


REGIONAL ECONOMICS

In a situation that appears to remain removed from the U.S. as a whole, our region continued to add jobs in the 12 month period ending
September 30, 2008. This is, indeed, a positive statement but closer attention to the figures provides us with some interesting facts. Regionally,
we are certainly starting to see a slowdown in our economy and the number of counties that reported negative year-over-year growth increased
to 6 from 4 in the last quarter. Even so overall employment was up by over 9,000. We are attributing this to job growth in the core cities and
especially in King County where job growth jumped from 2.2 to 3.1 percent on an annualized basis.

We continue to compare very favorably against a vast majority of the country but one should not forget that we are insulated, not isolated.
Unemployment rates have started to rise and any net increases that we are showing job-wise may well appear to have been positions that were
created at the end of last year and not during 2008. If this hypothesis holds true, we may see larger job losses in forthcoming reports.
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REGIONAL REAL ESTATE

Transactions totaled close to 14,500 for the quarter, a figure that suggests that we have not yet seen decreases in inventory levels that
will indicate a more stabilized market. For the third quarter, all but one county saw negative price growth over the same period in 2007.
As anticipated, the region has retracted in price by an average of 11.4 percent over the past 12 months.

On a more optimistic note is the fact that all areas are not equal and we saw price increases in Island County and limited negative growth
occurring in King, Thurston, Whatcom and Kittitas Counties.

As has been discussed previously, the underlying value of residential real estate is still positive with our market still being, on average,
38 percent more expensive today than 5 years ago.
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A DISCUSSION ABOUT MARKET DATA

| have recently been asked my opinion of the two largest, and arguably most reviewed, data sets relative to the residential housing market;
these being the Office of Federal Housing Enterprise Oversight (OFHEO) and the Standard & Poor’s/Case-Shiller housing price index.

One cannot argue that turmoil in the housing market has engendered fears that home prices will continue to drop precipitously well into the
future. As such, many look to the above mentioned data sources to act as a guide to the market. What | find particularly interesting, however, are
their very different stories. The OFHEO Purchase Only Index shows that there were price increases in 12 states over the past year. Now it can be
argued that the index may be missing the full extent of the crisis because it doesn't include very high-priced homes with Jumbo mortgages or
homes bought with sub-prime loans — ones being hit hardest. Yet it can also be argued that it does represent over 75% of all transactions. This
index provides broad data on markets both large and small with each home weighted equally. Furthermore, excluding sub-prime transactions
makes it more representative of the homes owned by middle class America.

This summer, the S&P/Case-Shiller Index reported a 15.9% decline in prices from June 2007 to June 2008 and consistent belief that prices will
continue to fall further. Yet, | contend that this is a very poor measure of the market as this index includes no data from 13 states (11% of all stock)
and offers only partial coverage of 29 others. The areas that are not covered (Seattle is) appreciated at a slower pace than those covered and
values have been more resilient. The data behind the index, therefore, is biased toward markets that are susceptible to wild swings.

One should also note that the Case-Shiller index weights transactions by value. For example, it gives eight times as much weight to a sale at
$800,000 than it does to a $100,000 home. Therefore it is particularly susceptible to what is happening in the most expensive markets.

If there is a lesson to be learned here, | would suggest that it might be that the headlines don't necessarily tell the whole story.
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