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CLARITY

Background & Methodology i

Background
* C(Client: McCullough Design Development (MDD or Client)
e Subject: Passerelle, located in the Campus Park Specific Plan (aka Horse Creek Ridge or “Horse Creek”)

* Location: NE of SR76 (Mission Rd) and I-15, on Horse Creek Ranch Road (Pankey Rd), Fallbrook, San Diego County, California

* Objective: Between professional office and for-sale small-lot single family detached homes (with a condominium map),
determine the use that represents the best market opportunity based on the attributes of the Passerelle site and
pertinent supply and demand conditions

Methodology

e Site: Visit the site and review site-related information

* Data: Compile information on relevant economic and real estate market trends

* Market: Visit pertinent office and residential comps

e Surveys: Interview real estate agents, leasing agents, land brokers, builders, developers and investors
« CMA: Inland North San Diego County market (see following page)

Contact Information

* Pete Reeb, President, 858-774-7126, pete@ask-clarity.com
* Adam Artunian, Vice President, 949-861-1876, adam@ask-clarity.com

10457 Harvest View Way, San Diego, CA 92128

Clarity Real Estate Advisors
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Abbreviations & Terminology

CMA
FLV

LTH

MF
PSF

Small-lot

SF
SFD
SPA
TH
YOY
ZLL

CLARITY
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Competitive Market Area; the geographic area in which uses will compete most directly with each other

Finished Lot Value — the value of a residential lot including 3 components: 1) the value of the land itself, 2) the
cost of all site improvements to bring the land to a ready-to-build on state, and 3) all development fees
(schools, parks, water, sewer, etc.)

Inland North (“IN”) We have defined the CMA for Passerelle as the Inland North market. The exact
boundaries of the Inland North market may vary slightly by land use and/or data provider, but generally
includes: the communities or cities of Fallbrook, Bonsall, Valley Center, Escondido, San Marcos and Vista.

Lot-to-home price ratio: the FLV of a residential lot divided by the home price (revenue); for example, a
property with a $200K FLV and a $500K home price would have a 40% LTH ratio.

Multi-family home or unit
Price per square foot (psf)

Generally refers to SFD homes on lots smaller than 3,000 sf. Homes on lots under 3,000 sf typically differ from
homes on larger lots in that the small-lot product usually has zero lot line plotting, often does not have full-
length driveways, sometimes has just one private side yard instead of backyards, and sometimes plots with
alleys, which are narrower than standard-width streets

Square feet (also sq.ft or sf)

Single family detached home

Specific Plan or Specific Plan Amendment
Townhome

Year-over-year

Zero Lot Line — homes plotted on one side of a lot, creating just one side yard instead of a conventional two.

Clarity Real Estate Advisors
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Professional Office in the Specific Plan

A representative from the County of San Diego reviewed this market study in January of 2022 and subsequently provided some
commentary and asked that a few questions be addressed. The County has requested that Clarity “address the background
information tied to the original development of the Specific Plan for Campus Park as to why the original project incorporated
Office Professional at that time.” This is our response to that particular request.

e Clarity Real Estate Advisors was not involved in evaluating the market viability of Professional Office space at Campus Park when the Specific Plan for
the community was processed in the early-2000s to early-2010s. As such, we do not have first-hand knowledge to directly answer the County’s
question.

e |n order to provide some response to the County’s request, we had conversations in late-January of 2022 with some participants who have
familiarity regarding the processing of the Campus Park SPA. It has been conveyed to us that there were a multitude of factors that ultimately led to
the inclusion of a Professional Office designation for the Subject property, none necessarily related to market viability. Below is a summary of the
feedback provided to us. We are unable to independently verify the veracity of the information.

o The Subject parcel was at first being considered as a public-school site. However, the local school district determined that a school site at
Campus Park was not necessary, and so alternative uses could then be considered.

o The northernmost Subject parcel was one of the parcels in Campus Park closest to I-15, and as such, it was thought that a non-residential use
would make more sense than a residential use due to freeway visibility and noise. As developable land has become more and more scarce, it is
worth noting that new residential developments are being built adjacent to freeways all over southern California today.

o The County felt that the number of homes being planned on the site was sufficient at the time, and so including non-residential on the Subject
parcels was the default decision. More residential units would have been welcomed by the Specific Plan applicant if possible.

o  While processing the original plan, the property owners would have preferred to have included only residential uses and no commercial uses;
however, it was the County that pushed for a mixed-use development including Professional Office.

o To the best of everyone’s knowledge, there never was a market study prepared assessing the market viability of Professional Office at Campus
Park when the SPA was being prepared. Therefore, it does not appear that the inclusion of Professional Office was a market-based decision.

e Certainly, there is no denying that much has changed in the over 10 years since the Specific Plan was processed and approved, particularly in the
post-COVID world where fewer and fewer people work in offices, and more and more people work from home. There is far less demand for new
office space today than 10 to 15 years ago. However, there is a critical shortage of housing that is driving up home prices.

e It appears that the inclusion of Professional Office space in the Campus Park SPA was not a market-driven decision. Our market analysis has
concluded that the clear market-driven best use for the Subject parcels is for-sale single family detached homes, not Professional Office.

Clarity Real Estate Advisors 6
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Market Opportunity — Conclusion

Best Use Conclusion at Passerelle: For-Sale Small-Lot SFD Homes
(+/-10 to 13 homes per acre, +/-1,750 to 2,200 sf homes)

Our analysis indicates that the offering of for-sale small-lot single family detached homes (condo map) represents a far
superior market opportunity at Passerelle than trying to build and market professional office space. There is an almost
insatiable demand for new SFD homes in the Inland North San Diego County market area where Passerelle is located,
and extremely limited demand for office space. Future supply and demand conditions are much more favorable for SFD
development than for office. See the following 2 pages for more details.

For-Sale Small-Lot Market Characteristics Professional
SFD Homes Relative to Passerelle Office
== Proven demand Location & Setting - Too remote
+ Extremely favorable Demand Conditions == Extremely weak
+ Under-supplied Supply Conditions m=  Qver-supplied
+ Good opportunity Environmental Justice == | imited opportunity

Clarity Real Estate Advisors
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Residential Analysis Summary et
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Location: Excellent — Homebuilders have already demonstrated that there is strong demand for new homes in Campus Park (aka
Horse Creek Ridge). At its peak, Horse Creek Ridge was selling +/-280 homes/year. Now that Campus Park is nearing completion,
Passerelle will be located within an existing mixed-use community surrounded by a variety of uses including commercial, civic,
recreational and open spaces and across the street from a college campus.

Setting: Compatible with adjacent uses — The southern Subject parcel is adjacent to a large sports park and existing single
family detached homes and both parcels have access to extensive hiking trails. The Passerelle site is far more appropriate for
residential development than commercial development.

Size of Development: Ideal for a new home subdivision — Most homebuilders are looking for a 2 to 3-year time frame for any
given subdivision. Builders want the deal to be large enough to obtain some economies of scale on building, but no so large that
the land purchase price becomes too high, or that the neighborhood takes too long to build out. With changing consumer trends,
new home projects can become dated after just a few years. Passerelle is proposed for 138 homes and a +/-2.5-year build-out.

Sustainable communities — Positive impact — A Park & Ride facility is located at the northwest corner of I-15 & SR76
encouraging car-pooling, reducing traffic, GHG emissions and air pollution. New homes are constructed using energy efficient
building standards including the latest in energy-saving features and appliances. A location adjacent to a large sports park and
recreation center will provide quality recreational opportunities that promote physical activity among residents. The small-lot SFD
homes added to the Horse Creek Ridge community will provide housing opportunities for a broader range of income levels.

Impact of COVID-19 - Increased demand for SFD homes — COVID-19 has had multiple long-term impacts on the residential
market: with work-from-home a viable option, many households are looking for homes with higher room counts, particularly
bedrooms and home offices, fueling rising demand for SFD homes. Many households have also become dissatisfied with their
current living situation due to COVID, unlocking additional demand for new SFD homes

Demand SFD vs. Attached Homes — Stronger demand for SFD — While prices for SFD homes are higher than for attached
homes (all other things being equal), there is higher demand post-COVID for new SFD than attached homes. Just prior to COVID,
new SFD projects in San Diego County were averaging 3.9 sales/month compared to 4.6 sales/month for attached. Post-COVID,
SFD projects are averaging 4.0 sales/month while attached neighborhoods have dropped to 2.9 sales/month. (Source: Ryness)

Supply Conditions - Very favorable for new homes — As of the end of 2020, there were just 75 actively selling new home
projects in all of San Diego County, representing a 68% decline from the 20-year average of 236 from 1988 to 2008 (Sources:
Hanley, Meyers, MarketPointe). With a lack of developable land and the extreme difficulty of getting new developments entitled, the
new home market in San Diego County will remain under-supplied for the foreseeable future.

Home Prices — Targeted to middle-income households — If offered with SFD homes on “small lots” as proposed, the home
prices at Passerelle will be in the $500K+ range, which will be attainable to households earning under $100K per year based on
current interest rates and a 33% income to payment ratio. (Clarity estimate)

Conclusion — Offering for-sale small-lot SFD homes is an optimum opportunity at Passerelle.
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Office Analysis Summary AT S
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Location: Not the right site — Office developers considering developing a property with the size and scope of the Subject site
usually prefer to be close to a larger worker population base to help ensure that there will be adequate demand to fill the space.
The Passerelle site does not have a large worker base in the immediate area to support substantial office uses at the site.

Setting: Incompatible with adjacent uses — sandwiched between a large sports park and a community recreation center, and
adjacent to existing single family detached homes, the Passerelle site would be far more appropriate for residential development
than commercial development.

Size of Development: Too large for perceived potential users — To the extent that office developers and brokers thought that
there might be any demand for office in this location, the overwhelming consensus was that demand would come primarily from
small-space users such as doctors, dentists, real estate agents, insurance agents, financial advisors, etc. Many of these users
require less than 1K sf of space and likely could be served within the Town Center portion of Horse Creek Ridge. With 157K sf of
office proposed at Passerelle, most of those interviewed felt it would be difficult to reach full occupancy and stay full.

Financing — Poor opportunity for multi-tenant building — The vast majority of lenders for new office space typically want to see
an up-front commitment with a long-term lease from a large user to reduce the risk of maintaining vacant space. According to
conversations with office leasing agents, it is unlikely that a large user would be interested in locating at Passerelle.

Impact of COVID-19 — Devasting to the office market — COVID-19 has had multiple negative long-term impacts on the office
market: business failures have increased vacancy rates, work-from-home flexibility has decreased the demand for office space, the
amount of space available for sub-lease has increased substantially, and rents have flattened and likely will fall for years to come.
According to one broker, “The speculative office market is completely dead and will be for years.”

Vacancy Rate — High & Rising — In the IN market, vacancy shot up from +/-9% pre-COVID to +/-12% in 4Q 2020, and is expected
to continue to rise. In the county as a whole, the vacancy rate is now 12%. Including space available for sublet, the availability rates
are even worse, +/-15% in the IN and +/-16% in the county.

Future Supply (County) — Over-supplied — There is 118M sf of existing space. +/-3.1M sf is under construction, the most in over
a decade, and most of which has not been pre-leased. (Source: CoStar) Brokers are very concerned that the additional supply
coming to market is going to push vacancy rates even higher and depress rents.

Future Supply (IN) — Over-supplied — There is currently 6.9M sf of existing space, of which 1.0M sf is vacant. There is +/-3.8M sf
planned in new developments, representing 55% of what currently exists. Our analysis indicates that there will be demand for only
+/-566K sf of space in total over the next 10 years. As such, between current available space and potential future space, the IN
could be over-supplied by as much as 4.3M sf in 10 years. (Sources: CoStar and office brokers)

Conclusion = Office is not a viable market opportunity at Passerelle.
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New For-Sale SFD Homes in North San Diego County e o

These are some examples of small-lot SFD for-sale projects now selling or recently sold-out in the north San Diego County market. As
envisioned, SFD product at Passerelle would emulate some of the best and most popular attributes of these projects.

Chaparral Pointe / \ S N, - Reflection

 Fallbrook » Escondido
* Horse Creek Ridge « Canopy Grove
* DR Horton e Lennar
» 2.6K sf lots » 2.5K sf lots
» Sold-out » Active
Summer -
Arroyo Vista
» Valley Center . )\//ista
* Park Circle - Meritage Homes
* Shea Homes « 3.2K sf lots
« 2.9K sf lots . Active
» Active
Bear Peak
Laurel Creek * Valley Center
. Vista » Park Circle
- DR Horton * KB Home
« 2 5K sf lots « 2.5K sf lots
. Active » Sold-out

Clarity Real Estate Advisors 11
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Regional Location St

+ Passerelle is located in the —
community of Fallbrook (near the
border with Bonsall), in the IN area of
San Diego County. SR emante

Inland North
market area
(approximate)

Dana Poir

Aguanga
Temecula:

12 miles

'—'»w‘n‘.:xro
Pala Mountain

* Recent new home development at
the NEC of SR76 and I-15 has
established the ability of this
geographic area to draw residents, Oceanside:
many of whom work in nearby Business Parks: 13 miles
downtown Fallbrook. Downtown 17 miles

* |-5 (coastal) and I-15 (inland) are the Oceanside x1gta
two interstate highways connecting Carlsbad :
San Diego with the rest of southern »
California to the north. o

Cleveland
National'Eorest

Escondido:
5 miles

Escondido

« SR76 stretches all the way from I-5
on the coast to I-15 inland (location
of Passerelle). Traffic volumes on
SR76 are significantly higher on the
coast (145K AADT) than inland near
the Subject (30.5K AADT) (79)

» Traffic volumes are higher on I-5 at 8

(305 ~
SR76 (174K AADT) than at I-15 and 2 L Alsine =0
SR76 (151K AADT). 5 F
El Cajon
s La Mesa
Downtown San Piego
San Diego: =
45 miles -
Chula Vista
AADT — Average Annual Daily Trips. Volumes o s 4
are measured in both directions. The traffic e X o Tecate
counts quoted above are the direction with the : —— =
highest AADT. Sources: Cal-Trans & SANDAG Google Tijuana

Clarity Real Estate Advisors 13
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Community Location e

+ Passerelle is located in
unincorporated San Diego
County, in the community
of Fallbrook.

* Nearby communities
include Bonsall and the
west side of Valley Center.

Community/Subregional
Planning Area Boundary

Incorporated
B e

UNINCORPORATED COMMUNITIES WITHIN COUNTY OF SAN DIEGO e @

Clarity Real Estate Advisors
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Passerelle Acreage Estimates S

Current zoning:
Professional Office

Total developable site
area:

+/-10.5 acres

Site 1 (North): +/-2.6
acres

(APN 108-120-62-00)

Site 2 (South): +/-7.9
acres

(APN 108-120-61-00)

Color coding for illustrative purposes only.

Clarity Real Estate Advisors Colors do not correspond to zoning.
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Horse Creek Ridge Site S

» Horse Creek Ridge is the marketing name for Campus Park.

* The mixed-use community was approved for 751 SFD homes in 7
neighborhoods; 157K sf of professional office (the Subject
parcels); 61.2K of town center commercial space (not yet
developed); and the Palomar College Campus site (temporary
structures on site but closed due to COVID-19).

Home sales began in November of 2017. The community is now
almost completely sold out (1 home left). Estimated annual sales:

2017: 76 (opened Nov.)
2018: 279 (7 projects)
2019: 276 (6-7 projects)
2020: 114 (2-4 projects)
2021: 6 (sold-out)

Palomar
College

v'—-t—’._,

Where Happmess G"ows' &

(b Y

e

Rec

Whatever your idea of home is, iXs sure to be found within Horse Creek Center

Ridge, a sprawling new community of homes surrounded by Fallbrook's B L
gently rolling hills, ancient oaks, and avocado and citrus orchards. Attuned v ol | ‘ _ = Town Center

to the needs of today's varying generational lifestyles, there's something (e )\ _ site 62K sf
15 S W ¢4 commercial

for every taste - and every budget. Yet life here is more than just a home -

it's an amenity-rich community with family fun around every corner.
Family living meets country charm. Welcome to Horse Creek Ridge.

