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Contreras, Elisa

From: Russell.) Watts@jci.com
Sent: Wednesday, October 08, 2008 11:14 AM
To: PLN PlanningCommission

Subject: Opposition to Palladium at Aero

Planning Commission:

As a concerned Serra Mesa homeowner and active participant in the Serra Mesa sub-committee &
Kearny Mesa Board meetings, I have tried to work with the developer to reduce the impact on the
neighborhood, especially the neighbors such as myself whose backyards will face this project, but
have come to the conciusion that the project is way to big, so much so, that no amount of

mitigation can reduce the impact to a reasonable level, I therefore, oppose the Palladium at Aero.

Sincerely,

Russell J. Watts

8602 Dubonnet Street

San Diego, CA 92123

Serra Mesa Resident for 10 years

10/9/2008
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Prepared by:
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Planning and Engineering%#
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City Planning and Community Investment Department of the City of San Diego
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WEST AERO DRIVE LAND USE STUDY
2008 UPDATE

Introduction:

On April 22, 2004, the Planning Commuission initiated a Land Use Study for the area south of
Aero Drive, east of Kearny Villa Road and approximately 4 mile west of Ruffin Road, within
the boundaries of the Kearny Mesa Community (Study Area Exhibit, Attachment 1). The
Planning Commission’s stated purpose was to determine whether the area is appropriate for co-
location and/or conversion of the Industrial designated and zoned areas to alternative land uses.
In 2005, the West Aero Drive Land Use “Study” was prepared, which summarized the local land
use conditions, current businesses/facilities and the adequacy of the existing public services
within the Study Area.

At the request of the City Planning and Community Investment Department of the City of San
Diego, the Study was updated to provide an analysis of the current condition of land uses,
infrastructure, and services within and surrounding the Study Area and as it relates to
redevelopment with alternative uses. In addition, staff requested the Study provide land use
recommendations for properties within the Study Area. The 2005 Study noted seven
establichments as an office/research & development/industrial nge. Whereag, the 2008 Smdy
identified three establishments as an office/ research & development/industrial use. Many of the
previous industrial facilities have been converted to office and/or retail establishments. The
information provided was current during the period of March 2008 to April 2008, and is subject
to change due to leasing (tenants moving in and out) and redevelopment occurring within the
Study area, as well as the surrounding area.

For the purposes of this report, the area will be referred to as the West Aero Drive Land Use
Study Area or “Study Area.”

Studv Area Characteristics:

The Land Use Study Area consists of approximately 70 acres with 25 individual parcels. The
majority of the Study Area base zone is IP 2-1, which “allows a mix of light industrial and office
uses” and IL-2-1 zone, which “allows a mix of light industrial and office uses with limited
commercial.” Neither of these industrial zones allows heavy industrial/manufacturing
uses/users. According to the San Diego 2020 General Plan Economic Prosperity Element,
Figure EP-1: Kearny Mesa, the Study Area is designated as “Other Industrial Land,” not Prime
Industrial. A portion of the Study Area includes CO-1-2 zone, which “allows a mix of office
and residential uses that serve as an employment center” (Zoning Exhibit, Attachment 2). The
majority of the Study Area base zone is industrial; however, many of the existing uses have
changed over the years and have become a combination of Office, Medical, Commercial,
Institutional, Religion, Retail, Residential, Parks/Open Space, Public Uses (School and Library)
and Industrial/Warehouse (Existing Land Use Exhibit, Attachment 3).
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Of the 25 properties in the Study Area, specific land uses include:

13 Office/Medical (one being the future Parkview project);
3 Education/Institution; '

2 Retail;

2 Warchouse;

3 Office/Research & Development (R&D)/Industnal,

1 Other (Balboa Ambulance); and

1 Vacant lot.

The individual parcel sizes range from approximately 1 acre to 6 acres. Of the 25 properties
within the Study Area, 20 properties (80%) have facilities that are 20 years or older. The
majority of the buildings are neglected and outdated and many were built for uses not found in
the Study Area today. Prior to the Kearny Mesa Community Plan adoption in 1992, the
allowable Floor Area Ratio (FAR) was 2. Currently, the maximum FAR for Industrial and Office
development in Kearny Mesa, other than M-LI zoned parcels is 0.5, and the maximum FAR for
Commercial Retail development is 0.35. The average FAR within the Study Area is 0.35, the
Kearny Mesa Community Plan allowable FAR would permit appropriately 544,788 square-feet
of additional space or 2 35% increase. Therefore, the majority of the land within the Study Area
is underutilized based on what is allowed by the City of San Diego Land Development Code and
the Kearny Mesa Community Plan FAR regulaiions.

Underutilized buildings are considered to meet at least 3 of the following criteria:
Low lot coverage or development at less than the allowable FAR,
Intended use of building is less than the potential and optimal use,
Adjacent land use conflicts,

Building design is functionally obsolete,

Age (20 years or older), and

Deteriorated/Neglected condition.

=BT I SRS R S

Relative to the West Aero Drive Study Area, several properties were identified that meet at least
four or more of the conditions above. Refer to Section Parcel Size, Configuration and Building
Conditions, for further detail.

The Study Area abuts Montgomery Field to the north, Serra Mesa Community single-family
residential to the south, the Serra Mesa library to the east, and office space along Interstate 805
to the west. The roadway bounding the Study Area to the north is Aero Drive, a four-lane major.
The western boundary is Kearny Villa Road, a four-lane major and approximately a % of a mile
east is Ruffin Road, four-lane major.

Infrastructure:

Sewer

The Study Area is served by the Metropolitan Wastewater Department — City of San Diego.
There are two existing public sewer systems that currently serve the area. Serving the western
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area of the Study Area is a 10-inch sewer line west of Sandrock Road, which runs parallel and
adjacent to the Kearny Mesa and Serra Mesa community boundaries. The 10-inch sewer line
converts to a 15-inch sewer near Aero Court, and ultimately ties into the Kearny Mesa Canyon
Truck Sewer and from there continues south. From the Montgomery Field complex, a 12-inch
line within Sandrock Road converts to a 15-inch line within Aero Drive, and extends eastward of
Sandrock Road, and ultimately ties into the Murphy Canyon Trunk Sewer. These systems have
been designed to accept the expected flow from the existing land uses, primarily industnal.
According to the City of San Diego Sewer Design Guide — Density Conversions, industrial land
uses are one of the largest users of sewer capacity. Individual projects will be evaluated on a
site-by-site basis; however, the existing sewer facilities can accommodate additional
development (Existing Public Utilities Exhibit, Attachment 4).

Water

The Study Area is served by the City of San Diego Water Department with an existing looped
public water system. Serving the western area of the Study Area is a 12-inch water main, which
exists within Aero Drive, east of Afton Road. The main converts to a 10-inch between Afton
Road and Aero Court, which then terminates at Kearny Villa Road % mile south of Aero Drive.
Also, there is an existing 12-inch main within Aero Court, which converts to an 8-inch main near
Kearny Villa Road and then proceeds south. Serving the eastern portion of the Study Area is an
12-inch main within Sandrock Road, which continues south info the Serra iviesa Community.
Within Aero Drive a 12-inch line exists that extends eastward of the Study Area. Individual
projects will be evaluated on a site-by-site basis; however, the existing water facilities can
accommodate additional development (Existing Public Utilities Exhibit, Attachment 4).

Roadways

The Study Area is located adjacent to two, four-lane major roads (Aero Drive and Kearny Villa
Road), as indicated by the Kearny Mesa Community Plan. Based upon recent traffic studies, the
volume of Average Daily Trips (ADT) on these roadways is favorable for additional
development in the area.

Within the northern limits of the Study Area, Aero Drive is classified as a 6-lane prime arterial
west of Sandrock Road; however, it is built to 4-lanes, with bike lanes. Keamny Villa Road,
within the western limits of the Study Area, is classified and built as a 4-lane major, which is
oriented north to south, with bike lanes. Approximately a % mile east of the Study Area is
Ruffin Road, which is classified as a 4-lane major. Within the Study Area, there are three, two-
lane collector roads that extend south from Aero Drive toward or into the Serra Mesa
Community. Within the western portion of the Study Area, Aero Court extends south and dead-
ends as a cul-de-sac near Cabrillo Park. Both Afton Road and Sandrock Road run through the
Study area and continue into the Serra Mesa Community.

According to the City of San Diego Planning Department (July 16, 2003), Kearny Mesa Existing
Conditions Traffic Volumes from Kearny Villa Road to the eastern boundary of the Study Area,
indicate traffic volumes ranging from 22,520 to 32,150 ADTs.
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2006 SANDAG Average Weekday Traffic Volumes (Thousands} are noted below:
e Aero Drive to Kearny Villa Road and Afton Road: 29.7, a -3% decrease form 2005;
e Aecro Drive to Afton Road and Sandrock Road: 26.5, a -13% decrease from 2005;
¢ Aecro Drive to Sandrock Road and Ruffin Road: 24.1, a 0% change from 2005; and
e Acro Drive to Ruffin Road (W) and Ruffin Road (E): 26.9, a -17% decrease from 2005.

The Traffic Impact Analysis prepared by Urban Systems Associates, Inc., dated July 9, 2008,
for the Palladium at Aero project determined the street segment Aero Drive between Sandrock
and Ruffin Roads is 22,362 ADT’s, which is a -7% decrease, than what was counted by
SANDAG in 2006. Additionally, the street segment Aero Drive between Afton and Sandrock
Roads is 26,172 ADT’s or a 1% decrease under 2006. The street segment levels of service for
2008 existing conditions are shown in Table 1.

TABLE 1
Capacity
Street Segment
Street Segment Class. ADT at L(;))s E | VIC LOS (1)
Aero Drive Kearny Villa Rd. — Afton Rd. 4-PA 29,700 45,000 (2) 0.74 C
Afton Rd. — Sandrock Rd. 4-PA 26,172 45,000 (2) 0.58 c
Sandrock Rd. ~ Ruffin Rd. 4-MA 22,362 40,000 056 | C
Sandrock Road | Aern Dr. — Murray Ridpe Rd, 4-C 13,267 30.000 0.44 B
Legend:
4-PA = 4 Lane primary Arterial VIC = Volume/Capacity Ratio
LOS = Level of Service (1) = Reference Table 2, City of San Diego Traffic Impact Study Manual
4-MA = 4 Lane Major Arterial {2} = Capacity increase from 4-lane major to 4 lane primary is 12.5%.

4-C = 4 Lane Collector

A traffic report was prepared by RBF Consulting for the Parkview project (3540 Aero Court),
and approved by the City of San Diego, which analyzed traffic impacts at five intersections and
nine roadways that are within and immediately outside the Study Area. When the report was
prepared, the intersections that were studied were operating at an acceptable Level of Service
(LOS) during peak hours according to the City of San Diego performance criteria (LOS D or
better). The proposed Parkview project, when accounting for trips currently generated by the
occupied industrial building on the project site, is forecast to generate approximately 2,233 net
new daily trips. With the addition of the project generated trips, the one study intersection would
operate at a deficient LOS under Existing Plus Cumulative Projects Plus Project conditions:

. _ Kearny Villa Road/Project Access “A” (LOS F a.m. and p.m. peak hour).

The impacts at this intersection were considered significant, and a signal warrant analysis was
conducted for this intersection to determine whether a signal at this future intersection would be
warranted. The result of the analysis concluded that a signal warrant would be satisfied at this
intersection and mitigation was outlined in the MMRP for this project to reduce the traffic
impacts to below a level of significance.
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Fire

The Fire Station to serve the Study Area is Station 28 located at 3880 Kearny Villa Road. The
San Diego Fire-Rescue Department indicated that there is adequate service to serve the
community and future developments.

Police

The Police Station to serve the Study Area is the Eastern Division Police Headquarters, located
at 9225 Aero Drive. The Police Department was unable to quote an emergency response time
because there are many variables to take into account.

Schools |

The San Diego Unified School District was contacted relative to the available capacity for new
development within the Study Area. The information was based on the proposed 420 multi-
family dwelling units consisting of 10% allocated as low-income housing, one and two bedroom
rentals, and a variety of amenities located at the southwest corner of Aero Drive and Sandrock
Road. Based on this information, listed below is a chart depicting the potential student
generation from this proposed project. On April 29, 2008, Ms. Merrilee Willoughby,
Demographer for the San Diego Unified Schooi District, provided the following information
regarding the available capacity for future growth in the Kearny Mesa and Serra Mesa areas.

As requested by the City Planning and Community Investment Department of the City of San
Diego, the potential student generation levels were adjusted for 412 Multi-family dwelling units.
The student generation numbers are unchanged, as indicated in Table 2.

TABLE 2
Potential Student Generation — 412 Proposed Units |
SCHOOLLEVEL | STUDENTS PER UNIT | NUMBER OF STUDENTS |
K-35 | 0.019-0.033 | 8-14 |
6-8 | 0.007-0.017 | 3-7 |
9-12 | 0.019-0.033 | 8-14 |
K-12 Total | 0.045-0.083 ! 19-35 |

Listed below are the schools that serve the Study Area and the current school capacity.

) GRADE SCHOOL AVAILABLE
SCHOOL ADDRESS ENROLLMENT STUDENT
LEVEL CAPACITY
{ CAPACITY |
Angier 8450 Hurlbut St. K-5 408 445 37
Elementary
Taft Middle | 9191 GramercyDr. | 6-8 | 734 {882 | 148 |
Keany High | 7651 Wellington St. | 9-12 | 1828 | 1838 | 10 |
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As of April 29, 2008, Angier Elementary (K-5" grade) available capacity was 37 students, Taft
Middle School (6"~ 8" grade) available capacity was 148 students, and Kearny High School (9™
-12™ grade) available capacity was 10 students. The district uses a variety of sources and
variables to develop enrollment forecasts. For each neighborhood school staff must analyze the
interaction between the four historic variables:

»  Residential population — the total number of students eligible to attend a school based on
grade level and residence;

e  Resident attending population — percentage of the resident population actually enrolled in
their neighborhood school;

e  Nonresident population — the students enrolled at a school who reside in another school’s
attendance area; and

¢  Birth trends — which are the basis for future kindergarten enrollment.
The estimated student generation from any forecast new residential development is then added to
the base school site forecast. A district forecast by grade is also developed using a similar

methodology. The school enrollment and available capacity data is subject to change.

Parks

There are no public parks within the Study Area. The Serra Mesa Comumunity ultimate build out
population is approximately 25,100. Based upon the City Standards, this level of population
equates to 5 Neighborhood Parks, and 1 Community Park. The Serra Mesa Community has
three developed Neighborhood Parks, one Community Park, and three joint-use/sites
(school/park). There are two parks adjacent to the Study Area, southwest of the Study Area and
adjacent to Kearny Villa Road is Cabrillo Heights Neighborhood Park, which is 13.68 acres.
The Serra Mesa Community Park is a 22.55-acre site, and located east of the Study Area,
between Aero Drive and Village Glen Drive. Due to the proximity of the Study Area, and the
likelihood of citizens utilizing the parks and recreational facilities within the Serra Mesa
community, paid contributions to Serra Mesa could be utilized to upgrade existing parks. For
example, Parkview project contributed funds for improvements to Cabrillo Heights Park, and the
Palladium project has been conditioned to contribute funds currently intended for improvements
to the Joint Use Facilities at Taft Middle Junior High School.

Amenities

The Study Area is located in the geographic center of the City of San Diego, and close to four
freeways: State Route 163, State Route 52 to the north, Interstate 805 to the west and Interstate
15 to the east. The central location allows convenient access to employment, shopping centers,
schools, recreation, entertainment, library, hospitals, major roadways, and freeways are within 1-
2 % miles from the Study Area. (Amenities Map, Attachment 5). These freeways link Kearny
Mesa to the rest of San Diego and provide opportunities for regional transit services.

The Study Area is served by many MTS Bus routes, with service out of the Kearny Mesa Transit
Center, located at Complex Drive. These routes extend as far north to North County Fair and
University Towne Center, south to Downtown 3™ Avenue and Broadway, east to Santee and El
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Cajon and west to the beach areas. The locality of the Study Area, Kearny Mesa, offers many
vehicle access and non-motorized points to travel around the County, which is convenient for
residents and employees (Transit and Bicycle Exhibit, Attachment 6).

Parcel size, Configuration and Building Conditions

The individual parcels within the Study Area range from approximately 1 acre to 6 acres. The
existing buildings in the Study Area vary from warehouses, offices, and retail stores, built in the
late 1970’s to mid 1980°s. Of the 25 properties within the Study Area, 20 properties (80%) have
facilities 20 years or older. Some existing buildings remain vacant and/or maintain a low lease
rate due to the building’s outdated or inadequate facility. Prior to when the Kearny Mesa )
Community Plan was adopted in 1992, the allowable FAR was 2, currently the allowable FAR is
0.50 for Industrial and Office development and 0.35 for Commercial/Retail land uses. The
minimum lot size is 40,000 square-feet or 0.92 acre and under the allowable 0.5 FAR, the
maximum building size for the minimize lot size is 20,000 square-feet.

The 25 individual parcels were examined and it was determined that the total square-footage
built within the Study Area is approximately 1,003,752 square-feet. Under the allowable FAR of
0.50, this would permit 544,788 square-feet of space or 35% increase under the Land
Development Code and the Kearny Mesa Community Plan. The average lot size within the
Study Area is 118,969 square-teet or roughly 2.73 acres. ‘I'he average building size is 40,150
square-feet, and the average FAR is .32. Given the average lot size within the Study Area and
.50 FAR, the maximum building permitted would be approximately 59,484 square feet.
Therefore, the buildings and facilities within the Study Area do not utilize the allowable floor
area ratio.

