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EXECUTIVE SUMMARY

slowdown of 2008-2009, 2011 was a very good year for Southern California apartment demand, with positive

net absorption and increased occupancy rates for all four metro areas. Los Angeles County and San Diego both
experienced higher levels of net absorption than in 2010, while Orange County and the Inland Empire were unable to
repeat their 2010 performances. All four metro markets have returned to vacancy rates that are very close to their
“natural” levels — the level at which inflation-adjusted rents remain constant -- and exceeded the overall occupancy
rate for the US as a whole (94.6 percent). Only the Inland Empire fell short of the occupancy rate in the West region
(95.2 percent).

g lthough the economy still has a long way to go to fully recover from the financial crisis and crushing economic

Southern California rents also rose across the board, both on an average and same-store basis. To go along with a
remarkable 22,340 net move-ins (nearly quadruple the number from 2010), average rents in LA jumped 6.2 percent,
the most of any metro area. Orange County reported the largest increase in same-store rents, with an increase of 4.9
percent, and the weakest performance in average rents, with an increase of only 3.2 percent. Overall, the Southern
California region fell short of the same-store rent growth experienced in both the US as a whole (4.7 percent) and the
West region (5.2 percent).

Thirty-nine out of 40 submarkets in Southern California saw positive rent growth on an average and same-store basis.
This is a vast change from two years earlier, in which only three submarkets reported rising average rents. Between a
sharp drop in new construction, a dwindling supply of shadow-market units, a migration of households from shadow-
market to “traditional” multifamily units, and improvements in the macroeconomy, we are observing a continued
strengthening in fundamentals on both the supply and demand side, which is serving to boost asking rents, reduce or
eliminate concessions, and fill units.

We forecast continued rising rents for all four metro areas over the next two years, and believe that the growth rate
will be slower in 2013 than in 2012. We expect LA to record the strongest performance among the metro areas,
followed by Orange County, San Diego, and the Inland Empire.



Los ANGELES COUNTY

The Los Angeles apartment market showed a substantial improvement in both rents and occupancy from 2010; all
eleven submarkets recorded positive growth in rents and all eleven submarkets experienced positive net absorption.
The strong performance in the rental market came in spite of only modest improvements in the local labor market:
only 19,000 nonfarm jobs were added in 2011. The greatest gains came in the Professional and Business Services,
Educational and Health Services, and Leisure and Hospitality sectors. The largest losses came in Local Government,
Manufacturing, and the Arts, Entertainment, and Recreation sectors. The unemployment rate ended the year at 11.6
percent, down from 12.4 percent in December 2010.

West Los Angeles showed the largest increase in average rents (11.5 percent), followed by Hollywood (8.1 percent)
and the Tri-Cities submarket (6.3 percent). West Los Angeles also posted the largest gain in same-store rents at 7.1
percent. Though still positive, the East Los Angeles submarket showed the weakest performance, with a rise in same-
store rents of only 0.7 percent. As of Q4 2011, average rents for the county are off only 1.1 percent from their Q2
2008 peak. The average monthly rent for an average-sized unit was $1596, or $1.86 per square foot. Average rents
for Los Angeles county were up 6.2 percent for 2011.

For the third year in a row, Los Angeles County recorded an increase in apartment demand, with 22,340 net move-ins.
This figure was on par with 2009 and nearly quadruple the net move-ins of 2010. All eleven submarkets recorded
positive net absorption for 2011. Intown Los Angeles and Santa Clarita Valley reported the largest relative gains in
demand, with 4340 and 750 net move-ins, respectively. The overall occupancy rate rose 1.9 percentage points to 96
percent.

New units were delivered in all submarkets except The Santa Clarita and Antelope Valleys. Completions for 2012 are
expected to fall just short of 2011 figures. Two-thirds of the anticipated 2,375 completions will come on-line in the
Hollywood, West Los Angeles, and San Fernando Valley submarkets.