Clarity Real Estate Advisors




Note: Subject residents will have use of the Sports Park,
hiking trails and tot lots at Horse Creek, but may or may

H O rS e C re e k R i d ge A m e n iti e S not be able to access the private HOA recreation facilities. REAL ESTATE ADVISORS

CLARITY

The Harvest House Horse Creek Ridge Sports Park

Now Open

¢ Recreation building with covered patio, outdoor showers, restrooms,
community room, indoor/outdoor fireplace, and kitchen

o Swimming poo!l with toddler area and ADA compliant pool lift

o Pool deck with shade trellis, chaise-lounges, tables and seating

o Raised dining patio with built-in gas barbeque grills

Subiject Site 2 (South) is directly adjacent to
the northern end of the Sports Park

Subject Site 1 (North) is directly adjacent to
the southern end of the Harvest House

o Soccer pitch with sloped grass seating area

o Baseball fields with sloped grass seating areas, bleachers, dugouts,
bullpens

o Picnic area with shade trellis structure and barbeques

o Restroom building

o Nature-inspired, multi-level play structure

o Bicycle racks

o Drinking fountains

o Perimeter trail with four workout stations

o Access stairs to the Oakmont neighborhood park

The Cove

Now Open
o Swimming pool with ADA compliant pool lift
o Dining patio with barbeque counter and tables and chairs In addition to the Sports Park and 2
o Pool deck with shade trellis, chaise-lounges, and chairs recreation areas, Horse Creek Ridge

contains 6 “pocket parks” or “tot lots”.

Clarity Real Estate Advisors
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Passerelle Subject Site Images e s
1. site T ooRng N

oking NE from NWC

:

6. Site 2 looking NWM above the

Sports Park

Clarity Real Estate Advisors



Passerelle — Conceptual Office Site Plan

» Conceptual site plan for Professional Office, showing 40K sf on the North site and 117K on the South site.
» Coverage ratios are 35% for the North and 34% for the south.
» This plan assumes 2-story office buildings with surface parking.

CLARITY

REAL ESTATE ADVISORS

COUNTY OF SAN DIEGO TRACT 5338 RPL-7

VESTING SITE PLAN

CAMPUS PARK
"B* DESIGNATOR SITE PLAN (S 07-031)

TOUNTY OF SAN (oGO THACT :m

VSRR L T M e

CAMPUS PARK

PROFESSIONAL OFFICE |

BTN PR

Clarity Real Estate Advisors
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Passerelle — Conceptual Residential Plan s s

REAL ESTATE ADVISORS

Conceptual site plan for for-sale small-lot SFD, showing 35 homes on the North site and 103 on the South site.

Includes 3-story homes with direct-access side-by-side 2-car garages, but without full-length driveways.
All the homes have private side-yard space (the homes are not ZLL).

The plotting is similar to Chaparral Pointe, a popular project already built in Horse Creek Ridge (sold-out 2019).

The homes will be located within one-quarter of a mile, or less than a 10-minute walk, from the Town Center’s commercial uses, HOA
recreational facilities, and parks, and within one-half of a mile of trails and open space areas.

The small-lot SFD units will provide housing opportunities for a variety of income levels within the Horse Creek Ridge community with
access to a variety of amenities

SOUTH PARCEL —
AC 8.9 ) ‘ :
UNTS 103 5
DUTAC 115 R 2 ;
NORTH PARCEL & e meae
AC 27 1L S
UNITS 35 iEes
DU/AC 129 . _
MESSARA STREET YR—I;NFT :
! ENTRY :
¥ r:m : ___:I
™= t ‘
| H srwrer if ;w““ﬂ o ;
| > . SECONDARY
| prm————— ACCESS
f AWy
f ‘ Ll ] L.J -
i
o] | D 2
I il e = Z
B o || i
\ A
\ iy = P4
} QO ENTRY
t o £
\ W= _\\(“"‘ 1
o o R TOTAL
T O i
AC 116 : |
UNITS 138 I I
= DU/AC 118 | Purers
S SiD ENTRY TX'P PL‘AN'
SCALE: 1"= 100"
SITE DEVELOPMENT STUDY

SCALE: 1"= 400"
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Passerelle — Conceptual Town Center Plan

-
» Conceptual site plan for commercial uses at the Town Center site, totaling +/-61.2K sf.
* This plan assumes 1-story buildings with surface parking.

* The market viability of the Town Center site is not part of this market analysis; however, the proposed Town Center commercial space

Is being taken into consideration regarding future supply and demand conditions that might impact the market viability of the Subject
parcels for Professional Office uses.

» Potential Professional Office tenants can be accommodated at the Town Center site.

COUNTY OF SAN DIEGO TRACT 5338 RPL-5

LANDSCAPE CONCEPT

CAMPUS PARK
"B" DESIGNATOR SITE PLAN (S 07-031)

PRONENADE STREEY

LANDSCAPE 20NE NATURALIZED

SLOFE FLANTINGS

- BCREEN VIEWS
TOWARD CONMERCIAL

= ARCHITECTURAL AGCENT

- ADCENT PLANTINGS

- MONUMENT S1GN
TRELLIS FEATURE

ENTRY ACCENT
AREA - TYP OF 4

ENRICHED PAVING ENTRY ROAD
ACCENT PLANTINGS LANDSGAPE 20ME
SIGN & MONUMENT WALL
{SEE SHEET 4)
LANOSCARED D ENHANGED ENTRY (TYP. OF 3
TO SCREEN PARGNG - ENPUGHED PAVING PARKNG LOT
AREAS FROM VIEW ACCENT PLANTINGS TREES - TYP, SYM
SGNACE
- —  LANDECAPED BEFM
TO GCREEN PARKING

ARTAS FROM VIEW
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Major Developments E of I-15 at SR76

CLARITY
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Homes almost all

Campus Park

sold-out, parks Land Use D.U.s / Sq.Ft. X
complete, no Single-Family 521
commercial 230
developed to date. 157,000sf
61,200sf
n/a 13
n/a l!‘.
O nmpfgsefve n/a | I &
|Tota| 751/ 218,200sf Site 2: South
Palomar College Campus. Temporary
classrooms & admin buildings are on site. -
On-site classes closed due to COVID-19. Y
f
! |
Site improvements Meadowood
underway. Planto | Jland Use D.U.s / Sq.Ft. )
begin home sales Single-Family Detached 355
in 2Q/3Q 2021. No 489
commercial. 844 {42 DU if not built) .
homes if school is n/a —
built, 886 if not. nfa '
n/a
886
No site activity to Campus Park West
date. Substantial Land Use D.U.s / Sq.Ft.
amount of 248
commercial uses 120,000sf
planned. 35 DU / 503,500sf '
Residential is MF. n/a
b n/a
Total 283 / 623,500sf

Clarity Real Estate Advisors

Note: This is not
the final site plan
that was approved
for Meadowood.

5
¥
e A5




CLARITY

Active & Future Developments — SR76 & I-15 e

9 gross acres, zoned A70, had an
offer at $1.5M for multi-family

(%4 per sf), but deal fell apart over
costs and entitlements.

Aurora Heights, 104 new SFD
homes by Beazer Homes. Home
prices $650K to $720K.

37 gross acres, 10 ac approved
comm’l, remainder is zoned
residential. Asking $7.0M as is
($4.00-$4.50 per sf).

CalTrans excess right-of-way
parcel rumored to be going to
auction in next few months. First
priority to affordable housing.

14 gross acres, +/-5 ac comm’l
zoned, rest is A70 residential,
asking $1.25M ($2 per sf on gross,
$5-$6 per sf on comm’l).

Rainbow MWD property, +/-20 ac.
developable, currently A70 zoning
with public use overlay.

Residential site, had a Final Map
for 47 lots, but County was
requiring major revisions. Asking
price was $1.75M ($37K/lot). Sold
in 2018 for $350K.

Clarity Real Estate Advisors

1 NE quadrant developments:
Campus Park: (Horse Creek Ridge):
751 SFD homes (almost complete),
157K sf office, 61.2K sf town center

(grading): 844 or 886
ATT & SFD homes
Campus Park West: 283 ATT
homes, 120K sf office/light
industrial, 503.5K sf commercial

Park & Ride

SEC SR76 & I-15, purchased by

4 the Pala Band of Mission Indians.

There are no plans available at this

e time regarding possible future plans

for the development of the property.
Current zoning is Rural Residential.
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Rush Hour Commute Times s
=

* Most north San Diego County job centers, as well as south Riverside, are within what local sales agents deem to be an acceptable 30-
minute rush hour drive time from Passerelle (Escondido, San Marcos, Vista, Oceanside, north Carlsbad and Rancho Bernardo). Downtown
San Diego would be +/-60 minutes.

* The majority of potential residents at the Passerelle site are expected to work in the IN area. Residents will be able to make use of a Park &
Ride center at the northwest corner of I-15 and SR76.

: ~ .
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Location of Work

Among people who currently live in
zip codes 92028 (Fallbrook, location
of Passerelle) and 92003 (Bonsall,
just to the south), the highest
concentration work in the downtown
Fallbrook area.

Almost 44% of local residents work
within 10 miles of their place of
residence, and another 30% work
within 25 miles.

A fair number of local residents
commute north to jobs in south
Riverside County.

Horse Creek Ridge has already
proven that households are willing
to buy SFD homes in the immediate
area.

The Passerelle site is appropriate
for for-sale SFD housing.

Clarity Real Estate Advisors
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Efvegsids

5-46 Jobs/Sq.Mile

47 -170 Jobs/Sq.Mile
B 171 - 376 Jobs/Sq.Mile
B 377 - 666 Jobs/Sq.Mile
I 667 - 1,038 Jobs/Sq.Mile

A/ Analysis Selection

Job Counts by Distance/Direction in 2017
All Wgrkwb

View as Radar Chart ~

Jobs by Distance - Work Census
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2017

Count Share
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SANDAG — Overview & Projections e o

+  SANDAG - the San Diego Association of Governments — is a regional public agency uniting information sharing, strategic planning and
policy making among the 18 cities and county government in San Diego County.

+  SANDAG periodically publishes growth forecasts for the San Diego region and submarkets within the region. SANDAG'’s forecasts are
widely used by policy makers in guiding decisions regarding future planning and development needs and expenditures.

* The last forecast put out by SANDAG was the Series 13: 2050 Regional Growth Forecast (SR13), published in 2013.
+  SANDAG is well into the process of preparing their next forecast, SR14, which is expected to be officially released in 2021.

+  SANDAG provided us with some of their preliminary updated forecasts for job growth in the region as a whole and for the submarket in
which Passerelle is located — the North County East Major Statistical Area (MSA 5). Although not yet official, we have utilized these new

forecast figures as the basis for projections of future growth job in the county and MSA 5.

The 18 cities and county government are SANDAG, the San Diego Association of Governments.
This public agency serves as the forum for regional decision-making. SANDAG builds consensus;
makes strategic plans; obtains and allocates resources; plans, engineers, and builds public
transportation, and provides information on a broad range of topics pertinent to the region's quality
of life.

Mission Statement

Series 13 is latest forecast, soon to be

Series 13: 2050 Regional Growth Forecast  ...iby serios 14

On October 15, 2013, the Series 13: 2050 Regional Growth Forecast was accepted by the

SANDAG Board of Directors for planning purposes. This forecast serves as the foundation for San
Diego Forward: The Regional Plan and other planning documents (e.g., water, general plans) across
the region. This summary provides an overview of the regional demographic, economic, and
housing trends expected over the next four decades for the San Diego region.
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SANDAG - Smart Growth Map e s

In 2004, SANDA adopted the Regional Comprehensive Plan (RCP) for the San Diego region. The RCP, which was incorporated into San Diego
Forward: The Regional Plan, provides a vision for the region based on smart growth and sustainability. Part of this process was the
development of a Smart Growth Concept Map (SGCM). The most recent update of the technical map was completed in May 2016 (shown
below). There are seven smart growth “place types” reflecting the notion that smart growth is not a “one-size-fits-all” endeavor. The Subject is
located in the inset map with the location designation “CN-2”. As such, the Subject is in a SANDAG smart growth location.
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All Smart Growth Opportunity Areas shown on the map have been and for on the map by local jurisdictions.
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SANDAG & CoStar Submarkets

Passerelle is in the SANDAG North County East Major
Statistical Area (MSA 5). To estimate future demand for
office space at Passerelle we are utilizing SANDAG’s
SR13 forecasts for population and housing growth and
SANDAG'’s upcoming SR14 preliminary forecasts for job
growth.

For information on supply and demand trends for office
space we are utilizing data from the commercial data
provider CoStar. The CoStar submarkets that most
closely match with the SANDAG North County East
MSA include four areas (which we are collectively
referring to as the “Inland North” market):

» 23 - Outlying SD County North
» 9 - Escondido

» 29— San Marcos

» 39 - Vista

The SANDAG and CoStar areas do not 100% align. The
primary difference between the CoStar IN submarket
and the SANDAG North County East MSA 5 is that the
CoStar area includes the community of Ramona, while
SANDAG does not. The population of Ramona is only
about 20K and represents only about 4% of the 460K
population in the SANDAG North County East MSA
(480K if Ramona is added). We have concluded that the
aggregate CoStar IN and SANDAG North County East
MSA areas are similar enough for our analytical
purposes.

Clarity Real Estate Advisors
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["]Camp Pendleton - 1
Carisbod - 2
:_- Chyla Visto - 3
|| College Arvo - 4
| Cotonado - &
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: Noeth Beach Cities - 18
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_|Park East - 25
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SANDAG Projections — County — Pop/HHs s

* Population growth from 2020 to 2035 in the county is projected at about 27.9K per year.
* Occupied housing unit growth from 2020 to 2035 is projected at about 9.9K per year (SF 2.2K per year, MF 7.8K per year).

POPULATION AND HOUSING

N2 o 2050 Chsrnna
2012 2020 2035 2050 TN
Fowir Pewariksss 3,143,429 3,435,713 3,853,698 4,068,759 925,330 29%
Hlansnnoia Popuistion 3,039,937 3,325,715 3,738,048 3,949,115 909,178 30%
B oun Buadiers Popniiticn 103,492 109,998 115.650 119,644 16,152 16%
Ciiiaia 61,597 68,103 73,755 77,749 16,152 26%
Misicars 41,895 41,895 41,895 41,895 0 0%
Torvar HeuspeUans 1,165,818 1,249,684 1,394,783 1,491,935 326,117 28%
T B 703,101 731,693 758,622 763,226 60,125 Q%
Muitipie Famity [EITINSSSNE 420,147 477,258 597,762 692,709 272,562 65%
Measiie Homes or for-sale homes. 42,570 40,733 38,399 36,000 6,570 15%
OssasabsiaaUisea 1,103,034 1,178,091 1,326,445 1,407,869 304,835 28%
ST -Co— 672,496 697,416 730,471 730,020 57,524
7, PR - — 391,534 443,213 560,793 645,548 254,014

' 39,004 37.462 35,181 32,301 6,703 7%
. - X 5.4% 5.7% 4.9% 5.6% 0.2 4%
Sio e it 4 .45 4.7% 3.7% 4.4% 0.0 0%
MiisigieFaing 6.8% 7.1% 6.2% 6.8% 0.0 0%
7 DR L — 8.4% 8.0% 8.4% 10.3% 1.9 239
Possuins per Houssnera 2.76 2.82 2.82 281 0.1 2%

Source: SANDAG SR13 Regional Growth Forecast, released in 2013. The forecast is in the process of being updated with new estimates to be available by the end of
2020 (SR14). According to SANDAG, the new forecast numbers for population and housing units are not expected to be substantially different than forecast in SR13.

Clarity Real Estate Advisors 30



SANDAG Projections — MSA 5 — Pop/HHs

» Population growth from 2020 to 2035 in MSA 5 is projected at about 4.0K per year.
* Occupied housing unit growth from 2020 to 2035 is projected at about 1.3K per year (SF 664 per year, MF 634 per year).

« MSADS5 currently represents 14% of the countywide population and 13% of the countywide supply of housing units.

POPULATION AND HOUSING

CLARITY

REAL ESTATE ADVISORS

~ o lal<ala
L)[_, ] Z to Z'\)DL‘ (_/ hange .