The criteria of underutilized buildings are:

Low lot coverage or developed at less than the allowable FAR,
Intended use of building is less than the potential and optimal use,
Adjacent land use conflicts,

Building design is functionally obsolete,

Age (20 years or older),

Deteriorated/Neglected condition.

R

Relative to the West Aero Drive Study Area, several properties were identified that meet the
criteria as underutilized. It was found that many buildings are under-built; thus do not utilize the
allowable FAR. As discussed in the Real Estate section, most of the existing buildings are
characterized as “Class C” office and industrial; however the built space does not maximize the
potential land value, due to the location, and the adjacent land uses. Since Single-family abuts
the Study Area to the south, this limits industrial business operations that are found to be a
nuisance. A majority of the buildings are outdated, and functionally no longer serve a purpose
for the majority of the existing tenants (Commercial, Office, Retail). Lastly, 80% of the
buildings are 20 years or older, and some are in disrepair. The deteriorating conditions of the
buildings have lead to higher vacancy rate, because traditional industrial users have relocated
elsewhere to suit their needs. Several properties identified within the Study Area are
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underutilized and are candidates for redevelopment, refer to (Conjoined Ownership Exhibit,
Attachment 7).

Within the Study Area there are three ownerships of conjoined parcels. Westcore Sandrock
LLC, owns three parcels totaling 7.52 acres located at 8581, 8593 and 8601 Aero Drive.
Property owners Reynolds/Murray own two parcels totaling 5.6 acres at 8355 and 8401 Aero
Drive. The third property owner, Aero Vault Venture owns two parcels totaling 7.71 acres
located at 8825 and 8875 Aero Drive. These parcels total 20.83 acres within the Study Area -
{Conjoined Ownership Exhibit, Attachment 7). '

Real Estate:

According to Burnham Real Estate, 2007 Third Quarter Summary of Industrial and R & D
market, “Kearny Mesa reports the lowest industrial vacancy rate of any San Diego County’s
major industrial submarkets — just 2 percent on the total inventory and 2.8 percent on leasable
inventory.” The vacancy rate is misleading because there are few, if any, traditional industrial
users existing today. The Study identified 22 out of 25 properties within the Study Area which
are currently non-industrial users. Furthermore, the Study Area is segregated from the major
(larger) users in the Industrial market as the more desired larger parcels of vacant land or recent
developments are found north of Montgomery Field.

The Land Use Study conducted in 2003, found that research & development vacancy was up to
17.1% based on total lease space and 13.3 % vacancy when owner user space is included. Grubb
& Ellis First Quarter 2008 Industrial Market Assessment recorded Keamy Mesa vacancy rate as
3.4%. However, even though it was recorded that the vacancy rate was 3.4%, it does not site
specify whether the use is Industrial, Office, Institutional, etc. Most of the industrial properties
within the Study Area do not attract research & development companies because the physical
condition of the facilities are too small, outdated, and the proximity of sensitive receptors
(schools and residential). In order for property owners to attract quality tenants and uses, many

. of the buildings will have to be substantially upgraded or redeveloped.

The Study Area was primarily mapped and developed for industrial users. The proximity of
residential bordering the south of the Study Area restricts the type of industrial users allowed in
the area. As a result, many non-industrial users occupy the buildings as office, retail,
educational, religion, and medical uses; and the traditional industrial and research and
development users have relocated to other facilities outside the Study Area that suit their needs,

Bradley L. Black, First Vice President of CB Richard Ellis, studied the area along Aero Drive.
Black’s analysis indicated that the Aero Drive corridor would be best suited for a mixed-use
development because most of the Study Area consists of Class “C” office buildings, with a mix
of residential and older industrial warehouses. Black further states that typical office tenant
prefers higher-quality and aesthetically desirable development and accessibility, which is not
offered along the Aero Drive corridor,

At the request of the City of San Diego, CBRE Consulting prepared a market feasibility study for
the Palladium project, located on a 7.5 acre site at the southwest corner Aero Drive and Sandrock
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Road. The analysis concluded that a residential apartment project or a mixed-use of residential
apartment with ancillary retail would be financially feasibility for the site.

Hazardous Materials:

San Diego County Department of Environmental Health records the established hazardous
materials, hazardous wastes, and underground storage tanks (UUSTs) found in San Diego County.
The website provides information on both active and inactive hazardous permits. Active permits
signify sites or businesses that store, utilize and/or generate waste. Inactive permits signify sites
or businesses with expired permits or businesses that no long have tenancy. It was found that
there are 10 active hazardous permits, 5 other/Research & Development, | institutional and 4
medical related. There were 14 inactive hazardous permits found within the Study Area. The
Hazardous Permits are identified by business name, address, business use and inventory/waste
information in detail found in Table 3 (Hazardous Material Locations Exhibit, Attachment 8).
The County of San Diego Site Assessment Mitigation has record of Moore Printed Circuits,
which previously operated at 8575 Aero Drive, where Canyon Pottery Company currently exists.
The soil at the site contains copper, lead, and solvents from electroplating activities. The
property owner removed most of the soil; however, contaminated soil under the building
foundation was left in place. The Department of Toxic Substances Control is overseeing the site
investigation and cleanup. There is no threat to neighboring properties and groundwater from
the contamination remaining at the siie. See Tabie 4 for further details.

TABLE 3
Active Hazardous Permits within the Study Area
NAME | ADDRESS ] UsE | INVENTORY/WASTE INFO i
Montgomery Center | 3615 Kearny VillaRd | Other | Diesel Fuel, Red Dye |
College of Oceaneering/ o . ;
National University 31580 Aero Court Institutional Air Compressed Oxygen Gas |
Vacuum Pump Qil, Acetylene Gas,
Helium/Nitrogen, Air, Compressed, Diesel
CP Kelco 8225 Aero Drive R&D Fuel, Nitrogen Gas, Sodium Sulfite, Argon
Gas, Isopropyl Alcohol, Ethviene Glycol,
Oxygen Gas, Hydrogen Gas
, o - .
Century Design Inc 1635 Afton Road Other Aqueous Sol’'n w/ 10 ()A:l Waste Oil & Mixed
Children’s Home Care 8291 Aero Place Medical Infectious Waste, GE; Infectious Waste, SH;
Infectious Waste, Chemo

Special Care I 8291 Aero Place | Medical Oxygen Gas |
San Diego Blood Bank | 8593 Aero Drive | Medical Infectious Waste, GE; Infectious Waste, SH }
San Diego Internal Medicine | 8763 Aero Drive | Medical Infectious Waste, GE; Infectious Waste, SH 5
. : . Inorganic Solid Waste, Waste Oil & Mixed |
LBA Reality Fund-Holding Co. ' 8875 Aero Drive Other Oil; Diesel Fuel (Underground tank) '
o . Diesel Fuel Oil No 2, Sulfuric Acid Gel, |
Level 3 Communications J 8929 Aero Drive Other H2504, 65%; Lead Acid Battery Electrolyte 5
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TABLE 4
SAM Case Listing — 6/4/2008
BUSINESS ADDRESS E TYPE | STATUS | LOCATION
. . . . . ]
Autorite Auto Repair 3352 Sandrock Road |  CTking Water Aquifer Closed Case Not within Study Area
Busginess no longer exist Impacted
Groundwater with no .
Bob Bond Gas beneficial use Remedial o
3377 Sandrock Road . . . [nvestigation & Not within Smdy Area
3 cases designation and Soils
Closed Case
only
7'E‘evi"c§§;d Store | 3385 Sandrock Road Failed Integrity Test Closed Case Not within Study Area
- i‘ "
Inteljocean Systems, ch. 3540 Aero Court Soils Only Closed Case Within Smfiy Area
Business no longer exist {Parkview)
Moore Printed Circuits . . . Remedial Action Within Study Area
Business no longer exist 8575 Aero Drive Soils Only (Clean-up) {Canyon Pottery Co)
Gibbs Flying Service, .
Inc. 8906 Aero Drive Soils Ouly Closed Case Not within Study Area
1 case
I Bittle ?r;e;can, fnc. 9630 Aero Drive Soils Only Closed Case Not within Study Area
General Plan Update:

The General Plan Economic Prosperity Element adopted by City Council on March 10, 2008,
Figure EP-1 1dentifies the Study Area as “Other Industrial Land,” not “Prime Industrial.” The
Study Area was mapped and developed as light industrial; however, over the years the Study
Area has evolved into a mix of office, commercial, and institutional uses. Due to the change of
land uses, the existing Industrial Land Use Designation is not the appropriate land use for the
Study Area.

Within the General Plan, the Guiding Principles for the City of San Diego are:

1.

Al S

9.

An open space network formed by parks, canyons, river valleys, habitats, beaches, and

ocean;

Diverse residential communities formed by the open space network;
Compact and walkable mixed-use villages of different scales within communities;
Employment centers for a strong economy;
An integrated regional transportation network of walkways, bikeways, tran51t roadways,

employment centers;

High quality, affordable, and well-maintained public facilities to serve the City’s

population, workers, and visitors;

Historic districts and sites that respect our heritage;
Balanced communities that offer opportunities for all San Diegans and share citywide

responsibilities;

A clean and sustainable environment; and
10. A high aesthetic standard.

-10 -
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According to the General Plan, less than 4% of the City’s land remains vacant and available for
new development. The 2020 General Plan policies have shifted the focus from how to develop
vacant land to how to reinvest in existing communities. These principles were considering in
re-evaluating the Study Area.

Kearnv Mesa Community Plan:

The Study Area is not specially addressed in the Kearny Mesa Community Plan. However, the
overall community goals are:

. Ensure the continued development of Kearny Mesa as a regional employment center,
containing a mix of industrial, office, retail and compatible housing land uses;

. Encourage the provision of a multi-modal transportation system that provides access to
the entire community as efficiently as possible; and

. Create a sense of community identity by encouraging the provision of high quality

urban design, complementary mixed uses and the provision of focal points that
advertise Kearny Mesa as a regional employment center, consumer destination and a
mix of other complementary uses that support these primary uses.

Surrounding Land Uses:

Montgomery Field Airport

Montgomery Field is located north of Aero Drive, abutting the Study Area. The Study Area is
located outside the flight activity zone and 60dB Community Noise Equivalent Level (CNEL)
noise contours, which is conditionally compatible with the Airport Land Use Compatibility Plan
(ALUCP). Currently, the ALUCP is being updated and is anticipated to be adopted by Fall
2008. The City of San Diego website indicates noise abatement restriction for daytime noise
limit of 88 decibels is in effect from 6:30 am — 11:30 pm, and night time noise limit of 70
decibels is in effect from 11:30 p.m. to 6:30 a.m. Montgomery Field does not have a curfew;
however, aircraft operators are informed that noise restrictions are strictly enforced, monitored,
and that aircraft violating the noise restriction face potential fines.

North of the Study Area, along Aero Drive (between Afton Road and Sandrock Road) many
office and commercial uses are located on the Montgomery Field Airport property, and are
utilized by businesses in the Study Area. A commercial center consisting of a restaurant, deli,
post office, etc., are located on the northwest corner of Sandrock Road and Aero Drive.
Additionally, the Four Points Sheraton Hotel is also located on the Montgomery Field property at
the intersection of Aero Drive and Kearny Villa Road. The Four Points Sheraton Hotel includes
golf facilities and a restaurant.

The San Diego Airport Authority, Montgomery Field ALUCP, Airport Influence Area exhibit
illustrates that a portion of the Study Area is within the Influence Area; however, the Study Area
is outside the 60 decibels (dB) CNEL (Montgomery Field Airport Influence Area, Attachment
9).

-11 -
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Residential

The southem boundary of the Land Use Study Area and the Kearny Mesa and Serra Mesa
Community Plan Boundary abuts a single-family residential neighborhood, including a school
and Cabrillo Heights Park. The Serra Mesa residential community also includes multi-family
homes, less than a mile south the Study Area. Military and multi-family housing was recently
redeveloped across from Angier Elementary School. Adjacent to Cabrillo Heights Park, the
Parkview 288-unit residential condominium community is under construction at 3480 Aero
Court.

Serra Mesa - Kearnv Mesa Branch Library

The Serra Mesa — Kearny Mesa library is located at 9005 Aero Drive, which primarily serves the
residents of both communities. The branch has been in operation since December 2, 2006. The
Serra Mesa-Kearny Mesa branch replaced the former 4,860 square foot Serra Mesa Branch. The
new library includes a large children’s area, outdoor patio, meeting and conference rooms, and
40 computers available to the public. The Learning Center provides services for young children
and their parents to share the enjoyment of reading and learning. The library also houses a
satellite office for San Diego Workforce Partnership’s Metro Career Center offering staff-
assisted employment resources and on-site job search workshops for area residents.

Recommendation:

The Study considered various factors relative to determining whether the Study Area is
appropriate for collocation/conversion of the existing Industrial land use designation. The
properties located within the West Aero Drive Study Area demonstrate the appropriate
characteristics to support collocation/conversion suitability factors of designated Industrial land
use to Residential/Mixed-Use/Office uses, as defined in the City of San Diego General Plan,
Appendix C, EP-2. Given the analysis and the characteristics of the Study Area, the vision for
the Study Area is based upon integrating uses (vertically and/or horizontally) that serves the
community and provides a buffer or transition between Montgomery Field (north) and the single-
family (south).

Background

The land use study revisited several factors to determine whether the Study Area would be
appropriate for a Mixed-Use development:

. Is the Study Area, wholly or partially, designated Prime Industrial Lands in the City’s
General Plan;

. The area’s charactenistics (including the viability of industrial uses);
. The availability of mass transit;

. Existing infrastructure adequacy;

. The necessary amenities and facilities to support residential;

. The potential impact of residential, employment and industrial land;
. The area’s consistency with Montgomery Field Airport Land Use Compatibility Plan;

-12-
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. Public heath concerns relative to hazardous materials;

. The current real estate situation; and
. The City of San Diego and the Community’s envisioned land uses and goals for the area.

Although the Study Area was initially planned and zoned for Industrial uses, substantial
commercial and institutional developments have occurred and are located within the area. Many
aspects of the area and the abutting neighboring areas have changed over the years. Specifically,
it was noted that there are fewer “office/research & development/industrial” uses within the
Study Area than observed in the 2005 Study. The Study identified many establishments and/or
facilities that are outdated, inadequate, and ultimately lack the support necessary for research &
development and industrial users to operate in the Study Area. Therefore, many of those
businesses have relocated elsewhere and non-industrial users now occupy the built space.
Because many of the existing businesses and establishments are not classified as industrial users,
the existing Industrial land use designation does not serve either the Kearny Mesa or Serra Mesa
communities. Given that Montgomery Field bounds the area to the north and single-family
-residential bounds the area to the south, the Study Area is isolated from the drastically different
than most of the industrial properties found within the Kearny Mesa Community Planning Area.

The Study determined that adequate infrastructure, services, and public amenities exist to serve
the Study Area and would be favorable for a Mixed-Use development. Locating Single-Family
residential development along Aero Drive is not appropriate, nor would entirely commercial
and/or retail development be suitable. Specifically, fronting single-family homes on a four and
six lane major arterial is contrary to the tenants of buildings in the neighborhoods. Additionally,
the site characteristics of Montgomery Field to the north and Serra Mesa to the south limit the
households within the commercial service area which could lead to abandoned properties and
blight. Of the 25 properties within the Study Area, many properties are favorable for Mixed-Use
developments; the most notable are the properties located at the intersections of Aero Drive and
Sandrock Road, and Aero Drive and Afton Road. The area north of Aero Drive between these
intersections is developed with office and retail space and Sandrock Road and Afton Road lead
into the heart of Serra Mesa. The suggested land use is based upon the existing and available
infrastructure, public services and amenities in the area, while recognizing the Serra Mesa
community land uses to the south and Montgomery Field to the north. The potential land use
reflects the existing land uses and presents land uses which would allow opportunities for
redevelopment, improve the visual appearance of this area, and create a community connection
between Kearny Mesa and Serra Mesa. Redevelopment of the Study Area is envisioned to occur
approximately within a 10 - 20 year timeframe. Refer to (Conjoined Ownership Exhibit,
Attachment 7), which identifies candidate properties for redevelopment and (Potential Land Use
Exhibit, Attachment 10).

Vision

Western Portion of the Study Area
The portion of the Study Area, west of Afton Road, is dominated by Institutional and Office

uses/users, and a few Light-Industrial Warehouses uses/users. It is likely that designating this
area as Institutional would allow those uses/users to operate within the appropriate land use

-13 -
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designation and zoning. The southern properties west of Afion Road, abut Cabrillo Heights Park
and Angier Elementary School and these existing facilities restrict the type of land use
designations within this portion of the Study Area. However, Multi-Family Residential
(Medium-High) would likely develop to parcel configuration and access. Additionally, the
Parkview project (288 Dwelling Units and 20,000 square-feet of Office) located between Kearny
Villa Road and Aero Court, abutting Cabrillo Heights Park, is currently under construction. The
Institutional will provide a buffer for the Multi-family residential area, the abutting park, and
school from Aero Drive.