ORANGE COUNTY

Following a gain of 6,500 nonfarm jobs in 2010, Orange County witnessed the creation of an additional 15,600
nonfarm jobs in 2011. The largest gains came in the Professional and Business Services, Leisure and Hospitality, and
Trade, Transportation, and Utilities sectors, while the largest losses came in the Financial Activities, Construction, and
Educational Services sectors. The unemployment rate in December 2010 was 7.8 percent, down from 9.0 percent a
year earlier.

Although demand for apartments increased for the third year in a row, Orange County recorded only half as many net
move-ins in 2011 as in 2010 (2290 versus 5830). Occupancy increased 0.9 percentage points during 2011, bringing
the overall rate to 95.8 percent.

Average rents increased by 3.2 percent, while same-store rents increased by 4.9 percent. The average monthly rent
for the county at the end of 2011 was $1,523, or $1.72 per square foot. The submarkets with the strongest growth
in average rents were Santa Ana and South Orange County, which both logged growth of 5.0 percent. The Irvine area
recorded the highest growth in same-store rents at 7.2 percent.

After adding 3,187 new units in 2010, new deliveries dropped precipitously in 2011: only 263 new units were delivered
across four submarkets. Completions are expected to bounce back again in 2012, with 2,883 anticipated deliveries.
A staggering 97 percent of these completions will go on-line in the Irvine submarket. The remaining three percent
are being constructed in Anaheim.



INLAND EMPIRE

The multifamily housing markets in the Inland Empire, which were severely affected by the recession, began to see
some improvement in 2011. This improvement was likely spurred, in part, by an improvement in the local labor
markets. Although Riverside and San Bernardino still maintain the highest unemployment rates among the Southern
California counties, at 12.5 and 11.9 percent, respectively, they are down significantly from a year earlier. Furthermore,
the Riverside County unemployment rate is only three-tenths of a percent above that of Los Angeles County. The two-
county combined area saw the creation of 8,200 nonfarm jobs in 2011, with the largest gains coming in the Leisure
and Hospitality, Education and Health, and Professional and Business Services sectors. The largest losses came in the
Financial Activities, Construction, and Local Government sectors.

As in Orange County, demand for apartments in the Inland Empire increased during 2011, but fell well short of 2010
levels. The region ended the year with 1,960 net move-ins, down 54 percent from the prior year. Southwest Riverside
logged the strongest relative increase in demand, with 560 net move-ins. The Outer Riverside and San Bernardino
submarket showed the weakest demand for the second year in a row, and was the only submarket to experience net
move-outs for 2011 (250).

Average effective rents increased by 3.4 percent, while same-store rents increased by 2.8 percent. At the end of 2011,
the average monthly rent stood at $1,069, or $1.22 per square foot. The Riverside/Corona submarket logged the
highest average rent growth at 5.8 percent. The Foothill area experienced the strongest same-store rent growth at 3.8
percent. The Inland Empire’s Outer Riverside/San Bernardino submarket was the only submarket in all of Southern
California to report a decline in either average or same-store rents; average rents fell 6.8 percents, while same-store
rents fell 0.4 percent.

Again, like Orange County, completions dropped substantially from 2010. After adding 2,068 units in 2010, the metro
area received only 657 new deliveries in 2011. But unlike Orange County, completions are expected to remain low in
2012. Just 450 new units are anticipated for completion across three submarkets: Southwest Riverside County, the
Foothill area and the Coachella Valley.



SAN Dieco CounTy

The unemployment rate fell to 8.9 percent from 10.1 percent during 2011, maintaining San Diego’s position of having
the second-lowest unemployment rate among Southern California Counties. After witnessing the creation of 5,200
jobs in 2010, the County gained another 11,700 in 2011. The Educational and Health Services, Professional and
Business Services, and Leisure and Hospitality sectors experienced the largest job gains, while the Local Government,
Manufacturing, and Financial Activities sectors posted the biggest losses.

San Diego County experienced positive demand for apartments for the third year in a row, logging 4,070 net move-
ins. This figure represents an increase of 19 percent over the 2010 level of net absorption.

