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355 South Grand Avenue, Suite 1200
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January 19, 2009

Dana Whitmer

Vice President

Sares Regis Group
18802 Bardeen Avenue
Irvine, CA 92612

Re: Economic Viability of Agriculture in the West Inland Empire
Dear Mr. Whitmer:

Per your request CBRE Consulting has examined the economic and market trends
affecting agriculture operations throughout California, with particular attention to the
specific challenges relative to the communities of Chino and Ontario in the western
Inland Empire.

Founded in 1978 as Sedway Group, CBRE Consulting is a nationally recognized full-
service real estate and urban economics -consulting firm with offices in Los Angeles and
San Francisco. CBRE brings a multi-disciplined approach to property evaluation of all
major land use types. CBRE specializes in real estate market analysis, economic
development studies for residential, commercial and industrial projects throughout
California and the western United States.

BACKGROUND

The Inland Empire once held the largest concentration of dairies in the world, with most
of them in the Chino/Ontario basin. This region is now facing tremendous urbanization
and development pressures. According to the San Bernardino County General Plan, the
agricultural land is continually declining. According to the State of California, Department
of Conservation, the County lost 47,000 cares of farmland from 1990 through 2002.
Riverside County lost 50,000 acres in prime farmland over the same period.

For this analysis, CBRE performed an extensive internet/literature search relative to the
economics of agricultural and dairy farming to understand the economic and other
challenges to continued agriculture uses in the Inland Empire. CBRE also gathered
relevant demographic, real estate and other economic data to illustrate historic and
projected land use trends near Chino and the western Inland Empire.

There are many factors which demonstrate the infeasibility of agriculture production in
Western nland Empire, resulting in many dairy operators moving to Kern County.
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e Urbanization in the Inland Empire, resulting in dramatically increasing land
prices,

e Higher water and labor costs;

¢ Environmental regulation (insects, odors, ground water contamination and solid
waste removal) and,

« Competition from Kern County and the Central Valley with lower land costs and
reduced regulations

1. Increasing Land Values
Due to competing land uses, land prices have increased dramatically in the area in
excess of $300,000 per acre, it has become more profitable for farmers to sell their
land for a premium and relocate to a different area. The adoption of the Ontario
Sphere of Influence General Plan in 1998, which provided for significant residential
and commercial development, encouraged the farmers to sell their land and relocate.

2. Conflicts between Urban Neighbors and Dairy Farms
The proximity of agriculture and urban development in the Inland Empire region bring
with it many conflicts. There is an increase in the land use incompatibility with
nuisance complaints from the urban neighbors regarding flies, farm odors, early
morning noise, and also water and air pollution. The farmers also face pressures due
to increased water and land-use restrictions.

3. Increasingly Stringent Environmental Regulations
The Region 8 Water Board, which encompasses Chino/Ontario, was among the first
to develop environmental regulations to control dairy operations, with increasing
restrictions imposed in 1994, 1999 and 2004, as the proximity of urban
neighborhoods, contamination of ground water and air pollution started raised more
concerms.

4. Competition from Central Valley
The dairy farmers in the Chino basin face stiff competition from the farmers in the
Central Valley because of “high operating costs, including high feed costs and the
cost of manure disposal” (Ontario Sphere of Influence General Plan, which is hereby
incorporated by reference).

A study published in Agriculture and Resource Economics Review in 2008
demonstrated the effect of environmental regulations over time and the growth in
dairy industries, attributed to the cheap land and relatively weak regulations in the
Central Valley.

According to CDFA, milk production has declined by 55 percent in San Bernardino
County between 2003 and 2007, while production increased by 88 percent in Kemn
County.

Figures 1 and 2 on the following page show trends in the number of milk cows in the
Central Valley (Region 5) as compared to the loss in Region 8 from 1980 to 2008.



January 19, 2009
Page 3

CB RICHARD ELLIS

Figure: 1

Milk Cows in Counties of Region 5 Central Valley
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Figure: 2

Milk Cows in Region 8 ~ Inland Empire

el a il
St e A LA

SEKT RN

), G

<1 B i di

3
= 309,00
&
z
el e Bvi o} Hesior £ adienys e
& Brkgeast s wa vy . Hegson & IR Soien £ dairis pat e s
- > raguirements ar & SRTS Frgion & dairis sakje
3 Tairles i ST AT BT Ll st ity
S sdaris
E pLLARY ] LOUPEHFOm I vegubttlon
&= s g
‘,.mw....,-..--—v" inteinl ; “--..‘“ JUN
£95°) (K B -
LR e : * i,
; ¢l
; g PTE T i 4 g, i Sl
YT : P e s o
P -
P,
gy
.Gy - .
i ‘ :
i ! /
I3 | . f H
82 1988 VERY O 1WEY O IGAd 10SH 19 (0D QO0R 2006 2004 200E

Source: Steeninger and Hogle, 2008




Page 4

January 19, 2009 c R

CB RICHARD ELLIS

The Central Valley farmers also face few development pressures as compared to the
Chino area and they benefit from diverse farm economy, which is no longer present
in the Chino basin. For example, the farmers use dairy waste to fertilize their own
crops or of the neighbors. They also use agricultural waste from neighboring farms
as feed. This reduces their waste disposal and feed costs.