Core of the Studv Area

The area located east of Afton Road and continues easterly past Sandrock Road is the core of the
Study Area and is adjacent to commercial and office development on the north side of Aero
Drive. Specifically, this area should consist of a mix, vertically and/or horizontally, Multi-
family residential uses, Commercial and Offices. The appropriate square-footage of commercial
and retail space should be determined based upon economic conditions and community need to
provide appropriately to sapport the surrounding uses/users; and the community’s ability to
support such uses. The appropriate residential density for the Mixed-Use would be Community
Village/Medium High to High, as described in the City of San Diego General Plan, Table LU-4.
The residential components ranging from 30-74 dwelling units per acre should include a variety
of houstng types inciuding apartments, condominiums, and townhouses that are verticaily and/or
horizontally integrated, and are suitable for all levels of income (although it may not occur
within each parcel). The development of the Study Area should enhance the pedestrian facilities
and amenities, including gathering areas, wider sidewalks, street trees, pedestrian scale lighting,
signs, landscaping, street furniture, and integrate the commercial area to the east, the institutional
area to the west, and single-family to the south.

Fastern Portion of the Studv Area

East of Sandrock Road, the Study Area abuts single-family residential to the south, Montgomery
Field to the north, and the Serra Mesa Library to the east. It is likely that Multi-Family
residential (Medium to Medium-High) would occur, due to the proximity of the Library and the
single-family residential to the south. This may be achieved through a variety of vertically
stacked flats or apartments, and horizontally oriented condominiums and townhouses. Multi-
family residential components along Aéro Drive will provide a noise buffer for the existing
single-family residential to the south.

Interconnection of Land Uses

The area and individual parcels should be planned and designed to step back from and shield the
existing single-family development to the south and be compatible with the proposed land uses
of this study (above). The placement of buildings should maintain setbacks, but still reinforce
the street frontage by providing ground-level entries. The site design and the buildings should
emphasize human-scaled at the ground level without limiting building heights, promote
pedestrian activity, and other modes of transportation. The suggested land use above should
encourage designs that are sensitive to scale, form, rhythm, proportion, and maintain setbacks.

-14-
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In addition to improved pedestrian amenities along Aero Drive, the Study Area should be linked
with a pedestrian connection linking the residential, commercial, parks, and open spaces. A
potential pathway, located at the border of the Kearny Mesa and Serra Mesa community
boundaries will allow pedestrian and bicycle mobility between the Cabrillo Heights Park, Angier
Elementary School and the Kearny Mesa — Serra Mesa Library. Refer to the Kearny Mesa
Community Plan, Appendix A Urban Design, Streetscape and Streetyard Guidelines.

Conclusion

The potential sequence of land uses are suggested as a likely development scenario which would
create an organized connection and transition between the Kearny Mesa and Serra Mesa
communities. Buildings and structures opening to the street frontage will provide a lively and
visual appeal and improve the Aero Drive experience. The potential land uses for the Study
Area will allow opportunities of redevelopment, energize the community, and improve the
adjacent property values, as well as the visual appearance of this area. As future developments
occur in the Study Area, as discussed above, improvements to the Aero Drive corridor with non-
contiguous sidewalks will help promote pedestrian activity.

-15-
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000745 ~ Children’s Child Care Center
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3685 Kearny Villa Rd
APN: 421-320-22
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Children’s Medical Plaza

3665 Kearny Villa Road
APN: 421-320-09
3.85 acres
100,000 SF
Allowable FAR 83,850 SF
Built in 1982
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Montgomery Center

B e X L

3615 Keamy Villa Road
APN:421-320-15
1.30 acres
25,000 SF
Allowable FAR 28,314 SF

Built in 1982
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Parkview Project
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000 749 Mission Control Center

3545 Aero Ct
APN: 421-040-09
2.87 acres
73,672 SF
Allowable FAR 62,509
Built in 1986
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000750 Norco Delivery Services, Inc.

ijr! p LT

3555 Aero Ct
APN: 421-040-08
2.20 acres
14,500 SF.
Allowable FAR 47,916 SF
Built in 2005
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Burkhart Dental, Flowers by Coley Delivery Service,
Home Care Delivery Service Rady Children’s,
Fiserv, Sports for Exceptional Athletes,

Pro Specialties Group Inc., Chassis Plans, V & A

8291-8295 Aero Place
APN: 421-040-06
4.46 acres
66,273 SF
Allowable FAR 97,139 SF
Built in 1999
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National University

3564-3580 Aero Court
APN: 421-320-16
4,35 acres
23,000 SF i
Allowable FAR 94,743 SF
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CPKelco

8225 & 8355 Aero Drive
APN: 421-040-01 & 421-040-10
3.80 & 2.78 acres
Allowable FAR 82,764 SF & 60,548 SF
Built in 1978 & 1981
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000754 North City Continuing Education

8401 Aero Drive
APN: 421-040-11
2.78 acres
55,300 SF
Allowable FAR 60,549 SF
Built in 1976
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0007355 Hebrew Day School
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3630 Afton Road
APN: 421-040-04
2.77 acres
52,525 SF
Allowable FAR 60,331 SF
Built in 1985
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3550 Afton Road
APN: 421-040-12
1.11 acres
Allowable FAR 24,175 SF
Built in 1982
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Century Design

3635 Afton Road
APN: 421-050-14
1.02 acres
12,210 SF
Allowable FAR 22,215 SF
Built in 1980

1 {1 /@" / o2

Rt

o
« 4c-13
3 3 1- 1 2.
L S e
) £ o
= % LTSN ‘;\‘ ?
HEE e



000758

Social Security Administration

8505 Aero Drive
APN: 421-050-13
0.98 acres
11,122 SF
Allowable FAR 21,345 SF .
Built in 2003
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Aero Airport Plaza

8555 Aero Drive
APN: 421-050-12
2.00 acres
48,858 SF
Allowable FAR 43,560 SF
Built in 1982
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Canyon Pottery Company

8575 Aero Drive
APN: 421-050-09
2.11 acres
17,300 SF
Allowable FAR 45,956 SF
Built in 1974
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Gamma Scientific

8581 Aero Drive
APN: 421-050-10
2.11 acres
9,900 SF
Allowable FAR 45,956 SF *
Built in 1974
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000762 "Alliance One

8589 Aero Drive
APN: 421-050-10
'2.11 acres
32,450 SF
Allowable FAR 45,956 SF *
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ego Blood Bank

8593 Aero Drive
APN: 421-050-07
2.11 acres
11,616 SF
Allowable FAR 45,950 SF
Built in 1985
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South Sun Products — Bead, Silver and Jewelry Superstore
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Aero Office Park

8745 - 8775 Aero Drive
APN: 421-300-01
4,00 acres
100,000 SF
Allowable FAR 87,120 SF
Built in 1979
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Aero Office Park
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8825 Aero Drive
APN: 421-300-02
4.00 acres
45,000 SF
Allowable FAR 87,120 SF
Built in 1981
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Encore Capital Group, Inc.

8875 Aero Drive
~ APN: 421-300-03
3.71 acres
101,590 SF
Allowable FAR 80,803 SF
Built in 1985
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NextLevel Internet, Level 3 Communications, CommerceTel

8929 Aero Drive
APN: 421-300-04
4.00 acres
64,000 SF
Allowable FAR 87,120 SF
Built in 1979
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June 19, 2008

Ms. Jean Cameron Mr. Gary Katz

Planning & Community Investment Senior Vice President

City of San Diego Wesicore Properties, LLC

202 C Street, MS 4A 4445 Eastgate Mall, Suite 210

San Diego, CA 92101 San Diego, CA 92121
Re: Market Feasibility Analysis for Palladium Project, San Diego

CBRE Consuiting is pleased to present this report to the City of San Diego and Westcore Properties,
LLC (“Client’) presenting the methodology and findings' of a market and financial feasibiiity
assessment for the development of your 7.5-acre site on Aero Drive ["Project”) across the street
from Montgomery Field Airport in San Diego, California. The report was prepared in accordance
with the requirements outlined by the City of San Diege for Community Plan Amendments.

Qur research findings, conclusions, and recommendations are presented in the attached report
and supporting tables and exhibits. The analysis suggests thot development of a mixed-use project
with significant office or retail components is not financially feasible. An all residential or a
residential mixed-use project with limited ‘retail (less than 7,500 square feet] is the only feasible
redevelopment scenario for the site. '

It has beer o privilege assisting the City of San Diego and Westcore Properties on this assignment.
Please call if you have any questians.

Sincerely,
. Thomas R. Jirovsky Chaitanya K, Gupta
Senior Managing Director Director
WESTCORE - PALLACIUM FEASIBILITY ANALYSIS ‘ JUNE 2005 )

San DIEGO, CA
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- EXECUTIVE SUMMARY

_ INTRODUCTION

CBRE Consulting (CBREC) was retained by the City of San Diego and Westcore Preperties, LLC
(“Client”) to conduct a miarket assessment and financial feasibility analysis to ‘identify potential
development opportunities for a 7.5-acre industrial site in the City of San Diego (“Subject Site”).
Client is seeking fo obtain entitements from the City of San Diego. As part of the entitlement
process, the City has requested an independent market assessment and feasibility analyses for a
range of residential, office and retail uses on the site.

QVERALL CONCLUSIONS

1. The Subject Site is currently improved with 100,000 squore feet of indusirial buildings with a
current market volue of at least $13.3 million or approximately $40.60 per square foot. Any
redevelopment alternative must yield a residual tand value in excess of the value to be financially
feasible. ) '

2. Ingress and egress limitations at the intersection of Sandrock and Aero Drive limit retail
development o ihe western edge of the site. Any supermarket/grocery anchor will require a corner
site with both ingress and egress on both streets.

3. Due fo weak econcmic and demographic conditions, together with poor regional access, the
site is not well suited for significant commercial development.

4. Based on expected market rents, development of office or retail yields land values that are not
financially feasible for the site.

5. An all residential or a residential mixed-use project with approximately 400 apartment units
and limited retail {less than 7,500 square feet} is the oniy feasible redevelopment scenario for the
site. Scenarios with 'grecrfer retail will require an anchor tenant with significant surface parking
areq, resuliing in @ major reduction in the number of apartments.

SUMMARY OF FINDINGS

Site Analysis

While the subject site has proximity to several inferstate and state highways, local access is
hampered by lack of an off-ramp from |-805 and SR 163 at Aero Drive. Currently, the subject site
vicinity may be characterized mainly as a mix of 1970’s and 1980’s-built industrial and secondary
quality office uses to the north, east and west, and single-family residential to the south. There are
35,000 industrial and office employees in the vicinity that offer significant demand for workforce
housing.

WESTCORE - PALLADIUM FEASIBILITY ANALYSIS 1 JUNE 2008
SaN DIEGQ, CA .
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Demographic Analysis _
The resident population in a 1/2-mile trade area is less than 3,300 people with median household

income of $42,400 which is 20 percent below the citywide level of $55,270. At a 1-mile radius,
the population is 16,000 with median household income of $46,400. '

Real Estate Market Analysis

Office: Housing market woes have adversely impacted employment in certain job categories,
including real estate brokers, mertgage brokers, and construction workers, thus lowering office
space demand from such workers. As a result rents are projected to stagnate or even decline in
light of reduced demand. Excess supply in the last the two years has pushed up the vacancy rates
in both San Diego and the Kearny Mesa submarkei. The Kearny Mesa submarket has prevailing
annual rents at $27.03 per square foot, about $4.00 Jower than regional average. With Class A
“office projects concenirated in the Spectrum and other areas north of Montgomery Field, and
because of the older residential neighborhood and lack of amenities surrounding the Subjeci Site,
. it is considered a Class B location.

Retail: With current market uncertainty and retailers showing increasing reluctance to sign new
leases, adding speculative supply o the market is very risky. While the West San Diego submarket,
which comprises the subject site, has higher average rents and lower vacancy than the regional
average, the two centers {Serra Mesa and -Sandrock Plaza} in the primary trade area are
performing well below average in terms of vacancy and rent levels. Broker interviews reveai that
the sité does not have enough residentfial density and purchasing power, nor sufficient traffic
volume for a grocery-anchored cenfer.  Retail wil! need to be limited to ancillary service of no
mare than 7,500 square feet. The likely achievable monthly rents for such in-line retail would
range from $1.15 to $1.25 per square foot per month. '

Accordiﬁg to real estate representatives for “Fresh and Easy” grocery stores, a new 13,000 square
foot neighborhood concept being launched in southern California, urban store locations require
population of 25,000 to 30,000 within a 1-mile radius.

Apartments: With stricter mortgage terms and prospective home buyers adopting @ wait and see
approoch anticipating the bottom of the market, the apartment market offers cn afiractive
alternative. The Class A rental residential markets in the San Diego region-and the local submarket
are strong both from a demand and price-growth standpoint, The submarket in particuiar has seen
positive absorpticn in each of last five years, and its vacancy rate at 3.5 percent is lower than the
county-wide average, and the Class A monthly average rent per unit are on par with a regional
average of $1,633 per unit. Most comparable Class A multi-family residential projects are located
two-miles to the south. However, pipeline developments suggest that there is develooment
potential for Class A product with a new project proposed on Aero Drive near 1-805. Based on the
overall demand, the positioning of the type of preduct proposed, the marketability of the project
location, and the rents in competing locations, we believe achievable rents will be in the range of
approximately $1.90 per square foot today, growing to $2.25 ger square foot by 2011.:

Retail Demand Analysis

The fypical trade area for neighborhood serving commercial is a one-mile radius from the Subject
Site. This trade area is truncated by the Montgomery Field to the north and the freeways on the

WESTCORE - PALLADIUM FEASIBILITY ANALYSIS 2 June 2008
San Dieco, CA
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west, making the surrounding employment and limited residential to the south the primary demand
sources for the Subject Site.

The 1-mile trade area is leaking resident expenditures in the categories of general merchandise
and cpparel stores, grocery stores and eating and drinking places. Each of these store types is
failing to capture more than 50 percent of its residents” expenditures. However, given that several
major shopping centers are located just ouiside the trade area with excellent freeway access, and
the Subject Site’s poor ingress and egress and lack of off-ramp access from 1-805 and SR 163, the
Subject Site has limited potential to capture significant retail demand beyond 5,000 to 7,500
square feet.

Financial Feasibility Analysis

As per the request of the City, CBRE evaluated the following development alternatives:

1) 75,000 square foot retail center,

2) 105,000 square foot office,

3) 105,000 square foot commercial mixed use with office and retail
4) 300-unit apariment and 20,000 square feet retail,

5) 411-unit apariment with ne retail, and

6) 405-unit apartment with 5,000 square feet of retail

We did not evaluate a mixed-use scenario with office, retail and apartment uses because the
Subject Site is not large enough to efficiently permit ail three uses without vertical mixed-use that
requires much more expensive construction and may exceed height limits.

Under prevailing market conditions and likely rents, a 411-unit apartment project development
and a mixed-use 405-unit and 5,000 square foot retail-project are the only clternatives that are
lfincncic:lly feasible. That is,.the residual value is in excess of the current site value of $13.3 million.

Taoble 1 below illusirates the stabilized market value, development costs and resulting reuse land
value for each alternative and how it compares to the current ‘As Is’ value.

Table 1
Financial Feasibility Summary

. Market  Development ' Developer ;| Residual | Variance vs.
Value Costs Profit Value ‘As |s'

Existing Value — As |s {As per Appraisal) $13.3 . . $13.3 -
Refail Center (75,000 square fee) 23.4 $13.5 $3.5 56.4 (56.9)
Office Building (105,000 square feet) 28.6 257 4.3 (1.4 (14.7)
411-Untt Apartment Project 149.5 112.5 22.4 14.4 1.3
85,0GC SF Office & 20,000 5F Retail 27.7 4.7 4.2 (1.1 (14.4)
405-Unit Apt. & 5,000 SF Reteil 148.8 1120 22.3 14.4 1.1
300-Unit Apt. & 20,000 SF Refail 1151 B7.4 17.3 10.4 |, (2.9

A rent sensitivity analysis shows that even with 10 percent higher rents, all commercial alternatives
still yield a reuse value well below the current “As |s” value.
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[. INTRODUCTION

BACKGROUND

CBRE Consulting {CBREC) was retained by the City of San Diego and Westcore Properties, LLC
(“Client”) to conduct a market assessment and financial feasibility analysis to identify potential
development opportunities for a 7.5-acre industrial site in the City of San Diego {"Subject Site”).
Client is seeking to obtain entittements for development of Subject Site with the City of San Diego.
As part of the entitlement process, the City has requested an independent market assessment and
feasibility analyses for a range of residential, office and retail uses on the site. CBRE Consuliing
met with City staff to review in detail their requirements and guidelines for this analysis and this
report is o product of those discussions.

. The Client acquired the Subject Site in January, 2005, as improved, for $12.8 millicn. The site is
located ot the south-west corner of Aero Drive and Sandrock Road in City of San Diego, about half
~ a mile from the 1-805 and 3R-163 interchange

This report presents the findings of the market study to determine the strength of market support
for the various potential uses, including rental residential, retail, office and service uses. The
results of the market analysis will be used by the Client to select the most appropriate development
program.

METHODOLOGY

* The methodology for this market study included the following key components:

¢ An evaluation of the subject property and. the surrounding areas and submarkets, includifg
an examination of the physical and location characteristics of the Subiect Site

¢ An analysis of demographic and economic conditions in the area to gage the strength of
support for the residential and commercial redl estate markets.