Average rents grew by 4.3 percent to $1.53 per square foot. At the end of 2011, average monthly rents stood at
$1,377. Same-store rents rose by 2.8 percent. The strongest average rent increases were posted in the Intown/
Coronado and West San Diego submarkets (10.4 percent and 6.8 percent, respectively). West San Diego also posted
the strongest gain in same-store rents, with a 5.5 percent increase.

Completions logged in at 407 for 2011, down nearly 85 percent from 2010. Intown/Coronado, Chula Vista/Imperial
Beach, and Escondido were the only submarkets to receive new units. The pace of construction is expected to pick
up in 2012, with anticipated deliveries of 1,583 new units across six different submarkets. The Chula Vista/Imperial
Beach submarket, with 9.8 percent of the county’s total apartment stock, is expected to receive about 40 percent of
the new units.



2072 Forecast

MuLTtiFAMILY MARKET FORECAST

vacancy. Over the next year, we expect the trend to continue at varying paces across all four markets. From Q4
2012 to Q4 2013, we expect the improvements to slow and vacancy to creep up in some areas as the pace of
construction returns to more typical levels.

g Il four multifamily metro markets experienced a turnaround in 2011, with strongly increasing rents and declining

Los Angeles was the top performer in 2011 with an average rent increase of 6.2 percent. We anticipate that pace of
improvement to continue for 2012, but then slow for 2013. We expected the remaining three metro areas to log relatively
similar performance over the next year, with growth rates between 3 and 3.4 percent. In 2013, we expect Orange County
and San Diego to record another two percent rent growth; the Inland Empire will lag a bit behind. At the moment, Los
Angeles, Orange County, and the Inland Empire have vacancy rates between 0.5 and 1.5 percent above their historical
averages from 2002-2007, so under improving economic conditions, there is room for improvement in vacancy. San Diego
has already surpassed its average historical vacancy rate, so the opportunity for improvement is more limited, barring a
significant positive economic shock to the area

Overall, the future health of the multifamily market will be dependent upon several factors:

The employment picture. During the last half of 2011 and first months of 2012, the US as a whole witnessed
very strong job creation. Unfortunately, Southern California has not matched the pace of the US job creation as a
whole (relative to its size) and has, in fact, seen substantial job losses in the first months of 2012. The purchasing
power of households, as determined by their employment situation, will have a strong impact on multifamily rents
and will determine whether households choose to live with parents, live alone in an apartment, or double-up with
other households.

Home prices. Home affordability is still bleak in Orange County and San Diego, which bodes well for the
multifamily market in these areas. In areas such as the Inland Empire, however, high foreclosure rates have led
to price declines that now make purchasing a home an attractive option to well-capitalized renters. The recent
loosening of credit markets will encourage the transition to homeownership in affordable areas even more. Indeed,
housing transactions have risen in recent months. The question that remains is whether there will be enough of a
pipeline of young renters with new jobs coming into the market to fill the holes left by renters leaving apartments
for homeownership.

Shadow market inventory. Residential rental inventory grew tremendously during 2008 and 2009 when
homeowners looking to move found themselves unable to sell or unwilling to take a large hit to their equity. The
increase in competition put significant downward pressure on rents in traditional multifamily product. Going
forward, the impact of shadow market inventory is expected to be very different across the four metro areas
discussed in this report. In Orange County and San Diego, shadow market rentals are not expected to have much
impact on the multifamily market. The inventory is believed to be relatively small, and not competitively priced
versus traditional multifamily product. In the Inland Empire, shadow market inventory is believed to be a more
serious threat to the traditional multifamily market. It is also believed that speculators are buying up much of the
distressed inventory in the area and are attempting to rent the units out as they wait for home prices to improve. If
this is indeed the case, the shadow market may be putting significant downward pressure on rents and occupancy
in that area.