2012 2020 2035 2050 Muniasic Pavcunt

lotel Poputation 438,503 487,700 547,881 573,295 134,792 31%
Househotd Population 432,566 482,109 541,229 565,889 133,323 31%
Group Quarters Pepuistion 5,937 5,591 B,652 /,406 1,469 25%
Civitian 5,937 5,591 6,652 7,406 1,469 25%
Miticary 0 0 0 0 0 0%
Totat Housing Units 148,823 163,094 181,744 191,439 42.616 29%
Single Family _ _ 896,104 103,348 112.619 115,143 19,039 20%

Multiple Family (MF) N N S, o -~

Muicioia FEamiily could include rental 40,869 48.064 57,514 64,837 23.968 599%
Mosbite Hom es orforsale homes. 11,850 11,682 11,61 11,459 391 3%
Occupied Housing Units 142,516 155,935 175,276 183,758 41,242 29%
Single Family 43,001 99,720 109,680 111,556 18,555 20%
M isiaie Famsis 38,687 15,50 55,018 61,990 23,303 60%
Mobite Homues 10,828 0,708 10,578 10,212 -616 -6%
Vacaney Rate 4.2% 4.4% 3.6% 4.0% -0.2 -5%
Singie Famity 3.2% 3.59 2.6% 3.1% -0.1 -3%
Muitiptie Fam iy 5.3% 5.39 4.3% 4 .49% 0.9 17%
Mosite Hoines 8.69 8.3% 8.9% 10.9% 2.3 27%
Persons per Housenoia 3.04 3.09 3.09 3.08 O'C} 1%

Source: SANDAG SR13 Regional Growth Forecast, released in 2013. The forecast is in the process of being updated with new estimates to be available by the end of
2020 (SR14). According to SANDAG, the new forecast numbers for population and housing units are not expected to be substantially different than forecast in SR13.
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SANDAG Projections — Job Forecasts

San Diego County Region

CLARITY

REAL ESTATE ADVISORS

. . Original Forecast (2013) 2020-2035 2020-2050
San Diego County Region Category 2012 2020 2035 2050 Total Annual Change Annual
. . Total Jobs 2,093,526 1,624,124 1,769,938 1,911,405 145,814 9,721 287,281 9,576
+ SR13 projected civilian job growth from Civilian Jobs 1,346,969 1,520,180 1,665,994 1,807,461 145,814 9,721 287,281 9,576
‘20-'50 totals 287K, or 9.6K per year. Military Jobs 746,557 103,944 103,944 103,944 0 0 0 0
* For SR14, SANDAG has preliminarily
H H _ ; H Preliminary Updated Forecast (2020) 2020-2035 2020-2050
increased their 30 year grOWth pI‘OJeCtIOI’] Category 2012 2020 2035 2050 Total Annual Change Annual
to almost 377K, or about 12.6K per year. Total Jobs - 1,667,500 1,870,403 2,051,357 202,903 13,527 383,857 12,795
. . Civilian Jobs =< 1,561,356 1,757,591 1,938,545 196,235 13,082 377,189 12,573
* COVID-19 is expected to substantially Military Jobs - 106,144 112812 112,812 6,668 445 6,668 222
impact near-term job conditions (the next 1
to 2 years), but SANDAG has indicated .

. Change in Forecast 2020 vs. 2013 2020-2035 2020-2050
that they do not expect the virus to Category 2012 2020 2035 2050 Total Annual Change Annual
significantly alter their 2050 projections. Total Jobs -- 43,376 100,465 139,952 57,089 3,806 96,576 3,219

Civilian Jobs - 41,176 91,597 131,084 50,421 3,361 89,908 2,997
Military Jobs - 2,200 8,868 8,868 6,668 445 6,668 222
North County East (MSA 5)
Original Forecast (2013) 2020-2035 2020-2050
North County East (MSA 5) Category 2012 2020 2035 2050 Total Annual Change Annual
. e Total Jobs 150,648 172,596 196,823 213,773 24,227 1,615 41,177 1,373
« SR13 projected civilian job growth from Civilian Jobs 150,648 172,596 196,823 213,773 24,227 1,615 41,177 1,373
'20-'50 totals 41K, or 1.4K per year. Military Jobs 0 0 0 0 0 0 0 0
* For SR14, SANDAG has preliminarily
Category 2012 2020 2035 2050 Total Annual Change Annual
to over 45K, or about 1.5K per year. Total Jobs -- 169,510 192,524 214,563 23,014 1,534 45,053 1,502
. . . Civilian Jobs - 169,510 192,524 214,563 23,014 1,534 45,053 1,502
. Thg share of_ countywide jobs m_MSA Sis Military Jobs . 0 0 0 0 0 0 0
projected to increase from 11% in 2020 to
12% in 2050. ,
Change in Forecast 2020 vs. 2013 2020-2035 2020-2050
Category 2012 2020 2035 2050 Total Annual Change Annual
Total Jobs -- -3,086 -4,299 790 -1,213 -81 3,876 129
Civilian Jobs - -3,086 -4,299 790 -1,213 -81 3,876 129
Military Jobs -- 0 0 0 0 0 0 0

Source: SANDAG SR13 Regional Growth Forecast, released in 2013. The forecast is in the process of being updated with new estimates to be released in 2021 (SR14).
According to SANDAG, the new forecast numbers for population and housing units are not expected to be substantially different than forecast in SR13.
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CLARITY

Mortgage Interest Rates e s

« As of mid-January 2021, the average conventional 30-year fixed rate mortgage was 2.8%.

* Recentrates are the lowest on record.

* Low interest rates have improved housing affordability but are leading to some degree of asset inflation.
*  More prospective home buyers are entering the housing market thanks to the low rates.

« Low rates are also fueling a refinancing boom.

«  While low rates are a positive for buyers, low rates can also result in “rate lock” where an existing homeowner with a low mortgage rate

and payment decides to stay put in a home instead of purchasing a higher priced home and incurring higher monthly housing payments
and potentially higher taxes as well.

Observation: Units: Frequency: s e
2021-01-21: 2.77 (+ more)  Percent, weekly, 1YI5Y[10YIMax | y071.04-02 |to| 2021-01-21 EDIT GRAPH &
Updated: Jan 21. 2021 Not Seasonally Adjusted  Ending Thursday
FRED 47 = 30-Year Fixed Rate Mortgage Average in the United States
20.0
15.0
&= 125
]
a. |"|_Q
5.0
1975 1980 1985 1990 995 2000 2005 2010 2015 2020
U.S. recessions are shaded’ the most recent end date is undecided. Source: Freddie Mac fred.stlouisfed.org ra
kL d
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Job Change — 2001 to 2020 e

* Prior to the COVID-19 economic lockdown which began in mid-March 2020, the San Diego economy had been adding jobs.

* Major shocks have derailed the San Diego economy twice in the last 20 years: the Great Recession from about 2008 through 2010, and
the current COVID-19 crisis. The local economy eventually recovered from the Great Recession, and economists are projecting that
positive year-over-year job growth will return to San Diego in 2021.

» As of February of 2020 (pre-COVID-19), the San Diego economy had added 27K jobs YOY, which was above the 20-year average of 16K
jobs per year. Excluding the Great Recession from 2008 through 2010, San Diego has added an average of 24K new jobs per year since
2000.

Year-Over-Year Change in Monthly Job Growth
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Monthly Job Change — 2020 vs. 2019 Ess s

* Just before the virus hit, year-over-year job growth in February of 2020 was 27K; substantially higher than the same month in
2019 (18K). The economy was accelerating in 2020 before the virus hit.

* As adjustments have been implemented to help cope with the virus, many jobs have already returned. From peak year-over-year
job losses of (-206K) in April, the job count was down “only” (-106K) as of December, a gain of 100K jobs.

* |tis worth noting that while SANDAG expects that the impacts of COVID will be severe in the short-term, they do not expect
substantial long-term negative impacts on their projections for future job growth in the region.

Year-Over-Year Change in Monthly Jobs Growth
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# Unemployed — 2000 to 2020 S

Job losses due to fall-out from COVID-19 quarantines pushed the number of unemployed workers in the county to a record high of almost
240K in April of 2020. The prior high had been about 169K at the depth of the Great Recession.

Some workers have dropped out of the workforce, however many others have returned to work. As of December, the number of workers
unemployed in San Diego County had dropped to under 127K — or +/-42K less than during the worst of the Great Recession.

It is worth noting that despite record high unemployment, the housing market in San Diego County is currently quite strong as those who
do have jobs and qualify for a mortgage are taking advantage of record-low interest rates.

# of People Unemployed - San Diego County
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Unemployment Rate — 2001 to 2020 S AN

Moving in tandem with the rise in the number of workers without jobs, the unemployment rate spiked to over 15% in April and May of 2020.

As workers have found employment, the unemployment rate dropped to 8% in December of 2020, which is well below the worst years of
the Great Recession (+/-11%).

Unemployment Rate - San Diego County
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Unemployment by Industry — Dec 2020 s

-
» As a popular tourist destination, San Diego has always had a high proportion of jobs in the leisure & hospitality sector.

« With COVID-19 restricting travel, and major theme parks shut down, the leisure & hospitality sector has been particularly hard hit, with
year-over jobs losses totaling 53K positions.

* Pre-COVID, the leisure & hospitality sector represented 13% of all jobs in the county.
« Leisure & hospitality represents 50% of the jobs lost in the county post-COVID.

» Leisure & hospitality jobs tend to be at the lower end of the pay spectrum. As a result, leisure & hospitality job losses are hitting the
apartment market harder than the for-sale market, as the lower leisure & hospitality incomes preclude many households from being able to
afford to buy a home (unless it is the second income in a dual-income household).

Year Over Year Change in Jobs by Industry - December 2020
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SANDAG Commentary on COVID-19 Impacts s o

I ————————————————
UPDATE | July 22, 2020 SANDAG
COVID-19 Impact on the San Diego Regional Economy
It is clear by now that the recovery will take time, and it is very likely that more small businesses will close for good. Figure 6
represents the different recovery scenarios SANDAG is currently considering, with the economy going back to pre-COVID
trends in 2023 at the earliest, but potentially much later.

320
300
§ 280 - ‘ oduier 29 ) )
5 20 T : Possublg lasting effects b.eyond 2026
Ss 240 L7 > e Discouraged workers leaving the workforce
& 3 220 -7.8% +4.1% e Educational disruptions (students drop out rates)
é 200 e Lessinvestment in the capital stock
O 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 e Existing capital less productive given restrictions
e JUNE 2020 e September 2020 Pre-COVID ¢ Real Estate, Commercial Leasing
2 These nine forecasts include: Deloitte, IHS Markit, OECD, U.S. Federal Reserve, Oxford Economics Forecasting, Wells
Fargo, Conference Board, Moody’s, and Goldman Sachs.

Figure 2: Percent Change in Employment by Income Category in the San Diego Region

0%
- z -5%
Lower-income workers have been among those most likely P
to lose their jobs and after over four months, to remain 5%
unemployed, compared to middle- and high-income -20%
workers. R
-30%
-35%
-40%
3/18 3/25 411 4/8 4/15 4/22 4/29 5/6 513 5/20 5/27 6/3 6/10 6/17 6/24 71 7/8 715 722 7/29
——Below $27,000 =———$27,000 to $60,000 ==—=Over $60,000
Source: Estimates based on data from Opportunity Insights Economic Track ed on research from Raj Chetty
John N. Friedman, Nathaniel Hendren, Michae! Stepner, and the Opportunity 1ts Team tracktherecovery.org/
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SANDAG - Unemployment by Zip Code

The new statewide guidelines
make it challenging for many
businesses to resume full
operations. This has resulted in
continued high levels of
unemployed workers and
dramatic declines in economic
activity and consumer spending
for the foreseeable future.

The areas experiencing the
highest unemployment rates
remain the same. Estimated
unemployment rates for those ZIP
Codes are:

92113 Logan Heights (17.6%)
92102 Golden Hill (16.5%)
92115 College (16.4%)

92105 City Heights (15.8%)
92054 Oceanside S (15.4%)
91950 National City (15.3%)
92083 Vista W (14.9%)

92081 Vista S (14.8%)

92173 San Ysidro (14.7%)
92025 Escondido S (14.6%)

Clarity Real Estate Advisors

eservation

Unemployment in
the San Diego Region

September 5, 2020

Estimated Percent
Unemployed by ZIP Code

<18%
=16%
<14%
=12%

No Data

B Military Bases

Source Appiied Grographic SoAution,
Weekly Relemse September 14, 2020
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Source: Applied Geographic Solutions, Inc., Thousand Oaks, California, Weekly Release
September 14, 2020
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Building Permits - Total S

T ——————————————————
» After topping 25K permits per year for most of the 1980s, San Diego County has not topped 20K permits in any year since.

* Alook at the data from the last 40 years shows a dramatic decline in the number of new homes built. Housing growth has failed to keep up
with the demands of a growing population and economy. As a result, prices have steadily risen.

* Since 2006, permit activity has averaged just 7.4K per year, topping 10K only twice (10.8K in 2016 and 10.4K in 2017).
+ Permit activity in the IN market also peaked in the 1980s (topping 10K per year each year from 1984 through 1988).

* As large master planned communities located in the IN market such as Discovery Creek and San Elijo Hills got built out from the 1980s to
2000s, and were not replaced by other new communities, the IN share of county-wide permits declined from the 25% to 35% range prior to
the mid-1990s, to under 25% since 2010.

» The declining share of the IN market is an indicator that not enough new housing is being built in the submarket, not a lack of demand.
From that perspective, offering residential uses at Passerelle would be a logical choice.

Total Building Permits
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Building Permits — Single Family =

-
+ The IN market has typically had a higher proportion of the SFD home market than the MF market (see following page).

* While the IN’s share of total permits has generally declined over the last few decades (see prior page), it's share of SFD permit activity has
consistently represented over 25% of the county, and usually over 30%.

+ Several large communities opened in the second half of the latest decade that contributed to the IN market share topping 40% in 2018 and
2019, and 50% in 2020; however, those communities are now either sold-out or nearing sell-out (Rancho Tesoro in San Marcos, Harmony
Grove just west of Escondido and Horse Creek Ridge in Fallbrook).

Single Family Building Permits
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Building Permits — Multi-Family

* The majority of housing built to serve this market has been SFD homes.
Since 1991, the IN has topped 1.5K MF units only once (2005) and has not topped 1.0K units since 2006.
Since 1991, the IN market has averaged just 511 MF units per year (12% of the countywide total).

The lack of MF building for almost the last 30 years could indicate that there might be pent-up demand.

CLARITY

REAL ESTATE ADVISORS

Multi-family permits

can be for rental or

for-sale homes.
Multi-Family Building Permits
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Building Permits — Inland North Mix T

+ Since 1980, 62% of all permits issued in the IN market were SFD and 38% MF. In the 2010s the ratio was still 63% SFD and 37% MF.

Building Permit Mix - Inland North
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Building Permits — Inland North by Submarket S

* Unincorporated San Diego County, which includes Fallbrook and Bonsall (but also portions of east and south county) has represented 57%
of permit activity in the IN market over the last 40 years.

+ Market share has been relatively even in Escondido (15%), San Marcos (15%) and Vista (12%) over the same time period.
+ Activity in the unincorporated county has plummeted from 48K permits in the 1980s to just 7K in the 2010s.

+ From a demand standpoint, based on historical activity, it appears that the unincorporated county area could support substantially more
permit activity than actually occurred over the past 10 years. This would indicate that a location such as Passerelle could be a viable
opportunity for new residential development.

Total Building Permits by Submarket - Inland North
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Building Permits — Inland North by Decade S

* Over the last 4 decades, 54% of all permits
were issued in the 1980s (81K).

] R Submarket Total Permits Permits by Decade
+ Reflecting a diminishing supply of land and Unincorporated
less political support for new development, Decade Escondido San Marcos Vista County Total % of Total
onIy 10% of permits were issued in the 2010s 1980s 14,535 >,714 12,278 48,229 80,756 >4%
(15K) 1990s 3,141 3,977 2,077 13,665 22,860 15%
) 2000s 3,188 9,262 1,543 16,404 30,397 20%
* The IN market is clearly undersupplied for 2010s 1,564 3,884 2,743 7,228 15,419 10%
: Total 22,428 22,837 18,641 85,526 149,432 100%
new housing today compared to past % of Total 5% 159, 2% w79 100% -

decades, supporting the opportunity for
residential at Passerelle.