¢ An analysis of development trends, recent development activity and other market indicators
in the relevant submarkets, including the identification of competing focations and projects

o A retail demand analysis by retail space type

o Estimate market support for the various potential uses, including estimates for the quantity of
supportable retail, achievable rents and sales values for relevant uses

s An analysis of the residual land value for each of the development dlternatives based on

~market analysis to identify the feasibility of the development concepts.

» Overall conclusions and recommendations

This report and the accompanying data and exhibits, present a summary of the fmdrngs of our
analysis. The Appendlx contains supporting detailed data tables.

WESTCORE - PALLADIUM FEASIBILITY ANALYSIS 4 " JUNE 2008
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II. SITE ANALYSIS

CBRE Consulting conducied a site analysis, including its location, physica! analysis, surrounding
uses and its opportunities and constraints. The following section details the same.

. LOCATION & SURROUNDING USES

Exhibit II-1 provides a regional context map of the Subiect Site’s location in the central San Diego
area. It is situated on'the southwest corner of Aero Drive and Sandrock Read, in the Kearny Mesa
area of the City of San Diego. The exhibit illustrates that the Subject Site is situated approximately a’
half-mile to the east of the interchange between freeways 805 and 163 on south-west corner of the
intersection of Aera Drive and Sandrock Road. However, there is no off-ramp from 805 at Aero Dr.
leading to the site. The nearest off-ramp from 805 is over a mile north-west at Balboa Avenue. To
the east, the Inferstate 15 access is about a mile away. Access to and from SR-52 is provided by
‘Convoy Street and Ruffin Road.

CBRE Consulting conducted a fietd survey of the Subject Site and assessed the general land uses

and physical conditions in its vicinity. The area surrounding the Subject Site is comprised iargely of

various commercial/industrial oriented uses and limited residential uses. An office park is focated

to the east, an industrial flex building to the west, small retail uses on the north and single-family

residential to the south. Also immediately to the north of the subject site is the Montgomery Field, a

municipal airport whose infrastructure limits it to non-commercial operations. The subject site is
. located outside the area of influence and flight zone area of the Airport.

REGULATORY ANALYS[S

The subject site is currently designated as IP-2-1 or industrial park zone according to City of San
Diego zoning code. This allows most light industrial uses, some office uses, and fimited commercial
uses. The zoning requirements corresponding to this designation permit a maximum FAR of 2.0,
However, Kearny Mesa has an overlay zone that caps the permitted FAR at 0.5, The parking
requirement ranges from 1.0 space per 1,000 square feet for warehouse uses to 3.3 spaces per
1,000 square feet for light manufacturing uses.

Client is seeking entillements and land use approvals for redevelopment of the site. For purposes
of analyzing the highest and best use for the subject site, we have studied a range of commercial
and mixed-use commercial/residential alternatives,

WESTCORE - PALLADIUM FEASIBILITY ANALYSIS 5 Junie 2008
SAaN-DIEGO, CA



000779

CBRE

CB RICHARD ELL!S

Exhibit )I-1:
Subject Site — Regional Confext Map
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OPPORTUNITIES AND CONSTRAINTS

CBREC has undertaken an opportunities and consiraints analysis of the factors surrounding
the use and marketability of the subject property, building on the findings of ocur physical
evaluation presented in the previous section.

Opportunities

The development opportunities for the subject site are driven by a number of factors that can
be summarized as follows:

- Regional Access: The Subject Site is centrally located within San Diego County.

- Employment Base: There are over 35,000 employees working within a one-mile ring.
This provides an opportunity for workforce oriented housing use at the Subject Site.

- Montgomery Field: Represents a potential source for retail demand.

- Strong Apartment Market: Kearny Mesa submarket has a low vacancy rate of 3.5
percent, suggesting pent-up demand for apartments.

Consfrainfs
The development cptions for the subject site are limited by the following constraints:

- Local Access: There is no off-ramp from 1-805 or SR 163 to Aero Drive,

- Limited Site Area: Site is not large enough for traditional 100,000 square foot grocery
anchored shopeing center,

- Limited Trade Area: The Monigomery Field to the north and the 1805 and SR-163 to
the west truncate any likely trade area for retail from north and west side.

- Ingress/Egress: Due to traffic light ot Sandrock and traffic island on Sandrock south of
Aero, any commercial ingress and egress needs to be locaied of the western edge of
the property, losing the ability for a retailer to get the key corner location.,

- Major Retail Competition: There are several major shopping centers located just
outside the 1-mile trade area with excellenit freeway access. As a result, existing
neightborhood retail centers have high vacancy and below market rents.

- Weak Economy/Difficult Financing Market: High gos prices and reduced housing
values are depressing discretionary retail sales. According to 1CSC 6,000 stores are
expected to close in 2008. Lenders are very reluctant fo finance development of
commercial projects without significant pre-leasing.

WESTCORE - PALLADIUM FEASIBILITY ANALYSIS 8 JUNE 2008
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CBREC has conducted an anolylsis of the demographic and iabor market characteristics of the
area surrounding the subject site a) to gauge the strength of demand for retail and residential
uses, and b) to serve as the basis for the assumptions that will drive the retail demand
analysis.

SOCIO-DEMOGRAPHIC PROFILE

Population and Households

Exhibit 111-1 below presents a summary of population and household data for the areas

bounded by concentric rings extending half, one, and fwo mile from the intersection of Aero

Drive ond Sandrock Road. The data indicates that there ore approximately 16,050 residents
. within @ one-mile ring, increasing ta 53,000 people within a two mile radius.

There are an estimated 6,165 households within a one-mite radius and 17,864 within two
rmites. Households and their associated income levels fuel demand for new retail space, as
discussed in greater detail later in this report.

Exhibit 11}-1:
Population and Households, 2000 - 2012
Demographic Profile 0.5 Mile {1) 1 Mile {1} 2 Miles {1)
POPULATION .
2012 Projected Population 3,423 - 16,964 51,988
‘2007 Est. Population 3,316 16,051 48,547
2000 Census Population 3,232 15,159 45,121
" Growth 20072012 0.6% 1.1% 1.4%
Growth 2000-2007 0.5% 1.2% 1.5%
HOUSEHOLDS
2012 Projected Househoids 1,079 6,574 19,328
2007 Est. Households 1,025 6,185 17,844
2000 Census Households 969 5,742 16,328
Growth 2007-2012 1.0% 1.3% 1.6%
Growth 2000-2007 1.1% 1.4% 1.8%
Average Household Size ' 3.25 2.63 2.42

Note: {1} Distance from fthe intersection of Aero Drive and Sandrock Street.
Source: Claritas, 2008; and CBRE Cansulting.

Household Income

Exhibit [1l-2 below provides a profile of household income within the half, ane, and two-mile
‘rings around the Subject Site. Given the primarily commercial/industrial nature of the uses, the
income levels improve as we move to a wider trade area. The one-mile trade area has an
average household income of $55,424, well below the average household income for the City
of $76,115.

WESTCORE - PALLADIUM FEASIBILITY ANALYSIS Q@ JUNE 2008
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Exhibit [11-2: _
Household Income Profile, 2007

Demographic Profile 0.5 Mile (1) 1 Mile (1) 2 Miles {1)
HOUSEHOLD INCOME
Households by Income ] :
- Income Less than $15,000 106 10.3% 701 11.4% 1,506 8.4%
- Income $15,000 to $24,999 103 16.0% 421 10.1% 1,425  8.0%
- Income $25,000 to $49,999 416 40.6% 2,028 329% 4,562 27.8%
- income $50,000 to §74,999 184 18.0% 1,361 22.1% 3,998 22.4%
- Income $75,000 to §99,999 88 8.4% 728 11.8% 2,610 14.6%
- Income $100,000 to $149,99¢9 120 11.7% 574 9.3% 2,450 13.7%
- Income $150,000 ard over 8 0.8% 151 2.4% 214 51%
2007 Median Household Income $42,408 544,400 $55,710
2000 Cen. Avg. Household income $44,204 545,128 $55,088
2007 Average Household Income $52,632 555,424 547,133
2012 Pri. Average Household income $58,657 $62,598 . §75,737

Note: (1} Distonce from the intersection of Aerc Drive and Sandrock Street.
Source: Clarites, 2008; and CBRE Consulting.

Age, Ethnicity and Education
Exhibit IlI-3 presents the age, ethnicity and education characteristics of the resident population.

Exhibit 11-3: '
Age, Ethnicity and Education Profile, 2007

Demographic Profile 0.5 Mile (1) 1 Mile {1} 2 Miles (1)
AGE, ETHNICITY & EDUCATION

Age :

- Aged Q to 17 years 1,284 38.7% 4,529 28.2% 12,943 26.7%
- Aged 18 to 34 years 991  29.9% 4,698 29.3% 12,579 25.9%
- Aged 35 to 54 years 698 21.0% 4,177 26.0% 13,392 27.46%
- Aged 55 to 64 years 124  3.7% 1,033 6.4% 3,655 7.5%
- Aged 45 years or more 220 6.6% 1,614 10.1% 5978 12.3%
Median Age 248 31.0 33.5

Race ond Origin

- White 1,522 45.9% 8,156 50.8% 27,157 55.9%
- Hispanic 68%  20.8% 3,061 19.1% 8,616 17.7%
- Black 634 19.1% 1,936 12.1% 4,270 8.8%
- Asian 370 11.2% 2,502 15.6% 7,465 15.4%
Educational Attainment

Population Over 25 Years 1,646 2,836 31,288

- At least FHigh School Diploma 1,393 84.6% 8,633 87.8% 27,522 88.0%
- At least Bachelors Degree 230 14.0% 2,056 20.9% 8475 27.1%
- At least Masters Degree 536 3.4% 577 5.9% 2,6%6 8.8%

Note: (1) Distance from the injersection of Aere Drive and Sandrock Street. .
. Source: Claritas, 2008; and CBRE Consufting.
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LABOR & EMPLOYMENT PROFILE

Exhibit 1N-4 profiles the resident labor force within the half, one and two -mile rings.

Exhibit 11l-4:
Labor Profile, 2007

Demagraphic Profile _ 0.5 Mile (1) 1 Mile {1} 2 Miles (1)

EMPLOYMENT & INDUSTRY PROFILE

Lobor Profile

Population over 16 years 2,119 11,866 36,951

_ Nof in the lcbor Force 763 36.0% 3,748 31.6% 12,272 33.2%
Employed 1,300 61.3% 7,699 64.9% 23,465 63.5%
Unempleyed 56 2.6% 419 3.5% 1,215 3.3%
Unemployment Rate ) 4.1% 5.2% 4.9%

Note: (1) Distarice from the intersection of Aers Drive and Sandrock Street,
Source: Claritas, 2008; and CBRE Consulting.

The trade area has an employed resident population of 7,700 and the unemployment rate is
5.2 percent. Exhibit {lI-5 profiles the occupation profile of the employees within the half, one
and two-mile rings.

Exhibit I1l-5:
Daytime Employment Profile, 2007

Demographic Profile 0.5 Mile (1} 1 Mile (1} 2 Miles (1)

EMPLOYMENT & INDUSTRY PROFILE

Al Place Employment by Occupation 4,298 35,084 122,544
.Executive & Professional 1,615 37.6% 13,147 37.5% 43,351 35.4%
Administration & Suppert 1,361 31.7% 11,085 31.6% 37,571 30.7%
Service Personnel 310 7.%2% 3908 11.1% 13,842 11.3%
Trade & Labor ) 1,012 23.5% 6,944 19.8% 27,78C 22.7%

Note: {1) Distance from the intersection of Aero Drive and Sandrock Street,
Source: Claritas, 2008; and CBRE Consulting.

The exhibit reveals the employment in the trade area, which has an employment base of over
35,000, more than double the residents. More than two-thirds have executive, professional or
administrative support accupations. This lends support for more residentiol development fo
serve this large employment base. '

WESTCORE - PALLADIUM FEASIBILITY ANALYSIS 1] JUNE 2008
San DieGo, CA



000785

CE RICHARLE ELLIS

IV. REAL ESTATE MARKET ANALYSIS

KEY FINDINGS — REAL ESTATE MARKET ANALYSIS

To determine the potential for development of residential and commercial uses at the Subject
Site, CBRE Consuiting has profiled the relevant submarkets for rental retail, office and muiti-
family residential uses, respectively.

Office:

Housing market woes have adversely impacted employment in many job categories, including
real estate brokers, mortgage brokers, and construction workers. Rents are projected to
stagnate or even decline in light of reduced demand. Excess supply in last two years has
pushed up the vacancy rates in both San Diego and Kearny Mesa submarket in excess of 15
percent. The Subject Site is not a Class A location due to its location adjacent to the airport
and single-family residential. Class B tenants require annual rents of less than $30.00 per
square foot full service gross, whlch is |nsuff|caent to fully amortize the cost of construction of
new offica buildings.

With current market uncerfainty and retailers showing increasing reluctance to sign new
leases, adding supply to the market, particularly speculative, is very risky. The West San Diego
Beach ‘submarket, which comprises the subiect site, has higher overage rents and lower
vacancy than regional average. Yet, the areo in immediate proximity to subject site is not
performing as well as the submarket as evidenced by below-par rents and high vacancies ot
the nearest two neighborhood shopping centers.

Interviews with real estate specialists for smaller grocery stores such as “Fresh & Easy” reveal
that Subject Site is not suitable, as it does not have encugh residential density within the 1-mile
trade area, nor does it offer ingress and egress from two intersecting streets.  Without an
anchor tenant, any retail on the Subject Site will have to be ancillary service retail of less than
10,000 square feet. The likely achievable rents for such in-line retail would range from $1.15
to $1.25 per square foot per month.

Apartments:

With stricter mortgage terms and prospecﬂve buyers adopting a wait and see approach
anticipating the bottorn of the market, apartment market offers an aftractive alternative. The
Class A rental residential market in both San Diego region and Clairemont/Linda
Vista/Mission submarket is strong both from a demand and price-growth standpoint. The
submarket in particular has seen positive absorption in each of last five years, and its vacancy
rate at 3.5 percent is lower than county-wide average, while the Class A average rent per unit
are on par with regional figure of $1,633 per unit per month.

The Subject Site vicinity has not been a Class A multi-family residential market with most
comparable projects located nearly two-miles to the south. However, pipeline developmenis
suggest that there is development potential for such a product in the near term with Class A
product proposed on Aero Drive near |-805.

WESTCORE - PALLADIUM FEASIBILITY ANALYSIS 12 JunE 2008
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Regional Market Overview

San Diego Metro has been one of the hardest hit by the housing market woes, which has
adversely impacted employment in certain jobs, including recl estate brokers, mortgage
brokers, and construction workers. According to RE!IS, “after two years of siowing, job growth
has dropped beneath the rate of population growth and unemployment has hit a four-year
high”. There is a standoff in the office space transactions with landlords not willing to fower
rents expecting recovery in economy saon, and tenants expecting lower rents or discounts in
light of tayoffs and rising vacancies. While the impact has been felt on the fransactions side,
the rents and absorption trends have largely been positive through 2007. The impact of the
market crises is expected to be feit this year with renis projected to stagnate or even decline.
Exhibit [V-7 below shows the demand and supply characteristics of the regional office market
over the last five years.

Exhibit IV-1:
Qffice Market Trend, San Diego Metro, 2003 - 1Q ‘08
' Inventory GLA  Completions Net Rate

Trend by Market Area - [SF) {SF) Absorption  Vacaney | ($/5F/Yr)

San Diege Market '
2003 94,560,225 1,056,468 1,583,090  11.3%  $25.84
2004 05,637,347 1,077,122 2,436,605 10.2% 26.38
2005 97,718,004 2,080,657 2,960,304 9.2% 27.68
2006 100,487,905 2,769,901 1,120,220 9.2% 29.82
2007 104,503,910 4,016,005 2.,898,751 10.7% 31.14
2008 1Q 104,958,532 454,622 (254,415) 12.1% 31.23

Source: Costar Group, 2008; and CERE Consulting.

Inventory and Absorption — The total inventory of office space was approximately 105 million

" square feet following construction of over 10 million square feet over the last five years — 4
million square feet in year 2007 alone. Through 2007 demand outpaced that inventory
growth resulting in positive net absorption. However, the first quarter of 2008 saw a negative
absorption of over 250,000 square feet.

Vacancy and Rental Rates — As a result of absorption outpacing inventory growth, the vacancy
decreased between 2003 and 2006. Vacancy has risen back to pre 2003 double-digit levels.
The positive absorption through 2007 has also meant that the lease rates hove continued to
rise from 2003 average lease rate of $25.84 per square foot per year to current levels of
$31.23 per square foot per year, an increase of over 20 percent. However, given the rising
vacaney rate ond a negative absorption in 2008, the rents are likely to weaken in 2008,

Employment Development Department predicts job gains in Leisure and Hospitality and
Professional, Scientific and Technical Services, both of which would be helped by demand
from abroad. Moody's Economy.com predicts employment will fall by 2,400 (0.2%) in 2008.
A strong recovery, with 24,200 jobs added in 2009 and 27,600 in 2010 is forecast to follow.
REIS expects that @ moderate rise in vacancies will coincide with a slowdown in rent gains, but
not a decline in rents, in 2008.

WESTCORE - PALLACILIM FEASIBILITY ANALYSIS g 13 JUNE 2008
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-Submarket Analysis

In order to gauge the potential for office development at the Subject Site, CBREC conducted
an overview office submarket anaiysis. The following section of the report presents the analysis
of office market conditions for the relevant Kearny Mesa submarket, in accordance with
Costar definition. This submarket is roughly bounded by State Highway 52 to the north,
Interstate 805 to the west, Friars Road to the southeast, and Jackson Drive to the northeast.