Constructionactivity. Completions took another tumble in 2011, due in part to deteriorating market fundamentals
in 2008-2009, and in part to the freezing of the market for construction loans. Orange County and San Diego took
the biggest hits to supply, witnessing declines in deliveries of 92 and 84 percent, respectively. These incredible
declines in supply will no doubt put upward pressure on rents and occupancy in the existing stock. In 2012,
however, the Irvine submarket is expected to receive 2,800 new units.  Sluggishness in the labor market could
spell trouble for lease-up of the newly constructed units, and raise vacancy significantly for that submarket, if
not Orange County as a whole. In the Inland Empire and San Diego County, most of the completions for 2011
and expected completions for 2012 are age- or income-restricted developments, so we could see some upward
movement in those areas’ market-rate, non-age-restricted product.



Rising Oil Prices. Oil/gasoline prices have risen sharply over the last several months, and with no end in sight
to the political turmoil in the Middle East, the upward trend is likely to continue. Rising gasoline prices should
generate higher demand for multifamily product closer to the economic centers of Southern California. Farther-
flung submarkets such as the Antelope Valley of Los Angeles or Outer Riverside/San Bernardino may see declining
rents as residents move closer to their workplaces and attempt to lessen the cost of their commute.

In summary, the interplay of these five factors will guide the future path of rents and vacancies. If
Southern California follows the path of the nation as a whole in its macroeconomic recovery, we
should continue to see strong performance in the multifamily sector. Should the area witness a
hiccup in employment, or a sharp increase in supply in the next two years, or even more attractive
conditions for homebuying, the metro markets could take a significantly different turn.

A NoTe oN CONFIDENCE INTERVALS

For the second year in a row, the Casden Forecast is reporting 95 percent confidence intervals on
our forecast estimates. These intervals, depicted in the forecast graphs by black lines, represent
the upper and lower bounds between which the “true” rent or vacancy rate is likely to fall with
95 percent probability. As the reader will observe, the confidence intervals are relatively narrow
for Q1 and Q2 2012 and get wider as we move further into the future. In other words, accurately
predicting the next quarter or two of rent is relatively easy; predicting beyond that with much
precision is difficult. So even though we can rank the four metro areas in terms of the trends in
the actual forecast estimates, the true realization may paint a very different picture.
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ForecasT AVERAGE RENTS FOR Los ANGELES
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THE POSITIVES

. Renters have been moving out of shadow
market inventory and back into traditional
multifamily product. Although much of this
has been by necessity -- due to foreclosures or
sales of the shadow market properties -- many
households simply have discovered that they
prefer the amenities and lifestyle associated
with living in traditional multifamily units. This
trend is expected to continue through 2012.

. Completions were down 53 percent from
2011, to 2,483 units, and completions are
expected to remain at that level for 2012. Only
32 of the units under construction are part of
condominium re-positioning projects.

THE NEGATIVES

. Per MPF Research, 35,000 to 40,000 jobs are
expected to be created in 2012, but at the
moment, the County has a large hole to dig
itself out of based on the job losses already
incurred in the first months of 2012.

. Home prices continue to fall and transactions
are up. As a result, the Los Angeles County
multifamily market may lose its most
creditworthy renters to home purchases.

OTHER NOTES

The Intown submarket is expected to see the largest
growth in supply at 0.5 percent. Hollywood is expected
to come in second, with 0.4 percent growth in supply.
The anticipated growth in supply for the metro area as
a whole is 0.2 percent.
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WHAT THE ECONOMETRIC MODEL PREDICTS

Our econometric modeling techniques report an increase in average rents of about 7.9 percent for 2012, and total
growth of 9.6 percent through the end of 2013. Rents are expected to finish 2012 around $2.00 per square foot
and 2013 around $2.04 per square foot. During 2012, vacancy could rise as much as 0.7 percentage points, and rise
further in 2013 as rent growth slows.