Total Building Permits by Decade - Inland North
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Office — San Diego Submarkets (CoStar*) o

« Passerelle is located in the CoStar Outlying
SD County North submarket (23).

* We have defined a competitive market area
(CMA) that closely aligns with what SANDAG
calls the North County East MSA 5. Supply
and demand conditions relative to the
Passerelle property are impacted by trends
within the CMA, which includes the CoStar
submarkets of:

» 23— Outlying SD County North

5

DCump Percieten - |
Sl.nrltbnc -7

> 9 - Escondido | e
| | Cororoda - §
> 29— San Marcos et iictiai
[ ] Eant Caunty -4
> 39 - Vista oeties C
;]wn,u.tc.xn
* We have named the CoStar market area i |
encompassing the above submarkets as the %Zi!?.::;';i';;“’?""
“ » ission Velley - 16
Inland North” market area. | pumsite

|| Nerth Beoch Cities - 18
|| Noeth Cantral County - 19

* CoStar is a nation-wide data provider of [ Oceanaie - 20
commercial market information (office, gg”;‘,,w"“" ) \
industrial, retail, multifamily, hospitality and o socorr s :
land). CoStar aggregates information from a e o
variety of primary and secondary sources. |

|| s0n Ysidro/Imperial Beach - 30
|| Seripes Ranch - 31

J Sormento Meco - 32

|| Sorrents Veley - 55

[ | Southeast Son Diege - 34

|| Yorray Dirwe - 38

|| Ustown East - 38

j Uptown West/Pork West - 37

L Jurc-3n

|| viste - 39

0:: CoStar

San Diego Office Submarket Overview

Par Copyrigse © 2018 CoSter Reaty Inlosmction. Inc. All ights resetvesd
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. CLARITY
Summary of Office Market Trends

General Outlook for the Office Market

COVID-19 is expected to have a lasting negative impact on the office market.

For at least the next few years, companies going out of business are expected to exceed new start-ups or
companies looking to expand their office footprint, pushing vacancy rates up.

COVID-19 has accelerated the work-from-home trend which had already been slowly rising for years. This will
negatively impact the demand for new office space.

Prior to COVID-19, the office market had been strong in both the San Diego region and the IN market.

Inland North Office Stats & Trends (per CoStar)

There is 6.9M sf of office space in the IN market; +/-6% of the county as a whole (118.7M sf). The south Riverside
market has 6.6M sf of office.

Vacancy and availability rates are similar in the IN and the county as a whole.

As of 4Q 2020, the IN vacancy rate was 11.4% (9.8% in 4Q 2019) vs. 11.5% in the county (9.1% in 4Q 2019).
As of 4Q 2020, the IN availability rate was 14.9% (11.3% 4Q 2019) vs. 15.7% in the county (12.1% 4Q 2019).
There is +/-792K sf of vacant space and +/-1.03M sf of available space in the IN market.

The average lease rate in the IN ($26/sf) is lower than the county as a whole ($35/sf); the lease rate in the Outlying
SD N market is $23/sf, and south Riverside is $24/sf.

+/-3.0M sf of new office space was under construction in the county as a whole as of 4Q 2020 — the highest in 12
years. According to CoStar (4Q 2020 report):

“San Diego has more speculative office space under development than at any other time in the past decade, and
almost none of it is pre-leased. That will add further upward pressure on San Diego’s vacancy rate once it begins
delivering this year.”

CoStar estimates office absorption was (-1.8M) sf over the L12M in the county .
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Office — Broker Insights (1 of 2) B

Office brokers familiar with the IN and/or Fallbrook and Bonsall markets were interviewed to gain insights into overall office
market trends and trends in the local market. Highlights of the interviews are presented below.

General Outlook for Office Space
 More brokers were pessimistic than optimistic regarding future opportunities for new office space.

» The overwhelming consensus is that vacancies are going to rise over the next 1-2 years as some businesses fail,
and fewer new business start up to take their place.

Work From Home vs. Working in an Office

 The work-from-home movement has been accelerated by COVID-19. It is highly likely that a portion of former office
workers now working from home will not return to an office work environment at all. Others may return to an office only
on a part-time basis. Both of these trends could reduce the demand for office space in the future.

« Some brokers note that there is already a growing recognition of the benefits of employees working together in a
central office as opposed to the increasingly apparent shortcomings of remote working and on-line video calls.
However, even brokers who are optimistic about workers returning to offices recognize that open-space floor plan
layouts may transition to a return to more private space. Some believe that this may increase the demand for
office space as each employee may need more space than in an open plan.

» The housing market has seen a surge in demand for homes with a home office, den, or extra bedroom that can serve
as an office space. Work from home is freeing up many people to live in areas that might not have been possible for
them even six months ago.

Comments on Potential Office Users at Passerelle

» Although brokers like the freeway access and visibility of the Passerelle property, all felt that any demand for office
space in the area would be limited to local-serving users such as doctor’s offices, dentists, attorneys, insurance
companies, real estate agents, and the like. Many of these users only need around 1,000 sf of space. Under current
zoning, all of these uses could be accommodated in the Town Center site in Horse Creek Ridge. Lack of a major space-
using tenant would make it difficult for an office developer to obtain financing at Passerelle.
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Office — Broker Insights (2 of 2)

Office Demand at I1-15 & SR76

» There is a feeling that Fallbrook is already an adequately served office market, and the River Village center (185K sf)
captures the local demand from northeast Oceanside, Bonsall and Fallbrook (4.7 miles west of I-15 & SR76).

+ Despite all of the new housing being built near SR76 and I-15, most brokers felt that there is not enough of a nucleus
of households to warrant much more than about 20K to 40K sf of office space to serve the area, and that it would be
very difficult to get a speculative office developer to build in anticipation of these types of users.

Broker Quotes on the Office Market
« “The speculative office market is completely dead and will be for years.”

« “To finance a new office building, you need a solid long-term 10-15-year lease commitment from a credit tenant. Good
luck with that.”

« “Office vacancies are going to rise and demand is going to fall for years to come.”

« “A government anchor is no guarantee of demand for other office users. San Marcos city hall area has struggled.”
« “Larger tenants want to be close to a large population base. The local area just doesn’t have it and it won't.”

* “Do not build 2-story buildings with ground floor retail and office above — it won’t work.”

« “Watch. People will start working in offices again sooner than later. Jobs will come back and there will be demand
for office space.”

Office Land Value at Passerelle
* “There is no demand so there is no value.”

« There is very little interest in office land today. Estimated values for entitled office land in the SR76/1-15 ranged from
about $4 to $8 per square foot (about $175K to $350K per acre).

* But, every broker with land available says that they can go years with no offers, so estimated values for the area may
be high because little to nothing is transacting to be able to truly gauge a supportable value.
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Office — Headlines & Media Highlights s

Rising vacancies, falling rents: ‘'The
office market, it's like a slow-motion
car wreck.’
Michael Braga USA TODAY

Published 12:01 a.m. ET Nov. 30, 2020 | Updated 2:16 p.m. ET Nov. 30, 2020 Hybnd models Of remOte WOFk arc llkely tO perS|st n the

wake of the pandemic, mostly for a highly educated, well-
paid minority of the workforce.

McKinsey Global Institute, November 23, 2020

Office Markets Under Pressure as
Coronavirus Squeezes Cities

Companies rethink rented space as remote work takes hold; fears of
urban malaise begin to swirl  wall st. Journal, August 4, 2020
Q4 2020 SAN DIEGO OFFICE -
What does working from home mean for the

REPORT
office market? - Remote Work Is Here to Stay

At the end of Q4 2020, San Diego’s
direct office vacancy was 14.2%, an
%crease of 100 basis points (bps) from
the previous quarter and 280 bps from a PwC su

A Gartner survey of company leaders found that 80% plan to allow employees to work remotely at
least part of the time after the pandemic, and 47% will allow employees to work from home full-time. In

rvey of 669 CEOs, 78% agree that remote collaboration is here to stay for the long-term.
a year ago. FlexJobs, December 21, 2020

Cushman-Wakefield, 1/19/2021
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Office — Vacancy Rate (Unleased Space) i

«  Speculative building in the mid-2000s and the Great Recession in the mid-to-late 2000s pushed vacancy rates in the county and in the IN
market to over 14% in 2009. Until COVID-19 hit in March 2020, vacancy rates had been trending down and were at +/-9% in Q4 2019.

« The economic slowdown caused by COVID-19 is pushing vacancy rates back up as many businesses are struggling to survive or have
shuttered. The vacancy rate in the county and the IN market has risen over 300 bp since Q4 2019, hitting 12% in the county in Q4 2020.

«  The Outlying SD County North market has less than 1% of the office inventory in the county, consisting primarily of 1, 2 and 3-star
properties (on a scale of 1 to 5 with 5 being best). With a relatively low inventory of space, and with very low rents compared to other parts
of the county, office vacancy rates in the Outlying SD County North market have typically been lower than in the county as a whole and the
rest of the IN market. While vacancy is typically lower in the Outlying SD County North market, rates have more than doubled over the last
few years, rising from around 3% in 2016, to almost 7% today.
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Office — Availability Rate o

» Auvailable space includes vacant space plus space that is already leased but is on the market (typically is relet/sublet space).

+ Reflecting the negative impacts of COVID, the availability rate in the county and the IN market has increased +/-400bp in the last year,
reaching almost 16% in the county and 15% in the IN; the highest levels since the worst of the Great Recession in 2009/2010.

+ Office spaces in the Outlying SD North market tend to be smaller (median +/-2K sf), on average, than in other parts of the county (median
size of top 40 largest leases in the county over the L12M was 46K sf), resulting in less relet activity in the IN market than the county.
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Office — Net Absorption L12M

SUBMARKET VACANCY & NET ABSORPTION

Reflecting the negative impact that COVID-19 is
having on the economy, net absorption of office space
in the county as a whole was (-1.8M) sf over the
L12M.

CoStar is projecting that there will be negative
absorption of just (-56K) sf over the next 12 months.
Given current weakness in the office market, that
projection appears to be overly optimistic.

Over the L12M, the Outlying SD County N market
experienced positive absorption of 390 sf.

There is currently only about 43K sf of space
available in the Outlying SD County N submarket,
representing a 5.8% vacancy rate.

The remaining IN submarkets have significantly more
space available than the Outlying SD County N
market:

» Escondido: 251K available, 9.4%, L12M (+44K sf)
« San Marcos: 149K available, 8.6%, L12M (-47K sf)
» Vista: 354K available, 19.7%, L12M (-43K sf)

» Total: 754K available)

Clarity Real Estate Advisors

CLARITY

REAL ESTATE ADVISORS

Vacancy 12 Month Absorpiion

No. Submarkst SF Percant Rank SF % of Inv Rank Construc. Ratlo
1 | Carisbad 1,128,157 14.7% 20 3711 0% 8 38
2 | Chula Vista 213,551 6.2% 16 (20,629) -0.8% 18

3 | College Area 81,542 5.1% 1 (29,573) -1.9% 2

4 | Coronado 2732 1.5% 3 {(1.417) -0.8% 15 -
5 | Del Mar Hts/Camel Valley 760,801 14.8% 30 204,833 4.0% 1 14
6 | Downtown 2,852,458 19.0% 35 (40,504) -0.3% 24 -
7 | East County 278,657 4.0% 10 21,835 0.4% 3 39
8 | Escondido 250,862 2.4% 24 44278 1.7% 2 18
9 | Govemnor Park 144 @88 16.1% k<] (84,587) 7.2% 28

10 | Keamy Mesa 1,400,711 12.0% 28 (311,507) -2.7% 35

11 | La Jolla 258,956 15.7% 32 (70,182) -4.3% 30

12 | MCAS Miramar - - - 0 0% -

13 | Mira Mesa/Miramar 86,416 57% 14 10,004 0.7% 5

14 | Mission Gorge 9,958 1.4% 2 987 0.1% 12

15 | Mission Valley 1,100,045 15.0% 31 (447 6386) -B.1% 38

18 | National City 22,507 28% - {3.604) -0.5% 16

17 | North Beach Cities 234 289 7.1% 17 (71,556) -2.2% 31

18 | North Central County 37.082 9.1% 21 (17,985) 4.4% 17

19 | Oceanside 161,057 9.1% 2 (21,555) -1.2% 19

20 | Old Twn/S Arena/Pt Loma 149,534 5.1% 12 (52,574) -1.8% 27

21 | Otay Mesa 10,335 47% 8 1.328 0.6% 10

[ 22 T Outiying SD County N 42614 5.8% 15 380 0.1% 13 |

23 | Qutlying SD County S 8.251 34% 5 5.000 27% 8

24 Park East 16,237 4.8% 9 1.047 0.3% 1

25 | PB/Rose Canyon/Morena 106,037 5.6% 13 (22,083) -1.2% 20

26 | Poway 63,313 3.8% 7 (29,441) -1.8% 21

27 | Rancho Bemnardo 896,701 12.9% 28 (237,080) -2.4% 35

28 | San Marcos 148,808 8.6% 20 (46,814) -2.7% 26

29 | San Ysidro/imperial Beach 840 0.3% 1 4737 1.8% 7

30 | Scripps Ranch 543,512 18.4% 4 (85,560) -2.2% 29

31 | Somento Mesa 1,173,433 12.3% 27 (185,967) -1.9% 4

32 | Somento Valley 154,001 25% 37 (72,4086) -10.5% 32

33 | Southeast San Diego 71,352 10.8% 25 13,148 2.0% 4

34 Tomey Pines 238,775 7.4% 19 (32,258) -1.0% 23

35 | Uptown East 11,030 3.8% ] 1.764 0.6% 9

368 | Uptown West/Park West 243378 7.2% 18 (106,025) -3.1% 33

37 | UTC 805,802 9.2% 23 (333,185) -3.8% 37

38 | Vista 354,164 19.7% 38 (42,505) -2.4% 25

Source: CoStar
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Office — Lease Rate e

T ——————————————————
« Leaserates in the IN market, and particularly in the Outlying SD North area, are substantially lower than the county average.

* The current average lease rate in the Outlying SD North market is only about $23 psf per year, compared to about $35 in the county as a
whole and $26 in the IN market.

+ Since 1999, lease rates have increased 73% in the county and the IN, and 86% in Outlying SD North. The slower rent growth inthe IN
market is reflective of higher vacancy rates than in the Outlying SD North market.

* Low lease rates translate into lower returns for investors and are a deterrent to the construction of new office space in the Outlying SD
North market. Lower lease rates also translate into lower achievable land values than in higher rent locations.

Annual Lease Rate - Office
Change in Lease Rate
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Office — Lease Rate Comparison s

* Annual lease rates range from under $25 per square foot in the Outlying SD County N and San Ysidro / Imperial Beach markets, to
over $45 per square foot in Del Mar Heights, Carmel Valley and UTC.

« The Outlying SD County N market has the lowest average lease rates out of the 38 San Diego area submarkets.

* Low lease rates in the Outlying SD County N submarket translate into low interest from developers for new retail construction and lower
land values. Most new construction over the past 10 to 20 years in the submarket has been small owner/user or build-to-suit space.

Annual Lease Rate by Submarket - 4Q 2020

Del Mar Hts/Carmel Vily
North Central County
uTC

North Beach Cities
Torrey Pines

La Jolla

Sorrento Mesa
Rancho Bernardo
Coronado
Downtown

Carlsbad

Governor Park
Scripps Ranch
Mission Valley

Otay Mesa

Kearny Mesa

Old Twn/S Arena/Pt Loma
Uptown West/Park West
Chula

Mira Mesa/Miramar
Poway

San Marcos

College

Park East

MCAS Miramar
PB/Rose Canyon/Morena
Uptown East
Escondido

Sorrento Valley
Southeast San Diego
National City
Mission Gorge
Oceanside

. East County
Outlying SD County S
Vista

IOutiylng SD County N ] |

S0. $5.00 $10.00 $15.00 $20.00 $25.00 $30.00 $35.00 $40.00 $45.00 $50.00 $55.00

8

Source: CoStar Annual Lease Rate Per SF
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Office — New Construction o o
S

* There is currently 3.1M sf of office space under construction
in the county, about 8K in the IN market and none in the

Office Inventory & Under Construction - 4Q 2020

Outlying SD North market. Under
. . Construction vs.
« With vacancy rates rising and lease rates expected to fall Current Under Current

over the next 1 to 2 years, the pace of new office
construction likely will slow over the next few years.

