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Lakewood Property Acquisition Analysis
Job No. A6558

Property ]

Parcel Number 500049 0210 and -0220 Owner Mark M. Harlow

Site Address 10701 32™ Ave. S. Site Area 87,098 sq ft or 2.00 acres
Use Vacant Land/Storage Yard Building Area (SqFt) N/A

Building Age N/A Tenancies N/A
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Lakewood Property Acquisition Analysis
Job No. A6558

Property K

Parcel Number 500049 0081,-0190, and -0200  Owner 107" Street Building LLC

Site Area 187,188 sq ft or 4.30

acres

Building Area (Sq Ft) 41,100 sq ft

Site Address 2916 107" St. S.

Industrial building, with two
vacant parcels

Building Age 1993

Use

Tenancies N/A
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Lakewood Property Acquisition Analysis
Job No. A6558

Property L
Parcel Number 477650 0030 Owner MKEarth LLC
Site Address 10720 26" Ave. S. Site Area 317,100 sq ft or 7.28 acres
Use Construction and sales of Building Area (Sq Ft) Office building 2,882 sq ft
modular homes and industrial building 12,840
sq ft
Building Age 2005 Tenancies Evergreen Custom Homes
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Property M
Parcel Number
Site Address
Use

Building Age

477650 0010, -0020

10701 26™ Ave. S.

Vacant land
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Lakewood Property Acquisition Analysis
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Property N

Owner Sherman Capital LLC

Parcel Number 031906 8009

Site Area 39,640 sq ft or 0.91 acres

Site Address 10910 26" Ave. S.

Use Oftice building with yard area Building Area (Sq Ft) 4,960 sq ft
Tenancies 1) Zak Tackle 2) Sound

Building Age 1989
Transportation
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Lakewood Property Acquisition Analysis
Job No. A6558

which has helped stabilize the entire market as this property constitutes
about half of the total industrial space in the Lakewood submarket.
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Lakewood Property Acquisition Analysis
Job No. A6558

Immediate
Neighborhood
ACCESS
ZONING AND CLEAR ZONE

The subject properties are located north of the McChord Air Force
Base, east of S. Tacoma Way, southeast of -5, south of SR 512, and
west of Steele St. S. The neighborhood represents a predominantly
mature, built-up area that is developed with a variety of uses, including
light-industrial, office and retail uses, with some multi-family uses also
present though limited.

The immediate neighborhood is widely variable with uses ranging
from old apartment buildings to gravel pits to concrete plants to newer
industrial buildings and quasi-retail shops. Vintage and condition of
these properties also run the gamut, from new metal buildings to wood
frame apartment buildings without any apparent capital improvement
plans in place for decades. This same range of uses is also found across
[-5 where there is also a contingent of retail space supported by the

interchange of I-5 and SR 512.

Access to and within the neighborhood for high-trip uses such as
distribution is very good with a full interchange of I-5 and SR 512
within a % mile of the subjects. The Port of Tacoma is about 8 miles
to the north and the Port of Seattle is about 30 miles north, with the
Kent Valley industrial market between those two ports. There is good
traffic control between the subject and the I-5 access, with signals at
the intersection of 112" Street S and S. Tacoma Way as well as at S.
Tacoma Way and Pacific Highway SW on the north side of I-5.
Currently there is a moderate amount of traffic on 112 Street S,
mostly as a cutoft between northwest Lakewood and the commercial
areas on the east side of McChord. Movement through the
surrounding areas is not congested due to the overall low density of
the area’s development. That is not likely to change too much as the
uses in much of the southwest quadrant of I-5 and SR 512 is subject to
use intensity restrictions due to the flight patterns.

The subject properties all lie within the CZ (Clear Zone) zoning
classification by the city of Lakewood (see zoning map following).
The purpose of the CZ zoning district 1s to promote land use and
development that is compatible with the aircraft noise and accident
potential associated with the proximity to McChord Air Force Base
flight operations.

The CZ allows for manufactured and modular home sales, storage,
limited manufacturing and assembly, contractors yards, outdoor
distribution and freight movement, warehousing, distribution, and
freight movement. Within the uses allowed, the total number of
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people on a site at any time shall not exceed one person per 4,356 sq ft
of site area, or 10 persons per acre.
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Zoning Map
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Lakewood Property Acquisition Analysis
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Key Market Trends

Introduction

Pierce County

Current Market Trends

Mid-2005 Market
Trends

Throughout this section of our analysis, we have discussed current key
market trends in Pierce County and the Lakewood industrial sectors.
Additionally, we have examined the market occurrences at the time of the
first analysis completed by GPA Valuation in mid-2005 to gain perspective
on key market changes subsequent that may affect our analysis and
conclusions.

The Pierce County industrial market continues to experience robust
development activity. During the first half of 2006, 3,251,650 sq ft of new
industrial space was added to the market and another 2,233,022 sq ft is
currently under construction. Despite the new construction, the amount of
vacant space increased only slightly resulting in a huge net absorption of
2,922,693 sq ft. Pierce County’s forecast is for shell rates to range between
$0.32 to $0.35/sq ft/month, NNN. Industrial building sale prices are
anticipated to range from $50/sq ft for older buildings to $75/sq ft for new
buildings. Land values are expected to continue to range between $5.00/sq

ft and $7.50/sq ft.

At the time of the GPA Valuation analysis, the Pierce County industrial
market had also seen robust development activity during the first half of
2005. Industrial development in Sumner had been bolstered by the
completion of the 24th St. interchange on Highway 167. During the first
half of 2005, 1,380,735 sq ft of new industrial space was added to the market
and another 2,737,977 sq ft was under construction. Despite all that new
construction, the amount of vacant space actually decreased by 490,624 sq ft,
resulting in a huge net absorption of 1,871,359 sq ft. Pierce County’s
forecast was for shell rates to range between $0.32 to $0.35/sq ft/month,
NNN. Industrial building sale prices were expected to range from $50/sq ft
for older buildings to $75/sq ft for new buildings. Land values were
anticipated to continue to range between $5.00/sq ft and $7.50/sq ft.

Opverall, Pierce County’s industrial market appears to be in a similar place as
it was over a year ago, in a continuing growth pattern with more
development and low vacancy rates.

The chart on the following page reflects some of the pertinent details of
Pierce County’s industrial market trends since 2002.

Key Market Trends
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The subject properties are located in the Lakewood submarket, including the
industrial space in Lakewood itself. This market has grown rather slowly,
mainly with the addition of owner/user or build-to-suit projects over the
past ten years. The submarket contains a total of 3,602,532 sq ft of industrial
space, according to the Colliers 3" Quarter 2006 survey. The bulk of that
space is categorized as business park, including the Lakewood Industrial
Park’s 2,062,911 sq ft. While the underlying zoning of that site is business
park, the improvements are truly warehouse and distribution with dock high
loading, 24 clear heights and a relatively low ratio of office space.

The distribution category shows only 704,848 sq ft in 20 projects, so it is
evident that most of the existing inventory is in smaller buildings. An
example of the newer larger space in the market is the Lile North American
moving company warehouse at 10610 32™ Avenue S. This 80,025 sq ft
concrete tilt building was constructed in 1992. Much of the rest of the
distribution and manufacturing inventory is in metal buildings. It is
estimated that the owner/occupied space adds another million square feet to
the market, mainly in smaller buildings.
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Currently, the vacancy rate in the submarket is 18.00%, up from 14.53% in
2™ Quarter 2006. The vacancy rates are higher in the manufacturing and
business park categories (24.39% and 19.84%, respectively). The distribution
element shows 9.23% vacancy (65,078 sq ft) and the flex category shows
14.21% vacancy (35,889 sq ft). These results are indicative of a stable market
with a very limited amount of speculative construction in the past ten years.

