 106,000 119,000
Total - Northeast Near 30,719,727 1,073,473 3.8% 5.2% 2.9% 3.8%| 3.5% 3.6% - 1,296,000 (206,000) 830,000 437,000 84,000
Northwest Far
Flex/R & D 3,901,959 413,608 9.2%| 12.7% 13.6%| 11.1%| 10.6% 10.8% 17,572 97,000 (121,000) (235,000) (144,000) 41,000
Manufacturing 2,924,697 64,343 5.6% 3.7% 8.0% 3.8%| 2.2% 2.6% - 133,000 9,000 (126,000) 123,000 47,000
Warehouse/Distribution 32,999,558 1,715,977 3.8% 3.5% 6.0% 3.8%| 5.2% 5.3% 572,164 699,000 845,000 717,000 1,927,000 (206,000)
Total - Northwest Far 39,826,214 2,193,928 4.5%)| 4.6%| 6.9% 4.6%| 5.5% 5.6% 589,736 929,000 733,000 356,000 1,906,000 (118,000)
Northwest Near
Flex/R & D 10,092,802 1,059,744 13.6%| 11.0% 9.9%| 10.5%| 10.5% 10.8% - 1,387,000 584,000 257,000 159,000 68,000
Manufacturing 8,965,427 143,447 5.5% 2.0% 1.2% 1.0% 1.6% 1.6% - (81,000) 314,000 71,000 20,000 (56,000)
Warehouse/Distribution 79,957,869 3,758,020 6.3% 4.6% 3.9% 4.2% 4.7% 5.0% 89,320 1,752,000 1,704,000 1,468,000 92,000 (150,000
Total - Northwest Near 99,021,098 4,961,211 6.9% 5.0% 4.3%)| 4.6%| 5.0% 5.3% 89,320 3,058,000 2,602,000 1,796,000 271,000 (138,000)
See next page for balance of Houston Industrial Summary
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Page 2 of 2
(Cont'd)
SUMMARY OF INDUSTRIAL MARKET INDICATORS - ALL SPACE
HOUSTON METRO AREA
2005 THROUGH 1ST QUARTER 2009
March 2009 March 2009
Total SF Avail. Direct Vacancy Rate Vacancy SF Under
Rentable SF | Immediately at End of: Rate Constr. or Net Absorption (SF)