Inventory Construction Inventory
San Diego County 117,597,782 3,089,594 2.63%

* Continued economic fall-out from COVID-19 and an inland North 6,935,059 7650 0.11%

acceleration of work-from home likely will result in less
demand for new office space for at least the next few years Outlying SD County N 740,857 7,650 1.03%
and will further depress new construction.

Under Construction - Office
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Office — Outlying SD County N e

Current Quarter RBA Vacancy Rate Market Rent Availability Rate Mok Ab::rption Deliveries SF ConL;rt\rc:Iirtion
4 & 5 Star 0 . - - 0 0 0

3 Star 130,601 0% $27.52 0% 0 0 7,650

1 & 2 Star 610,256 7.0% $22.43 7.0% (1,150) 0 0
Submarket 740,857 5.8% $23.34 5.7% (1,150) 0 7,650

* All of the office space in the Outlying SD County N submarket is rated as 1-3 Stars (5-Star is best) compared to 67% 1-3 Stars in the
county as a whole. Among the other IN submarkets, Vista also has no 4-5 Star space, but Escondido (8%) and San Marcos (38%) do
have 4-5 Star space.

+ Office space is intended to house employees of companies that produce a product or service primarily for support services such as
administration, accounting, marketing, information processing, consulting, human resources, management, financial and insurance
services, education services, medical services, and other professional services. Office buildings are characterized by work efficient floor
plans, work areas, comfortable heating and cooling, cabling for phones and computers, and other conveniences. Most offices are
configured for space to worker ratios of 150 to 300 sf per person or more, and less than 25% of the demised floor space is allocated to
industrial or retail uses.

« 1and 2-Star space has a higher vacancy rate (7.0%) and higher availability rate (7.0%), than 3-Star space (0.0% / 0.0%), despite
lower rents. This may be due the greater availability of 1 and 2-Star space (610K sf) compared to 3-Star space (131K sf).

* The current submarket vacancy rate of 5.8% is up from a 5-year low of 2.6% in Q4 2016, and a more recent low of 4.0% in Q3 2018.

Source: CoStar
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Office — River Village (Bonsall)

+/-5 miles SW of SR76 & I-15 interchange
5256 S. Mission Road, Bonsall, CA 92003

Built 1990. Originally conceived as retail with 2nd-floor office, but retail struggled.
Transitioned to primarily office and service-oriented businesses.

185,000 sf on +/-15 acres = 28% coverage ratio.
+/-90% occupied (+/-18K sf available)
$1.85 to $2.25 psf per month, gross.

o Use Office - t lor - o spoce in the Hye - § arte
Mix of 1-2 story buildings. Surface parking. Full Build-Out : 90
ensize | e srivate b too I eh 4- -
ablity 40 Days - : A Y ERaas 3 2
8 - Suite # Monagement de Novo 307
Fa Narelly Group / Naredy Mortgage 801
A ey o= Merrill Lynch Weclth Mamogement 1005
Aererprioe / Russ Jacekis at Maffct Freancial Greup 903
AP Desigh :; nGAP Inc. 210
Arven's
North County Academy of Dance -
v Aegmmenicy Med Soe o o 805.806-820
Bhoe Bice Extenprises, LLC 204 Morth County Tneestmants S05
B! Berber eg Bé1-A Pucific Western Sank 1001
Terech Svmber of Commerce m Peking Wok 303
Bess/l Dry Swerars 1004 Ferformance Horse Sepy 708
Borash Tite Wew A Spr LU PIA Tnamcs Secvice e
Beradl Matc & Potd o3 a 2
Fovey Frnaza Prozen Yoget Ba 3 Attociates Tnc. 205
Cob s Baviar Yitags Prevertics no Sage Yigs Studing 707
Berda’ ¢ Morket e Shem "5 Dept. Sabetotion S
Tdwrs Toows Trvestimerts a Spent Funding 100%
Farby Duriatry Hoe Screms Architectuse 404
by hesin i Telisn Cocing Mevizune wr
Prowe's Scd 4 D ot .
onsis Sakiny st Teneoda Valey Cerdiabagy ez
Tock Tn The Boe wo Uvete Here /£ Laerd 30 206
Junas Grwend & Aai PAYy 103-104 Verce Chivonraetic o
Letsdlurs el Sapqury no Viioge Sscrow 106
ase Tos " 2
U O¥in of Bt Mt ne '”:'"_'"" B
rnriny & M CPL's s Icolé 1301

SPACE SIZE

TERM

CLARITY

REAL ESTATE ADVISORS

RATE

Daniel’'s Market: 17,000 sf — closest
full-service grocery store to 1-15/SR76
interchange. Many Horse Creek Ridge
residents shop here.

DANIEL'S

MARKET
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Office — Fallbrook Medical Arts

+/-6 miles NW of Passerelle in downtown Fallbrook
521 E. Elder St., Fallbrook, CA 92028
Built 1988. 30 parking spaces = 1 space/1,000 sf

32,760 sf on +/-2 acres = 38% coverage ratio.
13,132 sf available = 60% occupied

$2.00 psf per month

2-story buildings. Surface parking.

Clarity Real Estate Advisors
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Suite 202
2,076 RSF
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.
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Suite 207
1,525 RSF

: =5
IR = = SPACE
— g F-3
Suite 205 1st FI-Ste 103
1,872 RSF
2nd Fl-Ste 206
] o N
F ._ T_1 2nd Fi-Ste 202
- gl L= 2nd Fi-Ste 205

Suite 208
3,120 RSF

FALLBROOK MEDICAL ARTS

521 East Elder Street Fallbrook, CA

SIZE

2,640 SF

1,899 SF

2,076 SF

TERM RATE

Negotiable 524 00 /SF/YR
Negotiab $24 .00 /SF/YR
Negotiable  $24.00 /SF/YR
Negotiable  $24.00 /SF/YR
Negotioble 52400 /SF/YR

>

524 00 /SF/Y

CLARITY
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SPACE USE

Medical

Medical

Office/Medical

Otfice/Medical

Oftice

Office/Medical

LEVELASSET

COMMERCIAL REALTY
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Office — One Civic Center (San Marcos) o

+/-13 miles S of Subject off Hwy 78 in San Marcos

1 Civic Center Dr, San Marcos, CA 92069 (San Marcos City Hall) CLASE. A QEFICE SEACE 1N
SAN MARCOS' CITY HALL

Built 1995, 4-stories & 4-story parking structure

147,000 sf on +/-9 acres = 38% coverage ratio

+/-22K sf available = 85% occupied (IRS & City of San Marcos major tenants)

Vacant space has been available for 2+ years

$2.55 psf per month (including janitorial), plus electric

|

SUITE 320 | 1,494 SF

SUITE DESCRIPTION

+ RECEPTION
+ CONFERENCE ROOM
* 3 WINDOW-LINE OFFICES
* OPEN OFFICE AREA
+ BREAK ROOM

|||l CUSHMAN &
(i WAKEFIELD
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Commercial — Available Land — NWC SR76/Hwy 395 s

+/-2 miles SW of Subject at the NWC of SR76 & Old
Highway 395

+/-37 acres total, a +/-10 acre portion along SR76 is
zoned commercial; remainder of site is residential
(current zoning 1 unit per 2 acres)

Zoning C44 & S-90
Site has been on the market for +/-1.5 years.

Has “several interested buyers” who are looking into
entitlement and cost to improve questions

Asking $7.0M = $189,189 per acre, about $4.00 to
$4.50 per square foot.

Prime land for commercial or residential

multi-family development. Slightly elevated b i AP \ Lo - Planned Land Use
&8 / S Ny b [ ] Spaced Rural Residential

with visibility from Interstate 15.

[I] General Single Family or SF Detached
2 - 02 LS [E Sngle Famiy Attached
p '\ 1} B [l Mobde Homes
SR %/ 5
B " [ Multiple Family

. County zoning Ta [l Commencal. Office, Mixed Use
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Commercial — Land — Pala Mesa

9 GROSS ACRES WITH I-15 FREEWAY FRONTAGE l’\f&%cw“
1720 OLD HWY 395 | FALLBROOK, CA OWMERCIAL WAL EETATE TERCES

+/-0.5 miles W of Subject on Old Highway 395 (W of I-15)
PROPERTY HIGHLIGHTS:

APN: 108-411-11-00

Over 1,900 linear feet of
1-15 freeway frontage, water,
sewer, and power within 6

blocks of the NWC
+139,000 CPD on 1-15 Fwy

Across the 1-15 from two
Master Planned Communities
totaling 858 acres

Contiguous to Cornita/Stewart
Canyon 1-15 underpass

Pala Mesa Golf Course

directly across the street

1720 Old Highway 395, Fallbrook, CA 92003
9 gross acres, zoned A70
Has been on the market for “some time”

Offer a few years ago @ +/-$1.75M to build as self-
storage, if fully entitled, but deal fell apart (high costs &
opposition from community planning group) = $4 to $5 psf

Had an offer for $1.5M from MF builder, if fully entitled,
but fell apart over costs; about $4 per square foot
(estimated $60,000 per door)

“No one wants to do retail or industrial on the site due to
plans for development at sites east of 1-15.”

“Industrial developers say drayage costs are not favorable
to build industrial/logistics/warehouse space here.”

1720:0)d

H : '
Wy 3G . - Subject

Mission™
Road
Mission Road and Hwy 76 on/ PRTBITD

1.7 Miles~
off ramps approximately
1.8 miles north and south

sampusiFark
Naster Plan
A6 Acres

Sampus

HWY 76 F’.;rl«wr‘-‘l
OniOft Ramp'§ MastesPlan

1.9 Milés : 442 Acres
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Office — Land — San Marcos

337 E. Carmel St., San Marcos (15 mi SW of Subject)
Asking price $4,995,000, 6.24 acres = $18 psf

Site is currently in escrow (for the 4t time), likely below
asking price, site has been on the market for 4+ years

“No one is interested in the site for office or retail.”

Current buyer is looking at the site for MF residential

CAMPUS POINTE - FULLY ENTITLED CORP. | HQIOFFICEIR+DIMEDICAL

ALTERNATIVE USES - HOTEL WITH RE]‘WNO’OR ASSISTED uvmo
337 E CARMEL ST | SAN MARCOS, €A " - T

Kaner Permanants

P ~
CSUSM Student Heesing T
The Quad

C:l"oﬂvu snu Umvnmy 5
San Marcos
v Applor uoousmdonu -

TN Sam Marries Loty ol
Vl 4
S San M Ly ™
)'nuu.d

N N
CSUSM Student Housing
Untvuraity Village

’

Recorded Final Map 4 ;;5 *,

169,000 ADT ! o~ b

6.24 Acres e
Adjacent to Sprinter Lm& Cal State San Mav(os 3\% ‘
Freeway Frontage .

Fully Permitted for 111, 970 SF
¥Mcart of the City” Speafic Plan

'.l

mweaver@ee-associates.com
760.448 2458
DRE #01367183

Al Apuzzo
aapuzzo@ee-associates com
7604482442
DRE #01323215

LEE &
ASSOCIATES
Clarity Real Estate Advisors

square footage

permils & approsy

trathc counts

als
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Located at 337 E. Carmel Street in San Marcos, CA, this property is adjacent to North City, California State
San Marcos, the sprinter station and Highway 78.

220-201-01-00 & 220-201-02-00
City of San Marcos
624 Acres

‘Heart of the City Specific Plan Area”, City of San Marcos BP - Business Park

k Here to View wabée | & Permit Requirements

111.970 SF - 4 Stories with Condo Map

Fully entitled with permits Entitlements include
Site Development Plan (SDP) #06-319
Final/Parcel Map (TPM| 8651

Grading Plan Approved June 30, 2008
Mitigated Negative Declaration (ND) #06-748
Zone Reclassification (R) #06-137

General Plan Amendment (GPA) 206-97
Specific Plan Amendment (SP) 287-29 (06M #21)
Text Amendment (TA) 706

Approved Condo Map

Improvement Plans Submitted with Comments
Bonds Posted

Highway 78 - 169,000 ADT

T \
Caltfornla sme University
San Marcos
Approx. 14,000 Students

v
p

(SU(M §Iudrnl Hm.nlng
The Quad

’ (SUSM Student Houslm
X I)umn"y Village
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Office — Inland North Supply vs. Demand .

conditions in the IN market where Passerelle is All Office

. . Demand Component Categories
located, we prepared estimates of potential
demand for new office space (I & Il to right) I. Existing Conditions
and compared that to space in existing office A. Occupied Office Space Sq.Ft. (CoStar 4Q 2020) 6143483 | o
buildings (l11) and known approved or B. Total Office Workers (SANDAG 2020) 37,602
announced new office buildings (1V). C. Existing Occupied Office Sq.Ft./Employee (A/B) 163 =

« Demand was determined based on the current Il. Projected Change in Office Demand from Job Growth _
ratio of occupied office space to office workers D. Annual Job Growth for Office Workers (SANDAG 2020-2050 rate) 433 8
(C) applied to projected future office job growth E. Current Occupied Office Sq.Ft. Per Worker (C) 163 |
(D), less 20% to account for the work-from- F. Projected Annual Change in Office Sq.Ft. Demand (DxE) 70,767 | =
home trend (G) at the expense of brick and G. Less Changing Office Demand Due to Work-From-Home (F x -20%) -14,153 1=

. H. Projected Annual Office Demand Growth Sq.Ft. (F-G) 56,613 | =
mortar space (while many workers are . 10-Year Change 10 |9
returnlng to OffICGS, many others will I’lOt). I. Projected 10-Year Total Change in Office Demand (Hx10) 566,135 =

« Future demand (I) was compared to the current o _
amount of available space (J), and additional Il Existing Office Capture of Future Demand

. J. Existing Available Office Space (CoStar 4Q 2020) 1,032,948 | ==
space expected to become available due to K. Projected Increase in Available Space Thru 2021 Due to COVID (CoStar) 38,098
COVID-19 (K). This shows that existing centers L. Total Available Office Space at End of 2021 (CoStar) 1,071,046 _
could absorb all future demand, and still have M. Remaining Demand for Space if All Demand Goes to Existing First (I-L) -504,911
vacant space available (M).
IV. Potential Future New Supply of Office Space (Sq.Ft.) *

« Future demand was also compared to the N. Current under construction 7650 ]
pOtential future Supply of new office space (U)1 O. Sierra (Newland) - North of Escondido on |-15 1,867,853
along with available space thru 2021 (L). If all P. Campus Park (Passerelle) NE of SR76 & I-15 157,000 | 4
the potential space is built as proposed, the IN Q. Campus Park West (Pappas) NE of SR76 & I-15 120,000
market will be over-supplied by 4.3M sf over R. University District (North City) - San Marcos - SR78/Twin Oaks 952,000
the next 10 years (V) S. San Marcos Creek SPA (Creekside District) - W. San Marcos Blvd 589,000

T. Other Planned & Proposed Centers (CoStar) 104,332 |

* IN supply and demand conditions do not U. Total Potential Future Office Sq.Ft. (total N thru T) 3,797,835 =
support office space at the Passerelle
property. V. Total Estimated 10-Year Supply vs. Demand Conditions

I.  Projected 10-Year Total Change in Office Demand (l) 566,135 «
L. Existing Available Office Space Thru 2021 (L) 1,071,046 |==
U. Total Potential Future Office Sq.Ft. (U) 3,797,835

To determine future office supply and demand

Clarity Real Estate Advisors

Demand Estimate

V. Total Over-Supply (-) or Under-Supply (+) of Office Sq.Ft. (I-(L+S))

-4,302,746

*An additional 779K sf of office is approved for The Triangle Specific Plan +/-16 miles north at I-
15/1-215 in Murrieta (Riverside County) that is not included in the Future Supply above.
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Office — Inland North Supply vs. Demand LA

* Our analysis indicates that the IN market could have almost 4.8M square sf of office space available over the next 10 years compared to
projected growth in demand of just about 566K sf. The office market could be substantially over-supplied over the next 10 years.