Operating Costs

According to the CDFA, production costs in dairy industry have risen by 50 percent
since 2002 in California, putting more pressure on dairy farmers to cut other costs.
Figure 3 below shows the growth in cost of production per CWT from 2002 to 3
quarter 2008.

Figure 3
Cost of Production in the California Dairy Industry
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Labor Costs

There is a shortage of labor in the dairy industry. Many agricultural workers are
fooking for higher paying jobs in non-agricultural industries according to the CDFA,
which makes it difficult for the dairy farmers to compete for labor and leads to
increased labor costs.

The issue of immigration and compliance also leads to labor problems. As shown in
Figure 4 there is significant difference in labor costs in the different milk-producing
regions of California. In the chart, South Valley represents the counties of the
Central Valley composed of Fresno, Kings, Tulare and Kern County. Overall labor
costs are 25 percent higher in the Southern California region as compared to the
statewide average.
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Figure 4 — Labor Costs, 2007

North North South
Labor Costs Coast Valley Valley

2007 Sate
Average

Per Hired Milker

Hourly Cash Wage $8.77  $10.29 $9.82

Hourly Perquisites (1) 1.84 2,24 0.95

Hourly Wage (2) 12.53 14.60 12.67
Per Hired Labor

Hourly Cash Wage 8.87 10.88 11.36

Hourly Perquisites (1) 1.58 2.49 1.44

Hourly Wage (2) 12.40 15.56 14.94
Per All Hired

Hourly Cash Wage 8.81 10.55 10.37

Hourly Wage (2) 12.48 15.03 13.48

(1) Indludes Fair Market Value Far Housing Supplied By Employer, Health Insurance, Meat, EHc.
(2) Incudes Cash Wages, Perguisites, and Employment Taxes Paid by Employer

Source: Cost of production, 2007, California Department of Food and Agriculture (CDFA)

Water and Feed Costs

The San Bernardino County General Plan indicates that increasing cost of water is
another reason for the conversion of agricultural land into other uses. Dairying itself
does not need as much water, but increasing cost and lower supply of water affects
the feed supply for dairy. Dairy producers rely on alfalfa produced in the state as the
source for their feed supply. If production of alfalfa is curtailed, the dairy farmers will
incur high costs in getting the feed from outside the area.

Waste Disposal Costs

It is estimated that the cows in Chino corrals’ produce 500,000 tons of manure every
year. With nearby farmland, encroached by urbanization, the cost of waste disposal
increases, as distances to where the waste can be disposed increases, as well as
the frequency of disposal that is required. As a result many farmers need to hire
professional corral cleaners, which increases costs by up to $560,000 a year.

Commiercial/industrial and Residential Development Trends

With historic growth in .commercial/industrial/residential demand throughout southern
California over the past 50 years, there has been a consistent growth in residential and
commercial/industrial development activity on former agricuitural lands throughout
Orange County, Los Angeles County and more recently into Riverside and San
Bernardino County. Since 1990, the Inland Empire has seen population growth of over
1.5 million people, and it is projected to add another 75,000 people each year over the
coming decade. In the City of Chino, there have been almost 4,000 new housing units

! An enclosure for confining livestock
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built since 2000, with median housing prices tripling by 2007 (still more than doubling
after the dramatic 2008 market declines).

Industrial development in the West Inland Empire region has seen similar growth with
inventory increasing by 40 percent, or 75 million square feet since 2000. In Chino the
growth has been over 50 percent, with 13 million square feet built in past eight years.

As a result of these trends, average land prices in the Inland Empire have increased to
over $300,000 per acre, which compares to Kern County land values of less than
$50,000 per acre

See Appendix Exhibits A-1 through A-6 for detailed trends in Chino/inland Empire
population, employment, residential building permits, home prices, industrial markets and
land prices. Exhibit A-7 illustrates land sales in Kern County over the past three years.

Conclusion

Agriculture is being been significantly impacted by numerous economic, political and
regulatory factors. As a result over 100,000 acres of farmland has been taken out of
service since 1990 and is being redeveloped for residential, commercial and industrial
uses. With massively lower land costs and less regulation, dairy operators have been
steadily moving out of the Inland Empire towards Central Valley, Barstow and Kern
County.