The majority of Class A office buildings are located in the northern quadrant of the submarket
near SR-52. With adjacent genergl aviation airport use and single family residential, the
Subject Site is clearly a Class B location.

Exhibit IV-2 below shows the summary market trends for entire Kearny Mesa office submarket
from 2003 to the first quarter of 2008.

Exhibit IV-2:
Office Market Trends, Kearny Mesa submarket, 2003 - 1Q ‘08
Invém‘ory GLA Completions Net Rate
Trend by Market Area {SF) {SF) Absorption  Vacancy | ($/5F/Yr.)
Kearny Mesa Submarket 1)
2003 8,693,474 213,105 122,242 11.9% $22.61
2004 8,770,474 . 77,000 337,921 10.7% 22.78
2005 $,028,447 257,973 292,103 8.2% 23.29
2006 9,230,717 202,270 200,150 7.7% 24.62
2007 9,371,976 141,259 13,289 8.7% 26.69
2008 1Q 9,371,976 - 4,281 9.5% 27.03

(I} According to Costar definition.
Source: CoStar Group, Inc.; CBRE Consulting.

Inventory and Absorption — The Kearny Mesa submarket has on inventory of 9.3 million
square feet of office space, nearly 9 percent of the county-wide stock. Since 2003, over
675,000 square feet has been added or about 8 percent of the inventory. The submarket has
seen positive net absorption in each of the last five years. However, the submarket mirrors the
regional trend of supply outpacing demand in 2006 and 2007,

Vacancy and Rental Rates — Increased demand has pushed the vacancy rate down from its
double-digit levels of pre-2003 to a low of near-stable 7.7 percent in 2006. That trend has
since reversed, resulting in a higher vacancy rate, rising to 9.5 percent in the first quarter of
2008. As a result of positive absorption in the last five years, the averoge lease rates have
climbed from the 2003 levels of $22.61 per square foot to current levels at $27.03 per
square foot. The more immediate one-mile area from the subject site has lower lease rates at
$25.561 per square foot. Appendix Exhibit IV-1 deteils the comparisen of office market trends
for the one-mile vicinity with Kearny Mesa and adjoining submarket and Son Diego metro.

Development Pipeline

In order to gauge the competition that any proposed office space at the subject site is likely o
face, CBRE Consulting looked at projects in the planning pipeline. Exhibit V-3 summarizes
such projeds located within a 3-mile area. We find that only one project - Aero Court, a Class
B product totaling 20,000 square feet, is under construction less than half-mile from the
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subject. Further north Sunroad Spectrum Phases Il and (Il proposes to add about 600,000
square feet of office space.

Exhibit V-3:
Office Development —Projects in the Development Pipeline
Distance Est.
Property Name Location from Site | Completion Size (SF)
Under Construction ‘
Terraces At Copley Point 5887 Copley Dr @ 52 Frwy 2.90 11/2008 380,000
Aero Court (1) 3540 Aero Ci @ Aero Dr 0.45 5/2009 20,300
Total Under Construction 400,300
Proposed
Sunroad Centrum Ph I Spectrum Center @ Kearny Villa 1.25 2010 300,000
Sunroad Centrum Ph Il Spectrum Center @ Kearny Villa 1.25 2010 300,000
3255 Camino Del Ric (2) 3255 Camino Del Ris § 2.65 n/a 55,000
Total Proposed 655,000
TOTAL UNITS IN PIPELINE 1,055,300

- (1) Project is Class B office space. ]
(2) Project is proposed and will proceed to ebiain units as tenanis are signed.
Sourée: CoStar Group. Inc.; CBRE Consulting.

Achievable Market Rents

We have estimated the likely achievable rents for office space built on the subject site based
on historic and prevailing market rents in the Kearny Mesa submarket, likely competition from
proposed or under construction projects in the pipeline, and location advantages of the
subject site. We find that the subject site would be unlikely to achieve annual fuli service gross
lease rates greater than $30 per square foot per year,
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RETAIL MARKET ANALYSIS

Regional Market

Macre economic factors such as job losses, declining home values, increasing inflation and
reduction in consumer spending have contributed to a slackening demand for retail space.
Nationally, the retail sector has seen o steep rise in stere closings and bankrupteies that will
exacerbate weakening fundamentals. With expectations that the situation is likely to get worse
before it gets better, retailers are showing increasing reluctance to sign new leases given the
uncertainty. In such a market, adding speculative supply to the market is very risky.

CBRE Consulting has studied the community and neighborhood shopping center market
trends in San Diego. While there are fears about the downturn in the for-sale housing markets
affecting the consumer expenditures, REIS expects that supply trends {i.e., reductions in home
building) may offset any such impacts. It classifies the regional retail market for community
and neighborhood shopping center space as ‘solid’. Exhibit V-4 shows the trends for key
market variables in the San Diego region.

Exhibit [V-4;
Retail Market Trends, San Diego Market
Yacancy Inventory Net Avg. Lease Rate

Year Inventory (SF) Rate % Growth (SF) Absorption ($/SF/Yr)
2003 38,846,000 2.90% . 647,000 748,000 | $21.12
2004 39,171,000 2.70% 325,000 401,600 22.27
2005 39,519,000 2.60% 348,000 357,000 23.53
2006 40,007,000 3.20% 488,000 258,000 24.89
2007 40,611,000 3.8C% 604,000 319,000 26.29

1Q 2008 40,611,000 3.60% 0 80,000 26.27

Source: RE{S, 2008

In the last several years, supply (inventory growth) has exceeded demand (net absorption),
which has resulted in the vacancy rates rising. However, with vacancy rates below 4 percent
for community and neighborhood shopping centers and positive net absorption in excess of
100,000 square feet in each of last five years, the regional retail market remains relatively
strong. The rent growth has averaged in excess of 4.0 percent annually over the last five
years. The current average annual lease rate of $26.27 per square foot per year is nearly 24
percent higher than the 2003 levels of $21.12 per square foot.

West San Diego Beach Submarket

The Subject Site falls under the West San Diego Beach submarket under the REIS classification.
Exhibit V-5 illustrates the market trends in the submarket over the last five years.
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Exhibit [V-5:
Retail Market Trends, West San Diego Beach Submarket
. Vacancy Inventory Net Avg. Lease Raote

Year inventory {SF) Rate % Growth [SF) Absorption (8/5F/Yr)
2003 5,368,000  2.10% 0 (41,000} $24.77
2004 5,368,000 2.60% 0 (28,000) 26.25
2005 5,381,000 2.90% 13,000 {2,000) 27.95
2006 5,389,000 2.90% 8,000 5,000 28.69
2007 5,389,000 2.90% 0 0] 31.04

1Q 2008 5,389,000 3.10% 0- {11,000) 30.60

Source: REIS, 2008

The West San Diego Beach submarket is performing beiter than the regional market on key
market variakles. The 3.1 percent vacancy rate is 0.5 percentage point below the San Diego
average, while the average effective annual lease rate of $30.60 per square foot is nearly
$4.30 per square foot greater than regional average. There has been limited inventory
growth totaling only 21,000 square feet, but negative net absorption over the last five years.

The drop in the average lease rate and negative absorption in the first quarter of 2008
suggests that macro-trends may u-nnrn-f the market and ||/o|u result in rent softening |

[ P
blsllv i |u|\.,
2008.

Locat Area Retail Conditions

CBRE Consulting surveyed the rents in the shopping centers most proximate to the subject site.
Sandrock Plaza also kmown as the Montgomery Field Retail Center, is located directly ocross
from the subject site, at 8690 Aero Dive. There are two retail suites currently being marketed
in the 21,725 square foot cenfer. One is a 1,218 square foot space while the other is a 994
square foot space. The asking monthly rental rate for both spaces is of $1.15 NNN per
square foot. The Serra Mesa Shopping Center is located at the intersection of Sandrock Road
and Greyling Drive. Currently, a 2,000 square foot space is being marketed within the center,
at an asking rate of $1.75 NNN per square foot. According to the manager, tenant expenses
(the NNN component) amount to about $0.35 per square foot.

Achievable Retail Rents

While the West San Diego Beach submarket was performing above the regional average, the
rents in the more immediate trade area are lower than average. We believe that due to the
low density residential base and site constraints previously mentioned, the prospects for retail
at the Subject Site are limited. Assuming a 100% retail project were developed at the Subject
Site, we estimate average monthly rents of no more than $1.50 per square foot for anchor
stores t0 $2.00 per square foot for inline shops.

WESTCORE - PALLADIUM FEASIBILITY ANALYSIS 17 JUNE 2008
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RENTAL APARTMENT MARKET ANALYSIS

CBRE Consulting has studied rental apartment trends for the Clairemont/Linda Vista/Mission
submarket and the San Diego metro area in general. CBRE Consulting has used the Real
Estate Information Services (REIS) submarket definition. Clairemoni/Linda  Visto/Mission
submarket is bounded by State Mighway 52 1o the nerth, interstate 5 to the west, interstate 1-8
to the south, and State Highway 125 to the east.

San Diego Metro Area

According to REIS, conditions remain strong in the investment grade San Diego apariment
market. With siricter morigage terms and prospective buyers adopting a wait and see
approach anticipating the bottom of the market, opartments offer an attractive alternative for
many families. Exhibit IV-4 profiles the market trends for Class A apartments in the San Diege
meiro area. ’

, Exhibit [V-4:
Apartment Market Trend, San Diego Metro, 2003 - 1Q ‘08

1Q CAGR (1}
2003 2004 2005 2006 2007 2008 2003-07

CLASS A APARTMENT MARKET TRENDS
San Diego Meiro

Inventory (units] 846,236 64,5072 62,124 64,593 465,995 65,995 -0.09%
Inventory Grawth {units) - -1734 -2378 2449 1402 0

Asking Rent per Unit $1,372 $1,394 $1,459 $1,524 $1,585 $1,633 3.68%
Vacancy Rate 5.1% 5.1% 4.4% 4.1% 4.7% 4.7% '
Net Absarpfion 1,765 -1,598 -1,571 2,008 1,393 -141

Source: Real Estete Information Services (REIS), 2008; and CBRE Consulting.

San Diego metro has an inventory of nearly 66,000 Class A apartment units, which is close to
the 2003 levels. After a spate of condo-conversions and hence a loss of apartment inventory
during 2003-05, the market has added over 3,800 Class A units in the last two years.

The average Class A lease rates have continued fo rise at an annual rate of over 3.6 percent
since 2003 reaching $1,633 per month in the first quarter of 2008. The vacancy rate haos
held steady between 4 and 5 percent, which is a sign of a healthy market.

Clairemont/Linda Vista/Mission Submarket

The regional trend of condo-conversions was absent in this submarket as it added over 875
units during that period in 2003-05.

Exhibit IV-7 details the trends for Class A apaoriment projects in the Clairemont/Linda
Vista/Mission submarket.

WESTCORE - PALLADIUM FEASIBILITY ANALYSIS i8 JUNE 2008
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Exhibit [V-7:
Apartment Market Trend, Clairemont/Linda Vista/Mission Submarket, 2003 - 1Q ‘08
1Q CAGR (1)
2003 2004 2005 2006 2007 2008 2003-07
CLASS A APARTMENT MARKET TRENDS
Clairemont/Linda Vista Missit:\l'I Submarket {2}

Inventory {units) 10,335 11,211 11,211 11,724 11,724 11,724 3.20%

Inventory Growth (units) - B76 0 513 0 0
Asking Rent per Unit $1,449 $1.478 $1,532 $1,568 $1.,616 $1,633 2.76%

Yacaney Rate 6.4% 6.7% 5.7% 4.3% 4.4% 3.5%

Net Absarplion 519 636 461 351 191 -1

Source: Real Estate Information Services (REIS), 2008; and CBRE Consulting.

The demand has remained strong in this submarket in the last five years, even when San
Diego region experienced negotive absorption during 2004-05. As a result, the vacancy rates
have steadily declined from 6.4 percent in 2003 fo 3.5 percent in the first quarter of 2008.
The current figure is 1.2 percentage points below the San Diego Metro average. As o result of
the strong submarket fundamentals, the overage rent per unit has increased at more than 2.7
percent annuaily to a current level of $1,633 per month. This is ot par with the regional
average. This represents typical frictional vacancy, and suggests modest pent-up demand in
the submarket, or in other words, a supply shortage. '

We do not believe that the average rental rates reflect competitive products in the sub-regional
marketplace, s they are not capable of supporting new development. Because they are based
in part on market rents in older, less amenitized apartment buildings, those rent levels are
only useful for assessing rent trends. They simply represent ¢ starting point for the derivation
of estimates of achievabie rents for new products. The analysis of new Class A projects
provides data on what we believe would be the upper-end of achievable rents.

Comparable Projects

CBREC has conducted an analysis of henchmark rental apartment prolects within a two-mile
vicinity of the Subject Site. We have analyzed the unit mix, rent and other characteristics of 11
comparable Class A projects within the vicinity of a 2-mile ring from the Subiect Site. Exhibit
V-8 illustrates each of their locations in context of the subject site, while Exhibit IV-9 provides
their rent characteristics for respective unit types. Appendix Exhibit IV-2 gives the detailed
property information and amenities af these projects.

As Exhibit IV-8 shows, most projects are located clong the Friars Road about two-miles south
of the Subject Site. The sample set includes Class A projects with a minimum of 150 units,
ranging from 160 units at The Missions at Rio Vista up to 736 units at Archstone Mission
Valley. These projects were built within the last 10 years, though none later than 2004. Our
survey shows that cll these cpariment projects offer one to three bedroom units, with none
offering studio units.

© WESTCORE - PALLADIUM FEASIBILITY ANALYSIS 19 JUNE 2008
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Exhibit [V-8:
Map of Comparable Apartment Projects

@ Under Construction " Units
1) avalon Feshion Waik 161
2) Summit Falls 254
3) Parkview 288

@ Planned
4) Migsion Yillage 150
5} Spectrum 379

W Proposed
&) Mission Gorge 445

Existing '
1) Combridge Park at Slonecrest Village 320
2] Arcodia of Stonecres! Village 334
3) Avion ot Spectrum 448
4] Monte ¥isto (FKA Villa Dorado} 6468
5) Partohno 396
6} Archelonae Mission Vallay 736
7} La Mirage Phase TY
8} The Fromenade Ria Vista Phasa il
%) The Promenade Rio Vista Phase |
10) The Missions af Rio Vista Il

11) The Missions at Rio Vista |

‘- . [

6‘—‘.'( .(" — Ll : 1
?'ﬂ\,_»ql—i-”r'ﬂ.[ | 1 |g| i.|\‘
Source: Real Estate Information Services (REIS), 2008; CB Richard Ellis; and CBRE Consulting.

=
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Exhibit V-9:
Comparable Apartiment Projects — Rent Charadieristics
Average
Distance  Year  Total | Yocaney  Average | Product Rent Unit Size  Unit Rent
Property Name (Miles) Buiit  Units Rate Rent/Unit Type {$/Mo.) (SF) $/SF
1 Cambridge Park at Stenecrest Village 0.99 1998 320 0.028 $1.636 1BD 31,31¢ 701 51.87
3394 Daley Center Dr 28D 1,760 1,151 1.53
San Diego, CA 92123 3BD 2,276 1,308 1.74
2 Arcedia af Stenecrest Village 1.19 1999 336 0.08 $1,927 18D 1,685 754 223
2843 W Canyon Ave 280 2,035 1,106 1.84
San Diego, CA 92123 3BD 2,585 1,389 1.86
3 Avion af Spectrum 1.43 2002 448 0.1 $1,699 1BD 1,580 768 2.06
8811 Spectrum Cir Blvd 2BD 1,910 1,090 1.75
San Diego, CA 92123 3BD . - .
4 Monte Vista (FKA Villg Dorado) 1.55 2000 668 0.044 51,900 1BD 1,474 726 2.03
2507 Northside Dr 2B 2,073 1,164 1.78
Sen Diego, CA 92108 3BDC 2,578 1,313 1.96
5 Perofina 1.57 2004 %8 0.005 51,987 18D 1,640 Bae 1.84
2500 Narthside Or 280 2,045 1,124 1.82
San Diego, CA 92108 dg 38D 2,600 1,373 1.89
: Lym
& Archstone Mission Yailey 1.84 200 736 0.507 $1,671 18D 1,505 8464 1.74
2288 Fenton Pkwy . 28D 1,875 1,052 1.78
San Oiego, CA 92108 380 2,698 1,346 2.00
7 La Mirage Ph IV 1.91 2007 340 0.041 51,647 1BC 1,330 4620 2.15
4530.- 5550 Reflection ’ 2BD 1,715 1,045 1.64
San Diego, CA 92124 3BD 2,310 1,350 1.71
8 The Promenade Rio Vista Ph |l 216 2004 480 0.06 31,918 18D 1,377 630 219
2185 Station Village Way 28D 2314 1100 2.10
San Diego, CA 92108 3BD - - .
9 The Proamenade Rio Vista Ph | 2.14 2003 490 0.059 51,900 18D 1,377 rall 1.94
2185 Station Village Way 28D 2,314 1,081 2.14
San Diego, CA 92108 38D - - .
18 The Missions ot Rio Vista |l 2.28 1998 140 0.031 $1,958 18D 1,595 718 2.22
© 2242 Gill Village Way . 280 2,058 1,111 1.85
San Diego, CA 92108 38D 2,650 1,327 2.00
11 The Missions at Rio Yista | 2.28 1998 304 003 51,889 1BD 1,595 718 2.22
2242 Gilt Villoge Way 2BD 2,058 1,166 1.77
San Diego, CA 92108 3BD 2,300 1,327 1.88
Source: Real Estate Information Services (REIS), 2008; cnd CBRE Consulting.
Monthly rents per square foot range from $1.64 1o $2.23, resulting in average monthly rents
between $1,636 and $1,987 per unit. This is higher than the regional and submarket
average. Overall, the occupancy levels remain within or around the stabilized levels of 3t 5
percent.
WESTCORE - PALLADIUM FEASIBILITY ANALYSIS 21 JUNE 2008
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Projects in Development Pipeline

In order to understand competition for rental residential product on the Subject Site, CBRE
Consulting has profiled comparable projects in the pigeline in the trade area. Two
construction projects are located at or near the Friars Road corridor to the south. The third
under-construction project is located within cne-mile near the 1-805 and 5R-163 interchange
on Aero Drive. This 288-unit project, likely to be completed by 2010, will offer the most
competition to any proposed apartments on the Subject Site. Exhibit V-6 illustrates the
locasion of each of the projects in the pipeline, including planned or proposed, but not under
construction. ‘

Achievable Rents at the Subject Site

Achievable rents in the Subject Site are primarily a function of the overall level of demand for
units in the market, the positioning of the type of product proposed, the project location, and
the rents in competing locations of the projects discussed above. Based on our assessment of
those factors, we belfieve achievable monthly rents will be near the average of those
benchmark projects, or approximately $1.85 to $1.95 per square foot. Adjusted for inflation
considering that any proposed project would not commence construction for at least another
year, the likely rert range is $2.20 1o $2.30 per square foot. This translates into one-bedroom
(700 square feet) renis of approximately $1,540 to $1,610 per month, and iwo-bedroom
{300 square feel) rents of $1,980 io $2,070. Such rents would be higher than current
Clairemont/Linda Vista/Mission submarket asking rents of approximately $1,630 per unit per
month.