Inland North Office 10-Year Supply vs. Demand

5,000,000
4,750,000
4,500,000
4,250,000
4,000,000
3,750,000
3,500,000
3,250,000
3,000,000 3,797,835
2,750,000
2,500,000
2,250,000
2,000,000
1,750,000
1,500,000
1,250,000
1,000,000
750,000
500,000
250,000
0

Supply Demand

M Existing Available B Thru 2021 Additional

Potential Future B 10-Year Future New Demand
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Office — Alternative Local Supply vs. Demand

As an alternative to assessing demand for the
entire IN market, we prepared a demand analysis
based on just the area immediately encompassing
current and future neighborhoods surrounding the
intersection of SR76 and I-15.

The IN market has 169,510 households and an
estimated 37,602 office workers, for a ratio of 0.26
office workers per household (F). The office worker
to household ratio was applied to the local market
(E x F=G), multiplied by the average sf of office
space per worker (H), resulting in estimated
demand at build-out of about 125K sf (I).

Other than the Rainbow Water District office, there
is no existing office space at I-15 and SR76. The
closest space is at River Village, about 4.7 miles to
the west (185K sf).

There is 277K sf of office space approved at
Campus Park and Campus Park West. Campus
Park West has another 504K sf of commercial/
mixed-use that could include some office. Campus
Park has another 61K designated commercial in a
Town Center site, some of which could be office
users. The possibility of office uses in the 504K at
Campus Park West and 61K at Campus Park is
not accounted for in the demand analysis.

Excluding River Village, the local market will be
over-supplied by about 152K sf if Campus Park
and Campus Park west are built. Including River
Village, the market could be as much as 337K sf
over-built.

Local supply and demand conditions do not
support office space at Passerelle.

Clarity Real Estate Advisors
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Demand Estimate

All Office
Demand Component Categories
I. Local Household Count at Build-Out
A. Households at Build-Out - Campus Park, West & Meadowood 1,947
B. Existing Lake Rancho Viejo 720 |4¢
C. Existing Via Altmira 91
D. Existing Rancho Monserate 191
E. Total Households (A+B+C+D) 2,949 =
Il. Projected Office Demand from Local Households* 8
F. Inland North Office Workers per HH 0.26
G. Total Local Office Workers at Build-Out (ExF) 767 5=
H. Average Office Space Per Worker 163 | ==
I.  Total Localized Demand for Office Space (GxH) 125,271 =
lll. Current & Future Supply of Local Office Space (+/-5 miles)
J.  River Village (4.7 miles west of I-15/SR76) - current 185,000 =
K. Campus Park (Passerelle) NE of SR76 & I-15** 157,000 9P
L. Campus Park West (Pappas) NE of SR76 & |-15*** 120,000 |
M. Total Local Future Supply (J+K+L) 462,000 = =
IV. Estimated Supply & Demand Conditions at Build-Out
N1. Total Over-Supply (-) or Under-Supply (+) of Office (I-M) 1=

N2. Conditions Excluding River Village

* This is demand for all office space and likely over-estimates locally generated demand as
many office workers work in Class A (5-Star) properties. Class A is not necessarily the type of
office space anticipated to be built in the local market area, therefore overestimating demand.

**Campus Park includes an additional 61,200 sf designated for commercial uses in the Town Center
site. Some of this space could be used for local-serving office. None of this space is included in the
Future Supply shown above.

**Campus Park West includes an additional 503,500 sf designated for "commercial/mixed-use
core that could contain office space. None of this space is included in the Future Supply shown
above.
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For-Sale Residential — Inland North Market B

Chaparral Pointe & Brindle Pointe, DR Horton,
________________________ small-lot SFD

o |

Aurora Heights, Beazer
Conventional SFD

For for-sale residential product,
the IN competitive market

includes:
* Fallbrook 1
« Bonsall Al
o VaIIey Center e J : Wgs;t\)llérg/t,iazll-éo':rg)n
 Escondido Vela at Mission Lane, 1 ;
Beazer, Paired Homes : =TT
¢ San Marcos i (75 w:
* Vista : Bonsall Bl g = @
The comps profiled in detail for & i e k 3
our analysis of the opportunity i i
. . 1
for for-sale residential at q? I
7 1
Passerelle are shown on the ‘\—I !
map to the right. There are other °e£g’l?;°” R g I '—'i=dc<iien :
active for-sale new home : Meacons Valley Center :
projects in the competitive : A :
market that are not shown on ceanside A ]
the map. i !
Peak at Delpy, Lennar, 1 Summer, Shea Homes, I
2-story THs |\ @ small-lot SFD 1

San Marcos

’ \ Lake San
Verano & Solara at Skyline, ”

DR Horton, 2&3-story THs

Latitude at Rancho Tesoro, Bear Peak, KB Home,
Brookfield, 3-story THs small-lot SED

Attached Home Projects m : ; 'r l VALLEY
Detached Home Projects Tt N '-’ﬂ i WR o ”’ _________

, - 3 ol . /
| O 5 . 3 \‘ ¥ .
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CLARITY
Summary of For-Sale Market Trends

General Outlook for the For-Sale Residential Market

New home builders are optimistic that long-term demographic trends are favorable for for-sale housing.

The new home market in San Diego has been under-supplied for 10+ years, creating a substantial shortage of new
housing and providing underlying support for values.

A low interest rate environment is very favorable for for-sale housing; however low rates could lead to asset
inflation and undermine housing affordability.

The future supply of housing will be inadequate to meet the projected demand.

For-Sale Residential Stats & Trends (Sources: Hanley, Ryness, Meyers, MarketPointe, Zonda)

There are currently just 75 actively selling new home projects in all of San Diego County. The average over the
last 30+ years is 183, and in the 20 years from 1988 to 2008, the average was 236 active projects per year. The supply
of new housing projects is down 59% compared to the long-term average and 84% compared to the ‘88-'08 average.
The market peak was 363 projects in 2006 (current supply is down 79% from the peak).

With less new home product available to sell, annual new home sales have plummeted over the last 10 years. The San
Diego County market recorded about 3.8K new home sales in 2020, up 13% from 2019, but down 42% compared to
the average from ‘88 to '19 (6.6K), and down 57% from the ‘88-°08 average (8.8K).

Attached for-sale projects in the county have a median price of $596K and average 3 home sales per project per
month. There are 39 active attached projects in the county. The median price in the IN is $582K.

Detached for-sale projects in the county have a median price of $879K and average almost 4 home sales per project
per month. There are 36 active detached projects in the county. The median price in the IN is $690K. Under current
market conditions, home prices at Passerelle would fall below the median price in the IN.

There are 13 detached projects in the IN (36% of the county), and 10 attached (26% of the county). With lower
land prices than closer-in locations, the IN market has historically contained a higher proportion of detached projects
than in the rest of the county as higher land prices elsewhere often force builders to build attached product to be able to
provide attainably-priced homes in those areas.

The demand for new SFD for-sale product is strong and SFD is a good opportunity for Passerelle.
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For-Sale Housing - Headlines & Media Highlights |

San Diego home sales surge, trends
expected to last

Anyone looking to sell has the advantage and experts say it'll stay like
that for a while. CBS News, 10/1/2020

San Diego Housing Market Forecast for 2021
Looks Favorable, Despite COVID

Market Competitionin 92028

72 Very Competitive

f

Recent data and forecasts for the San Diego, California real estate market suggest that
Many homes get multiple offe ¢ .t " ' :
i - it's weathering the coronavirus pandemic just fine.
The average homes sell for around list price and go pending in around 13 days.
Hot homes can sell for about 3% above list price and go pending in around 6 days

Redfin, 1/26/2021 (Subject Zip)

Forecast: San Diego home prices to rise
8-3% in ,21. MOSt in nation San Diego Union-Tribune, 1/5/2021

Looking to Buy A House During the
PandemiC? Wait ln Line NBC News, 8/30/2020
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Annual Active New Home Projects s o
S

+ There are only 75 actively selling new home projects in the county today.
+ Since 2009, there have been fewer than 130 active projects every year, dipping as low as 67 in 2013.

* While the average from 1988 to 2019 was 183 active projects per year, the average was 236 per year through 2008 before the supply
dropped so substantially over the last 10+ years.

+ The San Diego market could support double the number of projects that are on the market today.

San Diego County Active Project Count
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Active New Home Projects —4Q 2020 s

* The IN market contains 26% of the actively selling attached projects in the county.

* The IN market contains 36% of the actively selling detached projects in the county.

New Home Active Project Count - 4Q 2020

Detached

36

Attached _

39

o
%3]
=
o

15 20 25 30 35 40 45
# of Active Projects

M Inland North San Diego County
Sources: Hanley, Meyers, MarketPointe, Zonda
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Projects & Units Remaining — Peak vs Today s

-
* There is significantly less new home product on the market today than in the last market cycle peak back in 2006.

* The number of active new home projects has declined 79% and the number of homes left to sell in active projects has dropped 91%.

* Alack of inventory is providing underlying support for home values. Even if COVD-19 continues to negatively impact the economy, there is
far less new home product that builders have left to sell today than back in 2006, which will limit downside trending on prices.

» Supply and demand conditions warrant more new home construction, supporting demand for for-sale housing at Passerelle.

Project Count Remaining Homes
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Annual New Home Sales i

T ——————————————————
» Annual new home sales in San Diego County have been far below the long-term average for 13 straight years.

* The market reached 3.8K sales in 2020, well below the ‘88-’19 average of 6.6K, and substantially below the '88-'08 average of 8.8K.

» Given the lack of developable land in the county, and difficulty in getting new projects approved, there will never be enough new home supply
brought to market in future years to reach past levels of sales.

* The San Diego new home market will remain chronically under-supplied for the foreseeable future.
+ Sites that can gain approvals for new for-sale developments typically will have multiple builders bidding for the property.

Year Attached Detached Total

Total New Home Sales - San Diego County 1988 4,380 10517 14,897

1989 3,141 7,284 10,425

16,000 16,000 1990 2,608 4,234 6,842
1991 2,636 4,167 6,803

15’000 15’000 1992 2,170 3,635 5,805
14,000 14,000 1993 2,073 3,324 5,397

1994 2,042 3,971 6,013

13,000 13,000 1995 1,557 3,925 5,482
1996 1,524 4,540 6,064
12,000 12,000 1997 1,408 6867 8275
11,000 11,000 1998 1,185 7,228 8,413
1999 1,072 7,235 8,307
10,000 10,000 2000 1,540 9,284 10,824
2001 2,505 6,912 9,417
9000 REHceccmcmmc == ol ket b bt Dl btk 9,000 2002 3,057 8920 11,977
8,000 8,000 2003 5,671 7,571 13,242
2004 9,594 5911 15,505
7,000 7,000 2005 9,056 4461 13,517
B e 2006 6,600 2,877 9,477
6,000 6,000 2007 3,987 2,384 6,371
5,000 5,000 2008 1,247 1,528 2,775
2009 1,438 1,317 2,755
4,000 4,000 2010 755 1,522 2,277
2011 593 1,448 2,041
3,000 3,000 2012 845 1,940 2,785
2,000 2,000 2013 743 1,597 2,340
2014 754 1,185 1,939
1,000 1,000 2015 732 1,467 2,199
0 0 2016 1,254 1,486 2,740
(== Y e B =t w0 M~ g O w0 M~
g Ty [=3] o g o o o
22323222322 R ] &

2017 1,334 1,630 2,964
2018 1,238 1,576 2,815
2019 1,320 1,824 3,144
2020E 1,710 2,090 3,800
e Total New Home Sales - == ="88-'19 Average == =a="88-'08 Average '88-'08 Avg 3,288 5,561 8,849

'88-'19 Avg 2,478 4,117 6,595

1995 I

2008 ma——
2000 EE—
2010 m—
2011 e—
2012 aEa——
2013 —
2014

2015 —
2016 ———
2017 Do—
2018 a———
2019 eEEE——

1988
1989
1998
2001
2002
2003
2004
2005
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Annual New Home Sales by Product o o

-
* SFD housing has historically represented the majority of new home sales in the County.

» Attached sales surpassed detached sales for several years in the mid-2000s only because of a “condo conversion boom” when existing
rental properties were renovated and converted to for-sale units. This craze died in the late 2000s downturn and has not come back.

+ From 1988 to 2008, there were an average of 3.3K attached home sales per year and 5.6K detached sales per year. However, including the
period since 2008 drops the averages to just 2.5K attached and 4.1K detached sales per year.

* The market certainly appears capable of supporting much more new home product on the market today than is being offered, supporting the
market potential to offer new small-lot SFD homes at Passerelle.

Year Attached Detached Total

New Home Sales by Product Type 1988 4380 10517 14,897
1989 3,141 7,284 10,425
11,000 1990 2,608 4,234 6,842

1991 2,636 4,167 6,803
1992 2,170 3,635 5,805
1993 2,073 3,324 5,397
1994 2,042 3,971 6,013
1995 1,557 3,925 5,482
1996 1,524 4,540 6,064
1997 1,408 6,867 8,275
1998 1,185 7,228 8,413
1999 1,072 7,235 8,307

7,000 2000 1,540 9,284 10,824
2001 2,505 6,912 9,417

6,000 2002 3,057 8,920 11,977
2003 5,671 7,571 13,242

2004 9,594 5911 15,505

>,000 2005 9,056 4,461 13,517
2006 6,600 2,877 9,477

4,000 2007 3,987 2,384 6371
2008 1,247 1,528 2,775

3,000 2009 1,438 1,317 2,755
2010 755 1,522 2,277

2011 593 1,448 2,041

2,000 2012 845 1,940 2,785
2013 743 1,597 2,340

1,000 2014 754 1,185 1,939
2015 732 1,467 2,199

i 0 2016 1,254 1,486 2,740
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2017 1,334 1,630 2,964
2018 1,238 1,576 2,815
2019 1,320 1,824 3,144
2020E 1,710 2,090 3,800
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'88-'19 Avg 2,478 4,117 6,595
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Annual New Home Sales % by Product e s

T ——————————————————
* New SFD sales have exceeded attached sales in 28 out of the last 33 years.

» Since 2016, attached sales have represented over 40% of all sales compared to mostly under 30% in the 1980s and 1990s.

+ The only time attached sales surpassed SFD sales was during the condo conversion boom on the early-to-mid 2000s. Tax considerations
and market conditions are far less favorable today than in the mid-2000s for conversions, and therefore substantial conversions are not
expected in the future.

+ While many municipalities are pushing for higher-density MF product, the market still prefers SFD, such as planned at Passerelle.

Year Detached Attached

% New Home Sales by Product Type 1988 71%  29%
1989 70% 30%
100% 1990 62% 38%
1991 61% 39%
1992 63% 37%

90%
° 1993 62% 38%
1994 66% 34%
80% 1995 72% 28%
1996 75% 25%
1997 83% 17%
70% 1998 86% 14%
1999 87% 13%
60% 2000 86% 14%
2001 73% 27%
2002 74% 26%
20% 2003 57% 43%
2004 38% 62%
40% 2005 33% 67%
2006 30% 70%
2007 37% 63%
30% 2008 55% 45%
2009 48% 52%
20% 2010 67% 33%
2011 71% 29%
2012 70% 30%
10% 2013 68% 32%
2014 61% 39%
0% 2015 67% 33%
00 M O = oM = oW M~ 00N = Mo N~ 00N D =M s N Y M~ 00 W 0, 0,
0 0O Oy Oy O © O C 2 o o o 2 2 A 94 4 4 4 4 4 A4 A A < 2016 54/"-’ 46/’
g o o g O O O O O O O v O O O O O O O O O O O O O 0O 0O o O O O O o ® ®
\—||—|1—||—||—||—|\—|\—|1—|HHHNNNNNNNNNNNNNNNNNNNNg 2017 55% 45%
2018 56% 44%
e 04 Detached e Attached 2019 58% 42%
2020E 52% 48%
. '88-'08 Avg  37% 63%

. . rces: Hanl M rs, MarketPointe, Zon ot
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Sales/Project/Month by Product Type e

+ Despite higher prices, new SFD projects in San Diego County sell at a faster pace than attached projects.
* In 2020, detached product averaged 4.0 sales per project per month compared to 2.9 for attached product.

