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oy 1o, ECONOMIC OVERVIEW

Chg Forecast Between May 2022 and May 2023, nonfarm employmentin Orange County (OC) grew by 45,600 jobs, representing a year-over-year

0 (YQY) increase of2.7%. The trade, transportationand utilities sector fueled job growth, adding 6,800 jobs (+2.7% YOY), followed by

2.1 /0 A A the manufacturing sector with a gain 0of2,800 jobs (+1.8% YQY). The monthlyunemploymentrate in OC increased from 2.7% in the

Vacancy Rate previous yearto 3.2%, aligning with the Q2 2023 average of 3.2%." The 272,300 nonfarm jobs lostbetween March and May 2020 at
the onsetofthe pandemic have been fullyrecovered as of May 2023. Since June 2020, OC has added 305,000 jobs. Looking ahead,

_579 1K A v allemploymentsectorsin OC are projected to experience growth. Combined, these sectors are expected to grow at a rate of 2.5% in

» 2023 and 0.9% in 2024, surpassing the five-year historical average of0.6%. The unemploymentrate is also forecasted to increase

Net Absorption, SF slightlyfrom 2.7% in 2023 to 3.0% in 2024, remaining below the five-year historical average of4.8%.2

Through May 2023, the Port of Los Angeles and the Port of Long Beach accounted for 3.2 million Twenty-Foot Equivalent Units
(TEUs) combined ofloaded imports, a 27.2% drop YOY.2 Part of the decline inimports can be attributed to the ILWU-PMA labor
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Asking Rent, PSF contractnegotiations. Once the tentative agreementis ratified, there maybe a return of diverted TEU volume to the ports. Until then,
, uncertaintyand the threatof stoppages will continue to loom over the San Pedro Ports. Advance estimates of U.S. retail and food
Overall, Net Asking Rent services sales for May 2023 were $686.6 billion, up 0.3% from the previous month and up 1.6% YOY. E-commerce sales totaled

$272.6 billion, anincrease of 3.0% quarter-over-quarter (Q0OQ) and 7.8% YOY, with the e-commerce share oftotal retail sales
declining from its peak 0f 16.5% in Q22020 to 15.1% in Q1 2023.* Consumer spending habits mayshiftdownwardas economic

ECONOMIC INDICATORS uncertaintyimpacts the broaderregion and nation.

Q2 2023
YoY 12-Mo. SUPPLY AND DEMAND
Chg Forecast The overall vacancy rate in the OC industrial marketincreased forthe second consecutive quarter, rising by40 basis points (bps)
1 7M quarter-over-quarter (Q0OQ) and 80 bps YOY to 2.1%. This was the firsttime in 11 quarters in which the overall vacancy rate
Orange County A A exceeded 2.0%, dating back to the heightofthe COVID-19 pandemicin 2020. In Q2 2023, tenants returned a total of 579,106 square
Employment feet (sf)to the market. This was the highestnegative quarterlyamountsince Q1 2020, indicating a softening in demand forindustrial
space. The largestvacancyof the quarter was attributed to Cloud Mountain Inc., which filed for Chapter 11 bankruptcyand vacated
3 20/ 246,622 sfin Santa Ana, located in the Greater Airport Area. This example highlights the impactof significantoccupiers on the
0 A — market's vacancyrate. Tenants occupying less than 100,000 sfvacated almostthe sameamountofsquare footage as tenants
Orange County greaterthan 100,000 sf,indicating thatoccupancylosses weredriven by companies ofall sizes. Also contributing to the increase in
Unemployment Rate the vacancy rate were vacant construction completions. The OC industrial marketregistered 611,157 sfof construction completions in
Q2 2023, of which 83.7% or511,519 sfwas delivered vacant.
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In Q2 2023, 2.5 million square feet(msf) ofavailable space was addedto the marketfrom the previous quarter,
bringing the total available spaceto 8.4 msf. Most of the added space (2.2 msf)was on adirectbasis, while the
remainder was added for sublease. The amountofsublease space available atthe end of Q2 2023 was justover 1.9
msf,whichis 1.5 msfmore than a year ago (+330% YOY).

New leasing activitycontinued to slowin Q2 2023, with justunder 1.5 msfleased during the quarter. This represents a
2.4% decrease QOQand a significantdrop 0f43.8% YOY. At mid-year2023,YTD leasing reached its lowestlevel in
five years, totaling justunder 3.0 msf. While new leasing activitydeclined, there was anincrease in renewal activity.
The three largestleases ofthe quarter were renewals, resulting in a 153% increase in QOQ renewal activity. The North
County market, which normallydrives leasing activityin OC, experienced the largestdecrease in new leasing activity,
down 38.7% QOQ. With an inventory of 109.5 msf, North County recorded the lowestamountof new leasing activity
compared to other OC markets, totaling just 349,018 sf.

PRICING

After the firstrent decrease in nine quarters during Q1, rents recovered throughout the second quarter. The overall
average asking rate in OC increased to $1.71 per square foot (psf) per month on a triple netbasis. This represented a
QOQ increase of $0.15 psfor 9.6% and a YOY increase of $0.22 psfor 14.8%. In 2023, 2.4 msfofnew construction
was added to the market—the highestlevel on record —leading to a notable increase in average rent. Forwarehouse
and distributionbuildings, which make up the majorityofindustrial inventoryin OC, the average asking rate rose by
$0.32 psfor20.9% QOQ, jumpingfrom $1.52t0 $1.84 psf. This is also a $0.31 increase from a yearago (+20.9%
YQY). Thelargeincreaseinthe askingrentoverthe pastquarteris due to a combination of expensive space
becoming available as well as new construction delivering vacant.