WESTCORE - PALLADHUM FEASIBILITY ANALYSIS 22 JUNE 2008
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V. RETAIL SUPPLY AND DEMAND ANALYSIS

INTRODUCTION

In order to determine the potential for various retail uses in the Subject Site, CBRE Consulting
has conducted an analysis of the market support for such uses, including both a retail sales

. leakage analysis, and o retail demard analysis. The reteil leakage analysis is used as the
preliminary basis for identifying potentiai retail opporiunities in the irade area in the various
categories of retail space. The market analysis quantifies and projects the overall demand
base derived from the expenditure potentials of residents and employees, examines the
competitive environment, and develops estimates for supportable space at the Subject Site.
The following provides a summary of the approach and findings of our analysis.

KEY FINDINGS — RETAIL MARKET ANALYSIS

There are two neighborhood shopping centers within half a mile of the site, with several
centers within one mile and to the west of SR-163. For neighborhood serving center, we have
defined a trade orea of a one-mile radius from the Subject Site, with a half-mile radius being
thoa el o H’“‘-’e'le" e *w-u-ln ~rac u- +rlll"\"ﬂ+ﬂf’l vy e Montoom Finld (n tha

et ,_,.:mGr",-’ ‘frcde areq. IS areq 15 uncdicl Oy N iy .u:u\duniul)— oSG e
north and the Freeways on the west, making the surrounding employment and limited
residential to the south the primary demand sources for Subject Site.

The trade area is leaking resident expenditures in the general merchandise and apparel
stores, grocery store, and eating and drinking places categories. Each of these store types is
failing to capture more than 50 percent of ifs residents’ expenditures.

However, given the strong competition outside the trade area, limited site ares and restricted
ingress and egress, along with lack of off-ramp cccess to Aero Drive from [-805 and SR163,
the Subject Site’s potential to capture significant portion of that demand is limited.

RETAIL SALES LEAKAGE ANALYSIS

. In evoluating a particular area for potential future retail development, it is important to
understand the extent to which the existing refailers in the trade area are currently satisfying
the demand for goods from the househalds. One approach to making such a determination is
through a leakage analysis.

Methedology

CBRE Consulting has prepared the following leckage estimate for various retail categories in
the two-mile retail frade area, ufilizing the retail leakoge estimates from Claritas, a nationally
recognized retail market data provider. Claritas estimates consumer demand based on data
from secondary socurces such as Consurmer Expenditure Survey by Bureou of Labor Statistics
(BLS), InfoUSA and the Economic Census, and then adjusts for local market areas based on a
regression analysis of local income, social and demographic characteristics.

Retail categories in which potential spending is not fully coptured within the trade area by
local merchants are called “leakage” categories, while categories in which more sales accur

WESTCORE - PALLADIUM FEASIBILITY ANALYSIS ' 23 JuNE 2008
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than could be generated by residents are called “attraction” categories. Generally, aftraction
categories signal particular strengths, while leakage categories signal particular weaknesses,
or lack of existing retail outlets for that cotegory. The analysis excludes auto-related retail
categories. This illustrative analysis is intended to estimate the amount of spending that is
currently going outside the trade area, by major retail categories.

Leakage Results

Exhibit V-1 presents a summary of the findings of the analysis for 2007, including the total
sales, sales potential, and leakage/attraction by retail categories. This enalysis indicates that
based on the one-mile trade area’s retail sales of $37.1 million, it is currently leaking
approxirmately $105 million in scles, or 74 percent of its retail expenditure potential from
residents. Appendix Exhibit V-1 details the leakage and attraction for more detailed retail siore
sub-categories.

Exhibit V-1
Retail Leakage Analysis - 2007, In Millions
Helf-Mile Rodius One-Mile Radius
) Consumer Attraciion/ Consumer Attroction/

Retail Store Category Expenditure Retail Sales| Leakage Expenditure Retail Soles| Leokoge
GAFO Category $10.6 56,2 ($3.8) $57.4 $11.2 1546.2)

Cenaral Merchandise 5.¢ 0.0 (5.0 28.0 0.0 {28.0)

Clething & Accessories 2.0 0.0 2.0 1.0 1.4 (9.4}

Furniture & Home Furnishings ' 0.9 1.7 0.8 5.5 7.8 (3.7}

Electronics & Appliances 1.0 4.6 3.4 5.8 7.0 1.2

Sporting Goods, Beok, & Music 0.8 0.0 0.8) 4.6 0.7 (3.9

Miscellaneous - Office Supplies etc) 1.0 0.0 .0 6.0 0.7 {5.3)
Building Matericl & Garden Supplies $3.2 30.0 (53.2) $19.3 7.8 ($11.5)
Health & Personal Care Stores - $1.6 . §50.0 {(31.8) $10.3 $4.7 (35.6)
Food & Bevercge Stares 353 $1.2 {34.1) $29.5 $46.7 ($22.8)
Foodservice & Drinking Places 34.2 1.9 ($2.3) $257 56.7 ($19.0)
Tatal Non-Auto Retail Stores $24.3 $9.3 | ($15.0) $142.2  $37. ($105.1)

Source: Claritas, 2008, and, CBRE Consulting

The limited number of shopping centers or freestanding retail within the one-mile radius
contributes to the expenditure leakage. Leakage is most pronounced in the GAFQ stores
category ($46.2 million), particularly general merchandise and apparel stores, grocery store
($22.8 million), and eating and drinking places ($19.0 million) categories. Each of these store
types is failing to copture more than 50 percent of its residents’ expenditures. The anclysis
results suggest that opportunities exist for new retail development in these categories of space.

COMPETITIVE RETAIL ANALYSIS

Trade Area

The market support for retail uses at the Subject Site will be driven primarily by the residential
neighborhood south of the Subject Site. Based on our assessment of neighborhood shopping
centers, the trade area is defined as a one-mile radius from the intersection of Aero Drive and
Sandrock Street. The trade area is comprised of both primary and secordary trade areas. The
primary trade area is the area within a half.mile radius, and the secondary between half-mile
and one-miles. The trade area extends approximately from Balboa Avenue in the north to
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Gowdy Avenue in the south and from Ruffin Road in the east to Atlas Street in the west
approximately.

Exhibit V-3 illustrates the extent of the primary and secondary irade areas together with the
competitive shopping centers and prominent grocery and drug store locations.

Competitive Retail Environment

Exhibit V-2 profiles the competitive shopping centers within the trade area and vicinity and
Exhibit V-3 illustrates their locations, classified by grocery ancheored shopping centers and
non-grocery anchored shopping centers,

Within Trade Area: We estimate that there is a iotal of cpproximately 596,000 square feet of
competitive retail space in the frade area shopping centers, of which approximately 345,060
square feet is located in two community shopping centers, Target Center and Hawthorne
Centér. These are anchored by Target and Staples, respectively. Each is outside the primary
trade orea, to the west along the SR-143. Twe more neighborhood shopping centers are
located near the 1-805 and SR-163 interchange, next to the two community shopping centers.
Several other neighborhood shopping centers lie on the trade area periphery.

Only two neighborhood shopping centers are lecuted within the primary trade area. The
Y [ AU [ R N .S S, iy L ol - oto ot OFL. 0 P Y S » .
ClIOses1 Gna most prominenr rerdi L..Umpv::?hur or e SUU]&L.I Site is the CVS§ Prlurlrlut.y
anchored Serra Mesa Shepping Center, about half-mile south of the subject. The vacant
grocery store space appears to be leased to another super-market. Immediately to the north
of the sife is Sandrock Plaza a small strip center, comprised of service oriented retail uses such
as real estate agents, tax services, beauty salons and several dining establishments. It must be

noted that both these centers have several vacant stores.

In Trade Area Vicinity: Outside the trade area, there is @ significant concentration of shopping
centers, mostly neighborhood serving, along the prominent arterials such as Convoy Street
and Balboa Avenue to the west of SR-163 freeway, Clairemont Mesa Boulevard to the north,
ond near I-15 to the east. The largest center is the 482,000 square feet Stonecrest Plaza
located near 1-15 on Ruffin Road, over 1.5-miles from Subiect Site. This regional center is
anchored by Wal-Mart, Vons, Petsmart, and Fry’s Electronics. The only other larger non-
neighborhood shopping center is the Vista Balboa Center at Batboa Avenue and Ruffin Street,
just outside the trade area in the north-west, This 125,000 square feet center is anchored by
Albertson’s and Sports Authority.

The largest among the neighborhood shopping cenfers is the Independence Square, located
nearly 2-miles north-west at the intersection of Clairemont Mesa and Ruffin Street. lts anchor
tenants are Fthan Allen and Saddleback Furniture. Other relatively larger neighborhood
centers are mostly located along Clairemont Mesa Blvd. to the north. In this frade area and
vicinity, grocery stores are located in an adequately sized community shopping center at least.
All the neighborhood centers profiled did not have a national chain grocery store.

-
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Exhibit V-2:
Summary of Retail Shopping Centers within Trade Area
Center Name Cenler Address D|sf.unca Year Total GLA Number of Anchor Stores
(m_lles) Opened Stores
Regional Centers
Stonecrest Plozo 3382 Murphy Conyon Rd 1.54 1995 482,815 12 Yons, Wal-Mart, Pelsamrt, Fry's Electronics, Radioshack
Community Centers )
Target Center 7803-8001 Othello Ave 0.80 1991 224,387 Expo Design Center, Target
Hawthorne Center 4200 Kearny Mesa Rd 0.68 1992 140,796 18 Staples, Milsuwa Markeiplace, Aaron Brothers
Vista Balboa Center 7715-7725 Balboa Ave 11z 1989 124,584 4 Albertsons, Sporfs Authority
Neighborhood Centers
Independence Square 7305 Clairemont Mesa Blvd 1.82 1974 92,734 20 Ethan Allen, Hold It, Saddleback Furniture, Tea Station
Serra Mesa Shapping Center 3202-3340 Greyling Dr 0.51 1957 60,300 22 CVS, Arina Market, Subway, H&R lock
Plaza Del Sol 4688 Convoy St 1.37 1973 54,377 19 Acupuniure, All State, Chis Etc, Clu, Mega Macro, Sunset
Kearny Ville Square 5375 Kearny Villa Rd 1.44 1977 46,050 19 Express Signs, Ham Radic Ouilet, La Maoda
Rufin Village 9343 Cloiremont Mesa Blvd 1.73 1979 44,594 25
Sunrise Town Center 3820-3860 Convoy St 0.65 1983 44,069
Convoy Village 4344 Convoy St 1.02 1974 43,000 20 Boot World, lapanese Restaurant, Seoul Bbq
Magnolia Square 3520-3550 Ashford St 1.04 1961 38,000 10
Convoy Ronson Plaza 4805-4891 Convoy St 1.51 1973 36,985 Immediate Care Chiropractic, Industrial Liquidater
Mercury Village 8006 Clairemont Mesa Blvd 1.69 1975 35,209 Eurc Nails, Sir Speedy, Subway, Sunrise Donuts
Kearny Village Kearny Mesa & Mercury § 1.87 1986 35,000
Datey Square Retail Center 3755 Murphy Canyon Rd 1.55 1988 30,520 14 Fedex Kinko's
Star Center Shopping Center 4425-4434 Convoy 5t 1.03 1986 24,233 i3
Interstate Retail Center 5150 Murphy Conyon Rd 2.00 1987 23,532
Sandrock Plaza 8690 Aera Drive 0.00 1978 21,700 14 Clown Market, Pampas Grill, B&B Deli
Convoy Court 4446 Convoy 5t 1.31 1978 20,618 15 Anna Alterations, Cafe , Sunny Donuts, Green Teo House
Convoy Painte Plaza 4681 Convoy St 1.30 1987 11,500 Manny's Salon, Taimina, Techno Md
Balboa/Convay Shopping Center {4488 Convoy St T.1T1 1989 10,620 g Bait & Tackle, £ye Docs
Empire Square 4647 Convoy S 1.29 1978 10,500 10 Wallpapers To Go

Sources: Claritas, 2008; NRB Shopping Center Directory; Costar Group; and CBRE Consulting Primary Reconnaissonce Survey
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Exhibit V-3:
Trade Areas and Competitive Shopping Center Locations

7
CLAIREMONT MESA BLVD @_

OVERLAND AV]
o

RONSON RD @ [ | ;c
—_ L T i e, S
] ! y ! . ’.T'f
\ - . 3 ’ \ 1 l:':‘ NS
Y \“‘——E "[{J t ! ; g _A\‘é"
z -—ﬂz-_#ﬁ ' ‘I E {N\\
-]

. Grocery Anchored Ceriters
1) Stonecrest Ploza (Yons) 482 815 5F
2} Howthorne Center (Mitsuwa Markeiplacs) 140,796 SF
| 3) Yista Balboo Center (Albertsons) 124,584 5F
E . Hon Grecery Anchored Cenfers
| | 4} Targset Center [Targat) 224,387 5F
\ 5} Independence Square ([Ethan Allen) ©2,734 5F
§ 6) Sermo Mesa Shopping Center {CVS] 60,300 §F
J1 7y Plaza De! Sol 54377 $F
Ll 8) Kearmy Vills Squore 46,050 57
[ |9 Rutfin Vitlage 44,504 5F
I 10} Sunrise Town Center 44,069 SF
11} Convoy Yillage 43,000 5F
12} Magnelia Squara 38,000 SF
13} Cenvey Ronson Plgza 36,985 SF
T4} Mercury Village 35,209 5F
15} Keamy Village 35,000 5F
16} Daley Square Retail Center 30,52¢ §F
17) Stor Center Shapping Center 24,233 5F
7| 18] Interstate Ketail Center 23,532 5F |
%] 19) Sandrock Flazo 21,700 5F
i 20) Cormvoy Court 20,618 5F
i 27) Corvoy Pointe Pigza 11,500 SF
Y| 22) Balboa/Convey Shopping Center 10,620 SF
:I: “23) Empire Squere 10,500 SF

Sources: Claritas, 2008; NRB Shopping Center Directory; and CBRE Consufting Primary Reconnaissance Survey
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VI. FINANCIAL FEASIBILITY ANALYSIS

INTRODUCTION

In the previous sections, we analyzed the market for three product types, which we have now
evaiuated individuglly or in combination to delermine what conceptual development
alternative for the Subject Site will preduce a residual land value in excess of its the current
value as an industrial complex. in order to evaluate the various development aliernatives,
CBREC utilized standard develepment pro formas to perform a residual land value analysis,
based on likely market rents, standard construction costs, typical financing costs and
appropriate developer profit thresholds.

Residual analysis provides the best analytic tool to determine the feasibility of alternative land
uses. The anclysis produces the price a developer can afford to pay for the preperly today,
based on the economics of the various alternatives being considerad, with due inflation
considered given that the development will occur in the future. Accordingly, we have used
reasoncbly conservative assumptions that will allow for the expected growth in the market, as
well as potential variations due to economic cycles. This section describes the key income and
expense parameters for the development alternatives.

EXISTING ‘AS IS’ VALUE THRESHOLD

The Client commissioned an appraisal for the Subject Site to ascertain the ‘As ts’ value with
the existing industrial uses. The appraisal determined that the site was worth at leost $13.3
million in its current industrial use. From a financial feasibility perspective any redevelopment
clternative must offer a higher residual land value than the current “As Is” value.