The chart below further details this data.

Colliers International
3rd Quarter 2006 Pierce County Industrial Statistical Report

Building Enilding Direct Vacant  Sublease  3rd QtrDirect  Srd Qi Total  2nd Qi Total 3rd Qx YTD

Market A Total SgFt
e Classification Count - SqFt Vacant SgFt  Vacamcy Babte  Vacancy Rate®™ Vacancy Rate®  Absorption Absorption

Lakewood

barufacturing 16 404011 120,709 0 2439% 24.39% 25.52% 5,600 {115,108}
Distribution i) 704,546 65078 0 9.23% 9.23% 2.20% (48,138) (54.739)
Business Park i 2,150,237 426,668 0 19.84% 19.84% 1647% 2934 (234.756)
Flex 7 252536 35889 0 1221% 14.2]1% 10.98% 18.159) 12.015)
Total T2 3,602 532 645,342 0 13.00% 18,008 143538 (47, 763) (206, 619)

Source: Colliers International Pierce County Industrial Statistical Research Report, 3" Quarter 2006

A possible explanation for these higher vacancy rates is that the Pierce
County submarket has seen vacancy rates push higher over the past three
months with the delivery of 2.7 million square feet of new space.

Our survey of the subject’s immediate neighborhood indicates that current
vacancy rates are low, with several business parks currently at 100%
occupancy.

More specific market data from the Pierce County and Lakewood industrial
market area follows.

Land Prices According to the Colliers International Market Report, 3" Quarter Industrial
Overview, industrial land prices in the Pierce County area are increasing.
The average price for land is currently close to $4.50 per sq ft. For smaller
pieces of land, in the one- to two-acre range, buyers can expect to pay
premium prices, upwards of $6.00 or more per sq ft. Additionally,
properties located in areas where either development is high or in the Port of
Tacoma area are also commanding higher prices.

The chart below details current land sale activity in Pierce County.
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Improved Property
Sales: Prices and
Trends

Job No. A6558
LAND SALEACITVITY

Submarket Sale Price Price/SF | Acres
Tacoma F11,650.000 $5.10 52.49
Fife $6.041 877 $4.78 29
Dupont $2.014,195 $3.24 |4.28
South Pierce County $2.000.,000 $4.44 10.24
Suminer $1.900,000 $5.88 742

Source: Colliers International Market Report Pierce County Industrial, 3™ Quarter 2006

Few sales of vacant industrial land were found in Lakewood in the past few
years. However, Property F and Property J herein both sold in 2004.
Property F, sold in June 2004 for $3.37/sq ft, and Property J sold in August
2004 for $2.62/sq tt. However, since 2004 there has been a significant
upswing noted in the sales and pricing of any vacant industrial land. These
same properties would be anticipated to sell at higher prices than the 2004
sale prices if placed on the market today.

In general, the lack of available industrial land is becoming a problem,
especially for the larger sites that can accommodate the larger distribution
warehouse space being sought. Developers and owner/users are currently
considering sites between Auburn at the southern edge of King County and
Centralia/Chehalis in Lewis County for development of larger industrial
projects. The general physical attributes are not that difterent, or that
important to the users, who are mainly focused on windshield time and the
right-sized site at the best price.

In general, industrial land values are expected to continue to range between
$5.00/sq ft and $7.50/sq ft for South Puget Sound area sites, and less for
more distant locations in Thurston and Lewis Counties. Closer-in Seattle
sites are rare, and would be anticipated to cost more.

Regional sales activity has been strong in the recent past as real estate
remains a favored investment and low interest rates provide very good cash-
on-cash returns. Investors started out with single tenant properties and have
branched out into multi-tenant projects, as it appears that rental rates are
starting back up. Newer industrial properties, especially newer-design
warehouse and distribution properties are on the buy list for institutions,
asset managers and partnerships. Listed properties are not generally on the
market for long, and many of the sales are not formally listed. Capitalization
rates in the industrial market tend to be fairly even across price categories as

Key Market Trends
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there is strong competition at all levels.

On a regional basis, there have been a number of sales in recent years, mostly
in the Kent Valley market and several sales in the Pierce County market.
However, limited sales were noted in the Lakewood market. The few
pertinent properties that have recently sold are detailed below.

Property Sale Date  Sale Price $/Sq Ft
C&L Sportswear 1272004 $970,000  $48.50
Industrial Building w/crane and 06/2005 $2,550,000 $62.04
yard area (Subject Property K)

- Excluding surplus site area $2,150,000 $52,30
Woodworth Industrial Park 03/2004 $1,200,000 $60.00
Building (original sale and & & &
subsequent resale — a 25% price 10/2005  $1,500,000  $75.00
increase in about 1.5 yrs)

MKEarth (Subject Property L) 10/06 $2,900,000  $184.45
(includes a stand-alone office bldg,

along with an industrial bldg.)

- Excluding surplus site area $1,550,000  $98.59
Sherman Capital (Subject Property 10/06 $598,000 $120.56
N)

(includes a stand-alone office bldg,

along with an industrial bldg.)

- Excluding surplus site area $498,000  $100.40
Lakewood Corporate Center II Pending  $2,000,000  $72.00
(Subject Property C-2) (approx) (approx)

Industrial building sale prices are expected to predominantly range from
about $50/sq ft for older buildings to $75/sq ft for new buildings; some
exceptions are noted, depending on overall quality/condition and/or other

factors.

Stand-alone office building property sale activity suggests prices of around
$100/sq ft +/-, though ultimately will depend greatly on the level and
quality of finish and construction materials.
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Listings

Rent Trends

As noted under the property descriptions, the condominium storage units at
Property F have recently been selling from $55,500 to $59,500/unit, or
about $93 - $99/sq ft. This higher unit price is influenced by the relatively
small sizes of the units; typically, all other factors being equal, a smaller sized
property will usually command a higher price per unit (sq ft, in most cases)
than larger properties.

In addition to the above sales, as noted earlier, a couple of key properties are
currently listed for sale in the immediate subject neighborhood, which
represent two of the subject properties:

Property Bldg. Size List Price $/Sq Ft
Subject property A 205,000 $11,700,000 $57.07
Subject property C - 1 50,550 $4,3000,000 $85.00
(shell only)

Industrial rental rates are typically quoted as shell rates and an office add-on.
Shell rates traditionally had been lower for the larger bay sizes, but the
margin has narrowed with the high demand and limited supply of 50,000 sq
ft+ spaces. Spaces under 15,000 sq ft still earn a premium with rates up to
$0.38/sq ft/month, NNN for dock-high served, 24-30’ clear warehouse
space. The rates for larger spaces in new construction have moved up to the
$0.32-0.34/sq ft/month range, influenced also by design features such as
high ratios of dock-high doors, 30’ clear height and small, but better quality
office space. Office add-on rents are fairly uniform, as is the general quality
of the office build-out. Strictly utilitarian office space, typically on the
ground floor, tends to rent for $0.65/sq ft, with the better quality space, or
smaller spaces reaching $0.70/sq ft/month, especially in new construction.
At the $0.70/sq ft/month add-on in new construction, the tenant receives
building allowance of $50/sq ft on a gray shell, which is sufficient to build-
out standard quality office space.

The CoStar graph on the following page shows the monthly rental rates in
the Lakewood Industrial submarket. The Lakewood area currently
commands between $0.25 to $0.76/sq ft/mo., with an average of $0.42/sq
ft/mo., on a blended basis.