Continued agricultural operations are not financially feasible in western San Bernardino
County. Agricultural operations of all types will continue to decline as a result of the
economic forces at work impacting land owners. Agricultural operator's business
decisions to cease production in western San Bernardino County will continue to occur
regardless of land use decisions made by local agencies. In other words, land
designated for agricultural use has little impact on the continued declining agricultural
trends in western San Bernardino County.

Respectfully submitted,

Thomas R. Jirovsky
Senior Managing Director

Attachment
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CBRE CONSULTING

355 South Grand Avenue, Suite 1200
Los Angeles, CA 90071-1549

T 213 613 3750
F 213 613 3780
www.cbre.com

March 18, 2009

Matt Englhard

Regional Development Officer
First Industrial Realty Trust, Inc.
114 Pacifica, Suite 220

Irvine, CA 92618

Re: Economic Viability of Agriculture in the East inland Empire
Dear Mr. Englhard:

Per your request CBRE Consulting has examined the economic and market trends
affecting agriculture operations throughout California, with particular attention to the
specific challenges relative to the communities of Perris and Sun City in eastern
Riverside County area of the Inland Empire.

Founded in 1978 as Sedway Group, CBRE Consulting is a nationally recognized full-
service real estate and urban economics consulting firm with offices in Los Angeles and
San Francisco. CBRE brings a multi-disciplined approach to property evaluation of all
major land use types. CBRE specializes in real estate market analysis, economic
development studies for residential, commercial and industrial projects throughout
California and the western United States.

BACKGROUND

The Inland Empire once held the largest concentration of dairies and supporting
agriculture (e.g., alfalfa farming) in the world. This region is now facing tremendous
urbanization and development pressures. The agricultural land is continually declining in
the Inland Empire. According to the State of California, Department of Conservation,
Riverside County lost 50,000 acres of farmland from 1990 through 2002. San
Bernardino County lost 47,000 acres in prime farmiand over the same period.

For this analysis, CBRE performed an extensive internet/literature search relative to the
economics of agricultural and dairy farming to understand the economic and other
challenges to continued agriculture uses in the Inland Empire. CBRE also gathered
relevant demographic, real estate and other economic data to illustrate historic and
projected land use trends near Perris and the eastern Infand Empire.

There are many factors which demonstrate the infeasibility of agriculture production in

Eastern Inland Empire, resulting in many dairy operators and supporting agricultural
operations moving to Kern County.
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e Urbanization in the Inland Empire, resulting in dramatically increasing land
prices,

e Higher water and labor costs;

¢ Environmental regulation (insects, odors, ground water contamination and solid
waste removal) and,

e Competition from Kern County and the Central Valley with lower Iand costs and
reduced regulations

1. Increasing Land Values
Due to competing land uses, land prices have increased dramatically in the area in
excess of $250,000 per acre. It has become more profitable for farmers to sell their
land for a premium and relocate to a different area. The adoption of various General
Plans in the Inland Empire emphasizing significant residential and commercial
development have also encouraged the farmers to sell their land and relocate.

2. Conflicts between Urban Neighbors and Dairy Farms
The proximity of agriculture and urban development in the Inland Empire region bring
with it many conflicts. There is an increase in the land use incompatibility with
nuisance complaints from the urban neighbors regarding flies, farm odors, early
moming noise, and also water and air potlution. The farmers also face pressures due
to increased water and land-use restrictions.

3. Increasingly Stringent Environmental Regulations
The Region 8 Water Board, which encompasses Perris, was among the first to
develop environmental regulations to control dairy operations, with increasing
restrictions imposed in 1994, 1999 and 2004, as the proximity of urban
neighborhoods, contamination of ground water and air pollution started raised more
concems.

4. Competition from Central Valley
The dairy farmers in the Inland Empire face stiff competition from the farmers in the
Central Valley because of high operating costs, including high feed costs and the
cost of manure disposal.

A study published in Agriculture and Resource Economics Review in 2008
demonstrated the effect of environmental regulations over time and the growth in
dairy industries, attributed to the cheap land and relatively weak regulations in the
Central Valley.

According to CDFA, milk production has declined by approximately 45 percent in
Riverside County between 2002 and 2007, while production increased by 88 percent
in Kern County.

Figures 1 and 2 on the following page show trends in the number of milk cows in the
Central Valley (Region 5) as compared to the loss in Region 8 from 1980 to 2008.
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Figure: 1
Milk Cows in Counties of Region 5 Central Valley
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Source: Steeringer and Hogle, 2008

Figure: 2
Milk Cows in Region 8 — Inland Empire
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The Central Valley farmers also face few development pressures as compared to the
Inland Empire and they benefit from diverse farm economy. For example, the
farmers use dairy waste to fertilize their own crops or of the neighbors. They also use
agricultural waste from neighboring farms as feed. This reduces their waste disposal
and feed costs.