KEY FINDINGS — REUSE VALUE SUMMARY

As per the request of the City, CBRE evaluated the following develcﬁpmenf alternatives:

1) 75,000 square foot retail center,

2) 105,000 sgquare foot office,

3) 105,000 square foot commercial mixed use with office and retail
4) 300-unit apartment and 20,000 square feet retail,

5] 411-unit,apartment with no retail, and

6) 405-unit apartment with 5,000 square feet of retail

We did not evailuate @ mixed-use scenario with office, retail and apartment uses because the
Subject Site is not large enough to permit all three uses without vertical mixed-use that
requires much more expensive construction.

¢ A 100 percent Retfail use yielded a reuse land value of $6.4 million, less than half of
the existing value.

» A 100 percent Office use yielded o negotive reuse land volue,

e A mixed-use office/retail project alsc yielded a negative reuse land value

e A 411.-unit apartment project development and a mixed-use 405-unit & 5,000 square
faot retail project had reuse values in excess of 314 million. As such that is the only
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alternative that is financially feasible. That is, the residual value is in excess of the

current site volue of $13.3 million.

Exhibit V1.1 1 below illustrates the stabilized market value, development costs and resulting
reuse land value for each alternative and how it compares te the current ‘As Is’ value.

Exhibit Vi-1:
Financial Analysis Summary: Residual Land Value by Development Alternative

Market  Development Developer | Residual | Variance vs

Value Costs Profit Value As s
Exisiing Value — As |s {As per Appraisal) $13.3 - - $13.3 -
Retail Center {75,000 square feet) 23.4 $13.5 $3.5 $6.4 ($5.9)
Ofiice Building {105,000 square fee] 28.6 25.7 43| (1.4) (14.7)
411-Unit Apartment Project 149.5 112.5 22.4 14.6 1.3
85,000 sf Office 20,000 sf Retail 27.7 24.7 4.2 (1.3) (14.4)
405-Unit Apt & 5,000 sf Retail 148.8 iz 22.3 14.4 1.1
300-Unit Apt & 20,000 sf Retail 115.1 B87.4 17.3 [ 10.4 {2.9)

Source; CBRE Consulting

Do~ EMbuia Aec Ta
RO TORMA ASSUMPTIONS

Economic and Financial Assumptions

Various assumptions were made o estimate financing and soft costs such as construction
interest, loan fees and property taxes during construction. Construction-financing was
ossumed to be available at average rates of 6.5 percent. Loan Fees were assumed at 2.0
percent of loan amount. Interest was based on a 100% loan to cost ratio. Property Taxes were
assumed ot approximately 1.12%, based on Kosmont/Rose Institute Cost of Doing Business
Survey, 2007 for City of San Diego.

Our survey of national and regional publications, sale comparables for different product
types, as well as the likely direction of market conditions for different uses according to
industry sources, determined the appropriate capitalization rates to value the completed
alternatives to be between 4.50 and 6.00 percent. A 15 percent profit margin was deducted
to reflect current developer profit expectations, market conditions and risk.

Development Parameters

Estimates of market rents ond operafing expenses are based on the market analysis. The
development costs are based on RS Means Square Foot Costs 2008, an industry publication
for construction costs, ‘and on CBRE Consulting’s evaluation of developer pro formas for
similar projects in the region. The direct development costs for each use include general
requiremenis, contractor profit and architect fees. We have assumed other indirect costs at 20
percent of direct costs. Financing Costs — construction loan interest, fingnce fees per loan
points and property taxes during consiruction — are calculated separately. Tenant
improvements are assumed at $40 per square foot of net rental area for office space, and
$30 for ancillary retail space. Parking costs per space are estimated at $1,200 for surface
units in retail center and office alternatives, and dt $16,000 for structured units in apartments
and residential mixed-use alternatives.
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The key construction cost, soft cost, rent and expense assumptions profiled in the Table V1.2
below are conservative assumptions based on current market conditfions and any expected
premiurms associated with a new product,

Exhibit VI-2:
Key Assumptions: Development Alternatives

CB RICHARD ELLIS

KEY ASSUMPTIONS PARAMETERS: Retol  Office  Apartmentf ~ Office & Apimis &
Center Building Project Retail Retail
Development Parameters
Efficiency Foctor 100.0% 95.0% 85.0% 95.0% 85.0%
_ Density {Units/acre or FAR) 0.23 0.32 55 0.26 54
Parking per DU or per 1,000 Gross SF 5.0 5.0 1.5 5.0 1.5
Pricing & Operating
Monthly Rental Rate $1.75 $2.50 2.25 $2.50 2.25
Annual Yacancy 5.0% 7.0% 5.0% 7.0% 5.0%
Operating Expenses 5.0% 35.0% 25.0% 35.0% 25.0%
Development Cosis
Direct Development Costs (Per Gross SF) 590 5132 . 3175 $133 $175
Tenant Improvements (Per Net 5F) 30 40 0 40 30
Indirect Dev. Costs @ 20% of Direct 18 27 35 27 35
Parking (Per Space] ' 1,200 1,200 16,000 1,200 16,000
Infrastructure Costs [Per Land 5F) 5 5 5 5 5
Financing & Valuation Assumptions
Stabilized Capitalization Rate 46.00% 6.00% 4,50% 6.00% 4.50%
Transaction Costs 1.0% 1.0% 1.0% 1.0% 1.0%
Developer Profit 15.0% 15.0% 15.0% 15.0% 15.0%
Construction Peried [years) 1.5, 2.0 2.0 2.0 2.0
Loan To Caost (% of Total and Indireet Costs) 100.0% 100.0% 100.0% 100.0% 100.0%
Drawdown Factor [Avg Outstanding Balance) 60.0% 60.0% 60.0% 60.0% 60.0%
Interest Rate 6.5% 6.5% - 6.5% 6.5% 6.5%
Finance Fees/Loan Points 2.0% 2.0% 2.0% 2.0% 2.0%

Source: RS Means Square Foot Casts, 2008; Real Capital Analytics; REIS; Castar; and, CBRE Consulfing

The average rents for the different uses are estimated by adjusting current likely rents for
inflation during the entitlement and construction peried through 2011, The current likely rents
were based on the demand for the product, its positioning, marketabitity of the project
location, and the rents in competing locations of the projects, for respective use types.
Accordingly, weighted average monthly rent for refail center, assuming @ mix of anchor
grocery store and other retail stares is approximaiely $1.50 per square foot or $1.75 adjusted
for inflation. Corresponding figures for office space were $2.50 per square foot in 2011, and
$2.25 per square foot for apartments in 2011, Vacancy rates are assurmed ot 5 percent for
residential and retail and 7 percent for office uses.

Detailed assumptions and inputs for each alternative cre presented in Appendix Exhibit VI-1.
The detailed derivation of the residual land value is provided in Appendix Exhibits VI-2 and V-
3.
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VALUE OF DEVELOPMENT ALTERNATIVES

The following presents a summary of the pro forma financial analysis. Detailed results of the
analysis by line item are presented in Appendix Exhibit VI-2. The residual land value is equal
to the market value of the finished product less ihe tetal development costs and a normal
developer profit. The following section profiles each of the development alternatives and their
residuc! land value.

Retail Center Alternative

This alternative assumes construction of a 75,000 squcre foot neighborhood center at the
Subiect Site. It is assumed that it will be anchored by a grocery super-market. The average
rent for the anchor store is estimated at $1.50 per square foot, while in-line retail stores are
expected to average $2.00 per squore foot per month. This plon eccommodotes 5 parking
spaces per 1,000 square feet of building floor area. We estimate total development costs at
$13.5 million, or $180 per square foot base don an average quality construction. With a
capitalized market value of $23.4 million, or $312 per square foot less a 15 percent
developer profit margin of $3.5 million, the program yields a residual land value ot $6.4
million, well below the existing “As Is” value, making it financially infeasible.

Office Building Alternative

Providing for all the required parking on surface was a key consideration in determining the
maximum office space that could be built on the Subject Site. With parking af 5 spaces per
1,000 square feet of floor area, we estimate the site can accommodate approximately
105,000 square feet of office space in a 3-story building. The achievable market rents are
assumed to be a market average of $2.50 per square foot per month. Based on develcpment
costs of $25.7 million ($245 per square foot), developer profit of $4.3 million, and capitalized
market value of finished product at $28.6 million ($273 per square foot), the residual land
value is estimated to be o negative $1.4 millien, making office use infeasible for the Subject
Site.

Apariment Project Alternative

Based on a study conducted by Market Painte, a project comprising 417 units with an average
unit size of 875 square feet can be accommodated at the site. With 2008 monthly rents at
$1.83 per square foot adjusted for a 5 percent annual increase over the entitlement and
construction period, CBRE Consulting has estimated a 32.25 per square foot rent by
completion in 2011 for the financial analysis. Parking is assumed to be in a multi-level
parking siructure, with apartments wrapped around. The total construction cost is estimated at
$112.5 million, or approximately $274,000 per unit. Based on a copitalization rate of 4.50
percent, the value of finishéd product is estimated at $149.5 million {$364,000 per unit}. With
a required developer profit estimated at $22.4 million, this results in a residual land value of
$14.6 million mcking this alternative financially feasible.

Mixed Use Alternative — Office and Retail

CBRE Consulting also analyzed various combinations of above: lend uses in o mixed-use
format ~ cammercial mixed-use and residential mixed-use. Under commercial mixed use, we
assumed a development program with 85,000 squere feet of office space and 20,000 square
feet of in-line retail. Parking provisions were assumed at 5 spaces per 1,000 square feet of
floor area. We estimate totcl development costs of $24.7 million and a required developer
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profit of $4.2 miilion. Based on a capitalized market value of $27.7 miilion ($264 per square
foot), the analysis indicates a net residual land value of a negative $1.1 million.

Mixed Use Alternative — Residential Apartments and Ancillary Retail

The residential mixed-use scenario assumes similar program as apartment project, with the
number of units reduced to 405 in order to accommoadate 5,000 square feet of ground floor
retail space. The construction cost is estimated at $112.7 million. Developer profit at 15
percant of value is estimated ot $22.3 million. Capitalizing the estimated stabilized net
operating income from the project produces a finished product market value of $148.8
milion or $367,000 per unit. After deducfing development costs and developer profit, it
results in a residual land value of $14.4 million, which is above the $13.3 million threshoid
for financial feasibility.

Mixed Use Alternative — Residential Apartments and Retail
Under this residential mixed-use scenario, the number of apartment units is reduced to 300 in
order to accommodate a separate retail program of 20,000 square feet independent of the
apartment units. The resultant construction cost is estimated at $87.4 million. Capitalizing the
estimated stabilized net operating income from the project produces a finished product market
value of $115.1 millien. Deducting a minimum developer profit of 15 percent of siabilized
volue estimated of $17.3 million, resuls in o residuc! lond volue of §10.4 millio

VELUE ST SIS SSIQUr HaIon,

approximately 30 percent below the level needed for financial feasibility.

SENSITIVITY ANALYSIS

CBRE Consulting also conducted a sensitivity analysis to determine the likely impact of any
upturn in the market conditions on the relative feasibility of the development aiternatives. We
found that the commercial uses - office retail and mixed-use — remain infeasible, with land
values of only $8.4 million for retail development and $1.0 million for office or mixed-use
commercial development.
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ASSUMPTIONS AND GENERAL LIMITING CONDITIONS

CBRE Consulting has made extensive efforts to confirm the accuracy and timeliness of the
information contained in this study. Such information was compiled from o variety of sources,
including interviews with government officials, review of City and County decumenis, and
other third pariies deemed to be reliable. Although CBRE Consulting betieves all information
in this study is correct, it does not warrant the accurccy of such information and assumes no
responsibility for inaccuracies in the information by third parties. We have no responsibility to
update this report for events and circumstances occurring after the date of this report. Further,
no guarantee is made as to the possible effect on development of present or future federal,
state or local legislation, including any regarding environmental or ecoiogical matters.

The accompanying projections and analyses are based on estimates and assumptions
developed in connection with the study. In turn, these assumptions, and their relation to the
projections, were developed using currently ovailable economic date and other relevant
information. It is the nature of forecasting, however, that some assumptions may not
materialize, and unanticipated events and circumstances may occur. Therefore, actual results
achieved during the projection period will likely vary from the projections, and scme of the
variations may be material to the conclusions of the anaiysis. '

Contractual obligations do not include access to or ownership tran square feeter of any
electronic data processing files, programs or models compieted directly for or as by-products
of this research effort, unless explicitly so agreed as part of the coniract.
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Appendix Exhibit V-1

Westcore Properties

Office Market Trends, 2003 - 1Q 2008

Local and Regional Submarkets

Inventory GLA ~ Completions

Trend by Market Area (SF) (SF) Net Absorption  Vacancy | Rate (§/SF/Yr.)
1-Mile Radius )
2003 1,900,485 - (112,960) 12.3% 520.3C
2004 1,907,485 7,000 (11,843) 15.7% 22.37
2005 1,907,485 - 23,179 12.9% 2407
2006 2,057,485 150,000 165,273 12.0% 24.22
2007 2,057,485 - 42,676 . 9.8% 25.18
2008 1Q 2,057,485 - 46,467 7.7% _ 2541
3-Year Total 157,000 152,767
5-Year Change - # 157,000 -4.6% 3531
5-Year Change - % 8.3% . 26.1%
Kearny Mesa Submarket (1)
2003 8,693,474 213,105 122,242 11.9% §z2.61
2004 8,770,474 77.000 337,97 10.7% 22.78
2005 9,028,447 257,973 292,103 B.2% 23.29
2004 9,230,717 202,270 200,150 7.7% 24.62
2007 9,371,576 141,259 13,289 8.7% 26.69
2008 1Q 9.371.976 - 4281 2.5% 27.03
5-Yeor Total 891,607 949,986
5-Year Change - # 678,502 -2.3% $4.42
5-Year Chonge - % 7.8% 19.5%
Rose Canyon/Meorena Submarket (2]
2003 1,661,341 - 29,767 3.6% 519.59
2004 1,641,341 . {79,780} 6.3% 20.61
2005 1,641,341 - 63,206 4.3% 21.82
2006 1,670,341 2,000 (15,579} 5.4% 22.09
2007 1,670,341 - 15,690 4.8% 23.45
2008 1Q 1,670,341 - 5,042 4.4% 22.95
5-Year Total 9.000 18,346
5-Yeor Change - # 9,000 0.8% $3.34
5-Year Change - % 0.5% ‘ 17.2%
San Diego Market i
2003 94,560,225 1,056,468 1,583,090 11.3% $25.84
2004 35,637,347 1,077,122 2,434,605 10.2% 26.38
2005 27,718,004 2,080,657 2,960,304 2.2% 27.48
2006 100,487,905 2,769,901 1,120,220 2.2% 29.82
2007 104,503,910 4,016,005 2,898,751 10.7% 31.14
2008 1Q 104,958 532 454 622 (254.415) 12.1% 31.23
5-Year Totcl 11,454,775 10,744,555
5-Year Change - # 10,398,307 . 0.8% $5.39
5-Year Change - % 11.0% 20.9%

Source: Costar Group Inc.; and, CBRE Consulting.

{1) The Costar Kearny Mesa Submaorket is roughly bounded by State Highway 52 to the north, Interstate 805 to the west, Friars Road to the southeast,
and lackson Drive to the northeost. )
{2} The Costar Rose Canyon/Merena Submerket is roughly bounded by State Highway 52 to the north, the Pacific Ocean to the west, Old Sea World
Drive to the south, Linda Visia Drive to the southesst, and Interstate 805 to the northeast.