The chart also shows that average rental rates in the Lakewood Industrial
Submarket have generally increased since the 1* Quarter 2004.
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Average Rental Rates — Lakewood Industrial Submarket
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Rent escalations are generally on the order of 3% per year, often held until a
10% bump after three years, then flat for two years (1.9% per year average).
The tenants are responsible for a share of all building operating expenses
including utilities, CAM, management, administration, insurance and
property taxes. Typical expense pass-through ranges around $0.08 to
$0.10/sq ft/month.

Through 1980, the Pierce County industrial market saw little in the way of
new industrial development outside of owner/user manufacturing properties.
As the Port of Tacoma container traffic grew, so did the demand for
distribution space to serve as transshipping facilities for the Port. Adding to
that growth was the increasing cost of land and worsening traftic patterns in
the Kent Valley markets to the north. Soon, new warehousing and
distribution facilities were being built in Fife, Puyallup and Sumner. Since
1996, there has been a substantial increase in the amount of industrial land
absorbed for new projects.

Currently there 1s a substantial amount of new space planned for the Pierce
County market. The major projects are outlined in the table below, and
total more than 6.5 million sq ft in the aggregate. Of course, while planned,
not all projects ultimately come to fruition, and others may be delayed
beyond their original development timeframes depending on market
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demand, project feasibility, and tenant or user availability.

PROPOSED PROJECTS

Project Name Developer Size (sq ft)
Simpson Landing Bldg D N/A 220,000
Portside Logistics Center N/A 173,900
Port Commerce Center NW Building Corp 571,020
Port of Tacoma Distribution Center ProLogis 195,540
Wapato Creek Corporate Park N/A 300,000
AMB Riverfront Distribution Center AMB 388,000
Freeway Commerce Center - Phase 11 N/A 20,000
Park in Puyallup - Bldg D NW Building Corp 71,000
Sumner Corporate Park Knapp 1,063,400
Development
Sumner Landing - South Opus NW 554,017
Valley Distribution Center - Bldgs A & D Davis Properties & 220,000
Investments
Sumner Industrial Park - Bldgs A & C REI Construction 175,750
Sumner Business Park - Bldgs A & B N/A 51,270
Sumner North Panattoni 130,029
Frederickson Industrial Park Tarragon 1,250,000
Industrial Place@Northwest Landing N/A 992,000
Williamson Place@Northwest Landing Panattoni 66,351
Davis Plaza Davis Properties & 67,913
Investments
Halsey Business Park N/A 40,000

Source: GVA Kidder Mathews

ABSORPTION The graph on the following page shows the total net absorption in the

Lakewood Industrial submarket since 1" Quarter 2004. Total absorption year
to date equates to -549,305 sq ft or -14%.

During 2006, 123,175 sq ft of new industrial space was completed, which is
the first new industrial space in the Lakewood Industrial Submarket since 1st
Quarter 2004.

Key Market Trends
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Lakewood Industrial Submarket Net Absorption
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Conclusion Opverall, the Puget Sound industrial market is beginning to firm up, with positive
absorption in all of the region’s markets, and with tenants starting to have more
confidence in the economy. Occupancy has not quite returned to the peak reached
in 2000, but is drawing near in many markets. While overall vacancy rates appear
relatively high, this is really due to the introduction of new inventory to the market
that has not yet been absorbed, and not due to any inherent market weaknesses.
Occupancy levels in stabilized properties (already absorbed by the market) and in the
subject’s immediate neighborhood appear high.

There is a significant amount of new inventory planned for development in Pierce
County. Much of this new space 1s being developed in Pierce County due to local
area growth tied to the Port of Tacoma, and also due to the expansion from lack of
available land in King County. Overall, though, Pierce County’s industrial market
appears to be reasonably similar to mid-2005 characteristics in terms of overall sale
prices for most properties, though some up-tick in rents and prices has been noted in
certain sub-sectors, though not in the subject’s immediate neighborhood. There is a
scarcity of large-sized sites on which to develop new large-scale distribution
warehouses, which is pushing new development southward into Thurston and Lewis
Counties. Smaller sites can command a premium if desirably located, and sites near
the Port of Tacoma also command a premium.
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Property Acquisition — Full Fee Simple Analysis

Introduction This portion of the analysis considers all of the market conditions and
trends, along with the characteristics of each of the properties within
the Clear Zone, and attempts to estimate the potential costs of property
acquisition. Again, due to the limited data available, some estimates
may vary from an actual appraised market value; however, we believe
the estimates summarized herein provide a reasonable initial basis to use
in considering the feasibility of the acquisition program, along with any
phasing of property acquisition.

The most obvious and significant element that stands out from the 2005
GPA Valuation report is that the estimated base acquisition costs have
essentially doubled: from about $24.5 million to approximately $49
million (refer to the summary chart included later in this section). This
increase 1is attributable to various factors, including:

e Changes in market conditions that reflect increases in prices

e Additional properties not considered in the original analysis

e New building improvements since constructed that were not
included in the original analysis

Further explanatory notes as needed for specific properties are
summarized below:

PROPERTYA The estimated acquisition cost basis for this property has changed
significantly since 2005, due to the development of the property with a
new concrete tilt-up distribution warehouse facility. Our base cost
estimate utilizes the current listing price, which appears reasonable on a
per sq ft basis considering other market data. Further, the list price
should set the upper end of the range of current cost, as this is the stated
price at which the owner would now be willing to consummate a sale.

PROPERTYB  Orverall increase from 2005 estimated at just over 5%, with most of the
increase percentage in the underlying land. We believe that, given
market conditions, the 2005 land cost basis estimate is now too low.

Property Acquisition - Full . . .
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PROPERTY C

PROPERTY D

PROPERTY E

PROPERTY F

PROPERTY G

PROPERTY H

PROPERTY |

PROPERTY J

The estimated acquisition cost basis for this property has changed
significantly since 2005, due to the development of the property with
two new concrete tilt-up distribution warehouses. Our base cost
estimate considers the pending sale of one of the buildings ($2,100,000
— estimate based on discsussion with the broker; this basis may need to
be adjusted once the sale closes), along with the list price of the other
building (however, while the listing price is at $85/sq ft, we use a basis
of $70/sq ft which we believe is more realistic). If Building C1 closes
in the near term, this factor should be taken into consideration in
adjusting the allocation as may be needed.

Increase of about 4.5% since 2005, accounting for around a 3%
annualized increase, which appears reasonable.

Previously analyzed upon the basis of a single-family residence. Our
estimate of the property is based on the underlying land only, with no
overall change in the acquisition cost basis.

Previously costed as just land. Now, the site has been developed, with
the cost basis accounting for the new improvements. Our basis assumes
individual units acquired. There may be some discounting if acquired
in bulk. This possible scenario requires additional analysis.

Our analysis now includes another 7,000 sq ft building along with
additional site area, attributable to “larger parcel” issues not considered
in the original analysis.

Our analysis now includes a 500 sq ft shed building, along with the
entire site area as considered in the original analysis. The cost estimate
does not include any basis in the asphalt batch equipment now on the
site.

An alternative analysis based on only acquisition of the shed building,
along with placing a use restriction on only the corner entry into the
site may be a more pertinent and less expensive option to consider.
Refer to the Partial Acquisition Scenario section of the report.

Estimated increase of about 5.2% since 2005, accounting for around a
3%+ annualized increase, which appears reasonable.

Estimated increase of about 5.75% since 2005, accounting for around a
3% - 4% annualized increase over the GPA estimate, which appears
reasonable. We believe the GPA estimate was a bit low.
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PROPERTY K

PROPERTY L

PROPERTY M

PROPERTY N

PROPERTY O

PROPERTY P

PROPERTY Q

PROPERTY R

PROPERTY S

Estimated overall increase of less than 4% since 2005, accounting for
just under a 3% annualized increase, which appears reasonable.