Submarket All Bldgs.” | AllBIdgs.” | 2005 | 2006 2007 2008 | Q12009 | w/ Sublet | Renovation 2005 2006 2007 2008 Q1 2009
South Far
Flex/R & D 1,003,446 235,810 11.4% 6.5% 10.9% 18.0% 23.5% 23.5% 24,000 (11,000) 36,000 (28,000) (52,000) 165,000
Manufacturing 4,563,343 63,887 9.2% 6.0% 3.6% 1.0% 1.4% 2.9% - (64,000) 146,000 (106,000) 118,000 (18,000)
Warehouse/Distribution 20,046,840 841,967 6.7% 4.6%| 4.9% 5.5% 4.2%| 4.2%| 50,000 (332,000) 510,000 140,000 (120,000) 261,000
Total - South Far 25,613,629 1,141,664 7.3%) 4.9% 4.8% 5.1% 4.5% 4.7% 74,000 (407,000) 692,000 6,000 (54,000) 408,000
South Near
Flex/R & D 1,125,266 94,522 8.0% 6.8% 11.9% 10.4% 8.4% 8.7% - (39,000) 13,000 (58,000) 17,000 23,000
Manufacturing 1,829,168 197,550 12.3%| 12.2% 5.1% 5.3% 10.8% 10.8% - 183,000 2,000 130,000 (3,000) (101,000),
Warehouse/Distribution 12,169,760 328,584 4.0%)| 5.2% 2.5% 2.0% 2.7% 2.7% - 559,000 (146,000) 329,000 60,000 (85,000)
Total - South Near 15,124,194 620,656 5.3% 6.2% 3.5% 3.0% 4.1% 4.1% - 703,000 (131,000) 401,000 74,000 (163,000)!
Southeast Near
Flex/R & D 442,783 64,646 6.3% 5.6% 4.7% 14.5% 14.6% 14.6% - 9,000 3,000 3,000 11,000 -
Manufacturing 6,986,955 - 6.3% 1.9% 0.0% 0.5% 0.0% 0.0% - (49,000) 308,000 133,000 (35,000) 35,000
Warehouse/Distribution 25,064,652 1,027,651 5.3% 2.9% 3.1% 2.8% 4.1%| 4.1%)| - 485,000 591,000 (50,000) 80,000 (331,000).
Total - Southeast Near 32,494,390 1,092,297 5.5%) 2.7% 2.5% 2.4% 3.4% 3.4% - 445,000 902,000 86,000 56,000 (296,000)!
Southwest Far
Flex'R & D 1,134,834 366,551 45.7% 43.8% 33.2% 26.2% 32.3% 32.3% - (144,000) 140,000 119,000 88,000 (69,000)
Manufacturing 1,240,147 - 0.6% 0.0% 1.8% 6.6% 0.0% 0.0% 139,650 34,000 7,000 (22,000) (60,000) 82,000
Warehouse/Distribution 6,913,981 414,839 11.5%] 11.2% 3.0% 2.3% 6.0% 6.4% 88,115 (113,000) (282,000) 76,000 75,000 136,000
Total - Southwest Far 9,288,962 781,390 13.5% 13.8% 6.7% 6.0%) 8.4% 8.7% 227,765 (223,000)] (135,000) 173,000 103,000 149,000
Southwest Near
Flex/R & D 7,396,430 621,300 12.0% 11.8% 8.3% 9.0% 8.4% 8.7% 47,600 75,000 (62,000) 254,000 26,000 75,000
Manufacturing 3,189,559 143,530 5.4% 0.3% 1.1% 3.1% 4.5% 4.5% 60,000 90,000 163,000 (25,000) (65,000) (44,000)
Warehouse/Distribution 33,967,637 1,596,479 6.1% 5.3% 4.3% 4.7%)| 4.7%)| 4.7%)| 18,000 349,000 611,000 496,000 119,000 314,000
Total - Southwest Near 44,553,626 2,361,309 7.0% 6.0% 4.7% 5.3% 5.3% 5.3% 125,600 514,000 712,000 725,000 80,000 345,000
Sugarland
Flex/R & D 2,759,572 358,744 3.2% 12.5% 8.4% 13.6% 13.0% 13.4% - 23,000 (35,000) 103,000 110,000 17,000
Manufacturing 1,826,635 - 5.8% 7.0% 0.0% 0.0% 0.0% 0.0% - (106,000) (22,000) 128,000 - -
Warehouse/Distribution 11,791,348 530,611 6.6% 7.7% 5.4% 4.3%)| 4.5%| 6.6% 60,000 533,000 (127,000) 271,000 304,000 (24,000)
Total - Sugarland 16,377,555 889,355 5.9% 8.4%| 5.2% 5.4% 5.4% 7.0% 60,000 450,000 (184,000) 502,000 414,000 (7,000)
Total Houston
Flex/R & D 36,158,343 4,042,514 12.3% 14.7% 10.8% 11.2% 11.2% 11.6% 413,672 1,538,000 875,000 770,000 379,000 349,000
Manufacturing 50,245,094 974,531 6.2% 4.6%| 2.8% 1.9% 1.9% 2.1% 199,650 951,000 866,000 139,000 492,000 1,000
Warehouse/Distribution 357,550,312 20,920,963 5.6% 5.0% 4.9% 5.4% 5.9% 6.1% 3,154,369 9,816,000 3,713,000 | 11,562,000 7,436,000 941,000
Total - Houston 443,953,749 25,938,007 6.2% 6.0% 5.1% 5.5% 5.8% 6.1% 3,767,691 | 12,305,000 5,454,000 | 12,471,000 8,307,000 1,291,000
Vacancy Rate with Sublet Space 6.6%) 6.6%) 5.1% 5.7%) 6.1%
1/ Does not include buildings under construction or buildings owned by the government.
2/ Does not include sublet space.
Source: Inventory and Vacancy from analysis of CoStar data, Net Absorption computed by Delta Associates; March 2009.