» Builders typically target a sales pace of at least 3 sales per project per month. Today’s faster sales rates have given homebuilders pricing
power, and prices have been rising as a result.

Average Sales/Project/Month by Product Type

4.0
2020 Sales Rate
3.7
Overall Sales Rate
0.0 0.5 1.0 1.5 20 25 3.0 35 40 45
Sales/Project/Month
W Detached M Attached
Sources: Hanley, Meyers, MarketPointe, Zonda 80
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Sales/Project/Month by by Area e s

* New SFD homes in the IN market typically have lower prices than for comparable size homes in areas of higher demand, generating more
demand in the IN area and resulting in faster sales rates.

* In 2020, IN detached projects averaged 5.3 homes per project per month vs. 4.0 in the county as a whole.

2020 Average Sales/Project/Month by Product Type & Location

Detached _

4.0
_ 4.7
Attached

0.0 1.0 2.0 3.0 40 5.0 6.0
Sales/Project/Month

M Inland North San Diego County
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Median New Home Price by Area

CLARITY

REAL ESTATE ADVISORS

* While housing is expensive throughout San Diego County, home prices in the IN market are generally lower in price than homes in other

locations closer to the coast.

* The median asking price of new detached homes in the IN ($690K) is 22% lower than in the county as a whole ($879K).

+ The median asking price of new attached homes in the IN ($582K) is only 4% lower than in the county ($596K), excluding high-rises in

downtown San Diego, projects on the Coast in communities such as La Jolla and Pacific Beach.

* Proposed with smaller lot sizes than for conventional detached homes in the IN market, prices at Passerelle should be below the IN average

price.

New Home Active Project Count - 4Q 2020

Detached

Attached

$596,000

$0 $100,000 $200,000 $300,000 $400,000 $500,000 $600,000 $700,000 $800,000
# of Active Projects

B Inland North San Diego County
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Detached - Closings
_______________________________________________________________________________________________________________________

» Reflecting the increasing desirability of the greater Fallbrook area, Fallbrook’s share of the county-wide SFD market has increased over the
last 8 years from about 2.8% in 2012 to about 3.5% in 2020.

+ Closings in the county as a whole exhibit a consistent seasonal pattern — rapidly increasing activity from about February through May,
elevated activity through about August, then a steep decline through year end.

+ COVID-19 protocols caused many sellers to pull their homes off the market and caused a large decline in new listings. The drop in supply,
coupled with slower sales in March and April, resulted in a decline in closings in July and August.

Home Closings - SFD
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Detached — Inventory - # of Homes e s

-
* Inventory levels are down 46% from 4Q 2019 to 4Q 2020 in the county as a whole and 55% in Fallbrook.

» As of December 2020, there were currently just 1,421 listings in the county, down from 2,847 a year ago.
» As of December 2020, there were currently just 57 listings in Fallbrook, down from 151 a year ago.

» The inventory of homes in Fallbrook has remained fairly consistent since 2012 at around 4.5% to 5.5% of the county.

Inventory - # of Homes - SFD
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With the supply of housing so low, the market could support more new home product coming to market, such as proposed at Passerelle.

4 to 5 months of supply is typically considered to be equilibrium in the existing home market.
As of December 2020, Fallbrook and the County both had less than a 1-month supply of homes.

Detached — Inventory — Months of Supply
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Detached — Median Sale Price

As of December of 2020, the median SFD price in the County was $740K and Fallbrook was $692K.

The median SFD price in Fallbrook over the last 2 years has been about 90% of the county median.

Median Sales Price

110%

$800,000

105%

$750,000

100%

$700,000

Auno) jo %

95%
90%
85%
80%
75%
70%
65%
60%

T 0Z-1°0
oz-unf
” 0z-9°4

<S 61-1°0
6T-unf

- 6T-024

8T-1°0
81T-unf
81-G°4
LT-P0
LT-unf
JARCEE
9T-1°0
9T-unf
91-g°4
ST-1°0
ST-unf
ST-g24
¥1-1°0
pT-ung
VARCEE
€1-1°0
€T-unf
€T-924
Z1-0

e ZT-unr

¢1-994

-~

o
o
o
o
o
Ty}
v

$450,000
$400,000
$350,000
$300,000

3214d S°

es

eeeee 12 per. Mov. Avg. (% Fallbrook)

e Fa||brook ------- % Fallbrook

e SD County

Source: Redfin

86

Clarity Real Estate Advisors



CLARITY

Comps — Attached 3-Story TH — DR Horton (active) e

Verano at Skyline, Vista, +/-14 miles SW of Subject, south of SR78 — _{ = —_
— BALCONY
109 THs, sales began Oct 2018, averaging 3-4 sales per month 4 il 7 BEDROOM 2 | BEDROOM 1 |
3-story side-by-sid THs with “end cap” units, +/-25 du/acre 2 BAY : oy |
y si y-side row THs with “end cap” units u GRaGE P
HOA $335/mo., total tax rate 1.3% ‘ d o =]
ol ;
1,183 to 1,856 sf homes, 2-4B, 2.5-3.5b, 2-story, 2-car garages |- = i LIVING | —E J r_!
Base prices $505K to $605K, total prices $515K to $615K o IS | , e
FIRST FLOOR SECOND FLOOR THIRD FLOOR

Comp for Passerelle — No, reflecting lower demand, 3-story THs sell for
at least a 10% to 15% discount compared to similar size SFD homes.

VERANO | RESIDENCE 1515

r
|
|

2 BAY

There are 2 product lines at GARAGE T -

Skyline: Verano & Solara

GREAT ROOM

‘ BEDADOM 3 F -
-— BALCONY
— -

HRST FLOOR SECOND FLOOR THIRD FLOOR

VERANO | RESIDENCE 1726
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Comps — Attached 3-Story TH — Brookfield (active) e

120 THSs, sales began Oct 2019, averaging 6-7 sales per month e bdpshnl prsiostiedatatol

COVERER QUTDOOE DECE 2 CAF GaVaGE

Latitude at Rancho Tesoro, +/-15 miles SW of Subject, south of SR78
RESIDENCE THREE STORY ATTACHED  APPROX. 1532 - 1.548 5Q FT,
TWO

3-story side-by-side row THs with interior courts, +/-20 du/acre

HOA $250/mo., total tax rate 1.7%
1,243 to 1,933 sf homes, 2-3B, 2.5b, 3-story, 2-car garages
Base prices $530K to $610K, total prices $550K to $630K

Comp for Passerelle — No, reflecting lower demand, 3-story THs sell for
at least a 10% to 15% discount compared to similar size SFD homes

MASTIR
WELIRCON

THIRD FLOOR

T e o e T e T e o Ta o S b e eyt o v Rp i T o o e ey e T s Brookfield
gt b e sy ey g gy g b i e by ey - S e v b o e b Ruosidetisd

RESIDENCE | nascsioe amaces amox 193150
THREE | i maymmmere [(LATHUCEY

B b linld
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Comps — Attached 2-Story TH — DR Horton (active) e

Solara at Skyline, Vista, +/-14 miles SW of Subject, south of SR78 :-ﬂ_,” Mo 11r —l;m_:
80 THs, sales began Oct 2018, averaging 2-3 sales per month ==1a0, | >3 5 BAY BeDR0OM 2|, |
2-story side-by-side row THs, +/-17 du/acre F_J_. e ==l I_
HOA $335/mo., total tax rate 1.3% ——— o= ' Algp "‘L
1,426 to 1,576 sf homes, 3-4B, 2.5b, 2-story, 2-car garages Lj —E{ U_ el
Base prices $560K to $585K, total prices $570K to $595K l:.-u.: *\ e m: i ot __.L | ol
Comp for Passerelle — No, 2-story THs are typically more popular than 3- Ly ]_ I |onme  LvinG 2
story THs, but still are typically priced +/-10% below comparable size e L oon i v ENTRY [ |
SFD. T W - =l
SOLARA | RESIDENCE 1576 FIRST FLOOR SECOND FLOOR

SOLARA | RESIDENCE 1426 |

There are 2 product lines at
Skyline: Verano & Solara
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Comps — Attached 2-Story TH — Lennar (active)

Peak at Delpy’s Corner, Vista, +/-8 miles SE of Subject
124 THs, sales began July 2019, averaging 4-6 sales per month

2-story side-by-side row townhomes, +/-15 du/acre

Young singles & couples, some empty nesters & retirees
HOA $335/mo., total tax rate 1.1%

1,473 to 1,742 sf homes, 3-4B, 2.5b, 2-story, 2-car garages
Base prices $503K to $570K, total prices $524K to $591K

Comp for Passerelle — No, although this is a great attached product for
the suburbs, with private patios, 3+ bedrooms, 2-stories, and home sizes
in “sweet spot”, attached product still slows at a slower pace than SFD

The Peak at Delpy's Corner
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Comps — Attached Duplex — Beazer (sold-out) s

Vela at Mission Lane, Oceanside, +/-11 miles SW of Subject
63 duplex or “paired homes”, Sep 2018 to Dec 2020 (s/0), 2.5 sales/mo
2-story attached homes, +/-12 du/acre

Young singles & couples, small families, some empty nesters

HOA $177/mo., total tax rate 1.1%
1,545 to 1,826 sf homes, 3-4B, 2.5-3.0b, 2-story, 2-car garages
Base prices $543K to $573K, total prices $550K to $585K

Comp for Passerelle — No, while attached product increases density vs.
SFD and Vela has private patios, 3+ bedrooms, 2-stories, and home
sizes in “sweet spot”; this project sold very slowly, reflecting less demand
for a duplex configuration than SFD even at lower price points
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Comps — Small-lot SFD — KB Home (sold-out) s

Bear Peak, Park Circle master plan, +/-10 miles SE in Valley Center

47 homes, Sep 2019 to Sep 2020 (sold-out), 4.0 sales/month kb
Small-lot SFD, alley-loaded, 2,500 sf lots (50’ x 50°), +/-12 du/acre HOME Bear Peak
Highest density, lowest priced homes planned in Park Circle 7 o
HOA $175/mo., total tax rate 1.8% - i . T 1 =y
2 " } 1795 1795 - 19 17 1974 179 | )
1,635 to 1,974 sf homes, 3-4B, 2.5-3.0b, 2-story, 2-car garages ‘ s Bt " ™ R
s o mest | 19m s | 197 s V|
Base prices $505K to $580K, total prices $520K to $620K 0 . 4 . o m g™ "
94 [ Il' 1 [ 2:-' | | %7 . [ [ ) 5
Comp for Passerelle — YES, maximizes density in a SFD home product . | | ,';’.’J R - lln‘::’ | et
type, private backyards, some full driveways, not zero lot line = = e ';w B4 |
| . A ‘ o ray :w sy - o —
197¢ [ 1638 g 1927 ms'{ 1927 s [ Tn )
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Comps — Small-lot SFD — Shea Homes (active) e o

Summer, Park Circle master plan, +/-10 miles SE in Valley Center

88 homes, sales began 12/12/2020, 10+ sales/month

Small-lot SFD, stub-alley, 2,925 sf lots (45’ x 65’), +/-10 du/acre
2"d highest density, 2" lowest priced homes planned in Park Circle
HOA $175/mo., total tax rate 1.8%

1,733-2,055 sf homes, 3-4B, 2.5-3.0b, 2-story, 2-car garages

Base prices $504K to $551K, total prices $520K to $580K

Comp for Passerelle — YES, maximizes density in a SFD home product
type, private backyards, no driveways, not zero lot line

LOT STATUS (88)

B Awilsble 3)
Sold (21)
Future Release (64)

. Quick Move-In (0)
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Comps — Small-lot SFD — DR Horton (sold-out) i oo

Chaparral Pointe, Horse Creek Ridge, 0.5 miles S of Subject

106 homes, sold-out 2019, averaged 6 sales per month

Small-lot SFD, stub-alley plotting, 2,600 sf lots (40’ x 65’), +/-12 du/acre
Highest density, lowest priced homes in Horse Creek

DR Horton “Express” product with basic designs and features

HOA $263/mo., total tax rate 1.7%

1,568 to 2,037 sf homes, 3-4B, 2.5-3.5b, 2-story, 2-car garages (sold for
$435K to $465K when last selling new in early 2019)

Most recent resales for 2,037 sf plan - $510K to $520K (these sales were
over 6 months ago, nothing has been offered since) — prices likely could
be +/-5% higher today

Comp for Passerelle — YES, in the same Campus Park SPA as
Passerelle, maximizes density in SFD product, private backyards, not
zero lot line

Clarity Real Estate Advisors




Comps — Small-lot SFD — DR Horton (sold-out)

Brindle Pointe, Horse Creek Ridge, 0.25 miles S of Subject

124 homes, sold-out early 2020, averaged 5 sales per month

Small-lot SFD (detached condo), 2,700 sf lots (45’ x 60’), +/-10 du/acre
2"d highest density, 2" lowest priced homes in Horse Creek

DR Horton “Express” product with basic designs and features

HOA $263/mo., total tax rate 1.7%

1,579 to 2,156 sf homes, 3-4B, 2.5-3.5b, 2-story, 2-car garages (sold for
$450K to $490K when last selling new in mid-2019)

Recent resale closing: 1,911 sf $535K, 2,156 sf $555K,

Comp for Passerelle — YES, in the same Campus Park SPA as
Passerelle, maximizes density in SFD product, private backyards, not
zero lot line

Clarity Real Estate Advisors

$470,000
3 Beds 2.5 Baths 1,579 Sq. Ft.

346 Dun Blazer Way, Fallbrook, CA 9..

$516,990 =
3Beds 2.5Baths 1799 Sq. Ft.

35450 Asturian Way, Fallbrook, CA 9

CLARITY

REAL ESTATE ADVISORS

$510,000
3Beds 2.5Baths 1579 Sq.Ft.

283 Spotted Saddle, Fallbrook, CA92...

SOLD BY REDFIN JUN 9, 2020 & 3D & VIDFO TOUR

$523,000
4 Beds 2.5 Baths 2,156 Sq. Ft.

234 Windsor Grey Way, Fallbrook, CA..
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Comps — Standard SFD — DR Horton (sold out) e

Westbury, Horse Creek Ridge, adjacent to Subject to E

163 homes, opened Sep 2017, sold-out Jan 2020, avg 4 sales/mo
Conventionally plotted SFD, 4,500 sf lots (45’ x 100’), 6-7 du/acre
Private backyards, full driveways

Mid-range product, 1s-time & 15-move-up family buyers

HOA $188/mo., total tax rate 1.7%

2,285-2,656 sf homes, 3-4B, 2.0-3.0b, 2-story, 2-car garages

Last base prices $607K to $669K, total prices $620K to $690K
Comp for Passerelle — No, yards are too big and density is too low
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Comps — Standard SFD — Beazer (active) i oo

Aurora Heights, Fallbrook, +/-1.3 miles SW of Subject on Old Hwy 395
124 homes, sales began Dec 2018, average 5 sales per month
Conventionally plotted SFD, 6,000 sf lots (60’ x 100’), +/-5 du/acre
Mid-range product, families, empty nesters & retirees (1-story homes)

HOA $280/mo. (large private rec area), total tax rate 1.1%
2,386 to 3,199 sf homes, 3-4B, 2.5-3.0b, 1&2-story, 2-car garages
Base prices $650K to $720K, total prices $660K to $760K

This project took +/-20 years to obtain entitlements and would have been
planned differently if property owners were pursuing approvals today

Comp for Passerelle — No, yards are too big and density is too low

97
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Active SFD New Home Projects — Inland North e

Home Size (Sq.Ft.) LotSize Monthly Date Total Homes Current Base Prices

Project Builder Location Zip Master Plan Product Low High (Sq.Ft.) Sales Opened Planned Sold Remain Low
S.L. Rey CA West Bonsall 92003 None Detached 2,029 3,239 6,000 2.7 3/3/2018 93 93 0 $641,900  $754,900
Haven Lennar Escondido 92026 Canopy Grove  Detached 1,525 2,592 4,000 5.0 8/22/2020 93 20 73 $683,900  $723,900
Reflection Lennar Escondido 92026 Canopy Grove  Detached 1,412 1,681 2,450 1.2 8/22/2020 108 5 103 $588,900  $614,900
Retreat (SFD) Lennar Escondido 92026 Canopy Grove  Detached 1,535 1,535 3,375 1.0 8/22/2020 23 4 19 $620,900  $620,900
Sanctuary Lennar Escondido 92026 Canopy Grove  Detached 1,994 3,209 5,000 5.5 8/22/2020 98 22 76 $736,900  $803,900
Arbors at Edencrest Trumark Homes Escondido 92027 None Detached 2,496 3,399 10,000 2.8 6/27/2020 57 17 40 $789,360  $833,000
Groves at Edencrest Trumark Homes Escondido 92027 None Detached 3,100 4,043 10,000 3.7 7/4/2020 38 22 16 $798,000  $842,000
Aurora Heights Beazer Homes Fallbrook 92028 None Detached 2,386 3,199 6,000 4.9 12/29/2018 124 121 3 $650,990  $719,990
Westbury D.R. Horton Fallbrook 92028 Horse Creek Detached 2,285 2,656 5,175 4.1 9/30/2017 163 161 2 $606,990  $668,990
Promontory Richmond American Fallbrook 92028 Horse Creek Detached 3,205 3,840 5,000 3.6 3/10/2018 124 123 1 $610,990  $999,990
Summer Shea Homes Valley Center 92082 Park Circle Detached 1,733 2,046 2,925 12.5 12/5/2020 88 15 73 $501,000  $544,000
Laurel Creek D.R. Horton Vista 92083 None Detached 1,777 2,314 2,479 3.1 9/7/2019 68 50 18 $628,000  $666,000
Arroyo Vista Meritage Homes Vista 92081 None Detached 1,822 2,317 3,150 8.7 8/29/2020 56 35 21 $690,852  $768,000

Total or Average 2,437 5,043 4.5 1,133 688 445 $697,000
. - - = o ) - o

le

,__ighg - Beazer

!
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Future Supply — Active Communities™ -
I ——————————————,

* There are only 1,499 homes remaining in actively selling communities in the county as a whole; less than a 6-month supply of homes
at the 2020 sales pace (3,800 new home sales in 2020). Six months ago there were 2,124 homes remaining.