Significant increase over 36% of the GPA estimate; however, our
analysis and estimate is based on a recent market sale of the property,
and includes surplus site area, along with an oftice and the contribution
of other miscellaneous improvements.

An alternative analysis based on only placing a use restriction on the
corner entry into the site may be a more pertinent and less expensive
option to consider. Refer to the Partial Acquisition Scenario section of
the report.

Estimated overall increase of 4% since 2005, accounting for just under a
3% annualized increase, which appears reasonable.

Estimated overall increase of just over 4% since 2005, accounting for
just under a 3% annualized increase, which appears reasonable. This
analysis also takes into consideration a recent sale of the property.

Estimated overall increase of just over 5% since 2005, accounting for
about a 3% annualized increase, which appears reasonable. Relocation
cost estimates also need to account for moving portable storage units
from the site.

Estimated overall increase of just over 7% since 2005, accounting for
about a 4%+ annualized increase, part of which is at least attributable in
our opinion to a low original cost estimate.

Estimated overall increase of about 5.6% since 2005, accounting for
around a 4% annualized increase, which appears reasonable considering
property characteristics and part of which is at least attributable in our
opinion to a low original cost estimate.

Estimated overall increase of about 6% since 2005, accounting for
around a 4.5% annualized increase, which appears reasonable
considering property characteristics and part of which is at least
attributable in our opinion to a low original cost estimate.

Estimated overall increase of about 5.7% since 2005, accounting for
around a 4% annualized increase, which appears reasonable considering
property characteristics and part of which is at least attributable in our
opinion to a low original cost estimate.
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PROPERTY T

PROPERTY U

PROPERTY V

PROPERTY W

PROPERTY X

Total Base Acquisition
Cost Estimate

Estimated overall increase of about 4.5% since 2005, accounting for
around a 3% annualized increase, which appears reasonable.

The acquisition cost estimate for the Tucci property almost tripled due
to “larger parcel” issues in which more parcels were considered in the
analysis, along with one building not included in the original GPA
analysis.

An alternative acquisition scenario should be considered for this
property (refer to the Partial Acquisition Scenario section of the report).
The cost estimate does not include any basis in the asphalt batch
equipment now on the site.

Estimated overall increase of about 6.3% since 2005, accounting for just
over a 4% annualized increase, which appears reasonable considering
this property’s characteristics.

The acquisition cost estimate for this property is substantially higher
than for 2005 (+50%). In our opinion, the original GPA estimate was
skewed atypically low, and did not account for all property
characteristics.

The acquisition cost estimate for this property is also substantially higher
than the 2005 estimate, due to “larger parcel” issues, in which more
land and building area need to be considered.

An alternative acquisition scenario should be considered for this
property. Refer to the Partial Acquisition Scenario section of the
report.

The total base acquisition costs for all properties, excluding any
alternative acquisition scenarios, are estimated at about $49 million, as
summarized on the charts shown on the next two pages. While we
acknowledge that the 2005 estimate was approximately one-half this
estimate, the issues noted above that affected about one-third of the
properties contributed substantially to the increase. Again, this includes:
changes in market conditions; properties unimproved in the original
analysis, now substantially improved with new structures; and,
additional properties added to the overall analysis due to “larger parcel”
issues not recognized in the original report. There appears to be the
possibility in at least a few instances to acquire something less than the
entire property, which would likely reduce the acquisition costs. Refer
to the Partial Acquisition Scenario section of the report.
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Estimated Potential Base Acquisition Costs - Fee Simple Analysis

1 2 3 4 5 6 7 8 9 10 11 12
o GPA GPA GPA
GVA GPA SiteArea Site Area  Uiding Total Cost Land Im t GVAEst
ite Area - Stte frea Area Type of Development ° . o8 an provemen S $/8q Ft % Change
Ref.  Ref. (Sq Ft) (Acres) (Sq F) Estimate Cost Cost Base Cost
4 (2005) _ Bst./Sq Est./Sq Ft
A T 44710 9.75 205,000 New Industrial Building g1 015000 §5.00 11,700,000 §57.07  1052.71%
B 2&3 46,500 1.07 12,760 Industrial Building ~ + $600,000 $4.75 $30.00 $615,000 $4820  2.50%
58,900 1.35 N/A Vacant Parcel $280,000 $4.75 310,000 $5.26 10.71%
105,400 2.42 $880,000 $925,000 5.11%
C1 99,480 50,550 New Industrial Building N/A N/A N/A $3,538,500 $70.00
C2 83,593 27,930 New Industrial Building N/A N/A N/A $2,100,000 $75.19
D 4 27,878 0.64 8,750 Industrial Building $440,000 $5.00 $35.00 $460,000 $52.57  4.55%
E 5 23,522 0.54 948 Single-Family Residence $150,000 $6.00  (SFR) $10,000  $150,000 ' $6.38 0.00%
F 6 81,500 1.87 29,400 Condo Storage Units $385,000 $4.72 N/A $2,893,500 $98.42  651.56%
(See Attached Chart)
G 7 163,881 3.76 53,922 Business Park $2,365,000 $5.00 $35.00 $2,750,000 ¢ $51.00 16.28%
H 8 171,478 3.94 500 Concrete Batch Plant $1,050,000 $6.00 N/A $1,100,000 > $6.41 4.76%
I 9 94,835 2.18 36,808 Distribution Warehouse  $2,210,000  $5.00 $47.00 $2,325,000 $63.17  5.20%
] 10 87,098 2.00 N/A Vacant $435,000 $5.00 N/A $460,000 §$5.28 5.75%
K 11 108,664 2.49 41,110 Warehouse $2,600,000  $5.00 $40.00 $2,250,000 $54.73
78,524 1.80 N/A + Two Vacant Parcels 450,000 $5.73
187,188 4.30 41,110 $2,700,000 $65.68 3.85%
L 18 317,100 7.28 15,722 Manufacturing - Modular  $2,125,000 $5.00 $2,900,000 $184.45  36.47%
Office Bldg. 2,882 $75.00 & $25.00
Other Bldg. 12,840
M 17 68,236 1.57 N/A Vacant $375,000 $5.00 N/A $390,000 $5.72 4.00%
N 16 39,640 0.91 4,960 Office and Yard Area $575,000 $5.00 $75.00 $600,000 $120.97  4.35%
(¢] 15 79,279 1.82 N/A Self Storage & Moving $1,960,000 $5.00 $40.00 $435,000 ° $5.49
79,279 182 27,266 Facility + Two Vacant 1400000 $51.35
39,640 0.91 N/A Parcels 225,000 $5.68
198,198 4.55 27,266 $2,060,000 $75.55  5.10%
P 19 23,160 0.53 5,840 Office/Warehouse $350,000 $6.50 $35.00 $375,000 $64.21 7.14%
Q 24 26,352 0.60 8,000 Office/Warehouse $450,000 $6.50 $35.00 $475,000 $59.38 5.56%
R 20 19,294 0.44 5,400 Office/ Warehouse $330,000 $7.25 $35.00 $350,000 $64.81 6.06%
S 23 19,200 0.44 6,300 Office/Warehouse $350,000 $7.25 $35.00 $370,000 $58.73 5.71%
T 21 78,392 1.80 10,400 Industrial, Truck Repair $765,000 $5.00 $35.00 $800,000 $76.92 4.58%
8] 22 384,447 8.83 2,250 Asphalt Batch Plant $925,000 $6.00 N/A $2,565,000 ' $6.67 177.30%
\4 12 176,670 4.06 60,200 Business Park $3,010,000 $5.00 $35.00 $3,200,000 $53.16 6.31%
W 13 104,108 2.39 19,200 Industrial Building and Yard ~ $1,200,000 $5.00 $35.00 $1,800,000 $93.75 50.00%
X 14 300,912 691 14,912 Auto Service and Yard Area _ $550,000 $4.75 $35.00 $2,000,000 ¢ $134.12  263.64%
Totals $24,495,000 $48,987,000 99.99%
RD $24,500,000 $49,000,000
'~ Land cost estimate only
% _ Site area plus 500 sq ft shed
%~ Only two of the six self-storage buildings located on the site are permanent structures.
* _ Larger parcel issue; GPA est. in 2005 based on land alone, and less site area. GVA est. considers entire site plus contribution of pertinent improvements.
Property Acquisition - Full . . .
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Property F Base Acquisition Cost Summary