Our “TAKE”

Although in the historical rent and vacancy series for Los Angeles, we do witness short periods of simultaneous rent
and vacancy growth, such simultaneous upward movement is not sustainable in the long run. It should be noted
that the average rents presented in the trends attempt to represent landlords’ current rent structure (incorporating
concessions) and exclude the impact of leases signed in previous quarters, so we should not see much of a lag between
increases in vacancy and downward adjustment of rents. In the end, much will depend upon the employment picture
and completions over the next two years. Completions will remain low relative to historic norms, keeping rents
supported, but the benefits could get eaten away by a sluggish job picture. Although the rest of the nation has been
generating jobs at a pre-recession pace, Los Angeles County has already recorded 20,000 seasonally-adjusted job
losses in the first two months of 2012. With vacancy at 0.8 percentage points above the 2002-2007 average, there
is room for improvement under stable-to-positive economic conditions, but the local economic picture is not looking
good at the moment.
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ForecasT AVERAGE RENTS FOR ORANGE COUNTY
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THE POSITIVES

Home prices are the least affordable in
Southern California by a wide margin. Any
decline in home prices should not have much
of an impact on multifamily demand or rents,
at least in the short run.

Shadow market competition is believed to be
low and will remain so for the coming year.

THE NEGATIVES

According to MPF Research, the area is
expected to see the creation of 20,000 to
25,000 new jobs in 2012, but like Los Angeles,
the County has started out the year in negative
territory.

Nearly 3,000 new units are expected to be
delivered to the Orange County market in
2012 (a ten-fold increase over 2011), but
these units are confined almost entirely to the
Irvine submarket. Only Irvine (or “competitor”
submarkets) should see an impact from these
deliveries.

OTHER NOTES

Irvine is expected to see the largest growth in supply
among submarkets, with expansion of 7.3 percent.
The metro level stock is expected to increase by 1.3
percent overall.
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WHAT THE ECONOMETRIC MODEL PREDICTS

Our econometric modeling techniques report an increase in average rents of about 3.3 percent for 2012, and total
growth of 5.1 percent through the end of 2013. Rents are expected to finish 2012 around $1.78 per square foot and
2013 around $1.83 per square foot. Vacancy is expected to remain relatively stable during this time.

OuRr “TAKE”

Orange County vacancy stands at about 0.4 percentage points above its historical average from 2002-2007, indicating
room for improvement in vacancy under positive economic conditions. Like Los Angeles, the two biggest factors
influencing the multifamily market are likely to be construction completions and employment growth. After a record-
low year for completions, the multifamily stock is expected to increase substantially in 2012. Out of the 2883 units
scheduled for completion in 2012, 1677 of these are expected to come on line simultaneously in October in Irvine
Communities’ Cypress Village. It would be quite surprising if this bump in supply did not generate a rise in vacancy
around the time of completion even in the best of economic conditions. In the first eight months of the year, only
333 units are expected to come online, which bodes well for rents and vacancy rates in the county during that period.
On the economic front, Orange County has also seen seasonally-adjusted job losses in the first two months of 2012 -
fewer than Los Angeles, though, on an absolute and relative basis. If the employment picture does not turn around in
the next two-to-three months, we should expect rising vacancy and much slower growth in rents.
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THE POSITIVES

° Completions are expected to fall for the
second year in a row, to about 22 percent of
their 2010 level

° All of the expected completions are age- or
income-restricted projects, which cater well
to the economic struggles of the area. No
completions of market-rate product will help
support rents and occupancy in that product

type.

THE NEGATIVES

° Per MPF Research, the area is expected to
add 10,000 to 15,000 new jobs in 2012. But
job creation in 2012 is currently behind the
pace predicted by labor economists.

° Home prices are down slightly for 2011
and remain the most affordable in Southern
California by a large margin. Improvements in
the job picture could tip the scales in favor of
purchasing a home rather than continuing to
rent.

° Many of the homes sold in 2008-2010 went
to investors who have put them back into the
shadow-market rental pool while they wait for
home prices to improve.