FUTURE INVENTORY

At the end of Q2 2023, there were 17 buildings under construction in OC, totaling justunder 1.9 msf. All these
buildings are being constructed on a speculative basis with onlyone building pre-leasedso far, bringing the overall pre-
leasingrate to 5.1%. However, as the completionofthese buildings draws nearer, itis expected thatmore pre-leasing
activity will occur.

SALES ACTIVITY

Sales activity continued to slow in Q2 2023, dropping 60% QOQand 68% YOY to $185 million. Consequently, the
average price psfdecreased 3% QOQ butstayed close to even YOY only dropping $1, from $330 to $329 psfin Q2
2023.The average capitalization rate increased by 30 bps QOQ and 100 bps YOY to 4.7%.# The interestrate hikes
from the Federal Reserve and continuing economic uncertaintyhave had a material impacton sales volume.

OUTLOOK

» The fact that the ILWU and the PMA have reached a tentative agreementis indeed a positive development
in the ongoing negotiations betweenthe two unions. Ifapproved, the return of some TEU volume thatwas
diverted to other ports overthe pastyear can benefitthe OC industrial marketas demand byoccupiers who
wantto be port-proximate could once again increase.

* As more space comesto the marketand new productsits vacant, it is probable thatthe vacancy rate
continues to climb. This in turn mayfinallyhave a cooling effecton the growth of the average industrial
rental rate which would come as areliefto tenants who have witnessed eye-popping rentincreases over
the pastfew years.
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MARKET STATISTICS

MVENTORY | SUBLET DIRECTVIOMT OMEMEY  ofemiitr i miny UNDERCHSTR (T2 SOUSTE, ACEICEASING AICRACEASND AIRICE Mo
RATE ABSORPTION (SF) (SF) (SF) (MFG) (W/D) (ALL TYPES)*
North County 109,521,560 926,194 2,034,273 2.7% -530,217 -15,047 328,471 1,949,678 $1.77 $1.89 $1.77
West County 38,728,121 84,385 581,105 1.7% 147,559 349,227 584,809 331,601 $1.66 $1.58 $1.62
Greater Airport Area 72,015,269 20,508 1,169,018 1.7% -280,978 -440,815 706,215 0 $1.57 $1.75 $1.63
South County 35,279,460 198,654 468,167 1.9% 84,530 -32,026 230,503 99,638 $1.72 $1.51 $1.67
R&D 22,329,034 184,081 778,163 4.3% -34,679 -209,598 0 0 N/A N/A $1.56
MFG 86,250,737 93,874 1,308,253 1.6% -276,636 -625,337 0 0 $1.66 N/A $1.66
FLEX 17,818,627 1,494 394,182 2.2% -39,110 105,587 0 0 N/A N/A $1.65
W/D 129,146,012 950,292 1,771,965 2.1% -228,681 590,687 1,849,998 2,380,917 N/A $1.84 $1.84
255,544,410 1,229,741 4,252,563 -579,106 -138,661 1,849,998 2,380,917
*Rental rates reflect weightedtriple net asking $psf/month. **Renewals notincludedin leasing statistics. Flex/R&D, MFG = Manufacturing, W/D = Warehouse/Distribution
KEY LEASE TRANSACTIONS Q2 2023
PROPERTY SUBMARKET TENANT SF TYPE
3310-3320 Miraloma Av e. North County Bunzl Distribution 319,174 Renewal**
566 N. Gilbert St. North County Cargill Inc. 301,470 Renewal**
3454 Miraloma Av e. North County Freeman Expositions 300,000 Renewal**
12821 Knott St. West County Harbinger Motors, Inc 165,171 Direct
5665 Corporate Ave. West County Bar Bakers 159,943 Direct
KEY SALES TRANSACTIONS Q2 2023
PROPERTY SUBMARKET SELLER / BUYER SF PRICE/ $ PSF
1400 Allec St. North County Bixby Land Company / LaSalle 121,225 $28.2M/ $232
1340-1400 State College Bivd. North County JP Morgan / Dalf en Industrial 102,800 $37.3M/ $363
2000 Winston Rd. North County JP Morgan / Dalf en Industrial 80,000 $27.7M/ $346
650 Freedom Ave. North County Vu Family Trust/ AlemiProperties 30,863 $12.0M/ $387
1820 S. Santa Fe St. Greater Airport Area Limpus Prints / STSU LLC 19,152 $7.1M/ $371
KEY PROJECTS UNDER CONSTRUCTION Q2 2023
PROPERTY SUBMARKET MAJOR TENANT SF OWNER
LogistiCenter at 55 Greater Airport Area N/A 178,094 Dermody Properties
LBA Logistics Center North County N/A 165,850 LBA Realty
Prologis West Orange Counter Logistics Center West County N/A 149,335 Prologis

Sources:: 'www.bls.gov Anaheim-Santa-Ana-Irvine Metropolitan Division 2Moody’s Analytics economy.com Forecast for Anaheim-Santa-Ana-Irvine Metropolitan Division last updated on 2/21/23. 3Port of Long Beach. 4RCA.
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V=D Cushman & Wakefield (NYSE: CWK) is a leading global
commercial real estate servicesfirm for property ownersand
PACIFIC OCEAN n occupierswith approximately 52,000 employeesin
LAGNAGILS) approximately 400 officesand 60 countries. In 2022, the firm
reported revenue of $10.1 billion acrossitscore services of

property, facilitiesand project management, leasing, capital
markets, and valuationand other services. It also receives
numerousindustry and business accoladesforitsaward-
winning culture and commitment to Diversity, Equity and
Inclusion (DEI), Environmental, Social and Governance (ESG)
and more. Foradditionalinformation, visit
www.cushmanwakefield.com.
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