1 2 3 4 5 6 7 8 9
GVA GPA Site Site Area Building/ Recent Sales Activites:  GVA Est.
Property Property Area (Acres) Condo Area Date Price Base Cost $/Sq Ft
Ref. Ref. (Sq Ft) (Sq Ft)
F 6 81,500 1.87 29,400
Building A
F1 600 $59,500  $99.17
F2 600 $59,500  $99.17
F3 600 $59,500  $99.17
F4 600 $59,500  $99.17
F5 600 $59,500  $99.17
F6 600 $59,500  $99.17
F7 600 $59,500  $99.17
F8 600 $59,500  $99.17
F9 600 $59,500  $99.17
F10 600 $59,500  $99.17
F11 600 $59,500  $99.17
F12 600 $59,500  $99.17
F13 600 $59,500  $99.17
F14 600 $59,500  $99.17
F15 600 $59,500  $99.17
F16 600 $59,500  $99.17
F17 600 $59,500  $99.17
F18 600 $59,500  $99.17
F19 600 $59,500  $99.17
F20 600 $59,500  $99.17
F21 600 $59,500  $99.17
F22 600  9/27/2006 $59,500  $59,500  $99.17
F23 600  6/5/2006 $55,500  $59,500  $99.17
F24* 358 $37,500 $104.75
Building B
F25 600 $59,500  $99.17
F26 600 $59,500  $99.17
F27 600 $59,500  $99.17
F28 600 $59,500  $99.17
F29 600 $59,500  $99.17
F30 600 $59,500  $99.17
F31 600 $59,500  $99.17
F32 600 $59,500  $99.17
F33 600  5/9/2006 $59,500  $59,500  $99.17
F34 600 $59,500  $99.17
F35 600 $59,500  $99.17
F36 600  7/10/2006 $119,000  $59,500  $99.17
F37 600  7/10/2006 $59,500  $99.17
F38 600 $59,500  $99.17
F39 600 $59,500  $99.17
F40 600 $59,500  $99.17
F41 600 $59,500  $99.17
F42 600 $59,500  $99.17
F43 600 $59,500  $99.17
F44 600 $59,500  $99.17
F45 600 $59,500  $99.17
F46 600 $59,500  $99.17
Fa7 600 $59,500  $99.17
F48 600 $59,500  $99.17
F49 600 $59,500  $99.17
$2,893,500

* One unit is comprised of a shorter unit (23'10" x 15') and a mechanical room (15' x 15).
We have assumed it is A-24.
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Other Costs In addition to the base acquisition costs estimated, other costs need to
be considered in the overall analysis in order to fully complete the
entire acquisition program and its objectives. These costs may include:

e Appraisal Fees

e Appraisal Review Fees

e Acquisition Negotiation Fees

e Acquisition Title and Escrow Fees

* Property Management Service Costs
* Relocation Service Costs

e Relocation Payments

e Condemnation and Incidental Costs

These fees can vary substantially, depending upon elements considered,
the basis and/or scope, property and/or business characteristics,
cooperativeness of property owners and tenants to the acquisition
program or condemnation process, timing, etc. We are not experts in
estimating relocation costs, and we also have been provided with
limited individual property data from which to analyze or assess this
facet of the program. Thus, for this analysis, as a starting point for
further discussion and to complete an initial feasibility analysis, we will
provide some baseline estimates, in the aggregate, as further defined
below and summarized on the next page. While the 2005 GPA
Valuation report broke these estimated costs out on a property-by-
property basis, we believe this level of detail is not readily supported,
and that a broader analysis under Low-Medium-High alternative cost
scenarios 1S more appropriate.

APPRAISALFEES In order to acquire the identified properties, a full USPAP-compliant
appraisal will be required for each property. Condemnation appraisals
can often — and usually do — cost more than non-condemnation
appraisals, for a variety of factors. We estimate that these fees could
range from as low as $75,000 up to as high as $150,000, in the
aggregate. These appraisal fees are for only real property appraisals. If
personal property appraisals are required for any FF&E, there could be
additional costs.
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APRPAISALREVIEW FEES It is likely that property owners will wish to have the appraisal of their
property reviewed by their own appraiser. The typical cost allowance
for a “desk review” appraisal is about $750; however, some discounting
for a bulk or multiple appraisal review assignment may be achievable.
More complex properties may require a higher fee, and/or a review by
both a real property and a personal property appraiser. We estimate
these costs could run anywhere from about $12,000 to $20,000.

NEGOTIATION FEES These fees are to cover basic negotiation fee costs, such as for attorneys

and/or staff to prepare the offers. These cost are estimated from about
$50,000 to $100,000.

TITLE AND ESCROW FEES ~ Fees are estimated to range from $40,000 to $100,000. This cost
element requires further discussion and/or analysis.

PROPERTY MANAGEMENT  Estimated to range from about $75,000 to $150,000 in the aggregate.
SERVICE COSTS These fees should be reconsidered based on further discussion and
analysis.

RELOCATION SERVICE ~ Estimated from $50,000 to $150,000 in the aggregate. These fees
costs should be reconsidered based on further discussion and
analysis. Further, it may be appropriate to engage a relocation cost
expert to analyze this element, and that expert’s fees would also need to
be taken into consideration in the analysis. This could readily approach
another $100,000, considering the total number of properties and the
characteristics of some of the more complex properties.

RELOCATION PAYMENTS  Estimated from $1,500,000 to $2,000,000. However, as with the
Relocation Service Costs above, these fees should not only be
reconsidered based on further discussion and analysis, but it
may be pertinent to engage a relocation cost expert to analyze
this element further. These estimates are intended to take into
consideration moving the portable storage units for Property O.

CONDEMNATIONAND  These fees could vary substantially, depending upon the level or
INCIDENTAL COSTS  amount of opposition and challenges to any individual property
acquisition. The fees are estimated from a low of $500,000 up to

$1,000,000.
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Total Estimated Other ~ Total other acquisition costs are estimated to range from a low of about

Costs

$2.3 million up to $3.7 million, as summarized on the chart below.
Again, we believe that further discussion and analysis of these
elements is needed, along with possible input from a relocation
expert.

Other Estimated Costs of Acquisition
Low Medium High

Appraisal Fees $75,000  $100,000  $150,000
Appraisal Review Fees 12,000 16,000 20,000

Negotiation Fees 50,000 75,000 100,000
Title Escrow Costs 40,000 60,000 100,000
Property Management Service Costs 75,000 100,000 150,000
Relocation Service Costs 50,000 100,000 150,000
Relocation Payments 1,500,000 1,750,000 2,000,000

Condemnation and Incidental Costs 500,000 750,000 1,000,000
Total Estimated Other Acquisition Costs $2,302,000  $2,951,000  $3,670,000

Rd. $2,300,000 $3,000,000 $3,700,000

(These cost estimates require further analysis/discussion)

DEMOLITION COSTS ~ Post-acquisition, costs to demolish all existing structures is estimated at

Total Potential

about $2.3 million, which is based on an average cost per sq ft of
$3.50 and relying on building areas utilized herein. This figure could
change if the building areas difter substantially from those relied on in
this analysis, and/or if there are unknown other factors that impact
demolition and disposal. This estimate does not include any demolition
of specialized improvements such as the concrete and asphalt batch
plant equipment.