* In the county, 41% of the supply is attached homes and 59% is detached. In the IN, 31% is attached and 69% detached.
* The IN market has only 647 homes left in active communities, representing 43% of all homes in the county.

* With no new large-scale communities on the horizon in the IN market besides Meadowood (844 homes), the supply of homes is
expected to decline. This will create opportunities for sites such as Passerelle to bring much needed new product to market.

Homes Remaining in Active Projects

900 880
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619
445
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300
202

200
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Inland North SD County

m Attached ® Detached

Clarity Real Estate Advisors *Includes potential future units in actively selling projects with all approvals only. 99
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Future Supply — Bonsall -

. . . \ Passerellg
San Luis Rey Downs, +/-4 miles SW of Subject off SR76 DAVID SANTISTEVAN

St. Executive Vice President

13.3 acres zoned VR-15, allowing 15 units per acre, not entitled ; ( : Dir +1 858 677 5314
‘ Lic No. 00913491

199 homes allowable under zoning, but a plotting plan for small-lot SFD , O dovic SantistumbCa s com
yielded 128 units (69 6-pack product, 59 2,990 sf lots 46°x65’)

Buyer reportedly was selected in early October, 2020. Buyer plans a : ‘/—/ CIARA TRUALLO

. ) . : \ Se Vice President
mix of smal_l-lot cluster SFD and 2-story TH’s, and expected to yield s y Dhn:?85'8c27;e‘;87
140-150 units { ¢ Lic No. 01800279

ciaratrujillo@colliers.com

LD CASTLE RO
R e

‘v‘ 13.3 ACRES 199 Potential Lots/Units
Fas

SAN LUIS : g 6 PACK PRODUCT
REY DOWNS ~ e B 40 x5 LOoTS

T - : - PRIVATE ROAD
Camino Del Rey & Camino Del Cielo - . - g2 < B PuBUC ROAD
Bonsall, CA (County of San Diego) - . . «~ \ %— ) LANDSCAPING

L - -
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Future Supply — Bonsall -

Camino Del Cielo, +/-4 miles SW of Subject off SR76

76 detached condos on 8.4 acres (add’l 47.5 acres of open space)
Conventionally plotted with full-length driveways

2,650 sq.ft. lots (34’ x 78’), +/-10 du/acre

Approved Vesting Tentative map, raw land

Purchased by DR Horton, closed 9/2/2020

Land Advisors’

ORCANIZATION

David Landes
Land Advisors Organization

CAMINO DEL CIELO -~ e SRR, (. oo . 1

dlandes@landadvisors.com
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Future Supply — Escondido S

Nutmeg, +/-12 mi S of Subject on I-15 at Centre City Pkwy, Escondido 134 townhomes | tentative map approved

134 attached townhomes, 6.87 gross acres (3 parcels), 19.5 units/acre nutmeg street | escondido, ca 92026

2 TH products: 1,104-1,646 sf (84 units) and 1,210-1,950 sf (50 units) OF\PProx 6.0/ /\cres 9, City of Escondido
_ _ _ _ _ 0 1,408 SF Average Unit Size o GPA & Rezone

Multiple approvals (see information box in lower right)

Available, seller asking +/-$8.0M ($60K/unit, $27/sq.ft.)
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X L 7607241 198 sumearescom ‘-“1 o Grading Exemption

Clarity Real Estate Advisors




CLARITY

Future Supply — Meadowood (Fallbrook) S

+ Meadowood is a master planned community directly adjacent
to Campus Park, E of I-15 and N of SR76.

[P

Site 2: South

f‘______--;'—-—n gl _ + Developer/Homebuilder: Pardee Homes (TRI Pointe)

+ Status: fully entitled, site improvements are underway

+ Start date for home sales: 2Q/3Q 2021

+ Total homes: 844 (could be 886 if the school is not built)
* No commercial uses or rental residential

+ 6 for-sale product lines (2 attached & 4 detached):

’-_-————_——————-_

» 2-Story TH (Att) — 192
» Duplex/paired (Att) — 178
» Small-lot SFD — 101
» Small-lot SFD — 106
» Conventional SFD — 141
. » Conventional SFD — 126
Meadowood is outlined in
white. This site plan may « Attached 370 units (44%)
not represent the final
___@pproved plan. + Detached 474 units (56%)

* Meadowood most likely will be completely sold out by the time
any homes are brought to market at Passerelle.

Campus Mark West Planning Ares Map
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Future Supply — Sierra (North of Escondido) s

Sierra, Newland Communities, north of Escondido, west of I-15,
+/-9 miles south of Passerelle. Has an approved Specific Plan
for 99 SFD homes on minimum 4 acre lots. Newland has tried
unsuccessfully for 10+ years to increase the unit count to +/-
2,135 homes (site plan to left).

The community also includes approved plans for up to 2.0M sf
of commercial/professional office on 58.2 acres. However, a
yield analysis prepared by Newland indicates a maximum of
122K sf of commercial and 1.68M sf of professional office. If
built, the commercial and professional office space would be
direct competition to Passerelle.

m Newland’ NE\VLAN D SIERRA

COMMUNITIES WLLUSTRATIVE SITE FLAN
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Future Supply - University District Specific Plan (San Marcos)

CLARITY

REAL ESTATE ADVISORS

The University District Specific Plan, known as North City, is a mixed-use development located adjacent to Cal State University San Marcos
(CSUSM). The Quad apartments were built in 2013 (300 units). Block C apartments were built in 2016 (198 units). Block K has been approved
for 68 MF units, not yet built. The apartments include ground-floor retail (approx. 50% vacant). Some office space has been built. A total of
2,600 residential units are in the Specific Plan. No for-sale homes have been built or proposed to date. If any for-sale projects are ever built,

they most likely would be high-density programs.

e Commercial/Retall Core B Office/Commercial/Residential

P Student Housing Village

Residential

el
- 1L

‘\‘0
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~Artist’s rendering \;
2 Bt

Proposed Specific Plan
Land Use Description Adopted Specific Plan Amendment Difference
Mixed-Use Residential 2,600 units 2,600 units
Student Housing 800 units 800 units
Hotel 450 rooms 450 rooms o=
General Office 638,000 s.f. 652,000 s.f. SO0 51
2.2% increase |
Medical Office 300,000 s.f. 300,000 s.f.
) ) {300,000 s.f.)
Mixed-Use Retail/Commercial 1,000,000 s.f. 700,000 s.f. 30% reduction
Civic/Community 30,000 s.f, 30,000 s.f. - |
+ 0.30 acre
farks/Urban Open Space 25.33 acres 25.60 acres 11%increase
Urban Trails/Paths 1.38 miles 1.38 miles
Habitat Preservation 15.10 acres 15.10 acres |
Public Streets 26.74 acres 25.00 acres (L4 vores)
6.5% reduction |
105
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Future Supply - San Marcos Creek Specific Plan (San Marcos) e

The San Marcos Creek Specific Plan is a proposed mixed-use development located in the heart of San Marcos. The planning area covers 214
acres, and includes 81 acres of mixed-use (office, retail, residential), 21 acres of parks and 74 acres of open space (remainder is right-of-way).
Portions of the site have pre-existing land uses (mostly commercial). Planning has been in the works for 15+ years. A proposal has been
submitted for 446 apartments and 44K sf of commercial on a 4.5 acre parcel within the SPA. No plans for any for-sale projects at this time. If
for-sale projects are built, they most likely will be high-density programs.

Land Use ‘ Development Area (square feet)
Retail 1,265,000

Office 589,000

Residential 2,760,000 (2,300 dwelling units)
Total 4,614,000

“Main Square” project: 1167 W. San Marcos Blvd, Blue Band Enterprises
has proposed a mixed-use development with 44K sf of commercial and
446 apartments (including 22 live/work units) on 4.5 acres.
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Single Family Demand

San Diego County Demand

SANDAG projects that there will be demand
for 27K SFD housing units over the next 10
years, or 2.7K per year.

In comparison, in the 10 years from 2010
through 2019, a total of just under 28K SFD
permits were issued in the county as a whole,
or about 2.8K per year.

CLARITY

REAL ESTATE ADVISORS

San Diego County - Projected Housing Growth

10-Year Change Annual

Housinﬁ Tiie 2020 2030 # % Chanﬁe #

The actual demand for SFD homes is much
higher than what SANDAG is projecting and
what has been permitted. Given a dwindling
supply of land, fewer SFD homes are being
built (more sites are going to MF).

Regional demand conditions support SFD
housing at Passerelle.

North County East MSA 5 Demand

SANDAG projects that there will be demand
for 6.4K SFD housing units over the next 10
years, or 641 per year.

In comparison, in the 10 years from 2010

through 2019, a total of about 9.7K SFD units
were permitted in the North County East
MSA, or 966 per year.

MSA demand conditions support SFD
housing at the Passerelle.

Clarity Real Estate Advisors

Multi-Family 443,213 519,612 76,399 17.2% 7,640
Mobile Home 37,462 35,975 -1,487 -4.0% -149
Total 1,178,091 1,279,823 101,732 8.6% 10,173

San Diego County HHs (2019): 53% owner, 47% renter.

County 10-year demand assuming similar ratios:

Owner: 53,900 (could be SFD or Multi-Family)

Renter: 47,800 (most likely Multi-Family)
North County East MSA - Projected Housing Growth

10-Year Change Annual

Housing Type 2020 2030 # % Change #
Multi-Family 45,507 52,872 7,365 16.2% 737
Mobile Home 10,708 10,569 -139 -1.3% -14
Total 155,935 169,571 13,636 8.7% 1,364

San Diego County HHs (2019): 53% owner, 47% renter.

MSA 5 10-year demand assuming similar ratios:

Owner: 7,200 (could be SFD or Multi-Family)

Renter: 6,400 (most likely Multi-Family)
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Limiting Conditions e
=

The findings, conclusions and recommendations presented in this report were based on our analysis of the information available to us at the
time that this study was conducted. The information utilized under this assignment came from a variety of sources including our own primary
research, secondary data sources, and from the client, to name a few. We assume that the information utilized is correct; however, we are
unable to guarantee the accuracy or timeliness of any of the information. In addition, we assume that the client would have informed us of
any issues that could affect the market viability of the property being evaluated.

Our findings, conclusions and recommendations are based on historical, current and expected future performance on the national, state
and/or local economies and real estate markets. Economic and housing market conditions can change, sometimes rapidly, and real estate
markets can by cyclical. Therefore, it is critical to continuously monitor economic and housing market conditions, and to reassess key project
assumptions and parameters in light of changing market conditions.

The future is difficult to predict, particularly given that economic conditions, housing trends, and consumer preferences are always changing.
There will usually be differences between projected and actual results because events and circumstances frequently do not occur as
expected, and the differences can be material. We do not express any form of assurance on the achievability of any anticipated or projected
project outcome, or the reasonableness of underlying assumptions.

|II

Generally, we assume “normal” real estate market conditions, and not a condition of either prolonged “boom” or “bust” market conditions.
We do assume that economic, employment and demographic growth will occur more or less in accordance with current expectations. We are
not taking into account major shifts in: consumer confidence levels, the ability of developers to secure necessary project entitlements, the
cost of development or construction, changes in tax laws either in favor or disfavor of real estate, the availability or cost of mortgage
financing, or possible changes to any other factor that could impact the market viability of a project such as societal shifts, pandemics, or
other Acts of God such as earthquakes, fires and the like.

This analysis should be updated at least every three to six months to account for possible changes that could materially impact the market
viability of the development. We have no responsibility to update our findings, conclusions or recommendations for events and
circumstances occurring after the date of our report. This analysis represents just one resource that the client should consider when assessing
this development opportunity.

Our pricing recommendations and absorption targets assume certain parameters regarding project execution. In order to achieve the prices
and sales rates reflected in this report, it is assumed that the Subject will: 1) offer floor plan sizes and types as proposed, 2) be executed with
a “market appropriate” level of quality (community entrance, monumentation, landscaping, amenities, spec levels, and unit finishes in-line or
above market expectations), 3) have advertising and marketing efforts generating qualified shopper traffic commensurate with market comps
achieving comparable sales rates, 4) have an on-site sales office open seven days per week, 5) have fully decorated model homes for at least
two floor plans, 6) have experienced sales agents familiar with the local market, and 7) come to market in a timely manner (within the next
24 months).
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Clarity Real Estate Advisor — Qualifications i e

Providing our clients a competitive decision-making advantage with
innovative, nuanced, and thoroughly researched insights and guidance.

Pete Reeb — President
(858) 774-7126

pete@ask-clarity.com

Pete is Southern California’s leading housing market advisor. Pete incorporates his decades of market experience and insights
into every assignment; benefiting clients with his keen analytical eye, early-cycle trend-spotting capabilities, and also the
wisdom that comes with having been through multiple market cycles. Pete originally founded Reeb Development Consulting in
1996 to provide clients with insightful, timely, and innovative real estate market advisory services, rebranding as Clarity Real *
Estate Advisors in late 2020. Pete has been a part of three of the biggest names in the real estate market advisory sector.
He started his career at Robert Charles Lesser & Co (RCLCo); later was a Partner at The Meyers Group while also serving as |
President; and then was a Principal at John Burns Real Estate Consulting. Pete advises public and private homebuilders,
landowners and developers, entitlement groups, investors, private equity firms, and the public sector. Pete has a B.A. in
Economics and Public Policy from Pomona College, which is consistently rated as one of the top ten private colleges in the
country.

Adam Artunian — Vice President
(949) 861-1876
adam@ask-clarity.com

Adam is one of Southern California’s most sought-after and respected housing market consultants. With over 15 years of
experience as a real estate advisor and financial analyst, Adam has established a solid reputation for his ability to understand
and analyze the market viability of complex and pioneering real estate developments. Most recently, as Vice President at Reeb
Development Consulting. Prior to joining Reeb, Adam evaluated hundreds of Southern California real estate developments as a
Vice President of Consulting at John Burns Real Estate Consulting. Adam started his career as a Senior Research & Financial
Analyst for Steadfast Companies, a full-service real estate investment and development firm. Client’s respect Adam’s thorough
and analytical approach to evaluating real estate opportunities. Adam has a B.S. in Finance from Santa Clara University.
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