Delta Associates, the research affiliate of Transwestern, is headquartered at:
500 Montgomery Street, Suite 600, Alexandria, VA 22314; Phone: 703-836-5700; DeltaAssociates.com
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THE HOUSTON METRO

RETAIL MARKET

Employment Gains Support
Modest Retail Growth

The Houston metro area’s population grew from 4.74
million people in 2000 to 5.63 million in 2007, an
increase of 18.8% in seven years. Although much
reduced due to the economic recession, payroll job
growth is still among the nation’s strongest; therefore,
demand for retail space continues, albeit at a reduced
rate.

Retail Job Growth Slowing

The Retail sector gained 1,300 jobs over the 12-month
period ending January 2009 — a 0.5% increase. With
265,500 employees in the metro area, the retail industry
reflects a resilient local economy, despite a nationwide
slowdown in the retail sector.

Retail Job Growth
Houston Metro
1997 Through January 2009

154

12-Year Average
101 Job Growth =
3,600 Jobs/Annum

Jobs in 000s
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Source: Bureau of Labor Statistics; March 2009. *12 months ending January.

Retail Development: Slowing Amid Uncertainty
The Houston metro area provides its residents with a
wide variety of retail options with 31.8 SF of retail space

per capita — well above the national average of 20 SF
and second-highest among U.S metro markets.

TRANSWESTERN"

Houston Metro Area

Houston’s retail inventory has grown rapidly in recent
years, but the expansion is slowing. Development in
2009 is expected to be less than half the 5 million SF
developed in 2008. Developers have delayed the High
Street mixed-use project on Westheimer inside the 610
Loop, which will have 100,000 SF of retail, and canceled
the Promenade Shops in Pearland, which would have
added 750,000 SF to the retail inventory.

Shopping Center Retail Space Per Capita
Selected U.S. Metro Markets
2008

National Average
407 353 = 20.0 SF/Capita

Square Feet/Capita

Phx Hou DFW Bos Was Chi LA/OC

Source: CoStar, U.S. Census Bureau, Delta Associates; March 2009. Note: Based on 2007 population.

Retail Vacancy: Rising

Houston'’s retail vacancy rate ticked up to 15.9% in the
4th quarter of 2008, from 15.7% in the 3" quarter and
15.8% a year ago. The current vacancy rate is the
highest since the 3" quarter of 2007. Vacancy likely will
rise in 2009 if consumer spending remains low due to
reduced consumer confidence levels.

Part of the reason for rising vacancy is that some
national chains are closing locations or dropping
expansion plans. In turn, this slows traffic at anchored
shopping centers, driving business away from secondary
retailers. This effect is likely to be magnified as the year
goes on.

.4I|||I|.

DELTA

ASSOCIATES

1* Quarter 2009




TRANSWESTERN Outlook

A market report for commercial real estate executives

of 2008 are not available as of this writing.) From 1997

Vacancy Rate Trends
Houston Metro Retail Market
2000 Through 2008
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Source: O'Connor & Associates, Delta Associates; March 2009.
Note: Data source has expanded its inventory and restated its vacancy rates.

Retail Rents: Edging Down

Retail rents generally held steady during 2008, ending
the year at $1.62/SF per month, compared to $1.63/SF
per month at the end of the 3 quarter. Rents declined
1.2% during 2008. Falling sales and rising vacancy likely
will yield modest rent erosion in the near term.

Average Rental Rate
Houston Metro Retail Market
2000 Through 2008
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Source: O'Connor & Associates, Delta Associates; March 2009.
Note: Data source has expanded its inventory and restated its rental rates.

Gross Retail Sales
Through the 2 quarter of 2008, Houston area retail
sales totaled $45.0 billion, on pace to exceed the 2007

total of $83.76 billion, before the national slowdown in
consumer spending hit in late 2008. (Data for the 2" half
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through 2007, retail sales grew at a compounded rate of
2.5% per year.

Gross Retail Sales
Houston Metro Area
1997 Through 2008
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Note: Values are in constant 2007 dollars.

Source: Texas Comptroller's Office, Greater Houston Partnership,
* Sales through 2" quarter 2008, annualized.

Delta Associates; March 2009.

Retail Outlook

The short-term outlook for the Houston retail market is
cautious. Houston has thus far avoided the sharp retail
slowdown seen in other cities. The retail market is
heavily dependent on the strength of the energy
industry, due to its large employment base and spending
power. With that sector in flux, the short-term outlook for
Houston retail may be volatile. The long-term outlook
remains positive due to a healthy growth in population.