Thus, based on all of the above, we estimate that the total potential

Acquisition Costs costs of acquiring all properties in fee simple could range from a low of

about $53.6 million up to around $55 million, as summarized below:

Base Acquisition Cost Estimate $49,000,000 $49,000,000
Total Other Costs 2,300,000 to 3,700,000
Demolition Costs 2,300,000 to 2,300,000
Total Estimated All Costs $53,600,000 to $55,000,000
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Property Acquisition — Partial Acquisition Analysis

Introduction

PARTIAL ACQUISITION
ALTERNATIVES

In some cases, of the identified properties being considered for
acquisition that lie fully or partly within the Clear Zone, a less than full
fee simple acquisition for some may be more pertinent. We will first
consider general conceptual issues and parameters pertaining to partial
interest acquisition of any or all of the properties, then address certain
specific properties in which a partial acquisition scenario appears to be
most pertinent.

First, it is important to understand what is meant or intended by a
possible “partial acquisition” scenario. The objective of the Clear Zone
program might be met by something less than full fee simple taking of
property. This may consist of:

e Acquisition of future development rights

e Acquisition of an easement

e Placing a use, development or other restriction on all or part of a
property (similar to acquisition of development rights)

Under one or more of these scenarios, the same goals could be met for
at least some properties by acquiring less than the entire property. This
could potentially limit the costs of acquisition to something less than
100% of the fee simple costs. It is our experience that, under one or
more of these scenarios, costs could potentially be limited to anywhere
from a low of 10% of the current fee simple cost of acquisition up to
usually not more than 50% of the currently estimated costs of fee simple
acquisition, with a central tendency predominantly ranging anywhere
from about 25% - 35%. Of course, exceptions to these parameters may
exist, and do occur within the market, and depend on specific property
characteristics.

[t is also important to note if the Clear Zone program implemented
ultimately results in all or nearly all of the existing property operations
to cease, and existing improvements to be demolished; then, attempting
to acquire something less than full fee simple market value of the all the
properties would not likely be feasible, as it is likely there would be
limited demand for nothing but open storage yards (for example)
covering almost 80 acres of site area in this market sector.

Now, we will present various Alternative Acquisition scenarios.

Public Policy Issues
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Partial Acquisition In this first partial acquisition scenario, we note that four properties

Scenario 1 predominantly lie outside of the Clear Zone, with only a small portion
of their total site area or operations lying within the Clear Zone. These
include:

Property H — Frank Miles Concrete Batch Plant Property
Property L — MKEarth Property

Property U — Tucci Asphalt Plant Property

Property X — Ferrill Family Auto Wrecking Yard Property

[t appears possible to be able to allow the current operations and use of
these properties to continue without a full acquisition of the entire
property, which would significantly reduce the potential costs of the
acquisition program. Further details for each property now follow:

PROPERTYH-MILES Only one corner of this property lies within the Clear Zone, along with
CONCRETE BATCHPLANT  a small shed building, and this site corner lying within the Clear Zone is
used as one of the access driveways onto the site. Rather than
acquiring the entire site, and also having to then likely acquire all of the
specialized concrete batch plant FF&E (of which we are not experts
capable of evaluating), an alternative scenario to full fee simple
acquisition should be considered.

For example, a deed restriction on future use or development could be
placed on the property limiting the use of the portion of the site that
lies within the Clear Zone for only property access, and/or the shed (or
similar structure) to be limited to storage only and its size limited to that
as it effectively exists today. As the site requires access, and as this part
of the site 1s predominantly used already for access, it is likely the
impact of this type of use restriction would not significantly impact the
property, if at all, thus substantially limiting the costs of acquisition to
mostly the replacement cost of the existing small shed.
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If the Air Force is amenable to use of the existing shed, or a similar
small structure, for storage only, then compensation for limitations on
the use of the shed could also be substantially reduced, if any
compensation required at all. Our Alternative Acquisition Scenario 1
assumes a basis of about $40/sq ft of building area for complete
acquisition of the small existing shed, or a total of only about $20,000.
It is possible this estimate could be much lower (at or approaching $0) if
the shed were allowed to be used for storage alone. This approach
could result in a net reduction to the estimated overall acquisition costs
of more than $1 million (excluding any specialized FF&E).

Of course, there also exists the possibility the property owner could
challenge the use restriction and/or taking of the shed, which would
increase the costs.

PROPERTY L-MKEARTH ~As with Property H above, only an existing access driveway to this site
lies within the Clear Zone. Rather than acquiring the entire site, and
also having to then likely acquire all of the other site improvements
including an office building and an industrial building, an alternative
scenario to full fee simple acquisition should be considered.

Again, as noted above, a deed restriction on future use or development
could be placed on the property limiting the use of the portion of the
site that lies within the Clear Zone for only property access only, as it
effectively exists today. As the site requires access, and as this part of
the site 1s currently used mostly for access, it is likely the impact of this
type of use restriction would not significantly impact the property, if at
all, with little or no costs associated with this restriction ($-0-). This
also represents a “best case” scenario. It is possible that, with more
property information, any use restriction on this portion of the site
could have a greater impact than the above assumption; thus, for this
analysis, we will use a basis of up to around 10% of the estimated total
property acquisition costs, or $290,000 (vs. $2,900,000), or a net
reduction to the estimated overall acquisition costs of more than $2.6
million.
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PROPERTY U-TUCCI

As noted, Tucci currently uses those portions of its property that lie

ASPHALT PLANT ~ within the Clear Zone for materials storage for use in their asphalt plant

operations. The two main parcels that lie within the Clear Zone
(APNs 4776500160 and -0170) contain a total site area of around
98,468 sq ft. Further, a small sliver of APN 4776500180 lies within the
Clear Zone (the “pole” portion of a “flagpole”-shaped parcel). For
analysis, we will assume the portion of the site that lies within the Clear
Zone totals about 100,000 sq ft.

A deed restriction on use or development limiting the portion of the
site in the Clear Zone to only materials storage (such as used today)
would not be anticipated to significantly impact the existing operations,
if'at all. In terms of future alternative uses, this type of restriction might
have some nominal impact, but it would not be anticipated to be
signficant (perhaps less than 10% of the current cost of full fee simple
acquisition). Assuming a basis of around $6/sq ft of site area, this
equates to (100,000)($6.00) = ($600,000)(0.10) = $60,000. However,
some provision should be allowed to account for the impact possibly
being higher. We will assume an allowance of 25%, which thus equates
to $150,000, or a net reduction to the estimated overall acquisition
costs of more than $2.4 million.

Otherwise, a full acquisition scenario requires a taking of the entire
property, including the specialized asphalt-production FF&E, and we
are not experts in estimating the acquistion costs of this type of’
specialized equipment.
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PROPERTY X-FERRILL  About the southerly half of the easterly parcel of Property X (APN
FAMILY /AUTOWRECKING  0319071012) is used in concert with the abutting auto wrecking storage
YARD yard to the west. All of this parcel lies within the Clear Zone, and a
taking of this parcel would likely trigger a “Larger Parcel” issue that
might then require a taking of all of the Ferrill property, including
abutting parcel 0319071038 used also for the auto wrecking yard
operation, but which parcel is also improved with two additional

buildings.