WESTCORE - PALLADIUM FEASIBILITY ANALYSIS 5 JUNE 2008
SaN DIEGO, CA ’



CB RICHARD ELLIS

Appendix Exhibit [V-2
Waestcoro Properiies

Closs A Aportment Comps
2-Mile Submorket

. Averoge
Distance  Yaor  Total | Vaconcy  Averoge | Product Renri Unit Siza  Unit Rent

Propady Name [Miles) Buit  Units #nts Rent/Unit Type (§/Mo.} {SF) §/5F Community Amenilies Unit Amenilies

1 Cambridge Park o Slonecrast Yillage 1.47 1998 320 Q.028 31,636 1BD $1,310 7m $1.87 Baskelbaoll courl, Business canter, Club house, Coverad Baleany, Wosher/Dryar,
3394 Daley Center Or 280 1,740 1151 1.53 parking, Filnass center, Frae weights, High-speed interneat, Fireplace, Patia, Wheel chair
San Diego, CA 92123 38D 2,274 1,308 1.74 On-sile maintanonce, On.site management, Package access

- receiving, Pool, 5po, Sun deck, Tennis cour

2 Arcodio of Stonecrest Villoge 1.7 1959 336 0.08 $1,927 18D 1,685 754 2.23 Landsceping, Swimming Pool, Spa, Poolside Calé Tebles, Covered Garege Parking,
2443 W Canyon Ave 2BD 2,035 1,106 1.84 Clubhouse, Filness Centar, Business Center, Children's ~ Washer/Dryer, Refrigerctar,
San Diepe, CA 92123 3BD 2,585 1,389 1.86 Ploy Area Alarm Systam. Some units are

pel friandly, hove bolconies

3 Avion at Speclrum 1.7 2007 448 0.} 51,499 180 1,580 768 2.06 Clubhouse, Busingss Canters, Pool, Spo, Galed Same unils heve privale
8811) Specteum Cir Blvd 28D 1,918 1,090 1.75 olloched goroges, gas
San Diego, CA 92123 38D - - . fireplaces, washer/dryer

4 Monte Yistc (FKA Villa Dorado) 1.55 2000 468 0.064 $1,9G0 18D 1,474 726 2.03 Direc) Access Garagss, Pool, Spa, Filness Cenler, Washer/Diyer, Fully-equipped
2507 Morthside D¢ 2BD 2,073 1,144 1.78 Clubhouse, Mavie Theatre, Concierge, Business Centar -+ Kitchen, Ditect Access Garoges,
Son Diego, CA 92108 . 3aeD 2,578 1,313 1.94 Pets Allowad

5 Portefine 1.92 2004 396 0.005 51,987 180 1,640 Bay 1.84 Pool, Spo, Fitness Club, Clubhouse, Getad, Business Some units hove direct occess
2500 Northside D 28D 2,045 1,126 1.82 Center Gaomges, Walk-in closets, Pels
San Diego, CA 92108 38D 2,600 1,373 1.8¢ ollawed

6 Archstone Mission Valfey 2.23 2001 736 0.007 51,61 1B 1,505 Bé4 1.74 Poal, Spa, Sports Room, Filness Center, BBQ/Picnic Area, Washer/Dryer, Private
2288 Fenton Pkwy 2B 1,875 1,052 1.78 Landscaping, Billiords Room, Businass Center, Covered  Entrances, Romen Tubs
San Diego, CA 92108 3BC 2,698 1,344 2.00 Garoge, Gated, Cots Allowed

7 La Mircge Phiv 2.29 2001 340 0.041 $1,641 1B 1,330 620 2,15 Clubhouse, Emergency Maintencnce, Storege, Filness Air Condilioning, Alorm
6530 - $550 Reflection 28D 1,715 1,045 1.64 Cenler, Pool, Tennis Courts, Hal Tub/Spa Systern, Sokcony/Polia, Covered
San Diego, CA 92124 38D 2,310 1,350 1.1 Parking, Fireplace, Furnished

Rantals, Microwave, Pel -*

8 The Promanade Rio ¥islo Ph it 238 2004 480 0.06 £1,218 1BD 1,377 630 219 Business Center, Pool, $pa Souna, Fitness Center, Librory, Patio/Balcany, Some uniies
2185 Stolion Village Way 2BD 314 1,100 2.0 Game Room, Conlerence Canter, Gated, Courlyard, hove fireplace
San Diego, CA 92108 38D - - . Elevalors, Cats Allowed

¢ The Promenade Ria Vista Fh 2.38 2003 490 0059 1,909 iBD 1,377 i §.94 Business Center, Pool, Spa Sauna, Fiiness Center, Library, Patio/Balcony, Some unties
2185 Stotion Village Way 2BD 2,314 1,081 2.14 Gome Roomn, Conterence Center, Gated, Courtyard, heve fireplace
Sen Diego, CA 92108 380 - - - | Elavolors, Cots Allowed

10 The Missions ot Ria Vista It 2.43 1998 140 0.031 $1,958 18D 1,595 718 222 Paal, Spa, Social Areq, Multi-Media Room, Filness Canler, Dired Access Garages,
22472 Gill Village Way 280 2,058 1,111 185 Businass and Conferanca Cenler, Pets Allowed Washer/Dryer
San Diego, CA 92108 : 38D 2,650 1,327 2.00

11 The Missions of Rio Vista | 2.43 1998 304 0.03 $1,889 18D 1,595 718 2.22 Pool, Spa, Social Area, Multi-Media Room, Fitness Center, Diredl Access Gorages,
2242 Gill Village Woy 28D 2,058 1,186 1.77 Business and Conierance Center, Pels Allowed Washer/Oryar
San Diego, CA $2108 38D 2,500 1,327 168

Source: Real Estoie Inlaimation Services [REIS); ond CEKE Consulimg
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Appendix Exhibit V-1
Westcore San Diego

i

Retail Sales Leakage/Attraction Analysis - In Million $

Half & One Mile Trade Areas

CE RICHARD ELLIS

Half-Mile Radiys

QOne-Mile Radius

Consumer Aftraction/ Consumer Attraction/
Retail Store Cotegory Expenditure Retail Sales| Leokage Expenditure Retcil Sales| Leakage
GAFQ Category 5100 $6.2 {33.8) $57.4 $11.2 ($46.2)
General Merchandise 5.0 0.0 (5.0) 28.0 0.0 (28.0)
Clothing & Accessories 2.0 0.C (2.0} 11.0 1.6 (9.4)
Furniture & Home Furnishings 0.9 1.7 0.8 5.5 1.8 (3.7}
Electronics & Appliances 1.0 4.4 3.6 5.8 7.0 1.2
Sporting Goods, Book, & Music 0.8 0.0 {0.8) 4.6 0.7 (3.9
Miscellaneous - Office Supplies ete, 1.0 0.0 (1.0 6.0 0.7 (5.3}
Building Material & Garden Supplies $3.2 o0 ($3.2) §19.3 §7.8 {$11.5)
Building Material & Supplies 2.8 0.0 (2.8) 17.4 78 (9.5)
Home Centers 1.1 0.0 {1.1) 6.8 0.0 6.9)
Paint and Wallpaper Stores 0.1 0.0 o.M 0.5 0.0 (0.5}
Hordware Stores 0.3 0.0 0.3 1.4 32 1.6
Other Building Materials Declers 1.4 0.0 (1.4) 8.5 4.6 (3.9)
Building Materials, Lumberyards 0.5 0.0 (0.5) 3.0 1.6 {1.4)
Lown & Garden Equipment and Su 0.3 0.0 0.3) 1.9 0.0 1.9
Outdoor Power Equipment Stores 0.0 0.0 0.0 0.3 0.0 (0.3)
Nursery and Garden Ceniers 0.3 0.0 {0.3) i.7 © 0.0 (1.7}
Health & Personal Care Stores 1.6 0.0 {%1.4) $10.3 $4.7 {$5.6)
Phermoncies and Drug Stores 1.4 0.0 {1.4) 8.8 4.7 4.1
. Cosmetics, Beauty Supglies and Peq 0.1 0.0 Q.n 0.4 0.0 0.4
Optical Goods Stores 0. 0.0 {0.1) 0.4 0.0 {0.4)
Other Healih and Persenal Care 5¢ 0.1 0.0 (0.1 0.7 0.0 (0.7
Food & Beverage Stores $5.3 $1.2 (34.13 $29.5 $6.7 {$22.8}
Grocery Stores 4.8 1.2 (3.6) 26.7 5.3 (21.4)
Supermarkets and Other Groceny 4.6 0.0 ©14.8) 25.4 3.6 121.8)
Convenience Stores 0.2 1.2 1.0 1.3 1.6 0.3
Speciality Food Stores 0.2 0.0 0.2 0.9 1.0 0.1
Beer, Wine, & Liquor Stores 0.3 0.0 (0.3) 1.8 0.4 (1.4)
Foadservice & Drinking Places $4.2 AR ($2.3) 3257 36.7 ($19.0)
FullService Restaurants 1.9 0.9 (1.0) 11.6 31 {8.5}
Limitedservice Eating Places 1.8 0.1 (1.7 11.0 1.5 (2.5
Special Foodservices ‘ 0.3 0.9 0.5 2.1 1.6 {0.5)
Drinking Places Alccholic Beverogs Q.1 0.0 0.1 1.0 0.6 0.4)
Total Non-Aute Retail Stores $24.3 $9.3 | ($15.0) $142.2 $37.1| (81051
Seurce: Claritas 2008; and CBRE Consulting
- GAFO stonds for General Merchandise, Appaorel, Home Furnishing and Cther Retuil,
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Appendix Exhibit Vi-1
Palladium Project Market Feasibifity Analysis

SUMMARY OF COSTS, VALUE & RESIDUAL LAND VALUE
BY DEVELOPMENT ALTERNATIVES - BASE CASE SCENARIO

Development Progrom Project Costs and Valus {ln Million $'s) Residual Land Value
Land Use Building Site Area Density Stabilized Market Value Davelopment Costs Developer Total Par Lond SF
Alternutives SF or Units {Acres) or FAR NO Total $/Unit Tolal $/Unit Profit {Million $'s) $/SF
Single Uses
Retail Center 75,000 7.5 0.23 $1.4 $23.4 §312 $13.5 $180 $3.5 $6.4 $19.5
Office Building 105,000 7.5 0.32 1.7 28.6 273 257 245 4.3 {1.4} {4.28)
Apartment Project 411 7.5 54.64 6.8 (- 1495 363,825 1125 273,704 22.4 14.6 44.59
Mixed Uses
Olfice & Relail
Office 85,000
Retail 20,000
Tolal: 105,000 7.5 0.26 1.7 27,7 264 24.7 235 4.2 {1.1} {3.42)
Aptmis & Retoil
Apariments 405
Retoil 5,000
Total: 7.5 53.84 6.8 148.8 367,492 1123 276,746 22.3 14.4 44.03
Aptmis & Retait
Apartments 300
Retail 20,000
Tolal: 7.5 39.88 5.2 115.1 383,675 87.4 291,426 17.3 10.4 31.73
Sources: Westcore Properies; RS Means Square Foot Costs 2008; CB Richard Ellis; and, CBRE Consulting. ’
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Cost/Revenue Hams Development Alternalives
Use Alternative —->| Retail Canter  Office Building A:‘:;T;“' Office & Retoll  Aptmis & Retail  Aptmis & Retail
Carmm, SF / Res. Units -- > 105,000 B5,000 41t 5464 405 300
Development Cost Summary
Primary Use Direct Development Costs 35.8 $13.9 574.0 $1:3 $72.9 $54.0
Sacondary Use Direct Development Cosis” - - 2.7 o9 35
Tenan! lmprovernents (Per Neat 5F) or FF&E's 23 4.0 - 3.6 - -
Porking 0.5 0.6 2.9 0.é %9 B.O
Infrasiruciure Costs [Per Land SF) 1.6 156 1.6 1.6 1.6 1.6
Sub-Total: Hord Costs $Ha 3202 $85.5 $19.8 $85.4 $67.1
Indirec! Costs 1.4 238 148 23 14.6 10.8
Froperty Taxas During Construchion a1 a3 1.4 6.3 7.4 [
Finance Fees/Loon Pginls 0.2 Q.5 2.0 0.4 20 L&
Construction Loan Interest 0.7 2.0 a8 1.2 8.7 6B
Sub-Total: Soft Costs $2.4 $5.6 127.0 §4.9 $26.7 $20.3
Devalopmend Costs (axcl. Land] - In Million §'s $13.5 $257 s1125 3247 $112.1 $87.4
) Per Building 5F (Excl. Parking} 179.8 2452 2639 905 265.7 265.9
Per Residentiol Unit 273,704 276,744 291,426
Oparating Revenues / Sales Proceeds
Aperiments - Averoge Monihly Renta! Role 51,949 $1,949 51,946
MNumber of Units 411 405 300
Annual Gross Revenus 39.7 39.6 571
LCommercial - Averoga Monthly Rele $1.75 3250 $2.50 §$1.25 $1.25
Mel Square Feet 75,000 99.750 - 80,750 5,000 20,000
Annunl Gross Revenue 1.6 $3.0 50.0 327 $0.1 303
Effective Grass Income (EGI) $1.6 3.0 §9.7 $2.7 $9.4 $7.4
Less: Vacancy 0. 0.2} {0.5) 0.2} .5 10.4}
Less: Unreimbursed Qperating Expenses. 0.7) {1.0) 2.4) (0.9} {2.4} (1.8}
Annval NOJ Sub-Tota) 5.4 .7 $6.8 $1.7 6.8 3$5.2
Residual Land Yale Analysis
Het Operaling Income - Inceme Generating Lses $1.4 £1.7 368 517 6.8 532
Grass Capilohized Yalue 23.6 28.9 151.0 28.0 1503 163
Less: Tronsection Cosls 9.2) 0.3} {1.5) [0.3) (1.5) (1.2
Nei Caopitalized Valua - iIncome Generating Uses $23.4 528.6 $749.5 $27.7 $148.8 1150
Tolal Morket Valve [Capitalized Value + P cls) $23.4 528.5 $149.5 $27.7 $148.8 31150
’ Less: Total Land and Development Costs 13.5) (25.7} 1112.5) (24.7) AN 187.4)
Less: Developer Profi {3.5} (4.3} [22.4) (4.2} (22.3} N7y
Rasidual Lond Yalus 364 $1.4) $14.6 37 $14.4 3104
Surplus / [Gap] per Building Gross SF 85.2 {12.3) 345 ¥3.2) 34.4 337
Surplus / {Gap] per Residential Unit 35,548 35,622 34,655
Surplus / {Gop} per Land SF 19.5 14.3) 446 (3.4) 44.0 317

Appendix Exhibil ¥1-2

.Palledium Project Markel Feasibility Analysis
COSTS, REVENUES & RESIDUAL VALUE BY LAND USE

BY DEVELOPMENT ALTERNATIVES - BASE CASE SCENARIO

218000

Saurces: Weslcore Properties; RS Means Square Foot Coests 2808; CB Richard Ellis; and, CBRE Consuiting.
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- Appendix Exhibit V1-3
Fallodium Projact tdarket Feasibility Analysis
PROGRAM & INPUT ASSUMPTIONS
BY DEVELOFPMENT ALTERMATIVES - BASE CASE SCENARIO

Input Parametors Development Alsrmatives
Use Alemative -->| Ratail Cenler  Offica Building A‘;‘::":;"' Offics & Ratail  Aptmiy & Retcil  Agtmts & Retail
Comm, SF / Res. Units - 105,000 83,000 411 544 405 © 300
BUKDING SPECIFICATIONS
Site Area .
Site Siza [Acres) 7.5 7.5 7.5 7.5 7.5 75
Site Size (Square Faet) 327,650 327,650 327,450 327,650 327,650 327,650
Gross Residential Square Feet 423,088 416,912 308,824
Efficiency Factor B5.0% 85.0% B5.0%
Met Rentabls Squore Feat - - 357,625 - 354,375 247,500
MNumber of Unils 411 405 300
Average Unit Size - Square Feer 875 B75 B?5
Gioss Commeraial Sguare Feet 75,000 105,000 - 85,000 5,000 20,000
Eificiency Factar 100.0% 95.0% 100.0% 25.0% 190.0% 100.0%
Net Rentable Square Faet 75,000 29,750 - 80,750 5,000 20,000
Density [Unils/acre or FAR) 0.2 03 544 03 53.8 39.9
“Gross Bullding Square Feol 75,000 105,000 423,088 85,000 ez 328,824
PARKING SPECIFICARONS
On.site Residential Parking Spaces } 617 408 450
On-Site Commerdiel Porking Spoces 373 525 - 525 13 50
Averaga Parking Space Size - Squara Feel 350 150 350 350 350 350
Gross Porking Square Fest 131,250 183,750 215,775 183,750 217,000 175,000
PRICING & QPERATING ASSUMPTIONS
Agartment - $/5F Rental Rate $ .25 L] 225 % 2.25
Moanihly Rental Rote 1.969 1,959 1,969
Annual Vacarncy 5.0% 3.0% 5.0%
Operoting Expenses ° 25.0% 25.0% 25.0%
.Commercial - Monthly Rale 5 175 % 2.50 H 250 % 1.25 § 1.25
Annval Occupancy 95.0% 93.0% 100.0% 93.0% 100.0% 100.0%
Opesating Expenses 5.0% 35.0% 5.0% 350% 5.0% 5.0%
YALUATION ASSUMPTIONS
Stobilized Capialization Role §.0% &.0% 4.5% 8.0% 4.5% 4.5%
Tiensactian Costs 1.0% 1.0% 1.0% 1.0% 1.0% 1.6%
Davelaper Piofi) 15.0% 15.6% +5.0% 15.0% 15.0% ¥5.0%
FINANCING PARAMETERS
* Consiruclion Period (years) L5 20 2.0 2.0 20 2.0
Loan Fo Cost % of Total and Indirect Costs} 100.0% 100 0% 100.0% 100.0% 100.0% 100.0%
Drawdown Factor [Avg Ouisianding Bolanca) 60.0% 50.0% 50.0% 50.0% 50.0% 50.0%
Inleres! Rotle 6.5% 6.5% 6.5% 6.5% &.5% 6.5%
Finonce Feas/Loan Panis 2.0% 2.0% 2.0% 2.0% - 2.0% 2.0%
Loan Amaun! {Plus Poinits] - o Million $'s 5 112 % 23.7 3 103.7 1 § 224 ¥ 163.2 % 804
DEVELOPMENF COSIS
Frimary Uss Davelopment Costs [Par Gross SF) H 56§ 133 3 175 |8 133§ 175 8 175
Tenant lmprovenents [Per Net Commarcial SF) 30 40 - 40 30 a0
FFE&E's [Per Unit} - - -
Indireci Developmant Cosls (Par Gress 5F) 18 7 35 27 as 35
Porking [Per Spece) 1,200 1,200 14,000 1,200 16,000 16,000
Infrastructura Cests (Per Land SF} 5 5 5 5 5 5
Saurces: Weslcore Properiies; RS Means Square Foot Costs 2008; CB Richard Ellis; ond, CBRE Consulting.
WESTCORE - PALLADIUM FEASIBILITY ANALYSIS 40 JunE 2008
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