© 2009. All rights reserved. You may neither copy nor
disseminate this report. If quoted, proper attribution is required.

National Economy and Methodology

Please visit Transwestern.net for:
e  Our national Economic Outlook
e  Our methodology

Note on data contained herein

Our inventory, vacancy and absorption figures include owner-
occupied and single-tenant buildings. We include these buildings
to capture the entire market so that we may derive correlations
between job growth and occupancy of inventory. Our reported
vacancy rate is based on immediate availability. The vacancy rate
for retail space is based on the total retail inventory minus space
that is physically occupied.

mllllli.

DELTA

ASSOCIATES

1* Quarter 2009




TRANSWESTERN Outlook

A market report for commercial real estate executives

Delta Associates

Delta Associates, the research affiliate of Transwestern,
is a firm of experienced professionals offering valuation,
consulting and data services to the commercial real
estate industry for over 25 years. The firm’s practice is
organized in four related areas:

1. Valuation services for partial
commercial real estate assets.

2. Consulting, research and advisory services for
commercial real estate projects, including market
studies, market entry strategies, asset
performance enhancement studies, pre-acquisition
due diligence, and financial and fiscal impact
analyses.

Headquarters

Gregory H. Leisch, CRE

Chief Executive

500 Montgomery Street, Suite 600
Alexandria, VA 22314
703/836-5700; Fax: 703/836-5765

interests in

Craig Powell

Government Services

2101 Wilson Boulevard, Suite 200
Arlington, VA 22201
703/516-2263; Fax 703/516-2299

Craig.Powell@DeltaAssociates.com

3. Distressed asset recovery services to include
property performance analyses and enhancement
studies, debt structuring evaluation and note
valuations, portfolio assembly due diligence,
valuations and litigation support.

4. Subscription data for selected metro regions for
office, industrial, retail, condominium, and
apartment markets.

For further information about Delta Associates and to
see all of our publications, please browse our web site
at: DeltaAssociates.com.

Transwestern Support Group
Alexander (Sandy) Paul
President, TSG

500 Montgomery Street, Suite 600
Alexandria, VA 22314
703/299-6373; Fax 703/836-5765

Greg.Leisch@DeltaAssociates.com

Consulting and Advisory Services
David Weisel
President, Consulting Division

Distressed Asset Recovery Services
David Parham
Senior Vice President

Alexander.Paul@DeltaAssociates.com

Cyber Contacts
Website: DeltaAssociates.com

General eMailbox:

500 Montgomery Street, Suite 600
Alexandria, VA 22314
703/535-3551; Fax: 703/836-5765
David.Weisel@DeltaAssociates.com

500 Montgomery Street, Suite 600
Alexandria, VA 22314
703/299-6376; Fax: 703/836-5765
David.Parham@DeltaAssociates.com

info@DeltaAssociates.com

Report Author: David Parham

Report Editor: Ann Thompson

Transwestern

With 1500 team members in major markets coast to
coast, Transwestern operates through six distinct
functional lines of business — agency leasing, property
and facility management, investment services, tenant
advisory, development and research — for a broad range
of property types, including office, industrial, retail,
healthcare and multifamily.

In 2008, the firm completed leasing, sales and finance
transactions totaling $5.7 billion.

Within that same time period, Transwestern oversaw the
leasing and management of 875 properties, representing
170 million square feet — leased and managed
combined.

Houston, Texas Atlanta Detroit New Orleans San Antonio
1900 W. Loop South Austin Ft. Lauderdale Northern Virginia San Diego
Suite 1300 Baltimore Houston Orange County San Francisco
Houston, TX 77027 Bethesda Los Angeles Philadelphia Tulsa
. Chicago Miami Phoenix Washington, DC
Chip Clarke Dallas Milwaukee Salt Lake City
713.270.7700 Denver Minneapolis-St. Paul

chip.clarke @transwestern.net

Transwestern Outlook is published quarterly by Transwestern and its research affiliate, Delta Associates. All information is from
sources deemed reliable; however, no representation is made as to the accuracy thereof.

Sources: Bureau of Labor Statistics, Census Bureau, CoStar, Greater Houston Partnership, Houston Association of REALTORS,
Houston Business Journal, Houston Chronicle, Real Capital Analytics, Texas Comptroller’'s Office.
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