Parcel 0319071012 contains a total site area of around 83,809 sq ft.
Further, there is a small building on this parcel, which contains around
2,304 sq ft. A deed restriction on the use or development limiting the
southerly portion of the site to only materials storage and/or as an auto
wrecking yard would not be anticipated to significantly impact the
existing auto wrecking yard operations, if at all.

In terms of future alternative uses, this type of restriction might have
some nominal impact, but it would not be anticipated to be signficant
(again, maybe no more than 10% of the current cost of full fee simple
acquisition). Along with this, only the auto tire store building now on
the northern part of the easterly parcel would need to be acquired, with
the costs of acquisition of this building perhaps at least partly offset by
the fact the underlying land might also be able to be used for wrecked
auto or similar storage.

Assuming a basis of around $5.50/sq ft of site area, and $40/sq ft of
building, this equates to:

(83,809)($5.50) = ($460,950)(0.10) = $46,095, rounded to $50,000;
plus (2,304 sq ft bldg)($40/sq ft) = $92,160, rounded to $95,000. Total
1s thus $50,000 + $95,000 = $145,000. However, some provision
should be allowed to account for the impact possibly being higher. We
will assume an allowance of 25% on the land portion, which thus
equates to (83,809)($5.50) = ($460,950)(0.25) = $115,238, rounded to
$115,000 + $95,000 = $210,000, or a net reduction to the estimated

overall acquisition costs of more almost $1.8 million.

If the Air Force is not amenable to continued use of the auto wrecking
facility on this portion of the larger Ferrill property that lies within the
Clear Zone, then a full acquisition scenario would likely require a
taking of the entire property, including the easterly parcel that is also
improved with two additional buildings.
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Partial Acquisition Under this scenario, the potential acquisition costs for four properties

Scenario 1 Summary (H, L, U and X) could likely be reduced significantly. The estimated
base acquisition costs for the other properties would remain unchanged
as in the original acquisition scenario. This results in a net reduction in
the total estimated base acquisition costs of around $7.9 million (or
about 16%), as summarized below:

GVA  GPA GVA Est. Alternative
Ref. Ref. Base Cost Acqwsmon
Scenario 1
A 1 $11,700,000  $11,700,000
B 283 925,000 925,000
c1 N/A 3,538,500 3,538,500
c2 N/A 2,100,000 2,100,000
D 4 460,000 460,000
E 5 150,000 150,000
F 6 2,893,500 2,893,500
G 7 2,750,000 2,750,000
H 8 1,100,000 20,000
| 9 2,325,000 2,325,000
J 10 460,000 460,000
K 11 2,700,000 2,700,000
L 18 2,900,000 290,000
M 17 390,000 390,000
N 16 600,000 600,000
0 15 2,060,000 2,060,000
p 19 375,000 375,000
Q 24 475,000 475,000
R 20 350,000 350,000
S 23 370,000 370,000
T 21 800,000 800,000
U 22 2,565,000 150,000
Y, 12 3,200,000 3,200,000
W 13 1,800,000 1,800,000
X 14 2,000,000 210,000
Totals $48,987,000  $41,092,000
Rd.  $49,000000  $41,100,000
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REDUCTIONINOTHER  As four of the properties would not be fully acquired under this
COSTS, ALTERNATIVE  scenario, other costs associated with acquisition would also be reduced
SCENARIO1 to some degree. We have made some rough estimates of the revised

costs, summarized below, which now range from about $2 million to
$3.2 million, reflecting a net reduction from about $300,000 to
$500,000.

Again, some futher discussion and analysis of these possible
additional costs is warranted.

Other Estimated Costs of Acquisition - Partial Acquisition Scenario 1

Low Medium High

Appraisal Fees $75,000 $100,000  $150,000
Appraisal Review Fees 12,000 16,000 20,000
Negotiation Fees 45,000 67,500 90,000
Title Escrow Costs 35,000 55,000 95,000
Property Management Service Costs 65,000 80,000 125,000
Relocation Service Costs 45,000 85,000 125,000
Relocation Payments 1,250,000 1,500,000 1,700,000

Condemnation and Incidental Costs 450,000 650,000 900,000
Total Estimated Other Acquisition Costs $1,977,000 $2,553,500  $3,205,000

Rd. $2,000,000 $2,600,000 $3,200,000

(These cost estimates require further analysis/discussion)

REDUCTIONIN ~ Along with the costs detailed above, total demolition costs are estimated
DEMOLITION COSTS, to be reduced about $150,000, from $2.3 million to around $2.15
ALTERNATIVE SCENARIO1  million.

Thus, after considering these factors, the total adjusted acquisition costs
under the Alternative Acquisition Scenario 1 range from about $45.25
to $46.45 million (refer to the summary chart shown on the next
page), or an estimated net reduction in costs of around $8.35 to $8.55
million, which represents a net reduction of about 16% of the total costs
estimated under a full fee simple acquisition program of all properties.
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Total Potential Acquisition Costs - Baseline Scenario

Base Acquisition Cost Estimate $49,000,000 $49,000,000
Total Other Costs 2,300,000 to 3,700,000
Demolition Costs 2,300,000 to 2,300,000
Total Estimated All Costs $53,600,000 to $55,000,000

Total Potential Acquisition Costs - Alternative Scenario 1

Base Acquisition Cost Estimate $41,100,000 $41,100,000

Total Other Costs 2,000,000 to 3,200,000

Demolition Costs 2,150,000 to 2,150,000

Total Estimated All Costs $45,250,000 to $46,450,000

$ Difference $8,350,000 to $8,550,000

% Difterence 16% 16%
Other Possible The following additional properties were identified earlier as being
Candidates for Partial ~ possible candidates for a less than full fee simple property acquisition.
Acquisition These properties predominantly consist of vacant sites (land only at

present) or have some surplus, undeveloped land portions. However,
while we overview these properties, it is important to note that any
acquisition program that dramatically impacts the entire neighborhood,
including other properties now improved, would likely have an impact on
the highest and best use — and thus the valuation — of currently
undeveloped properties.

VACANT SITES/LAND  For a property that currently consists of vacant, undeveloped land,
ONLY acquisition of the development or use rights may be a preferred
alternative to full fee simple acquisition (though, refer to the note above
— this alternative likely would only be feasible if all existing developed
propertties now in the neighborhood remain developed). This could
apply to the following properties:
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PROPERTY B

PROPERTY E

PROPERTY J

PROPERTIES K AND M

Alternative Acquisition
Scenario 2

e The north half of Property B, which now consists of a truck
driver training lot, could have a use or development restriction
placed on it to allow for future use only as a truck training lot,
and/or for materials storage or some other use that would be
amenable to the Air Force and allowed under their Clear Zone
use guidelines. However, this also assumes the existing adjacent
building improvements continue to exist, which may not be
teasible under the Clear Zone program.

e While Property E currently consists of a property where the
value 1s deemed to lie in the land only, there is a single-family
residence now on the site, and it is possible the owner may not
agree to anything less than a full taking if it required demolition
of the home and/or relocation of the residents. However, the
costs of acquisition might be able to be offset at least in part by a
resale of this site by the city, with a development or use
restriction for future use only for materials storage, or some
other use that would be amenable to the Air Force and allowed
under their Clear Zone use guidelines.

e Property J now consists of truck/other vehicle storage. A use or
development restriction might be able to be placed on it to only
allow use as a truck or vehicle storage lot, and/or for materials
storage or some other use that would be amenable to the Air
Force and allowed under their Clear Zone use guidelines.

e The western part of Property K consists of two vacant,
undeveloped parcels of land, while Property M also consists of a
vacant, undeveloped site. Again, a use or development
restriction might be able to be placed on this portion of these
properties that would only allow such a use amenable to the Air
Force and allowed under their Clear Zone use guidelines.