OTHER NOTES

The Southwest Riverside Submarket is expected to see
the largest relative increase in supply, with expansion
of 0.7 percent. The metro market as a whole is
anticipating a 0.3 percent increase in supply.
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WHAT THE ECONOMETRIC MODEL PREDICTS

Our econometric modeling techniques report an increase in average rents of about 3.0 percent in 2012 and 3.8
percent total through the end of 2013. Rents are expected to finish 2012 around $1.26 per square foot and 2013
around $1.27 per square foot. Vacancy is expected to fall initially, and then rise by as much as 1.2 percentage points
as rent growth begins to slow.

OuRr “TAKE”

The Inland Empire, which was decimated by the economic downturn, remains the weakest market in terms of current
rent and vacancy conditions, as well as expected future performance. With a vacancy rate at 1.3 percentage points
above its historic 2002-2007 average, the area shows great opportunity for improvement under the right conditions.
Unlike the other metro markets, the movement of home prices and shadow market inventory are expected to have
a major impact on traditional multifamily vacancy and rents. With the housing market so slow to recover, investors
in distressed housing have finally resorted to renting out their units in an attempt to generate cash flow. The longer
it takes for housing prices to bounce back, the longer the shadow market inventory will play a negative role in the
traditional multifamily market. On the construction side, the Inland Empire is the only metro market expecting a
significant decline in completions for 2012. The 450 units expected for delivery represent a decline of 32 percent
from 2011. The region has typically been a popular location for builders, and annual deliveries between 2002 and
2010 have averaged around 2800 units. The slow growth in supply should lead to a drop in vacancy, all else equal.
On the employment side, the area has witnessed the creation of about 900 jobs in the first two months of 2012 on
a seasonally-adjusted basis. While certainly better than the performance of Los Angeles and Orange County, this
figure is off a bit from what labor economists have predicted in annual employment growth for the region. Overall,
we expect rents to behave as our model predicts. The vacancy rate should exhibit steady improvement if job creation
meets economists’ predictions.
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THE POSITIVES

Completions will increase four-fold over 2011,
but will remain about one-third below historic
annual averages. Chula Vista/Imperial Beach
submarket (for the second year in a row) is
expected to receive the bulk of the 1,583
units expected for delivery, due to the behind-
schedule completion of Greenfield Village's
Garden Communities project.

Home affordability is the second lowest in
Southern California, keeping renters out of
the homebuying market.

Competition from shadow-market supply is
low.

THE NEGATIVES

Per MPF Research, the San Diego submarket
is expected to add 20,000 to 25,000 jobs in
2012, but like all of the other metro markets,
it has already witnessed job losses in the first
months of the year.

OTHER NOTES

Chula Vista/Imperial Beachis expecting growth
in supply of 2.4 percent, which is significantly
greater than the 0.6 percent growth in supply
at the metro level.
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WHAT THE ECONOMETRIC MODEL PREDICTS:

Our econometric modeling techniques report an increase in average rents of about 3.4 percent in 2012 and 5.2
percent total through the end of 2013. Rents are expected to finish 2012 around $1.64 per square foot and 2013
around $1.67 per square foot. Vacancy is expected to fall initially, and then rise by as much as 1.4 percentage points
as rent growth begins to slow.

OuRr “TAKE”

The San Diego area is the only metro market with a vacancy rate below its historic average for 2002-2007, leaving little
room for improvement except under very strong economic conditions. Like Orange County, completions are expected
to rebound in 2012, but only to about two-thirds the annual average level from 2002-2010. Although economists
expect the addition of 20,000 to 25,000 jobs in 2012, the area is already showing losses of 1900 nonfarm jobs on
a seasonally-adjusted basis. One additional factor to consider that is unique to the San Diego market is the housing
demand of military families. Although San Diego County is home to one percent of the US population, it is home
to eight percent of the nation’s military personnel. About 70 percent of military personnel participate in the Basic
Allowance for Housing (BAH) program, which offers an allowance (based on local housing costs) for living in local,
non-government housing. Cuts in the BAH, or cuts to defense spending more generally, will no doubt have a strong
impact on the San Diego multifamily market.
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