5. Operating Costs

According to the CDFA, production costs in dairy industry have risen by 50 percent
since 2002 in California, putting more pressure on dairy farmers to cut other costs.
Figure 3 below shows the growth in cost of production per CWT from 2002 to 3™
quarter 2008.

Figure 3 ‘
Cost of Production in the California Dairy Industry

California Statewide Cost of Production
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Source: California Department of Food and Agriculture, 2008

Labor Costs

There is a shortage of labor in the dairy industry. Many agricultural workers are
looking for higher paying jobs in non-agricultural industries according to the CDFA,
which makes it difficult for the dairy farmers to compete for labor and leads to
increased labor costs.

The issue of immigration and compliance also leads to labor problems. As shown in
Figure 4 there is significant difference in labor costs in the different milk-producing
regions of California. In the chart, South Valley represents the counties of the
Central Valley composed of Fresno, Kings, Tulare and Kem County. Overall labor
costs are 25 percent higher in the Southern California region as compared to the
statewide average.
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Figure 4 — Labor Costs, 2007
North North South : 1 2007 State
Labor Costs Coast Valley Valley 3 Average
Per Hired Milker
Hourly Cash Wage $8.77  $10.29 $9.82 $10.02
Hourly Perquisites (1) 1.84 2.24 0.95 1.40
Hourly Wage (2) 12.53 14.60 12.67 13.40
Per Hired Labor
Hourly Cash Wage 8.87 10.88 11.36 11.18
Hourly Perquisites (1) 1.58 2.49 1.44 1.86
Hourly Wage (2) 12.40 15.56 14.94 15.21
Per All Hired g
Hourly Cash Wage 8.81 10.55 10.37 % 10.47
14.10

Hourly Wage (2) 12.48 1503  13.48 |

(1) Includes Fair Market Value For Housing Supplied By Employer, Health Insurance, Meat, Hc.
(2) Includes Cash Wages, Perquisites, and Employment Taxes Paid by Employer

Source: Cost of production, 2007, California Department of Food and Agriculture (CDFA)

Water and Feed Costs

Increasing cost of water is another reason for the conversion of agricultural land into
other uses. Dairying itself does not need as much water, but increasing cost and lower
supply of water affects the feed supply for dairy. Dairy producers rely on alfalfa produced
in the state as the source for their feed supply. If production of alfalfa is curtailed, the
dairy farmers will incur high costs in getting the feed from outside the area.

Waste Disposal Costs

The livestock at dairy farms produce significant tonnage of manure every year. With
nearby farmland, encroached by urbanization, the cost of waste disposal increases, as
distances to where the waste can be disposed increases, as well as the frequency of
disposal that is required. As a result many farmers need to hire professional corral
cleaners, which increases costs by up to. $50,000 a year.

Commercial/lndustrial and Residential Development Trends

With historic growth in commercial/industrial/residential demand throughout southern
California over the past 50 years, there has been a consistent growth in residential and
commercial/industrial development activity on former agricultural lands throughout
Orange County, Los Angeles County and more recently into Riverside and San
Bernardino County. Since 1990, the Inland Empire has seen population growth of over
1.5 million people, and it is projected to add another 75,000 people each year over the
coming decade. In the City of Perris, there have been almost 4,500 new housing units
built since 2000, with median housing prices more than tripling by 2007, and still nearly
doubling after the dramatic 2008 market declines.
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Industrial development in the East Inland Empire region has seen similar growth with
inventory increasing by 60 percent, or 92 million square feet since 2000. In Perris the
growth has been nearly 100 percent, with 5 million square feet built in past eight years.

As a result of these trends, average land prices in the Inland Empire have increased to
over $250,000 per acre, which compares to Kem County land values of less than
$50,000 per acre

See Appendix Exhibits A-1 through A-6 for detailed trends in Perris/inland Empire
population, employment, residential building permits, home prices, industrial markets and
land prices. Exhibit A-7 illustrates land sales in Kem County over the past three years.

Conclusion

Agriculture is being been significantly impacted by numerous economic, political and
regulatory factors. As a result over 100,000 acres of farmland has been taken out of
service since 1990 and is being redeveloped for residential, commercial and industrial
uses. With lower land costs and less regulation, dairy operators and supporting
agricultural uses such as dry farming and alfalfa production have been steadily moving
out of the Inland Empire towards Central Valley, Barstow and Kern County.

Continued agricultural operations are not financially feasible in the Perris/eastern
Riverside County region. Agricultural operations of all types will continue to decline as a
result of the economic forces at work impacting land owners. Agricultural operator’s
business decisions to cease production will continue to occur regardless of land use
decisions made by local agencies. In other words, land designated for agricultural use
has little impact on the continued declining agricultural trends in Perris/eastern Riverside
County.

Respectfully submitted,

4

R SO

Thomas R. Jirovsky
Senior Managing Director

Attachment
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