An additional alternative to consider assumes partial acquisition
scenarios based on impacts to value that might ranging anywhere from
about 25% to 50% of the full fee simple acquisition cost basis (except for
Properties H, L, U and X). Under this scenario, the acquisition costs
might potentially range from as low as $10.8 million up to perhaps
$24.5 million, versus about $49 million in a full fee simple acquisition
scenario (refer to the summary on the next page). This alternative
scenario is expressed as a range in this case, due to the complex issues
involved in acquiring a partial interest in the properties.
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GVA GPA GVA Est. Alterr_u';.lt.ive AIterhgt_ive Alterhe_lt_ive
Ref. Ref. Base Cost Acquisition Acquisition Acquisition
Scenario 1 Scenario 2 Scenario 2
(25% Basis) (50% Basis)
A 1 $11,700,000 $11,700,000 $2,925,000 $5,850,000
B 2&3 925,000 925,000 231,250 462,500
C1 N/A 3,538,500 3,538,500 884,625 1,769,250
C2 N/A 2,100,000 2,100,000 525,000 1,050,000
D 4 460,000 460,000 115,000 230,000
E 5 150,000 150,000 37,500 75,000
F 6 2,893,500 2,893,500 723,375 1,446,750
G 7 2,750,000 2,750,000 687,500 1,375,000
H 8 1,100,000 20,000 20,000 550,000
I 9 2,325,000 2,325,000 581,250 1,162,500
J 10 460,000 460,000 115,000 230,000
K 11 2,700,000 2,700,000 675,000 1,350,000
L 18 2,900,000 290,000 290,000 1,450,000
M 17 390,000 390,000 97,500 195,000
N 16 600,000 600,000 150,000 300,000
0] 15 2,060,000 2,060,000 515,000 1,030,000
P 19 375,000 375,000 93,750 187,500
Q 24 475,000 475,000 118,750 237,500
R 20 350,000 350,000 87,500 175,000
S 23 370,000 370,000 92,500 185,000
T 21 800,000 800,000 200,000 400,000
u 22 2,565,000 150,000 150,000 1,282,500
V 12 3,200,000 3,200,000 800,000 1,600,000
w 13 1,800,000 1,800,000 450,000 900,000
X 14 2,000,000 210,000 210,000 1,000,000
Totals $48,987,000 $41,092,000 $10,775,500  $24,493,500
Rd. $49,000,000 $41,100,000 $10,775,000  $24,500,000

REDUCTION IN OTHER
COSTS, ALTERNATIVE

SCENARIO 2

It 1s acknowledged that Alternative Scenario 2 assumes continuation of
all existing uses, with only restrictions on further development.

We have again made some rough estimates of the revised costs,
summarized below, which under this scenario might range from a low
of about $300,000 up to perhaps $900,000. There would be no
demolition costs under Alternative Scenario 2.

Again, some futher discussion and analysis of these possible
additional costs is warranted.
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Other Estimated Costs of Acquisition - Partial Acquisition Scenario 2

Low Medium High

Appraisal Fees $75,000 $100,000  $150,000
Appraisal Review Fees 12,000 16,000 20,000
Negotiation Fees 50,000 75,000 100,000
Title Escrow Costs 40,000 60,000 100,000
Property Management Service Costs 0 0 0
Relocation Service Costs 0 0 0
Relocation Payments 0 0 0
Condemnation and Incidental Costs 100,000 250,000 500,000

Total Estimated Other Acquisition Costs  $277,000 $501,000 $870,000

Rd. $300,000 $500,000 $900,000
(These cost estimates require further analysis/discussion)

Thus, after considering these factors, the total adjusted acquisition costs
under the Alternative Acquisition Scenario 2 range from about $11.1
million to $25.4 million (refer to the summary chart below), or an
estimated net reduction in costs of around $29.6 to $42.5 million,
which represents a net reduction of anywhere from about 54% to 79%
of the total costs estimated under a full fee simple acquisition program
of all properties. However, again, this assumes continuation of all
existing uses, which may not be amenable to McChord or provide the
desired result in terms of the BRAC objectives.

Total Potential Acquisition Costs - Alternative Scenario 2

Base Acquisition Cost Estimate $10,775,000 $24,500,000
Total Other Costs 300,000 to 900,000
Demolition Costs 0 to 0
Total Estimated All Costs $11,075,000 to $25,400,000
$ Difterence $42,525,000 to $29,600,000
% Difference 79% 54%
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Summary

Partial acquisition scenarios can be, and usually are, fairly complex, with
multiple issues to consider, and the need for more substantive property
information, along with a greater understanding of potentially
acceptable alternative uses by the Air Force, and any other acquisition
scenarios or combinations of scenarios being considered. Thus, a more
comprehensive analysis of the various options, and the estimated
impacts on the costs of partial vs. full acquisition, lies beyond the scope
of this assignment.

Alternatives to full acquisition exist that might substantially reduce the
total costs of acquisition of the entire fee simple interest in all the
properties. At a minimum, at least four of the properties appear capable
of a successful, and less costly, acquisition scenario.
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Public Policy Issues

Introduction / Key While not attempting to delve into all facets of pertinent or potential
Public Policy Issues To  public policy issues, the factors noted below merely serve as pertinent
Consider items that might be considered further with respect to the Clear Zone

property acquisition program.
RELOCATION e  Relocation/displacement of existing uses/businesses

- How much space will be required to accommodate any
displaced businesses?

- How much space will be needed to accommodate owner/users
(fee simple acquisition) vs. tenants (space for lease)?

- What is the availability of alternative properties, and where
might they be located?

- Will other locations have sufficient electrical power for industrial
type uses, along with other sufficient utilities?

IMPACTS ONWORKERS e  Impact on employees, families: inconveniences, extra time to travel
turther to job, etc.

- How will any displacement impact transportation resources, and
will resources be available for alternativee work locations?

- How will displacement impact time traveled to and from new
locations, and how will this impact the families of affected
businesses?

- How might displacement impact families of workers in other
ways, such as for access to schools, daycare, etc?

JOBANDBUSINESS e  Possible direct job and business loss and possible loss of other
LOSSES nearby, complementary uses

- How many jobs (both direct and indirect or complementary)
could be lost, or transferred to other jurisdictions/communities,
as a result of any property closures due to taking for the Clear
Zone?

PUBLIC PERCEPTIONS/PR @  Public PR /perception of closures/takings
MANAGEMENT
- What might be the impact on public perception of the city, the
military and such as a result of any takings/closures?
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CITY OWNERSHIPAND e  City ownership and management of properties
MANAGEMENT OF
PROPERTIES - It the city acquires properties now located in the Clear Zone,
how will they address and manage certain factors or issues that
might impact some of the properties, such as: hazardous waste
contamination; property security; trespass; other liability; etc?
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hotels, and properties impacted by wetlands or hazardous waste
contamination.

Stan has 27 years of combined real estate and banking experience,
including 13 years as a real estate appraiser. In addition to valuation
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management, leasing, sales, loan underwriting and credit approval.
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Appraisal Institute Courses Completed

* Course 110, Appraisal Principles
* Course 120, Appraisal Procedures

* Courses 410, 420, 430, Standards of Professional Practice
Parts A, B & C
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* Course 520 Highest & Best Use and Market Analysis
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State of Washington Certified General Real Estate Appraiser
(No. 1100565)
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